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May your Magnificence … accept this little gift in the same spirit in
which I send it; and if you will read and consider it well, you will
recognise in it my desire that you may attain that greatness which
fortune and your great qualities promise. And if your Magnificence
will turn your eyes from the summit of your greatness towards
those low places, you will know how undeservedly I have to bear
the great and continuing malice of fortune.
Niccolo Machiavelli to Lorenzo de Medici, Dedication to The Prince

… I have chosen to dedicate these my discourses to you in
preference to all others; both because in doing so, I seem to be
showing some gratitude for benefits received, and also because I
seem in this to be departing from the usual practice of authors,
which has always been to dedicate their works to some prince, and,
blinded by ambition and avarice, to praise him for all his virtuous
qualities when they ought to have blamed him for all manner of
shameful deeds.
Niccolo Machiavelli to Zanobi Buondelmonti and Cosimo Rucellai,
Dedication to Discourses on the First Ten Books of Titus Livy
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Abstract

A

re there policy markets in Australia, and if so, how do they operate? This
is the core question for this dissertation. Beginning with a focus on this
simple formulation of the problem, the thesis explores the idea of policy
markets, breaking it down into its constituent parts—‘policy’ and ‘markets’—
and develops four different ways in which policy markets (i.e. markets for
policy analysis, research and advice) might be modeled:
1.

the dimensions of knowledge, values and competition in policy
development systems and processes;

2.

a hierarchy of policy markets according to strategic, programmatic
and operational concerns;

3.

policy markets in the context of cyclical process models of policymaking, especially the variant posited by Bridgman and Davis
(1998); and

4.

a typology of policy markets ranging from ‘pseudo’ forms through
to a form of full (or ‘pure’) policy market.

Against the background of this theory-building, the empirical evidence—
which was gathered through a combination of documentary investigation and
some 77 interviews with senior public servants, consultants and ministers—is
addressed through three interrelated approaches: an analysis of the (relatively
limited) government-wide data; a comparison of this material with experience
in New Zealand; and a set of three extended case studies. The three case
studies address the idea and experience of policy markets from the point of
view of:
•

the supplier—in this case, the economic forecasting and analysis
firm, Access Economics;

•

ministers-as-buyers—through a study of the Coalition
Government’s 1998 efforts to reform the waterfront; and

•

the bureaucracy as implementers of an extensive program of
outsourcing—through a detailed examination of the outsourcing of
corporate services (especially human resource management) by the
Department of Finance and Administration.

Several conclusions are drawn as to the character, extent and theoretical
and practical significance of policy markets in Australia. While various
elements of actual markets (e.g. contracts, price and service competition,
multiple sources of supply, etc.) can be detected in the Australian approach to
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policy-making, policy markets are not as prevalent or as consistent as the
rhetoric might suggest. In particular, while the language of the market is a
common feature throughout the Australian policy-making system, it tends to
mask a complex, ‘mixed economy’, whereby there is a continued preference
for many of the mechanisms of bureaucratic ways of organising for policy
analysis, combined with a growing challenge from various forms of networks,
which are sometimes ‘dressed’ as markets but retain the essential elements of
policy (or, perhaps more particularly, political) networks. Nevertheless, the
growing use of the language and some of the forms of the market in
Australia’s policy-making system suggests that practitioners and researchers
need to take this form into account when considering ways of organising (in
the case of practitioners) or ways of studying (for researchers) policy
development in Australia.

– vi –

INTRODUCTION

The marketisation of
policy-making in Australia

The competition prescription, in fact, does not so much reduce
government as fundamentally change its role. Government’s
manifest problems stem not so much from following the
competition prescription but from being unable to follow it
intelligently. In many cases the problems proponents of the
competition prescription rail against are the result of government’s
growing reliance on the private sector and its lack of capacity to
manage public-private relationships.
Donald F. Kettl
Another changing reality for the public service in the 1990s is that
it is competing with other sources of advice to government. The
advisory role is not exclusive to public servants. In an era of
streamlined communications and an informed and vocal
community, it is to be expected that governments will receive
advice from any quarters. I do not see that, in a democracy, this can
be anything but healthy … [T]hese days the alternative [non-public
service] advice is likely to be more immediate, more diverse and
more open.
The Hon John Howard, PM

O

n one level, this dissertation has a simple purpose: to examine the
extent to which marketisation—Kettl’s ‘competition prescription’
(1993b)—has come to influence policy development processes at the
national level in Australia. In particular, the thesis is concerned with testing the
degree to which the language and ideas of the competition and the market—
exemplified by comments made by Prime Minister John Howard in his 1997
Garran Oration—reflect reality in terms of market-type modes of organisation
for policy development being used in the Commonwealth. Underneath this
deceptively simple way of articulating the objective of the work lies a myriad
of questions about data, modes of analysis and interpretation that mean that
the process of grappling with the research problem is complex and, at times,
–1–
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ambiguous. This is to be expected when dealing with a notoriously ‘slippery’
concept—policy development—and applying to it an equally contested idea—
the market. Despite these analytical, interpretative and methodological issues,
however, the question of the market for policy advice is an important one. As
Kettl observes, the competition principal can ‘fundamentally change
[government’s] role’. Kettl was referring primarily to the marketisation of
program delivery, service provision and support services—to what
government does. It is clear, however, that the application of the competition
prescription to how government decides what to do has at least a similar
transformative potential. This dissertation is concerned primarily with the
questions of whether and how that prescription is being applied to policymaking in Australia; the question of what such developments might mean for
good government is considered, but this is a second-order issue in the context
of a field where the empirical evidence remains largely unexamined and its
interpretation contested.
This thesis has its origins in two streams of thought. One is analytical
and (as far as possible) dispassionate. From this perspective the work is
concerned with trying to understand a complex reality, continually steering a
course between over-simplification on the one hand, and becoming lost in
myriad points of detail on the other. The other stream is evaluative and, to an
extent, normative. This approach—which is by no means incompatible with
the first, although it sometimes sits uncomfortably with it—stems from the
human wish for improvement, the desire to declare that one thing is somehow
better than another, or that matters ought to be approached in one manner and
not another. The scholar’s challenge is to reconcile these two elements,
seeking to understand while acknowledging the need to draw normative
conclusions from the material under investigation. Against this background,
this Introduction describes: the thinking and experiences that gave rise to the
work; the broad analytical framework that has been applied; the overall design
of the research project; and the structure and general findings of the thesis.

ORIGINS OF THE THESIS
Personal, professional observation forms the starting point of this research
project. During my twelve years as a public servant, which included various
reasonably senior positions in the Australian Public Service (APS), I developed
a strong interest in the influence of market-oriented thinking on the
functioning of the public service. As a policy officer under the Labor
Governments of the late 1980s and early 1990s, my main areas of professional
concern were competition policy and commercialisation. In the mid-1990s—
when I was a senior manager in a commercialised business unit in a
Commonwealth department of state—I began to wonder how far what Kettl
(1993b) calls the ‘competition prescription’ might be taken.
After all, the New Zealanders had introduced the then novel idea of
‘purchasing’ policy advice (SSC 1991), and senior public servants in Australia
–2–
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were speaking of the need to subject central coordinating agencies to greater
competition (Mellors 1995b, 1995c). Indeed, since the 1970s ministers had
availed themselves of the opportunity to recruit to their personal staffs
advisers who could provide contrary policy views to those coming from the
bureaucracy: policy contestability in the broader sense of the term was very
much alive within government (Dunn 1997; RCAGA 1976; Walter 1986).
This, then, was the professional concern that gave rise to my undertaking
a doctoral research program. Some of my colleagues and I began to wonder
just how far marketisation might be taken as a means of organising
government policy development. It was therefore logical to set about trying to
establish the extent to which such a trend had already been established—a
core concern of this thesis.1
The new Coalition Government took up the themes of marketisation
and policy advice soon after it was elected in 1996. It vigorously promoted the
‘Yellow Pages Test’, i.e. if a good or service was available through the Yellow
Pages, then government probably did not need to provide it. It also placed the
contestability of policy advice on the agenda, at least in terms of policy advice
as a potential vehicle for influence and access to government (Howard 1997;
Kemp 1998b; Reith 1996). The Government was avowedly pro-market and
well-disposed towards the private sector in all its major policy prescriptions.
Clearly, the next step may well have been to apply the market principle to the
policy development process itself.
The research on which this dissertation is based commenced in 1997 in
the expectation that an overt and deliberate reorganisation of the
Commonwealth’s approach to policy-making was in the offing. In the event,
the changes that have happened—significant though they are—have been
mostly ad hoc, with market-based sources of policy research, analysis and
advice being drawn on in individual cases, but not as a consequence of a
whole-of-government effort. As important as the rhetoric of markets and
competition have been to the Howard Government, it has not chosen to
overtly reorganise its policy machinery along market lines.
In retrospect, this is not surprising. There is little political gain to be
made by ‘nailing your colours to the mast’ and committing to a specific
approach when a key requirement for the management of policy development
is flexibility. It has been sufficient for the Howard Government to point to the
contestability of policy advice, express its preference for private sector
suppliers of services and draw on the growing market for research, analysis
and advice as and when it requires. As a consequence, the pattern that has
emerged and that is described in this thesis is one of change through specific
cases and actions rather than systematic reform. The trend towards the
marketisation of policy is apparent, but only through the accretion of
individual events and processes, not as a coordinated systemic change. This is
an approach that is entirely in keeping with the generally pragmatic character
of public sector reform in Australia (Halligan 1997), even if the Howard
–3–
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Government has taken a more ‘ideological’ stance in some other areas of
public sector reform, such as competitive tendering and contracting, and
information technology outsourcing (Canberra Times 2001; Halligan 2001;
Mitchell and Henderson 2001).
At the outset of this work, and as a practitioner with little exposure to
the theory of public sector reform or policy-making, my interest was grounded
in a general understanding of the ideas behind market-based reform, the
debate over vertical integration versus markets (i.e. economies of scale versus
market economies) and the role of the bureaucracy as government’s prime
(although not sole) source of detailed policy analysis and advice. I was also
aware of the neo-liberal, ‘economic rationalist’ challenge to collectivist,
interventionist perspectives on the role of government. This awareness was
not, however, the product of systematic theory, but rather of the tendency for
ideas to circulate among professional bureaucrats without their origins
necessarily being examined, let alone challenged. One of the first steps in the
study, therefore, was to come to grips with the background of ideas and
analysis, as outlined in the next section.

ANALYTICAL FRAMEWORK: RESEARCH AND IDEAS
According to many researchers, especially in the USA, in recent decades the
positivist-modernist model for studying public administration has been
providing reduced returns in terms of aiding research and understanding.
Approaches grounded in post-modernist, systems-based and/or feminist
challenges to the dominant modernist paradigm have gained increasing
influence in the field. Fox and Miller (1995), for example, argue strongly that
researchers in public administration need to embrace the postmodernist
analysis of the limitations of language and communication to construct a
richer, more diverse discourse. White and Adams pursue a similar if less
stridently argued line, calling for the application of ‘interpretative reasoning’ to
supplement (rather than replace) explanatory and critical approaches to the
study of public administration. This, they argue, would involve the application
of ‘a referential and circular reasoning process rather than linear deduction …
captured in the hermeneutic circle [between the general and the particular]’
(White and Adams 1994:17).
While this dissertation is not expressly postmodernist or
deconstructionist in intent, it is mindful of the critique that arises from these
modes of analysis. Like all academic discourse, this study is influenced by
considerations of language and its interpretation. As such, it is important to
acknowledge the gaps, ambiguities and uncertainties which exist between (in
Lacanian terms) the ‘signified’ and the ‘signifier’ (Lacan 1977, quoted in White
and Adams 1994:15). In particular, there is often a gap between the language
used in policy-making circles and the factors it is intended to describe. In the
context of this study, the prevalence of the language of the market (e.g.
‘competition’, ‘contracts’, ‘purchaser’, ‘price’), is not, in many instances, a
–4–
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reliable guide as to the real nature of policy-making, as such language can often
be used as a deliberate or inadvertent disguise for the true character of the
system or components of it.
Policy-making: a complex system

Government is very complex. This almost platitudinous observation has
profound implications for researchers in this field. By definition, complex
systems resist analysis, especially analysis which has as its goal the prediction
of future states of the system. Policy systems are influenced by many
interrelated variables, and even if an observer were able to obtain all of the
pertinent information on the current state and trajectory of the system, the
very process of gathering, interpreting and acting on that data would itself
change the system’s responses.
Early attempts to respond to the dynamic nature of the policy process—
such as Easton’s (1965) ‘dynamic response model’—sought to reflect the
fundamental role of information feedback in such systems. More recently,
Luhmann (1990) has posited the idea of the self-referential system, whereby
‘autopoiesis’ takes place in such a manner that any attempt to ‘manage’ the
system becomes part of the informational loop that informs and alters the
system. The policy maker, in effect, becomes part of the system he or she is
trying to manage. This does not mean participants in the system need not (or
cannot) take responsibility for it. Rather, the scope for definitive action is
narrowed and the nature of potentially effective policy decisions is somewhat
different to what might be expected under a more instrumentalist or
mechanistic conception of policy (see, for example: Kiel 1993; Schön and Rein
1994; Jervis 1997; Stewart and Ayres 2001).
For this dissertation, the consequences of this line of thinking are clear.
Any attempt to characterise a complex system such as the Commonwealth’s
approach to policy-making in a single framework or model is not likely to
succeed in reflecting all of its salient aspects. Further, insofar as a study such as
this generates information or views which penetrate the system under study,
the very process of pursuing the research may elicit unanticipated responses
from the system, if only because the act of anticipation in turn changes the
informational dynamic. Because of this and associated factors, this study is
deliberately limited in its normative scope.
Rational actor and public choice theories

One methodological response to the complexity of human systems has been
to use various explicit or implicit axioms of human nature to reduce the
variability, uncertainty and unpredictability in the outcomes of any given
modeling exercise. Perhaps the most pervasive and influential body of thought
in this area has been rational actor theory and its political variant, public choice
theory. Rational actor theory can be traced back at least to Adam Smith, if not
before. The basic elements of the theory are summarised by Monroe (1991:4):
–5–
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1.

Actors pursue goals.

2.

These goals reflect the actors’ perceived self-interest.

3.

Behaviour results from a process that actually involves (or
functions as if it entails) conscious choice.

4.

The individual is the basic actor in society.

5.

Actors have preference orderings that are consistent and stable.

6.

If given options, actors choose the alternative with the highest
expected utility.

7.

Actors possess extensive information on both the available
alternatives and the likely consequences of their choices.

Clearly these assumptions are open to challenge, including on empirical
grounds. Nevertheless—with some significant modifications by such analysts
as Simon (1976) and Williamson (1979, 1996)—they have come to be favoured
as the implicit groundwork on which much public policy is constructed.
This dissertation uses rational actor theory—tempered by ideas from
‘new institutionalism’, as discussed below—as the theoretical starting point for
conceptualising market-based ways of organising social action, and tests its
implications for policy-making processes. Rational actor theory, public choice
and neo-classical economics—more pejoratively known as ‘economic
rationalism’ in Australia or ‘neo-liberalism’ elsewhere—have exhibited a clear
and sustained influence on the thinking of policy-makers and their advisers. It
is appropriate, therefore, to consider how and to what extent these ideas have
influenced how policy advisers and decision-makers go about organising their
own business, not merely how they manage the business of government.
Theories of policy-making

Government and how it makes policy have been the subject of concerted
intellectual effort and debate for centuries. For the purposes of this study,
there is one particular divide which is of interest: that which separates
rationalist, problem-focused and largely normative models or theories, from
incrementalist, ‘muddling through’ or ‘garbage can’ constructs, which tend to
be more descriptive in their intent. In many respects the debate about which
of these approaches is most ‘true’ is premised on a misunderstanding about
the basic intentions of each set of ideas (Smith and May 1993; Gregory 1993).
It is possible, indeed desirable, for notions of how policy-making ‘ought’ to
happen to differ—even quite fundamentally—from observations of how it ‘is’
pursued in reality. Further, much of this debate seems to suffer from a forestand-trees misunderstanding. Rationalist, problem-solving approaches such as
policy cycles or stages (Parsons 1995:79-81) tend to focus on the ‘trees’ of
individual decisions or policies, whereas Lindblom (1995) (incrementalism)
and Cohen, March, and Olsen (1972) (‘garbage can’) look more to the ‘forest’
of the wider political context and large, systemic shifts in expenditure and
–6–
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program orientation. To change the metaphor, just because one chooses to use
a microscope does not invalidate the observations of the person behind a
telescope, nor vice versa.
These highly influential but contentious models of the policy process
give shape to the analytical framework for this work. This is true both in terms
of direct application—variants of both schools are applied—and in terms of
reflecting on the implications of different frames of reference for how we
perceive what may (or may not) be ‘policy markets’. It is reasonable to
hypothesise, for example, that a rationalist model may lend itself more readily
to identifying characteristics of a market-like nature than an incrementalist
approach, if only because rationalist policy models tend to share the goaloriented, utility maximising focus of the rational actor perspective of market
concepts of social relations.
Theories of statehood, organisation and public sector management

The core concern of political theory is power: its purpose and characteristics
and its use and abuse (Lane and Stenlund 1984). Surrounding this central
concern is a constellation of related issues, including social and economic
conflicts, public versus private interests, and the legitimacy of government
(Heywood 1997). The broad normative aim of political science, therefore, is to
establish the grounds on which social, economic and physical power can be
wielded to find appropriate settlements between conflicting but legitimate
societal interests. In democratic systems this concern translates into a belief in
the ultimate sovereignty of the people as expressed through various political
institutions that mediate between the collective will and the instruments of
government. Such systems are built on a broadly common understanding of
their legitimacy:
When we talk of the ‘legitimacy’ of political arrangements we mean
their capacity to create and sustain a belief in the fairness of those
arrangements—that is, how political decisions are chosen,
authorised and controlled in accordance with the public interest or
the public good. (Pringle 1997:7)
Australia’s representative parliamentary system partakes of elements of
both the ‘Westminster’ tradition of executive government arising from the
elected parliament, and the ‘Washington’ system of institutional checks and
balances, especially through the doctrine of the separation of powers and the
federal system of a national and state governments with constitutionally
delineated powers.2 Constitutionally, the executive is accountable to the people
via parliament but, as a consequence of the two party system that has evolved
in the House of Representatives, the electorate also effectively chooses who
governs, not merely who represents.
Executive accountability forms an important frame of reference for this
thesis, because one of the research questions (discussed in Chapter One)
–7–
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relates to the implications of policy markets in Australia for our expectations
of responsible democratic government. In essence the question that arises is:
can executive accountability be outsourced? This issue has arisen repeatedly in
recent public debates about trends towards competitive tendering and
contracting at all levels of government in Australia (Mulgan 1997, 2000b).
Related to the question of outsourcing accountability is the perception
among many academics that there is a growing trend in most western
democracies towards a ‘hollowing out’ of the state, whereby the notion of
‘statecraft’ is being progressively undermined and delegitimised through the
application of the tools and techniques of the ‘new public management’
(Peters 1994, 1998). Somewhat less critically, Hood (1995) and Lane (2000)
both argue that the ‘new public management’—characterised by a widening
use of contractual modes of organisation, a preference for competitive or
quasi-competitive structures and individualised economic incentives for public
servants and other suppliers of public services—has achieved a very high
degree of influence in many western countries as a means for governments to
do more ‘steering’ and less ‘rowing’ (Osborne and Gaebler 1992).
There is also a related debate among academics and practitioners about
the problem of policy coherence in modern government (Weller, Bakvis, and
Rhodes 1997; OECD 1996a). The use of contract as a means of organising
public institutions or moving their functions into the private sphere raises
particular challenges to the capacity of government to acquit its obligations to
the community (Hood 1997; Davis, Sullivan, and Yeatman 1997; Considine
1996). Others, however, are equally vociferous in defending contracts or
contract-like mechanisms and, more broadly, the new public management, as
ways to improve the efficiency of public services without necessarily debasing
either accountability or equity (Osborne and Gaebler 1992; Domberger,
Farago, and Fernandez 1997; Domberger, Doyle, and Hall 1996; MAB/MIAC
1997).
The values that underpin these differing perspectives may well prove
irreconcilable, especially on such fundamental questions as the purpose and
nature of government and the relative weighting of efficiency, effectiveness,
equity and accountability, as well as the trade-offs between public and private
interests. In the context of this study, the use of market-based mechanisms for
organising the policy process is clearly an aspect of the debate. Public policy
and its management is generally seen as a ‘core’ function of government
(including by ministers who promote its contestability—see Kemp 1997,
1998c). As such, the practice of placing aspects of the policy process in the
hands of the market has the potential to exacerbate or enhance—depending
on your perspective—the impact of the new approaches to public
management.
These normative considerations are generally not in the foreground of
this study. They are acknowledged in but not central to the theory-building
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and empirical aspects of the work; Chapter Ten and the Conclusion deal with
the normative implications of the thesis.
New institutionalism and transaction cost analysis

One of the major contributions to the theory of organisation has been the
development of the ‘new institutionalism’, which seeks to bring within a single
framework an understanding of organisations as the products of both suprapersonal institutional forces and the combined effects of the desires and
actions of the individuals that operate within those institutions. March and
Olsen place this thinking squarely in its political and historical context:
The present context … is different from much of [the history of
democratic governance]. It is a context of large, complex,
interconnected social systems. It is a context of communication,
information and military technologies that change important
premises of government … It is a context of global economic
competition along with global consciousness of disparities in
wealth and well-being. It is a context of highly elaborate and
differentiated knowledge in which what is knowable and accessible
is a function more of social and technological organization than of
intellect. (1995:4)
The new institutionalism that March and Olsen promote is built on the idea
that mutuality and the sociology of human organisations are at least as
important to understanding modern institutional forms as the individualistic,
enlightened self-interest emphasised by rational actor theory and its political
variant, public choice theory.
Transaction cost analysis is a significant and detailed tool developed to
study the economics of the firm. It has been used extensively as a means of
exploring and explaining aspects of public sector organisation, especially the
‘make or buy’ questions of vertical integration versus outsourcing. Transaction
cost analysis is based on the argument that the costs of various transactions
(i.e. not just the goods or services being exchanged via those transactions) are
a major determinant of the form of organisation used in any given industrial
setting. Williamson (1996), in particular, builds on both Coase’s 1937 work on
the economics of the firm (Coase 1993), and on the problems of opportunism
and bounded rationality posited by Simon (1976). Williamson concludes that,
but for these factors, transaction costs would not matter. With them, however,
there are at least five ‘hazards’ that give rise to transaction cost issues:
5.

bilateral dependency (i.e. between suppliers and buyers)

6.

weak property rights (i.e. lack of exclusivity of the good being
exchanged)

7.

measurement hazards and/or over-searching (i.e. the cost of
evaluation)
–9–
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8.

inter-temporal responsiveness, long latency, and strategic abuse (i.e.
transactions where the benefits for the buyer may be long delayed);
and

9.

weakness in the institutional environment (Williamson 1996).

In combination, the ideas emerging from the literature on institutions
and transaction costs provide a cogent set of tools for understanding the
dynamics of policy-making. In particular, the combination of individual and
institutional factors shape the way governments go about making policy, and
help explain why they evolve in particular ways. Likewise, transaction cost
analysis can show both the strengths and weaknesses of particular modes of
organisation for policy, whether through the traditional vertical integration
model of bureaucracy or more diversified, horizontal structures of networks or
markets.

OVERVIEW OF THE RESEARCH PROCESS
Because of its concern with the relationship between theory building and
practice, the research process involved continual iterations between the fields
of practice and evidence on the one hand, and theory and ideas on the other
(represented in diagrammatic form at Figure 1). As already discussed, the work
originated in the researcher’s professional experience, which informed the
initial round of ‘scene setting’ interviews. At the same time, the diverse
literatures on public administration, policy-making, market theory and
organisation were consulted.
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Figure 1: The research process
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Case
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Market Theory

Implications

Organisational
Theory
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Comparison with
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Revise
Theory

Implications for
Theory &
Practice

Out of the first round of interviews and the readings, a ‘proto-theory’ of
policy markets was developed. The principle behind the theory is that there are
three generally recognised ways of organising collective human endeavour:
hierarchies (or bureaucracy); networks (or communities); and markets
(Colebatch and Larmour 1993). While bureaucracies and, more recently,
networks have received considerable scholarly attention, markets seem to have
been neglected as a possible field of research and analysis among students of
policy.
Armed with the general idea that markets play a role in policy-making, a
further and much more extensive round of interviews was conducted and
three case studies were selected for closer examination. System-wide data such
as could be found in departmental annual reports and parliamentary
committee reports was also used. Finally, the New Zealand experience was
brought into the research program as a point of comparison with the
Australian approach. Out of the fieldwork and documentary analysis various
conclusions were drawn, which lead to a reassessment of the theory of policy
markets. Indeed, although Figure 1 necessarily presents a linear picture of the
process, the examination of the empirical evidence and re-evaluation of the
theory was an iterative process, taking place throughout the project.
The final step in the research process was to draw some conclusions
about policy markets as they appear in the cases and other material used.
These conclusions relate both to practice and theory.
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Before summarising the findings and outlining the structure of the thesis,
it is necessary to clarify some terms used in this dissertation:
•

‘Public administration’ and ‘public sector management’ carry
specific meanings in the literature, but as the differences are not
particularly germane to this study, they have been used
interchangeably, as is common practice outside academia.

•

‘Policy’, ‘public policy’ and ‘government policy’ are also used
interchangeably, even though they can be seen as carrying slightly
different meanings in some circumstances.

•

‘Policy markets’ is a term coined for this study—although at least
one example of it was found during the fieldwork phase of the
project3—to refer specifically to the markets for various policyrelated inputs to the decision-making process, including research,
review, analysis and advice.

SUMMARY OF FINDINGS AND STRUCTURE OF THE THESIS
While there is evidence that market-based modes of organising for policymaking are being used in Australia, the character of those modes is such that
delineating between them and the alternatives (specifically, bureaucracy and
networks) is often difficult. It is also difficult to differentiate between different
types of policy markets, although it seems clear that the most common
approaches are to use the market to supplement rather than supplant the
public service (‘partial’ policy markets) or to use the language and imagery of
the market to ‘cover’ what are in fact bureaucratic or, in particular, network
systems (‘pseudo’ policy markets). There is little evidence for other types of
policy markets posited in the thesis, including fully developed markets.
On the other hand, there is considerable evidence that almost every
phase of the policy process can be opened to market competition of some
sort. Indeed, there is a risk that using the market at too many points in a given
policy development exercise may result in important decisions being
‘outsourced’ to private sector suppliers who are not necessarily subject to the
same accountability regimes government ministers and public servants operate
within. Risks such as these need to be carefully managed.
Certain interesting methodological findings also emerged from the
research. The approach of developing several models of policy markets which
were then tested against the empirical evidence was useful as a means of
exploring different ways of looking at the case material. Even the multi-model
approach, however, was not sufficient to capture all the nuances of the
material. Variations and departures from what was anticipated in the models
were common, causing repeated rethinking of the models and their purpose.
In summary, then, policy-making in Australia increasingly uses some
market-based modes of organisation. However, this is not the result of a
– 12 –
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government ‘program’. Nor is it consistent or unmixed with other approaches.
Marketisation of policy-making is, rather, a consequence of decisions made
about specific policy development exercises that have progressively developed
the capacity of the market to supply needs that were once satisfied almost
entirely by the bureaucracy. This development—uneven and ambiguous
though it is—should be taken into account by scholars interested in public
sector reform and policy-making in Australia, as policy markets can shape and
perhaps even distort processes and structures in ways that would be much less
explicable if the role of the market were ignored by the researcher.
Structure of the thesis

This Introduction and Chapter One introduce the thesis as a whole, detailing
the broad analytical framework and the methodological approach. Chapter
Two is a short background chapter, outlining public sector reform in Australia
and how it has evolved since the 1970s. Chapters Three and Four examine the
theoretical underpinnings of policy-making and markets. Building on this,
Chapter Five constructs a theory of policy markets, including four possible
ways of modeling such markets.
Chapter Six turns to the empirical evidence, describing the general
lineaments of policy advisory services at the national level in Australia, and
comparing the Australian experience with that of New Zealand, where a more
overt approach to market-based ways of organising policy advice was adopted
in the 1990s, including contractualisation of the provision of policy advice to
government by public service departments.
Against the background of the broader, system-wide discussion of
Chapter Six, and using the theoretical framework posited in Chapter Five as
the common point of reference, Chapters Seven, Eight and Nine each detail a
case that casts light on the role of policy markets in Australia. Chapter Seven
looks at the economic policy firm, Access Economics; Chapter Eight tells the
story of the Coalition Government’s use of consultants in developing its
strategy for waterfront reform; and Chapter Nine tests the idea that the market
may be able to indirectly but significantly influence policy-making as a result of
initiatives aimed at outsourcing corporate functions in a Commonwealth
department. The research findings and an examination of their implications
for research and practice are presented in Chapter Ten and the Conclusion.
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The type of social science in which we are interested is an empirical
science of concrete reality (Wirklichkeitswissenschaft). Our aim is the
understanding of the characteristic uniqueness of the reality in
which we move. We wish to understand on the one hand the
relationships and the cultural significance of individual events in
their contemporary manifestations and on the other the causes of
their being historically so and not otherwise.
Max Weber

Between the conception and the creation
Between the emotion and the response,
Falls the Shadow.
T.S. Eliot

W

hile Weber (1949:68) presents a cogent argument for rigor and clarity
in social science research, T.S. Eliot’s famous lament about the
inevitable gap that lies between conception (or theory) and creation
(or practice) reminds us that even the best designed research must face the
problem of encapsulating complex, ambiguous experience in what is inevitably
a simplified understanding of that experience. It is with this in mind that the
methodological issues for this dissertation are approached. The aim is to
develop an approach to the material that is organised and coherent, tempered
by the realisation that it is not possible to capture all the perspectives that
might conceivably be brought to bear. Success (or otherwise) is therefore a
matter of relative judgement rather than absolute certainty. It is therefore
important that the discussion in this chapter be read against the background of
the analytical framework discussed in the Introduction.

RESEARCH QUESTIONS
The main determinants of the project design have been the key research
questions, which were developed early in the project and modified slightly as
the work progressed. The core question being addressed is simply stated but
gives rise to some major issues of meaning, interpretation and method:
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Are there policy markets in Australia?
As may be expected, the term ‘policy’ has been particularly problematic in this
study. To make sense as a ‘market’ it has to be seen as a commodity,
something tangible that is produced through a specific set of activities and
services. The deeper, more diffuse conception of policy as having multiple
meanings depending on values, perspective and purpose (Colebatch 1998) is
set to one side. For the purposes of this study, ‘policy’ relates to the specific
decisions and actions (or non-decisions and non-actions) of government
(Randal Stewart 1999). The term ‘policy markets’, therefore, relates to activities
and services carried out to support the production of government policy.
The main research question implies a binary response—either ‘yes’ or
‘no’. The full story, however, is highly contingent on definitions and evidence,
rendering either response fundamentally inadequate. Nevertheless, it is useful
to ask the question in this direct way so as to focus what might otherwise be a
diffuse study.
In answering this ‘big question’, several subsidiary issues have been
addressed. These have been formulated so as to take the study from a basis in
theory and theorising, through a study of the phenomena in the field and a
comparison with experiences elsewhere to a discussion of the implications of
the theory and the empirical data for governance and government in Australia.
The subsidiary questions therefore include:
•

What might a theoretical model of a policy market consist of?

•

How does the concept of policy markets relate to other modes of
policy-making?

•

Are there types or degrees of policy markets?

•

What are their core characteristics?

•

What are the implications of policy markets for established theories
of the policy process?

•

If there are policy markets in Australia, what are they like?

•

What proportion of policy-making activity is conducted in this
way? Is it growing or changing in intensity?

•

What are some examples of policy markets in Australia?

•

If policy markets do not exist in Australia, why not?

•

What are the implications of policy markets:
−

for policy management?

−

for accountability?

−

for responsible, democratic government?
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QUALITATIVE AND QUANTITATIVE METHODOLOGIES
As observed by Hill, how public policy is made tends to mainly involve
qualitative approaches, although quantitative methods can also be appropriate:
Policy process studies are likely to be case studies, using qualitative
methods. Where quantitative methods are used, they are likely to
deal with impact, from which deductions can be made back to
process. Perhaps the ideal here is some combination of qualitative
observation of process with quantitative work on impact. (1997:25)
This dissertation broadly follows Hill’s suggested pattern, using qualitative
techniques, especially case studies, to examine the phenomenon of policy
markets and, where possible, it draws on quantitative data, most of which
relates to some of the effects of policy markets (e.g. shifts in expenditure on
consultancies—see Chapter Six). As such, this study follows what Rubin and
Rubin call the ‘interpretative approach’, which:
… argues that not everything that is important can be measured
with precision and that trying to do so is a distracting and
inappropriate task. Similarly, searching for universally applicable
social laws can distract from learning what people know and how
they understand their lives. (1995:35)
By the same token, a strongly anti-positivist stance can raise serious doubts
about the validity of research findings (Bruns 1987:240-41). Given the broad
and (in part, at least) subjective nature of the main questions being addressed
in this study, the research method employed ranges from some limited
quantitative work—mostly relating to contextual or circumstantial aspects of
the study—through to a qualitative core, involving personal interviews,
interpretative theory building and case studies.
In broad terms, the ten ‘themes of qualitative inquiry’ enunciated by
Patton (1990:40-41) inform this study. In particular, this study is influenced by
six of Patton’s themes, in that it seeks to:
•

work largely (although not exclusively) through personal contact
with those in the field;

•

apply a dynamic systems conception of the organisational and
policy context;

•

recognise the unique as well as the general in the cases studied;

•

be sensitive to the political, personal and institutional contexts of
the interviews and the cases studied;

•

be empathetic but neutral towards sources and interviewees; and
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be flexible in its design and development throughout the course of
the work.

Qualitative data in this area is relatively rich. There is a growing body of
published and unpublished accounts of policy-making in the Commonwealth,
focused on both traditional (i.e. bureaucratic) and non-traditional sources of
advice, analysis and decision support (e.g. Halligan 1995; Dunn 1997; Edwards
2001; Weller 2001). Participants in the field are also generally very willing to
discuss their experiences, as the material garnered from the interviews
conducted for this study demonstrates. Of course, variances in definition and
meaning inevitably arise. In particular, interviewees often had differing
concepts of what constituted a ‘market’ for policy activity. Some tended to
emphasise numbers of suppliers and consumers, while others insisted on the
primacy of tendering and contracting, while still others pursued a more
metaphoric line, stressing the concept of the ‘marketplace of ideas’ and
contestation over influence and access, not just market share as such. While
this meant the investigator had to identify and, as far as possible, control for
these variances, they also proved rich sources of material for gaining an
understanding for the diversity and ambiguities in the world of policy-making
in Australia. The details of how the interviews were designed, conducted and
analysed are discussed below.
Quantitative information, in contrast, is relatively scant, inconsistent or
ambiguous. There is no systematic data collection on policy-making by
government or its agencies and what data there is tends to be rendered less
than reliable by variations in definition and approach. As a consequence, it is
not possible to determine with any exactitude either the dimensions or the
broad characteristics of government policy activity.
It was only in the very late 1990s that accounting and budgetary practices
in the Commonwealth sought to establish a costing of policy advice activities
on an accrual basis, and even this effort has been partially voluntary, allowing
departments and agencies to adopt idiosyncratic definitions or to simply not
identify such an output class at all. Data on the extent to which the
Commonwealth draws on non-departmental and/or private sector sources of
policy analysis, research and advice is also inconsistent. While all departments
are required to provide information on the use of consultants in their annual
reports, this information is usually aggregated under loose and inconsistent
headings. Further, the term ‘consultant’ has been interpreted variously by
different departments, despite central agency guidance on the matter.
On the ‘supply side’ the major consultancy firms and their industry
associations tend not to keep detailed records of their work with government,
and where data is kept it is either not sufficiently focused for this study or is
too commercially sensitive to be released. It is important not to overstate the
commercial-in-confidence issue, however, as it was not the insurmountable
barrier that might have been expected, despite its prominence in public
debates about government outsourcing. In general, both government
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departments and private firms were relatively free with information for this
study, agreeing to caveats that gave them the right to vet direct quotes or data
before its use in this study. There was only one instance where access to
contractual information was denied outright, and this was due to political
rather than commercial sensitivities.

PROJECT DESIGN
Against the background of this methodological discourse, and in the context
of a field that defies absolute objective classification, there were three main
choices available in designing the empirical aspects of this research:
1.

to carry out an historical/institutionalist survey, aimed at showing
broad trends and developments in the field;

2.

to conduct and analyse a series of interviews with relevant people,
presenting the results in a series of thematic chapters; or

3.

to locate the analysis in the context of a number of case studies,
whereby the ‘stories’ would serve as the structuring vehicle,
allowing the issues to arise in the course of the studies.

It was decided that the latter course would provide a richer, more empirically
valid ‘seam’ of data. The two broader approaches would also have had less
methodological validity given (a) the relative lack of documentary evidence and
(b) the impossibility of finding a statistically valid sample of interviewees and
data. The following sections outline the project design principles and practices
employed.
In social research, truth is a relative thing, a matter of perspective and
judgement, rather than absolute and fixed objectivity. As a consequence, social
researchers often employ a technique designed to reflect the disparate ways of
perceiving reality called triangulation, which Burns (1994:272) defines as ‘the
use of two or more methods of data collection in the study of some aspect of human behaviour’
(author’s italics). This approach allows the investigator to cross check their
findings, and the perspectives of their informants, against different sources
and/or different modes of analysis of the same sources (Burns 1994:273; see
also Denzin 1988).
Following this methodological prescription, the empirical evidence for
(or against) the presence of policy markets at the national level in Australia has
been checked and cross-checked through:
•

positing and testing a variety of models of policy markets;

•

conducting a range of interviews with players in the system,
including public servants, politicians, private consultants and,
perhaps most importantly, several people who have filled two or
more of these roles in the course of their careers;

•

detailed analysis of three specific case studies;
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•

analysis of official publications such as departmental annual
reports, ministerial statements, policy documents and parliamentary
reports;

•

analysis of relevant statistical data on policy-related industries;

•

analysis of public discussion (mostly in the press) on issues relating
to how policy is made in Australia and the role played by various
non-government analysts and advisers; and

•

analysis of secondary material generated both by academic
researchers and practitioners.

Of course, not every specific event or phenomena has been subjected to all of
these approaches, but all major claims or cases have been approached via at
least two and usually more of these sources and/or analytical modes. Where
there has been some discordant note (and there were some), this point has
been pursued and rechecked.
In pursuing this research, certain bounds had to be imposed. Because the
project was focused on markets and commercial players in policy
development, the very significant—and growing—role of lobby groups,
community organisations, not-for-profit welfare organisations and academia
have largely been set to one side. Many organisations in these sectors have in
recent years developed commercial capacities and they all have a bearing on
the policy process in Australia. As such, they form an important part of the
context for this research, but they are not a core concern.
Systemic data: Australia and New Zealand

Pinpointing exactly what is ‘policy development’ within any system of
government, and distinguishing it from implementation, service delivery,
program management, corporate management or strategic planning is always
problematic. There is often a significant lack of systematically maintained
statistics or budgetary information that can be reliably used to define the size
and characteristics of any given jurisdiction’s policy activity. For the purposes
of this study, therefore, relatively little emphasis has been placed on statistics
or financial data. The main exceptions appear in Chapter Six, where data
around people and expenditure are used to arrive at some estimates of the size
and character of the Commonwealth Government’s policy functions.
Chapter Six also compares the Australian scene with evidence from New
Zealand, by way of a cross-check and comparison between two different
systems (e.g. New Zealand has a unitary system that is much more centralised
than Australia’s federal structure) that nevertheless share a heritage of broadly
similar values and influences when it comes to approaches to government and
major elements of policy. The aim here is to use whatever statistical and
financial data is available as a backdrop to the more qualitative aspects of the
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research, helping to understand the scale, complexity and significance of policy
work in the Australian system.
Interviews

The ‘universe’ (to borrow a term from marketing research) of potential
interviewees for this project is indeterminate, in that many people in Canberra
and elsewhere may be involved in some phase of Commonwealth policymaking at some time or another. It was not possible, therefore, to undertake
an interview selection process based on statistical or representative sampling.
Instead, the program of interviews was designed around (a) the theoretical and
empirical orientation of the project and (b) referral from one or more
interviewees to others. The approach was based on Burns’ concepts of
‘snowball’ and ‘theoretical’ sampling:
Whereas quantitative research uses probability sampling, qualitative
research employs non-probability sampling, especially snowball
sampling and theoretical sampling. In snowball sampling a person
who is identified as a valid member of a specified group to be
interviewed is asked to provide the names of others who fit the
requirements … In theoretical sampling data collection is
controlled by the developing theory. As information is gathered
from the first few cases the underlying theory becomes extended,
modified etc. and therefore informs the investigator as to which
group(s) are relevant to interview. (1994:239)
Creswell (1998) makes a similar point when he includes in a ‘typology of
sampling’ in qualitative research theory-based and ‘snowball’ or chain types of
sampling. The later approach was used in this study in the construction of the
interview schedule. As the interviews progressed interviewees were
approached on the basis of their being mentioned as significant players by
earlier interviewees. Similarly, the theoretical framework being tested was
adjusted on several occasions both in response to specific developments in the
case studies or interviews, and in response to new ideas or interpretations
arising from the wider literature.
It may help to explain this point with an illustration from the study that
demonstrates both ‘snowball’ and ‘theory’ sampling. One interviewee—a
consultant of some standing and experience both in the industry and in the
public service—strongly denied consultants had any significant influence on
Federal Government policy. His argument lay in the fact that, by and large,
public servants continue to have an all but monopolistic access to Cabinet and
to ministers, and that it is in the commercial self-interest of consultants to
over-state their capacity to influence their clients’ decisions. This argument
forced me to revisit material provided in other interviews and to inject into the
interview process a discussion on the issue of possible overstatements by
consultants wishing to establish their credentials. The result was that while the
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‘renegade’ consultant’s argument that Australia is not labouring under what
Saint-Martin (1998b, 2000) terms a ‘consultocracy’4 is probably sound, there is
clear support for the contention that consultants and other non-government
sources of advice and analysis are gaining increasing access to and influence
over Federal Government decision-making processes.
The starting point for the interviews as a whole was an interest in the use
of market-based approaches to the management of the policy process. This
guided approaches to a series of senior, often retired public servants and some
highly experienced consultants in the field—a practice recommended by
Hammer and Wildavsky (1993:63). These four ‘first round’ interviews (see
Appendix A for details of interviewees) were not highly structured, and were
aimed at eliciting ‘leads’ and ideas from the interviewees which would guide
subsequent research, interviews and case study activity. There were three
broad areas discussed in each first round interview:
1.

the interviewee’s response to the proposition that market-like
approaches were becoming more common in federal government
policy processes (including a discussion of what ‘market-like’ might
mean in practical terms);

2.

the interviewee’s own career and experiences in this area of public
administration and their sense of competition, contestability and
marketisation in policy development (including suggestions for
other contacts or lines of inquiry); and

3.

observations about what the future might bring in terms of how
governments might extend or alter their use of non-bureaucratic
sources of policy analysis, research and advice (including the
strengths and weaknesses of such a practice).

Second round interviews were more structured, although there was
always scope to explore general themes and issues quite widely. As well as
being recommended by other interviewees, the second round group were
selected so as to ensure representativeness (i.e. current and former senior
public servants, ministers, consultants and academics). A key sub-group was
the heads of departments and major agencies, all of whom were approached
for an interview and most of whom agreed, or referred the investigator to
another senior officer within the department. While the department heads
were important to the study because of their positions of influence and access,
they were also a clearly identifiable group of mostly highly experienced public
servants, several of whom had experience outside government, including as
lobbyists or private sector managers.
Several of the other (i.e. non-CEO) senior public servants interviewed
were also former consultants, some having moved across the ‘divide’ more
than once. They were, in this sense, atypical among public servants, but their
experiences had a depth and diversity that was important to the qualitative
interests of this study.
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On the private sector side, several major Canberra-based consultancy
firms were approached, although not all agreed to be involved in the project.
Consultants were selected particularly for their industry experience and
reputation. They were often—in fact in almost every case—also former senior
public servants, which leant considerable credibility to their observations and
provided inferential evidence of the ‘networked’ and relationship-based
character of the policy development marketplace.
The semi-structured nature of the interviews allowed the participants (i.e.
both the investigator and the interviewee) to shape and develop the discussion
along lines appropriate to the circumstances and issues being addressed, but
within a broad framework (Rubin and Rubin 1995). The investigator’s
interview skills improved as the project progressed, so that open-ended but
strategic questions became the common mode, and most interviewees tended
to speak around topics, rather than respond to individual questions. As
Hammer and Wildavsky (1993) observe, ‘Understanding this much—that you
can do better but must always fall short—is part of both the armory and the
armor of the would-be open-ended, semistructured interviewer (sic)’ (58). The
semi-structured interviews used in this study certainly do fall short of the ideal,
but what they lack in precision in data they often make up for in interesting,
sometimes revealing observations and perspectives. In any case, the alternative
interview structures—what Phillips refers to as ‘standardised’ and ‘nonstandardised’ interviews (Phillips 1971:128-29)—would not have been
appropriate to this study. The former are designed to elicit precise, quantifiable
data (as in a customer research survey questionnaire), while the latter are most
often used in specific phenomenological or community-based studies, using
‘grounded theory’ construction (Hall and Stevens 1991; Creswell 1998). In
contrast, the semi-structured approach seeks to be both targeted (in terms of
topics) and flexible (in terms of constructing a discourse on those topics)
through open-ended questions and discussion:
The rationale behind open-ended interviewing is that the only
person who understands the social reality in which they live is the
person themself (sic). No structure imposed by the interviewer will
encapsulate all the subtleties and personal interpretations …
[Conversely, t]he apparent lack of structure to the dialogue will
provide a window into the routinely constructed interpretations
and habitual responses of each individual. (Burns 1994:279)
It was a desire to find these ‘windows’ that guided the interview process in
each case.
One of the drawbacks of semi-structured interviewing is that the results
can resist systematic analysis. While there are various software products
available in the market to assist in analysing qualitative data (e.g. NUD.IST), for
this particular project the returns in terms of data matching were unlikely to be
commensurate with the extensive and detailed work required in transcribing,
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coding and analysing the interview material generated in this study. The
number of interviews (77) is relatively small when compared to the total
population of interested parties, and the range of issues discussed manageable.
It was decided, therefore, to analyse the interview transcripts and records
‘manually’ according to a set of broad themes, which arise in the course of the
discussions in the relevant chapters of this dissertation.
Case studies

A significant subset of the interviews conducted for this study related to the
case studies. The interviews were a source of information and leads for further
research and data. This section outlines how the case studies reported on in
this dissertation were selected, their explication structured and their
implications for the central research questions analysed.
The process of case study research advocated by Yin (see Figure 1.1) has
informed much of this study. The iterative nature of the process, with theory
development being informed by the case study and case study design being
informed by the theory, is a characteristic particularly apparent in this research
project. It must be admitted, however, that Yin’s model is an ideal
representation; the exigencies of the fieldwork meant that the actual process
was somewhat less orderly than the neat, well-structured process implied by
Figure 1.1. Nevertheless, the project did follow this broad pattern.
Figure 1.1: Case study method

DEFINE & DESIGN

PREPARE, COLLECT & ANALYZE

conduct 1st
case study

draw crosscase
conclusions

write indiv idual
case report

select cases

modify theory

conduct 2nd
case study

develop theory

ANALYZE &
CONCLUDE

write indiv idual
case report
develop policy
implications

design data
collection
protocol
conduct
remaining case
studies

write indiv idual
case report
write crosscase report

Source: Yin (1994:49)
Yin clearly defines the scope and utility of case study analysis:
[A case study] investigates a contemporary phenomenon within its
real-life context, especially when the boundaries between
phenomenon and context are not clearly evident. [It] copes with
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the technically distinctive situation in which there will be many
more variables of interest than data points, and as one result …
relies on multiple sources of evidence, with data needing to
converge in a triangulating fashion, and as another result …
benefits from the prior development of theoretical propositions to
guide data collection and analysis. (1994:13)
This is a cogent argument for the right of case study methodologies to be
recognised as being rigorous and intellectually valuable, despite their departure
from the positivist norm of generalisability and disprovability. Case studies can
assist in understanding complex, multifaceted phenomena that would
otherwise resist experimentation or classification systems. Yin’s views on the
interpretative role of case studies is particularly pertinent:
The problem [of generalizing from case studies] lies in the very
notion of generalizing to other case studies. Instead, an analyst
should try to generalize findings to ‘theory’, analogous to the way a
scientist generalizes from experimental results to theory. (1994:37)
In other words, it is the relationship between the cases studied and the
theoretical constructs being tested that is important, not their
representativeness (or otherwise) of a general ‘class’ of cases.
In any given year there are thousands of policy ‘events’—ranging from
major Cabinet decisions to speculative research commissioned by line
departments—in the Australian government. It would be impossible to select
a ‘representative sample’ of cases from this population. In any case, this
study’s focus is not on ‘typical’ or representative examples; it is concerned,
rather, with policy processes that are outside the traditional or routine and that
have potential for revealing how the policy ‘market’ might be operating. For
this reason, specific criteria were used to identify potential cases for detailed
study. These are summarised at Table 1.1, together with a cross tabulation
with the cases reported on in this dissertation.
In addition to meeting these general, a priori criteria, each case has certain
specific characteristics that further their utility and interest in this study. The
Access Economics case (Chapter Seven) provides an example of a policy
market where a key driver has been growth on the supply side through the
active use of economic policy analysts by non-government groups such as
lobbyists, peak industry and labour organisations and individual firms
interested in anticipating the economic effects of particular policy shifts.
Conversely, the Department of Finance and Administration’s (DOFA)
concerted outsourcing efforts (Chapter Nine) indicate a willingness on the part
of the client to move somewhat ahead of the market, in that some of the
contracts entered into are relatively uncommon outside government, at least in
terms of scope and scale. The DOFA outsourcing case is also of interest
because it demonstrates how initiatives centred on managerial objectives can
have a significant impact on the department’s policy-development systems and
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practices. Waterfront reform (Chapter Eight) is different again, in that it shows
the influence of political interests and networks and how these can drive the
use of market-like practices as a vehicle for distinctly non-market (or even
anti-market or anti-competitive) ends.
The various dimensions of the three case studies are summarised in
Table 1.1. This Table serves two main purposes. It summarises the reasons
why these particular cases were chosen for close study and it outlines certain
characteristics of each case, placing each as a point of comparison and contrast
with the other two. In combination, the three cases allow both supply and
demand aspects to be explored, while also allowing for comparisons and
contrasts to be made across the three in such areas as types of policy markets,
political significance and degree of contestability.
Table 1.1: Case study criteria
Criteria
Case Study A:
Case Study B:
Case Study C:
(assessed on documents and first Access Economics Waterfront Reform DOFA Outsourcing
round interviews) *
(Chapter Eight)
(Chapter Nine)
(Chapter Ten)
Cited by 3 + interviewees?
Yes
Yes
Yes
Example of type of policy
market? #
Significant policy arena?

Yes

Yes

Yes

Yes

Yes

Partly

Politically significant?

Yes

Yes

Partly

Managerially significant?

No

No

Yes

Contrast with traditional
approach?
Apparent contestability?

Yes

Yes

Yes

Yes

Unclear

Yes

Tendering used?

Partial

No

Yes

Contracts used?

Yes

Yes

Yes

Data accessible?

Yes

Partly

Yes

‘Supply-side’ example?

Yes

No

No

‘Demand-side’ (bureaucratic)
No
No
Yes
example?
‘Demand-side’ (political)
No
Yes
No
example?
• ‘First round interviews’ were the early ‘scene setting’ interviews, mostly with former senior public
servants familiar with Commonwealth public sector policy and management trends
#
See Chapter Five for a typology of policy markets.

CONCLUSION
Looking at the market as a significant determinant of how policy is made and
not merely as an object of policy consideration builds on the ideas in the
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public administration literature, especially that which is concerned with
institutional arrangements and public choice theory. The phenomenon of
market-based modes of organising for policy development does not, however,
lend itself to positivist theory-testing approaches. For this reason a multifaceted qualitative case study oriented approach has been adopted. The
conclusions drawn are therefore an interpretative contribution to the rich and
growing discourse on policymaking and its management. The project has
sought to bring to light trends in Australian policy-making that deserve
discussion and debate, even if the data is sometime problematic, demanding a
subtle and open-minded perspective that remains open to further
developments in empirical experience or theory construction.

– 26 –

CHAPTER TWO

Public sector reform in Australia

Politics is the conduct of public affairs for private advantage.
Ambrose Bierce
So Two Cheers for Democracy: one because it admits variety and
two because it permits criticism. Two cheers are quite enough:
there is no occasion to give three. Only Love the Beloved Republic
deserves that.
E.M. Forster

F

or some, the last thirty years in Australian public policy-making and
administration serve to confirm Bierce’s acerbic Devil’s Dictionary
definition of politics. They fear the triumph of private interest over the
public good in many of the reforms pursued by governments from both sides
of politics. For others, Australian public administration has retained the virtues
that Forster (1951) sees in democratic systems by opening up a previously
closed bureaucratic monopoly. Now, they believe, more voices can be heard
and critics are less likely to be ignored. Despite these widely varying
judgements of the import of public sector reform, it is clear that much has
changed since the ‘Mandarins’ of the 1950s and 1960s, in their positions as
permanent heads of powerful departments of state, enjoyed near exclusive
rights as advisers to ministers and implementers of their wishes (Weller 2001).
This chapter examines the key elements of the changes, especially those that
have taken place since 1987, when the Hawke Labor Government carried out
one of the most extensive reorganisations of Administrative Orders and
departmental structures in Australia’s history. Even though elements of those
changes have since been dismantled (Nethercote 2000), the legacy of continual
reform has persisted, with only the pace, not the general direction of change
altering with shifts in political leadership.
What emerges from a study of Australia’s approach to public sector
management in the latter part of the twentieth century is a picture of a systemwide (if not necessarily systematic) transformation from a set of centralised,
bureaucratised and fairly unified (although not monolithic) institutional
structures to a more disaggregated, market-like and deregulated approach to
policy-making and implementation. It is important to understand these
developments, as they have prepared the way for ‘policy markets’ in Australia.
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THE SOCIAL AND POLITICAL CONTEXT OF PUBLIC SECTOR REFORM
In The End of Certainty, Kelly (1994) argues that in the late twentieth century
Australia was a nation undergoing massive change across a broad front of
national political, social and economic life. The ‘Australian Settlement’, as
Kelly calls it, was progressively dismantled. Such national institutions as the
White Australia policy, industry protection, wage arbitration, state paternalism
and ties with Britain were replaced with multiculturalism, free trade, enterprise
bargaining, market economics and engagement with Asia. This broad societal
change has influenced the way in which governments and bureaucrats have
approached the task of making and implementing public policy. As a result of
a consensus across party divides and among different levels of government,
both macro- and micro-economic management have been deregulated and
made more open to forces of international competition (Painter 1998a). There
is now a greater tendency to use non-departmental modes of policy
development, and policy implementation is increasingly an exercise in
judicious use of markets and market-like structures rather than the application
of large scale bureaucratic power.
In particular, it is no longer an imperative for those who wish to
contribute to the national government to do so either as politicians or public
servants. The role of these traditional elites is being complemented, if not
supplanted, by a much wider cast of players, including academics, industry
leaders, labour organisations, international bodies, lobbyists, peak bodies, think
tanks and ‘institutes’, non-profit and for-profit service delivery agencies and,
increasingly, specialist consultancies.
The creation of a market-based system of employment program delivery
agencies (the Jobs Network) and the corporatisation of the benefits and
pensions payments agency (Centrelink) are just two of the more obvious
elements of this transformation. Earlier, equally significant but generally less
public changes laid the groundwork for these developments. The growth in
the size, sophistication and authority of ministerial offices in the 1970s and
1980s (Walter 1986), a series of broad-ranging financial and human resource
management reforms (Task Force on Management Improvement 1992), a
thorough-going decentralisation of public administration together with a
devolution of responsibility away from central agencies to individual chief
executive officers, and the shift towards individual contracts for senior public
servants (as exemplified by the Australian Public Service Act 1999 and the
Workplace Relations Act 1996) are just a few examples of the largely
‘managerialist’ agenda that has been pursued throughout the past two decades
(Considine and Painter 1997).

THE AUSTRALIAN PUBLIC SERVICE AND ‘NEW PUBLIC MANAGEMENT’
A significant part of the dismantling of the Australian Settlement has been the
transformation of a key institution of national governance, the Australian

– 28 –

Chapter Two

Public sector reform in Australia

Public Service (APS). Although this process has not been uni-dimensional,
often drawing on competing sources of ideas and proceeding in a largely ad
hoc, case-by-case manner, a general pattern of preferences and trends can be
discerned, as has been observed by many authors (Zifcak 1994; Corbett 1996;
Weller and Davis 1996; Halligan 1997; Hughes 1998a; Orchard 1998). As part
of a series of largely economically driven public sector reforms, the APS has
been reduced in size and had its near-monopoly position as the Government’s
source of policy advice and action challenged both directly—as a result of
deliberate government policy—and indirectly—as a result of nongovernmental players asserting their right to be involved in the process
(Halligan 1995).
Corporatisation and privatisation have been major watchwords of the
new system, but even more pervasive than these specific institutional
rearrangements has been the set of values and assumptions that underpin
them, including a preference wherever possible for competitive, market-based
modes of operation, an instinctive distrust of vertically integrated,
bureaucratised organisational structures and a concomitant reification of
‘business-like’ behaviours and systems not only among line departments and
service delivery agencies, but in the institutional ‘heartland’ of the APS among
the key coordination departments of Prime Minister and Cabinet, Finance and
Administration and (to a lesser extent) Treasury.
The rhetoric of competition, contestability and market-based choice have
become dominant in the bureaucratic and political discourse in Canberra and
in the state and territory capitals. Indeed, it is almost impossible for those who
dispute economic rationalist neo-liberal prescriptions to make themselves
heard, let alone understood, in the halls of power. The language and
organisational expectations of micro-economic reform, competition policy and
deregulation have taken root to such an extent that peak social policy bodies
are increasingly finding themselves disenfranchised as legitimate and influential
participants in national policy debates. Indeed, their very survival depends on
their capacity to meet the demands of contractualised funding arrangements
with government and heightened expectations from their constituencies for
‘value for money’ results from their lobbying and representative ‘services’
(Melville 1999).
This raft of changes to how public policy is developed and implemented
has been apparent to varying degrees in almost all developed western
democracies (Hughes 1998a). The ‘new public management’ (NPM), as it has
been called, is an international phenomenon in which Australia has been in the
vanguard (Hughes 1998a; Halligan 1997). At the level of the theory of
government and organisation, NPM is part of a long-term re-evaluation of the
role, power and influence of bureaucracy, driven largely by rational actor
theories of human motivation and behaviour in general and the normative
‘arm’ of the public choice analysis of public institutions in particular (Stewart
1997b; Kearney and Hayes 1998). At the heart of NPM is the idea that market
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forms of organisation are generally preferable to bureaucratic structures (Kettl
1993b; Lane 1997). In particular, contractualism—the tendency to place
relationships on the basis of actual or implied contracts, both between
organisations within and outside government and between individuals within
government and their organisations—pervades most international examples of
NPM (Lane 2000; Yeatman 1995, 1996; Davis, Sullivan, and Yeatman 1997).
Lane (2000) argues that, in its ideal sense, NPM is not so much a new
paradigm supplanting the old approaches to public administration as a label
for contractually based approaches that should be seen (and used) as
augmenting existing conceptions of public administration. As such, it gives
greater attention to the achievement of results and the personal responsibility
of managers (Hughes 2000). It is characterised by a shift of focus from inputs
and procedures to outputs (deliverables) and outcomes, including measuring
achievement against specified performance indicators. Proponents of NPM
favour such tools as corporatist structures, a separation of policy from
administration and service delivery, increased flexibility in employment terms
and conditions and market-oriented arrangements such as user pays regimes,
contracting out and privatisation. Competition (or the threat of competition) is
seen as the ideal motivator for effective performance.
NPM is not, however, a monolithic or ‘monoparadigmatic’ approach
applied uniformly or consistently in all governmental systems at all times.
Indeed, there are tensions within NPM, including at the most fundamental
level of theory (Stewart 1993, 1997b), that give rise to doubts about its
capacity as a concept to carry useful meaning (Hood 1995:104). Aucoin (1990),
for example, points to a series of continuums or, at their most extreme,
opposititional principles between which reforms have tended to shift:
centralisation versus decentralisation; coordination versus deregulation; and
control versus delegation.
In the Australian context, practitioners rarely refer to what they do as
‘new public management’, preferring to speak of ‘public sector reform’,
especially emphasising a desire for the public service to become ‘more
business-like’, even suggesting that the goal of reform is to ensure that ‘the
Australian public service [is] competitive and win[s] repeat business in an
increasingly globalised world’ (Boxall 1998:39). Insofar as this rhetoric reflects
reality, the distinction between the roles and behaviours of the public and
private sectors is obviously being challenged both by bringing the private
sector into government (through competitive contracting and tendering,
outsourcing and privatisation) and by making the public sector operationally
more business-like (through customer service programs, accrual-based
budgeting and individual employment contracts for public servants).
Wettenhall and Thynne (1999) place this changing public-private mix in its
theoretical context, emphasising that the search for a synergistic relationship
can employ either ‘complementarity’ (whereby the partners retain their
essential differences but work together to complement each other) and
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‘embeddedness’ (where the partners seek to become as similar to one another
as possible). In general, the picture in Australia is probably more towards the
latter pattern.
Although the claim that NPM constitutes an international, uniform
movement is contested by academics (Hood 1995; Rhodes 1998), practitioners
often evince a sense of the internationalisation of their craft, seeking to
compare and contrast their experiences with overseas examples, especially in
countries with whom Australia typically compares itself, such as the United
States, Britain, Canada, New Zealand and, to a lesser extent, western European
nations. Examination of developments in these countries does reveal a level of
commonality in language, motivation and approaches. In a series of
conferences, studies and publications throughout the 1980s and 1990s, the
Organisation for Economic Co-operation and Development (OECD)
identified many of the trends and challenges in public sector management
reform among its member states. A major theme was the tendency for
governments to rely much more on market-type mechanisms than was the
case in the past (OECD 1993), along with the challenges presented to
governments pursuing greater administrative efficiencies while trying to avoid
the trap of declining policy coherence across a decentralised and deregulated
administrative system (OECD 1996a, 1997, 1998). Indeed, the OECD has
been a major conduit for international ideas and examples becoming available
to key decision-makers in governments and bureaucracies, especially in
Europe, Australia and New Zealand. This process has operated in tandem
with the OECD’s wider role in encouraging economic development among its
member states, generally in the form of deregulation, free trade and marketfriendly public policies. As a consequence, Australia (together with New
Zealand) has frequently been identified as a leader in the field of public sector
management reform, eagerly examined by others for ideas and approaches that
might be translated into their own settings (e.g. Osborne and Gaebler 1992
and Osborne and Plastrik 1997).
Academic and practitioner analyses have portrayed NPM as anything
from a benign, logical and largely positive development in the evolution of
western democratic systems of government (see, for example, OECD 1993,
1996b and Reinicke 1998) to a malignant and essentially destructive ‘hollowing
out’ of the state, undermining its capacity to coherently express the national
will or direct the common wealth (Peters 1994; Weller, Bakvis, and Rhodes
1997; Self 1993, 1995). For the purposes of this study, however, the normative
dimensions of NPM are not of central concern. It is the fact of NPM and
contractualism (or whatever labels one prefers) that forms an important
element in the story of how Australia’s national system of policy-making and
administration has changed in the latter part of the twentieth century.
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Competition, commercialisation and outsourcing

One prominent aspect of this change is the application of quasi-market
frameworks and incentives in the APS. There has, for example, been a
noticeable trend towards strengthening financial incentives for performance at
the organisational and individual level. Many activities that were previously
funded through direct budget appropriations are now funded via some form
of contract, whether the recipient is a private citizen or firm or a government
owned company or authority. Through the Howard Government’s outcomes
and outputs accrual based budgeting reforms, budget appropriations
themselves have become subject to a form of purchaser-provider arrangement,
whereby parliament appropriates funds to meet specified outcomes and
government ‘purchases’ outputs from departments and agencies to meet those
charges (Jenny Stewart 1999). While the Australian system has not carried
through the contractualist prescription to the same degree as that used in New
Zealand in the 1980s and 1990s (ministers in Australia do not, for example,
contract with the chief executive officers of their departments for specified
outputs), it has many of the same elements (see Chapter Six). In particular, the
advent of the Workplace Relations Act 1996 and the Australian Public Service Act
1999 has seen an increased application of contract-based employment for
senior public servants (especially chief executives), the extension of the
principle of performance-based pay (which was first introduced under Labor
in the 1980s) and a strong push for individual Australian Workplace
Agreements to replace collective Certified Agreements ratified by the
Industrial Relations Commission.
One consequence of these efforts to divide policy from administration
has been an increasing willingness to outsource public service activities, even
those that may have once been considered ‘core’ and therefore sacrosanct
(Loudon 2000).5 In the late 1980s and early 1990s, Rimmer and Domberger,
among others, promoted the idea that outsourcing would generate
considerable savings (Rimmer 1991a, 1991b; Domberger 1992; Domberger,
Henscher and Wedde 1993). Indeed, Domberger’s figure of 20 per cent
savings from outsourcing initiatives he had studied (mainly in municipal
services in the UK) took on such weight that it was to be cited favourably in
the Coalition’s Fightback! policy in the 1993 federal election. Subsequent
studies dispute both the savings claim and the suggestion that outsourcing, by
drawing on competitive markets for supply, necessarily leads to gains in
efficiency and/or quality of service (Paddon 1991; Quiggin 1994, 1996b).
At the level of theory (or perhaps more accurately, ideology), the
outsourcing issue became a focus in Australia and overseas for the wider
debate over neo-liberal economics and competitive versus integrationist
modes of organisation. The literature in this area can generally be divided into
three broad categories: that which is aimed at debunking the claims of the
proponents of outsourcing; that which seeks to defend or extend these claims;
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and that which seeks to analyse outsourcing either at a theoretical or empirical
level.
As well as disputing cost savings claims, critics of outsourcing tend to
emphasise perceived problems of accountability and probity (ICAC 1995;
Paddon and Thanki 1995; Mulgan 1997; ARC 1997; Harris 1998). The main
thrust of these critiques is that regardless of efficiency gains, outsourcing risks
diminishing public accountability by effectively privatising the design and
delivery of public programs, shielding key aspects of contractual arrangements
from scrutiny by parliaments and external agencies such as Ombudsman
Offices and Auditors-General. There are also concerns that clients of
outsourced public programs have less access to mechanisms of redress
because the legal responsibility of contractors can be blurred. This can also be
a risk for the contractor, who may be taking on implied liabilities not expressly
canvassed in the contract (McCorquodale 1994).
In contrast to this line of argument, proponents of outsourcing
emphasise the potential for contracts to explicitly specify the parties’
respective roles and responsibilities, making lines of accountability clearer than
may be the case in an integrated, bureaucratic system reliant on generalised
forms of accepted practice and internally disbursed responsibilities. This line
of argument is particularly strong in the literature produced by officials (e.g.
MAB/MIAC 1992, 1997; OECD 1993), including those who have been
involved in independent reviews (e.g. Industry Commission 1996).
At the political level, the tendency is for parties of the right to give less
weight to concerns about accountability than their opponents, although
incumbency can also influence positions on this issue: governments of both
the left and the right have tended to use the commercial-in-confidence defence
to resist external scrutiny of outsourcing arrangements. This divide is apparent
in Parliamentary reports such as that produced by the Senate Finance and
Public Administration References Committee in 1998, Contracting Out of
Government Services: Second Report. Some governments, however, have sought to
expressly limit the role of contractors so as to preserve accountability in areas
seen as ‘inherently governmental functions’ (e.g. US General Accounting
Office 1991). The difficulty that has arisen is defining precisely what
constitutes ‘inherently governmental functions’, a point yet to be satisfactorily
resolved because government systems are complex and multifaceted, changing
in significant ways over time.
This question of defining the limits of contracting out is one of the
concerns of the third class of literature on this topic: that which seeks to apply
disinterested analysis and empirical research to the issue of outsourcing.
Empirical studies such as those carried out by Hodge (1996) at the
international level and McIntosh, Shauness, and Wettenhall (1997) at the
national level seek to build the evidence base rather than necessarily criticise or
support outsourcing per se. In a different mode, other academic work has been
carried out to examine the theoretical boundaries of outsourcing, suggesting,
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for example, that there are indeed inherent limits to contracting out, including
in many areas of policy development (e.g. Milward 1996; Davis, Sullivan and
Yeatman 1997; Hood 1997; Boston 1995). It is this literature that particularly
informs much of this dissertation, as the question of whether the development
of policy is a function which by its very nature cannot be outsourced is central
to this study.
A subset of the ‘dispassionate’ literature is a large body of ‘how to’
guides, aimed at helping practitioners implement competitive tendering and
outsourcing effectively and efficiently, without necessarily questioning the fact
of the policy itself. Implicit in these works, however, is a set of values that
tend to favour outsourcing (e.g. White and James 1997; Embleton and Wright
1998; Cook 1998).
Despite the implication in much of the literature that outsourcing is a
new phenomenon, obtaining supplies and services from external sources has
long been standard practice in many areas of public administration (McIntosh,
Shauness, and Wettenhall 1997; Industry Commission 1996). The character of
government contracting has, however, changed considerably in the past twenty
years or so. This change began under the Hawke and Keating Labor
governments as part of a general push towards more commercial and
competitive modes of production, culminating in the idea of competitive
neutrality being enshrined in Commonwealth, state and territory legislation as
part of the National Competition Policy (Australian Government 1996).
Between the mid 1980s and the mid 1990s, Labor undertook various
management reforms aimed at allowing greater private sector access to work in
such areas as cleaning, maintenance, transport, property management, legal
services and information technology. These changes were largely ad hoc,
driven by the circumstances of particular departments. Notable examples were
commercialisation in the Department of Administrative Services, the
Department of Defence’s Commercial Support Program and placing the
Australian Solicitor’s Office on a market footing (DOF 1995; MAB/MIAC
1994; Logan, Wicks, and Skehill 1997). Despite being the key coordinating
agency for such matters, the Department of Finance only produced a draft
discussion paper on commercialisation in 1993 (DOF 1993)—some six years
after the shift to more ‘business-like’ modes had started—with a final version
being produced after the change of government in 1996 (DOF 1996). Despite
this instance of policy being articulated after the fact, a distinct pattern of
increased use of market-based modes of organisation and greater private
sector access to government business emerged under Labor during the late
1980s and early 1990s (JCPA 1995). The public-private boundary, it was
argued, was being deliberately blurred, delivering greater choice to
governments and more efficient and cost effective services (Willis 1993).
The trend towards making government departments and agencies more
‘business-like’ was largely halted by the Coalition Government after its election
in March 1996. Instead, the new government adopted an approach that took
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competitive neutrality a step further, establishing an express preference for
private sector sources of supply wherever possible. In colloquial terms, the
‘Yellow Pages Test’ became the standard: if a supplier could be found in the
Yellow Pages, then government should cease doing the work (Jull 1996). This
led to such major and often controversial initiatives as the compulsory
outsourcing of up to $5 billion in IT services, (Humphry 2000; ANAO 2000;
Senate Finance and Public Administration References Committee 1997a,
1997b, 1998). The Howard government has also recently announced a
decision to ‘implement the market testing of Commonwealth activities and
services, commencing with corporate services’ (Fahey 2000a; Henderson
2000). Around the same time, it let a contract to manage the entire nondefence property portfolio (Fahey 2000b).
DOF and its successor, the Department of Finance and Administration
(DOFA), has been the lead agency in these initiatives, and not merely by virtue
of its policy role. As is discussed in greater detail later in this chapter, DOFA
has vigorously pursued an outsourcing strategy within its own operations,
contracting with outside suppliers for IT services, telecommunications, registry
and related services, property and facilities management, legal services, internal
audit, some aspects of the Department’s accounts management services and
most of its human resource management.
Under the Coalition, DOFA has carriage of the policy relating to
competitive tendering and contracting (CTC), outsourcing and much of the
public sector reform agenda insofar as it relates to finances, budgeting and
institutional structures and arrangements. Indeed, as discussed in Chapter
Nine, DOFA has sought to lead the way in implementation of outsourcing,
especially in the area of corporate management services.
In 1998 DOFA produced two guides that articulate much of the
outsourcing agenda. The first document, The Performance Improvement Cycle
(DOFA 1998a), provides guidance for managers in seeking to improve
organisational performance. Most prominently, the first phase of the four part
cycle is to ask ‘Should the Commonwealth be involved in the activity? Should
the activity be devolved to another level of government, privatised or
discontinued?’, while the second phase involves the application of a series of
management improvement tools, such as CTC, benchmarking, re-engineering,
etc.
The second document released in 1998 is a companion piece to The
Performance Improvement Cycle (DOFA 1998b). It addresses in detail the
application of CTC to all government activities. Although this guide
emphasises value for money as the primary goal of CTC, and although it
countenances the possibility that in-house providers may be permitted to bid,
the Government’s general practice has been to make outsourcing compulsory
in some areas (most notably, IT services) and to discourage in-house bids,
often ruling them out entirely.
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Reaction to outsourcing has been mixed. The various industry sectors
directly affected and the business lobby in general have been supportive.6 On
the other hand, Parliament (specifically the Senate), the Auditor General, the
union movement and the media have become increasingly concerned at both
the policy and its implementation. Concerns over policy mainly centre on
issues of accountability, commercial confidentiality and privacy. It is argued
that as higher level, more strategic activities (such as information technology,
program delivery and policy development) are outsourced, the scope for
governments and senior officials to avoid accountability for probity and results
is greatly increased (Mulgan 1997, 2000a and Barrett 1999). A particular
dimension of this is the trend begun under the Labor administration in the late
1980s for governments to deny Parliament certain information on grounds of
commercial confidentiality (Senate Finance and Public Administration
References Committee 1997a; Morton 2000).
On the implementation front, the major criticism (including that made in
an Auditor-General’s report on IT outsourcing) has been that by making
outsourcing compulsory (e.g. in the IT strategy), the Government is effectively
binding itself to accepting whatever price private sector suppliers seek, rather
than reserving the right to withdraw if the price is higher than the in-house
option (ANAO 2000). There are also growing concerns that outsourcing,
combined with the trend towards contract-based public service employment
conditions, may result in a bureaucracy stripped of skilled and capable staff
who have been made redundant or have left the service to work for private
suppliers of erstwhile public services, thereby reducing the Government’s
access to competent and well informed policy advice and management
capacity (Stewart 1997a, 1998).
On the supply side, several of the major consultancy and IT firms have
established specific businesses to meet the demand generated by the
Commonwealth’s outsourcing agenda. PricewaterhouseCoopers (PwC), for
example, is a large, very successful multinational firm. Its revenue rose by 16
per cent in 1999 to over $US17 billion, with a 27 per cent increase in
management consulting (PricewaterhouseCoopers 2000). It has established
PricewaterhouseCoopers Business Process Outsourcing (PwC-BPO) as a
separate business targeting public and private sector corporate management
outsourcing around the world. PwC has won several of the major corporate
and property management outsourcing contracts let by the Commonwealth in
the past five years.
Many smaller start-up firms have also been established, such as
Outsource Australia, which has grown almost exponentially since it was
founded in the mid-1990s. Where once there seemed scant supply capacity in
the private sector to service the Commonwealth’s management and support
needs, there are now several major players and a constellation of smaller firms
servicing niche markets such as public relations, web design, staff counselling
and the like, often through subcontracting arrangements with the major firms.
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Under the Coalition Government, contracting out has accelerated to
encompass some compulsory outsourcing (e.g. information technology
services) and strong incentives for agencies to opt for private sector suppliers
of many services, such as corporate functions traditionally delivered by internal
units, including personnel pay and conditions, financial services, corporate
communications, facilities management and registry and library services. In its
1996 Report, Competitive Tendering and Contracting by Public Sector Agencies, the
former Industry Commission (1996) estimated the Commonwealth’s services
contracting bill at $8 billion. This spending has probably increased since the
data on which that Report is based was gathered. Privatisation (e.g. the partial
sale of Telstra, the government’s telecommunications business) has also been
accelerated under the Coalition.
One of the Howard Government’s earliest strategies in relation to the
management of the public service was to reduce both its size and scope of
operations. Indeed, this could be seen as a key purpose of the outsourcing
agenda, not merely a byproduct.
According to the Minister responsible for public service matters, Dr
Kemp, the ‘underlying size of the APS, after the impact of transfers of
functions out of the APS, has reduced from 156 654 in 1987 to 126 390 at the
end of 1997’ (Kemp 1998a). This is a reduction of around 19 per cent, much
of which occurred after the Coalition won office in early 1996 (although in
1999-2000 this trend was halted, with a slight increase in the size of the public
service being recorded—Burgess 2000c). Over the same period, the
proportion of lower level officers has also declined, largely as a result of
technological change and shifts in the nature of the work (Staughton 2000).
The general picture emerging is of a smaller, more highly qualified public
service, increasingly focused on policy development, legislative activities,
regulation and the administration of contracts and other instruments of
funding and control for the delivery of services, and less concerned with the
direct delivery of public programs and services.

CONCLUSION
One of the effects of the reduction in the size of the APS has been a
proportionately greater emphasis on its policy advice functions. This is
because policy areas, by and large, have not undergone the same degree of
downsizing as other areas of the bureaucracy. This does not mean, however,
that the APS policy function remains unchallenged. The Coalition
Government has made it clear (most recently in an address by the Prime
Minister marking the centenary of the APS—Howard 2001) that it encourages
alternative sources of advice and seeks ideas from many places other than the
policy areas of public service departments. As a consequence the size and
character of the policy advice services that the Government uses has changed
dramatically. This particular aspect of Australia’s public sector reforms is
addressed in Chapter Six, which describes Australia’s policy advisory services
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‘industry’, and compares Australian experience in this area with that of New
Zealand.
Before addressing such specifics, however, the next two chapters present
respectively an analysis of the theory around policy-making (Chapter Three)
and markets (Chapter Four), while Chapter Five assimilates these two
disparate strands of analysis into a possible theory of policy markets. It is
against the background of this theory building that the empirical evidence is
addressed in Chapters Six, Seven, Eight, and Nine.
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I got mixed up confusion
Man, it’s a-killin’ me
Well, there’s too many people
And they’re all too hard to please
Bob Dylan
The elusiveness of policy should not be considered a nuisance, an
obstacle in the way of sound analysis. Rather, it should be regarded
as a fundamental, defining element.
Peter J. Steinberger

W

hile the previous chapter discussed the trends in broad public sector
reform in Australia, this chapter looks more specifically at public
policy at a theoretical level. The objective is to arrive at an
understanding of what public policy is and how it is created. Working through
the definitional and modeling issues enables a fuller understanding of the
‘policy’ side of policy markets. The approach adopted here is eclectic,
acknowledging the diversity of views and the variety of ways of seeing policy
among scholars, practitioners and the general public. In the end, however,
‘public policy’ can mean a number of potentially mutually exclusive things. It is
a highly contested concept, as is the question of how it is made. If Bob Dylan
was expressing a personal, artistic angst, his words might easily also be the
lament of the policy analyst or scholar in coming to terms with the fact that in
the study and practice of public policy you definitely cannot please everyone
all of the time. This, as Steinberger (1995:223) observed, is a defining
characteristic of the topic. It is also part of its challenge and a great deal of its
interest, especially in the context of bringing the concept together with the
concept of the market; see Chapter Five.
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DEFINING, DELINEATING AND DESCRIBING PUBLIC POLICY
policy n. Prudent conduct, sagacity; course or general plan of
action (to be) adopted by government, party, person, etc. (The
Concise Oxford Dictionary)
Despite the apparent simplicity of its dictionary definition, the term ‘public
policy’ generates a great deal of contestation and debate both in terms of its
specific meaning and its content. As a general observation, any given
definition of policy will relate primarily to the ends being pursued by the
person doing the defining. Steinberger discusses this problem at length,
concluding that:
…
most particular policies can be, and are, coherently
understood in a wide variety of different ways. Indeed, policyrelated controversies rarely involve simple questions of pro and
con, or good versus bad … The implications are that each policy is
likely to have different meanings for different participants; that the
exact meaning of a policy, then, is by no means self-evident but,
rather, is ambiguous and manipulable; and that the policy process
is—at least in part—a struggle to get one or another meaning
established as the accepted one. (Steinberger 1995:223)
An adjunct to this ambiguity and contestation over the meaning of policies
is an equally extensive tendency to dispute the meaning of policy, whether it is
understood as a dynamic process (purposive or discursive) or as part of a static
‘structural’ image of how we govern ourselves (e.g. as the cognitive component
of the body politic, to borrow from Hobbs’ Leviathan). There is a powerful
truth in the postmodern critique of the inevitable and troublesome gap
between any term (sign) and that to which it refers (signifier), and it is certainly
true that public policy, government and public administration are all rich fields
for the postmodern project. There are clearly many areas where language is
either inadequate as a means of conveying an understanding of all the subtle
nuances of public policy and how it is made, or where language is used to
obscure understanding where it is sought.
In the end, however, the analyst must analyse, the practitioner must
practise and the scholar must study. All of these activities depend on a (more
or less) clear understanding of terms, at least insofar as they are used in any
particular context, for our ‘(e)fforts to define and redefine polices are not …
simply matters of strategy or distortion; they are in fact unavoidable if policies
are to be at all relevant and meaningful’ (Steinberger 1995:226).
Although this picture of context-specific definitions all vying for
attention may seem somewhat chaotic, one device most authors use (implicitly
or explicitly) is to construct their own meaning for the term ‘policy’ on the
basis of earlier traditions. Halligan and Power, for example, conclude that
policy is ‘a politically contestable purposeful construction placed on the
– 40 –

Chapter Three

What is public policy and how is it made?

existence of authoritatively committed structures of resources’ (Halligan and
Power 1992:10). This is a quite specific definition, established as a vehicle to
enable the authors to conduct their enquiry into the interrelationship between
the political and administrative arms of government in Australia, while
acknowledging the (socially) constructed nature of policy, its fundamentally
political nature, its focus on the distribution of limited resources and the
necessity of authority and specific structures for its expression and
implementation.
In contrast to Halligan and Power’s ‘top down’, almost a priori definition,
Colebatch takes a more oblique approach to the idea of policy. By examining
how policy is commonly discussed in the media and among specialists and
elites, he constructs a picture of policy as prospective (i.e. focused on intention
rather than action) and resting on ‘three assumed characteristics of organised
action … coherence, hierarchy and instrumentality’ (author’s italics, Colebatch
1998:3). He uses these three characteristics to develop a discussion of policy in
terms of: how ‘all the bits of the action fit together’ (coherence); the exercise
of authority by the state (hierarchy); and the identification of and responses to
problems (instrumentality). Usefully, he also points out that ‘policy’ and ‘public
policy’ are almost indistinguishable, as policy involves governments ‘choosing
goals to solve problems’, an activity which must, by definition, be public
(Colebatch 1998:4).
A third approach is to make the term as broad as possible so as to
accommodate a wide ranging examination. This is the case in Randal Stewart’s
declaration that ‘(t)he word we use for action in government is “policy” or
“public policy”’, which serves his essentially pedagogical purpose of widening
the vision of the student of public policy (Randal Stewart 1999:2).
A notable common factor in all three approaches is that the specific
intentions of their broader discourses shape the way they define policy. For
example, whereas Colebatch is addressing ‘policy’ squarely and directly as a
phenomenon in its own right, regardless of institutional setting, Halligan and
Power use it as one of the defining factors in their wider conceptual
framework for studying and explaining political management in Australia in
the 1990s.7 In keeping with this purpose-oriented approach, this dissertation
seeks to establish a definition that underpins the work.
For the purposes of this discussion, I define public policy as the
collection of decisions taken by government, as revealed from time to time
both by what government says (or does not say) and what it does (or does not
do). This construction emphasises the role of decision, encompassing both
statements (formal or otherwise) and actions (or inaction). It also emphasises
the collective role of all arms of government in creating public policy,
implicitly introducing the idea of level of policy (e.g. by not restricting the
concept to decisions of cabinet or the passage of laws through parliament).
Most importantly, it encompasses the idea of change and raises the question of
how change in policy is effected and why. As Considine puts it, ‘We cannot
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afford … to view policy as just a study of decisions or programs. The specific
decisions which often interest us are merely important punctuation marks
within this flow—not the thing itself’ (1994:3-4)
In other words, policy is both the decision and the process, structures
and systems leading to it. It is this question of how policy is made—the
dynamics of issue identification, research, analysis, options testing and
information management—that is particularly germane to this study.
Policy, politics and administration

To talk about public policy as though politics and politicians do not exist is to
invite incredulity. At the same time, public policy and politics are conceptually
and institutionally separate in most modern democratic systems. In one sense,
the history of policy analysis can be seen as a series of oscillations in which
analysts have sought to distance themselves from the murky and apparently
irrational world of politics, only to find that their profession has thereby
reduced its capacity to influence actual policy, starving it of the pragmatic
oxygen it needs to survive. Even politicians seem at times to desire a
separation of politics from policy (with the emphasis, perhaps, on ‘seem’, as
suggested by May (1998:1095).
From time to time it has been convenient and appropriate for various
issues of public policy—such as international sport, economics, immigration,
etc.—to be removed (or at least to be seen to be removed) from politics,
especially party politics. Yet, very often this is done precisely because these
issues are on the public agenda as matters of heated debate; and the very
essence of politics is to shape and respond to public discourses such as these.
No politician could sensibly deny him or herself the right to participate in such
public debates. To do so would be at best disingenuous or, at worst, an
abrogation of responsibility, leaving a political vacuum to be filled by others.
Davis and his co-authors imply that whereas policy and its analysts are
concerned predominantly with rationality, politics and politicians are
essentially concerned with power, interests and the distribution of finite social
and economic resources:
Policy and politics are not easily separated, since each informs the
other. But neither should policy simply be reduced to consideration
of the politics of the moment. History and process matter, as do
the values, interests and resources competing in any policy arena.
(Davis et al. 1993:16)
While the practical inter-dependence of policy and politics is acknowledged,
for analytical purposes the two are conceptually separated in this study. This
allows a tight focus on policy and policy-making which can inform a
discussion of the implications of a market-based approach to policy-making
for the political process and for political institutions which is taken up in
Chapter Five. This complex dynamic between policy analysis and political
– 42 –

Chapter Three

What is public policy and how is it made?

power has been canvassed with variations by a number of authors. Forester
(1983), for example, sees analysis (or ‘planning’) as essentially oppositional to
political power. Gregory (1993), conversely, seeks to synthesise the two by
positing the concept of ‘political rationality’. More recently, May (1998)—
working mainly in an historical and analytical mode—and Flyvbjerg (1998)—
who draws his conclusions from a detailed case analysis—both suggest that
while analytical systems and power politics may have an uneasy relationship,
neither can successfully and sustainably operate without the other.
Public policy is often conceived as occupying a space in a pyramidic
hierarchy. Towards the top of the pyramid are matters relating to broad social
questions of human organisation and governance, including values of common
purpose and collaboration. In this putative hierarchy political institutions and
processes can be seen as residing just above public policy, which is ultimately
an expression of and is certainly subordinate to politics and questions of
power. The space just below public policy can be seen as occupied by
‘administration’ or ‘implementation’. Just as there is a symbiosis between
policy and politics, policy and administration are interdependent, to the point
where some commentators see the distinction as misleading or even
potentially dysfunctional in its influence on those pursuing public sector
reform of the kind promoted by the ‘new public management’ (Stewart 1996).
This distinction derives its force from the related (and similarly disputed)
distinction often drawn between politics and administration which in the
American tradition extends back at least a century, when Woodrow Wilson
sought to design a system of government where the elected official decides
and the administrator implements (Wilson 1887).8 Osborne and Gaebler
(1992) extend this point with their assertion that government is about
‘steering, not rowing’.
These perspectives derive much of their rhetorical (as opposed to
analytical) force from an implied analogy between the body corporeal and the
body politic. We habitually distinguish between the mind and its functions of
thought, analysis and decision-making, and the body, with its functions of
movement, action and the execution of the mind’s ‘will’. Public discourses
often imply that policy is to administration what thought is to the body. This
analogy even extends to a similar pattern of debate, where the difficulties of
precisely defining where mind/policy end and body/administration begin give
rise to unresolved (and perhaps unresolvable) disputes. There seems, however,
greater likelihood of the body/mind question being eventually resolved
through an increasing ‘consilience’ between the physical and social sciences
(Wilson 1998) than a reconciliation between those (often practitioners) who
see policy and administration as logically and operationally separate and those
(often academics) who dispute the empirical validity of such a separation.
Given the pragmatic interweaving of policy and administration, it is
perhaps paradoxical that practitioners are often at the forefront of those who
argue for a separation of policy and administration. This makes managerial
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sense because it allows for a division of labour that helps to simplify the often
very complex act of government. As observed by Aucoin (1990:126), it also
serves as a response to public choice theory, which in its normative guise has
been central to calls for administration (i.e. the bureaucrats) to be placed
thoroughly under the control of and responsible to policy (i.e. the elected,
accountable ministers). As Aucoin points out, however, there is a paradox
here. By exhorting politicians to regain control over the bureaucrats, advocates
of the normative form of public choice theory such as Niskanen (1971, 1973)
have given considerable weight to the trend for ministers to become managers,
even de facto chief executives of their departments, thereby creating an
institutional tendency that runs counter to the desired separation of policy and
administration. One response to this paradox has been an increasing reliance
on contract or contract-like relations between ministers and/or policy arms of
government on the one hand, and line departments, statutory authorities,
government business enterprises and private sector agents on the other. This
principal/agent initiative (often referred to as the purchaser/provider split) is
one of the defining trends underpinning the development of policy markets in
contemporary democratic political systems (see Chapter Two).
The debate over boundaries between policy, politics and administration
clearly has a long way to go before the question is resolved, if ever. For the
purposes of this analysis, however, it is sufficient to acknowledge that while
the empirical evidence suggests that public policy has little meaning if it is
divorced from politics and administration, it is possible to draw reasonably
clear conceptual distinctions. This enables analysis and discussion of each as
separate and distinct entities before returning to reintegrate the three.
Modeling public policy: caveat emptor

If defining public policy is problematic, and if it is not always a simple matter
to distinguish between policy and politics or administration, taking the matter
further into ways of reducing it to some form of descriptive or interpretative
model brings further intellectual challenges. Any scholar seeking to put
forward a model of policy or policy-making must acknowledge the generic
shortcomings of models, maps, guides or any form of analysis which relies on
analogy or metaphor, especially where the system being described is simplified
to the extent necessary to allow generalisations and transferability. It is
beholden on the scholar and the reader alike to maintain a degree of
scepticism, therefore, about the veracity and utility of any model or
framework. Steinberger (1995:222), for example, warns against an over reliance
on typologies of policy, as most instances resist being placed in any but the
most broad categories. Indeed, it is often far easier to find exceptions to any
given typology than examples which fit neatly within a given framework.
Similarly, Parsons suggests that while we might develop evaluative criteria for
assessing a given model (such criteria might include coherence, consistency,
comprehensiveness and intellectual parsimony), there is always the risk that we
could become prisoners of theory rather than using it as a tool to advance
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understanding (Parsons 1995:65-67). Lane makes this point by giving it a
positive expression:
An empirical model test is not enough; besides the requirement of
corroboration or verification, as it were, models fulfil the function
of integrating knowledge. Models systematize knowledge by
creating a network of propositions. The implications of models are
as important as their explicit content. (1993:69)
Against the background of Lane’s exacting standards, it is important to
understand the intended purpose of any given model. In general there are
three distinct but overlapping purposes for policy models:9
•

descriptive—with an emphasis on showing the empirically observable
characteristics of practice;

•

normative—prescribing how the policy process should ideally work;
and

•

heuristic—meant as a general guide to facilitate examination and
analysis of the evidence, rather than as an end in itself.10

Most policy models of any value will tend to exhibit elements of all three
characteristics, but there is usually a distinguishable emphasis on one at the
expense of the other two. There is, for example, often a tension between the
normative impulse (which arises simply because the analyst believes that what
they are studying matters, and could be improved) and the need for empirical
rigor. By contrast, models with a heuristic bent tend to be less ambitious and
less eye-catching, but often of greater utility as an aid to understanding both
the generalities of policy systems and the particulars of a given case.
As recommended by both Parsons (1995) and Morgan (1986, 1993), this
study seeks to look at public policy and how it is made through a number of
different models (or in Morgan’s terms, ‘images’). Such a ‘multi-focal’
approach may help to compensate for the weaknesses of any single
perspective and add an epistemological richness to the exercise by encouraging
practitioners and scholars to reflect on the practical and intellectual influence
of the ‘frame’ on what is seen within the picture. An influential example of
such an approach is that used by Allison in his analysis of the 1962 Cuban
missile crisis, in which he distinguishes between different ‘lenses’ for
understanding the political, rational and bureaucratic dimensions of the crisis
(Allison 1971). Schön and Rein (1994) go so far as to argue that ‘frame
reflection’ provides a practical means of resolving intractable policy problems.
Such claims may place too great a reliance on the capacity of those engaged in
social and political debate to step back from the fray and reflect disinterestedly
on the process. Nevertheless, it remains true that for those engaged in the
analysis of the policy process (as opposed to those engaged in policy-making
per se) it is both intellectually honest and analytically effective to exercise some
scepticism about the capacity of any single model, analogy or description to
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capture the essential complexity of policy and its making and to draw freely
(but with discretion) on alternative modes of analysis as a means of enriching
the overall picture. The following section sets out a ‘meta-framework’ for
structuring such an approach.
Ways of seeing public policy

Public policy can be seen in many ways, but there are three broad categories
for these approaches, whereby policy is understood in terms of what it is, how it
is developed and who is involved.11
What it is: This approach is typically static in nature, taking a ‘snapshot’ of the
content or relatively unchanging characteristics of public policy. It covers the
most readily recognised elements of public policy which are often manifested
in the structures, roles and names of the various institutions of government. It
can also encompass policy levels (such as strategic, programmatic and
operational) or domains (such as social policy, defence policy, economic
policy, etc.). This aspect of public policy is also manifest in the ‘artifacts’ of
government, such as laws, budgets, reports and, increasingly, media releases or
announcements.
How it is developed: This approach emphasises the dynamic aspects of policy,
representing it as process as well as content. It is probably the most common
terrain on which practitioners and academics contest their respective ideas
about policy (at least this would appear to be the case in Australia since at least
the 1970s). Common examples are incrementalism (Lindblom 1995), rationalcomprehensive problem-solving (Lindblom and Woodhouse 1993) and the
‘garbage can’ theory (Cohen, March, and Olsen 1972).
Who is involved: The ‘who’ here encompasses individuals, groups and
institutions. At a high level, this category subdivides into institutional concepts
such as hierarchy, networks and markets. It can also encompass socio-political
analyses that focus on the power and influence of different groups or social
elements, relying, for example, on Marxist, feminist or neo-liberal frameworks
of analysis. The dominant characteristic of these approaches is an emphasis on
relationships between participants (be they individuals, groups or even
‘interests’ which may or may not be manifest in clearly delineated social
groupings) and how these relationships are managed and change over time.
The following sections discuss key examples of each of these three
categories. Each plays a significant role in later chapters of this dissertation. Of
particular importance to this work are the concepts of:
•

policy level (a sub-category of the ‘what it is’ category);

•

incrementalism versus rational comprehensive problem-solving
cycles (two opposing yet often complementary explanations of
policy in terms of how it is developed); and
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hierarchy, networks and markets (which are three conceptually
separate but empirically intertwined explanations of how policy
institutions are generally organised).

In the course of discussing these approaches it will be necessary to examine
how they inter-relate, especially at the level of practice and specific cases,
where the neat distinctions favoured by the analyst and scholar often break
down in the face of pragmatic considerations, institutional limitations,
‘bounded rationality’ (Simon 1976) and the force of organisational tradition.

KNOWLEDGE, MEANS AND ENDS IN POLICY
As has already been discussed, there has been a great deal written on the
various dimensions of public policy. There are many variables that arise from
the various political, social, administrative, normative and values-based
dimensions of policy. These all give it shape and form, and influence the way
in which the various players and observers perceive it in any given instance.
One further way to look at policy is in terms of means and ends, as described
by Lane:
Public programmes are based on greater or lesser knowledge about
the causal mechanisms operating in society. They also involve
normative considerations about the priority of goals and the
appropriateness of means. (Lane 1993:222)
In other words, Lane argues that three major variables in public policy
are:
•

knowledge (especially about society and its dynamics);

•

priorities as to ends; and

•

collective preferences as to means.

The distinction Lane makes between ends and means is potentially
contentious, as it is possible to conclude from Lindblom’s (1995:153)
contention that ‘Policy-making is a process of successive approximation to
some desired objectives in which what is desired itself continues to change
under reconsideration’ that the ends (objectives) of policy-making are
inextricable from its means. Partly because of this, and partly for the sake of
convenience, it is appropriate to cover ‘means’ and ‘ends’ under the heading of
‘values’.12 This is not to ignore the importance of Lane’s distinction so much
as to allow for a slightly more generalised presentation of the proposed model.
Following an approach favoured by Lane (although not used by him in
the instance cited above), this allows for the identification of policy processes
within a matrix, with a vertical axis of ‘knowledge’ and a horizontal axis of
‘agreement on values’, as depicted in Figure 3.1. A given policy issue at a
particular point in time might, for example, be very well known and
understood in the community (or at least in the policy community concerned
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with it), but there may be low agreement on the values attendant with the
particular matter. An example in Australia is the problem of long-term
unemployment. There is almost an over-supply of data about the numbers of
long term unemployed and an increasing body of information on why some
people remain unemployed for a year or more. There is not, however,
agreement as to how the problem should be addressed (or even how to define
‘long term’) or what the trade off should be between short term and long term
objectives in this area.

I

II

III

IV

Low

Knowledge

High

Figure 3.1: Two dimensions of policy

Low

Agreement on Values

High

For example, it may be possible to find short-term employment for
many long-term unemployed, but with little impact on their long-term
prospects. This would place this issue in quadrant I of Figure 3.1. Such a
placement of the problem would in turn suggest the mode or modes of policy
development that are likely to meet with the most success. Indeed, in this
particular case, the very definition of ‘success’ is probably one of the most
crucial and perhaps most insoluble aspects of the policy effort in this area.
This matrix approach to policy is taken up in Chapter Five, where the
dimension of competition is added to create a third dimension to the model.

POLICY LEVELS
Whether implicitly or explicitly, ‘policy’ is often equated with high level
strategy, including planning, multi-factorial analysis and fine matters of
judgement, as distinct from tactical or operational matters of detail and
implementation. Within the American tradition, Woodrow Wilson’s analysis is
an exemplar of this. Wilson saw policy and administration in a hierarchical
relationship in which the former was the province of the politician while the
latter belonged to the bureaucrat (Wilson 1887). Similarly, the traditional
conception of the Westminster system of government is that bureaucrats may
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advise government on policy matters, but ultimate authority to make decisions
resides with the minister and it is the civil servant’s job to implement those
decisions—a theory whose practical utility is challenged by Polidano (1998).
More sophisticated analyses, often based on attempts to reconcile this
dualistic theory with observed reality, have sometimes taken the route of
subdividing policy in terms of the positions occupied by the players. The
implication is that higher level, more strategic decisions will tend to be taken
by those in positions of (usually elected) authority, while more operational,
day-to-day decisions (which might be termed ‘administrative policy’) might be
taken by bureaucrats at various points in the governmental system. For
analysts, this distinction is often useful in narrowing the field of study,
especially if there is a need to carry out detailed empirical work within the
large, often labyrinthine structures of government and the bureaucracy. Such
distinctions risk being quite arbitrary, however, as ministers and prime
ministers often take decisions on matters of administrative detail (e.g. such as
when and where to build a regional office) because there is a political
imperative to do so. There are also instances where bureaucrats (especially
those in statutory positions) make decisions of a strategic nature which, if
made by a politician, could compromise the government in some way.
Despite these problems, it remains useful to draw some distinction
between levels of policy. As a general rule, analysis is likely to be assisted more
by a framework made up of a modest number of levels than one which seeks
to replicate the admitted complexity of the real world by establishing many
levels of policy, thereby giving rise to doubts of validity by increasing the
number of cases which might lie at the margins between one level and the
next. Parsimonious frameworks are likely to attract less dissent, even if they
sometimes seem to advance understanding only slightly beyond the traditional
policy/administration dichotomy.
Practitioners, in particular, tend to differentiate between various points
on an implicit hierarchy of decisions or policies. They speak of classes of
policy with labels such as ‘government policy’, ‘ministerial policy’ or
‘departmental policy’. The structure of bureaucratic rules also imply differing
levels of discretion according to administrative detail and local conditions,
with high-level frameworks being set by Acts of Parliament, and various
gradations of lower-level decisions articulated in rules, guidelines and practice.
This reflects the fact that bureaucrats tend to rely on hierarchical, rule-based
structures of accountability and clear reporting lines, as detailed, for example,
in Accountability in the Commonwealth Public Sector (MAB/MIAC 1993). One of
the great themes of administrative reform has been the struggle to get the right
combination of devolution and decentralisation of decision-making in
administrative structures (Aucoin 1990; OECD 1995, 1997).
An example which might be seen as pushing the boundaries of
parsimony is Sharpe’s four part hierarchical typology, under which public
policy can be categorised as:
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1.

high level and focused on government-wide or even society-wide
principles and values;

2.

strategic and expressed in terms of specific objectives in a
particular policy domain (e.g. education, defence or foreign affairs);

3.

programmatic and specific in terms of particular legislative or short
to medium aims of a particular government; or

4.

implementational in nature and focused on specific actions,
services and programs, often at the operational level and often sited
in a localised context. (Sharpe 1991:79)

An example of much simpler classification is Jonathan Boston’s division of
policy into ‘strategic’ and ‘operational’; a distinction which Boston
acknowledges belies the fluidity and interdependence of policy categories
(Boston 1994:4).13
Because of the permeability of categories such as this, it is not possible
to conduct a ‘census’ of policy activity to determine the number of policies or
decisions which might fall within one category or another. As a general rule of
thumb, however, it seems likely that in advanced, stable democratic states such
as Australia the sheer number (without commenting on significance or impact)
of policy decisions which might be classified as operational (in Boston’s terms)
or programmatic or implementational (using Sharpe’s terminology) is likely to
be considerably higher than those which fall under the heading of strategic or
high level. This factor is discussed later in this dissertation when the
characteristics of a possible model for policy markets are discussed in Chapter
Five.

DYNAMIC MODELS OF POLICY-MAKING
One particular weakness of models based on levels or hierarchies is that they
are essentially static (as are the common ‘adjectival’ policy typologies, such as
social policy, defence policy, economic policy, etc.). Given the constant flux
evident in almost all public policy and its formulation, this can create a
misleading impression of stability or inflexibility. In particular, the question of
how policy is made is left largely unanswered. This has lead many scholars to
augment such type-based approaches with more dynamic, causal models.
There are two main types of these models: those dealing with the broad
system of policy, and those concerned with the patterns around specific policy
exercises or events.
Portrayals of policy systems generally consist of a series of interrelated
and mutually dependent elements, extending well beyond the boundaries of
government as such and into the broader social, economic and/or ecological
context. They tend to emphasise causation and change, often relating
components through complex feedback loops of information, resources and
influence. David Easton’s (1965:30) ‘dynamic response model of a political
system’ is an early and influential example of such a model. Because of their
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scale and scope, such models resist empirical testing. They are also unlikely to
provide much assistance to practitioners wanting to learn how to ‘do’ policy.
Their strength lies in helping to explain and simplify the at times bewildering
complexity and variability of the social, political and economic processes
which give rise to public policy change and continuity. The concept of
‘autopoiesis’ developed by Luhmann is particularly important as an
explanation as to why it is so difficult to achieve effective policy change
without unintended, potentially very damaging consequences. Autopoiesis
highlights the self-organising aspects of those systems of communication
which constitute social life. A system which organises itself does not require
order to be imposed from without, but produces its own order through the
interplay of the components of the system (Luhmann 1990; Brans and
Rossbach 1997; Stewart and Ayres 2001).
At a sub-system level of specific policy initiatives or events, dynamic
models tend to focus on the degree and nature of rationality and ‘problemcentredness’ of policy processes. It is this class of dynamic policy models that
is of particular interest here. One way in which such models can be
characterised is by the degree to which they emphasise ‘rationalistcomprehensive’ as opposed to ‘incrementalist’ qualities, both concepts first
posited by Charles Lindblom in the 1950s. Lindblom’s key insight was to
recognise that the rationalist, problem-solving approach favoured by theorists
of policy-making, which he called ‘rationalist-comprehensive’, did not
adequately reflect observed reality. Rather than being a one-off, pristine result
of a comprehensive examination of options across the full spectrum of
possibilities and identifying all the possible ramifications and connected issues,
policy ‘is made and remade endlessly. Policy-making is a process of successive
approximation to some desired objectives in which what is desired itself
continues to change under reconsideration’ (Lindblom 1995:153).
While this particular duality has been modified (including by Lindblom—
see Gregory 1993) and challenged (Smith and May 1993), it retains a strong
influence on thinking about policy. Rational-comprehensive models tend to be
‘stagist’ (Parsons 1995:79), with a strong problem-solving focus, whereas
incrementalism is not so much a model (at least in an empirically verifiable
sense; see Smith and May 1993), as a refutation of the rational-comprehensive
model on the grounds that the latter does not match observable processes. It
is probably true, as Smith and May suggest, that this debate is founded on
something of a non sequitur, as proponents of each concept (or set of related
concepts) seem to be looking to delineate and explicate different aspects or
elements of the policy phenomenon. Policy makers, in fact, use both
approaches, perhaps concurrently, depending on the circumstances (Smith and
May 1993:206-207). In arguing for a view of Australian policy-making as
incorporating three forms of rationality—technical, economic and political—
Matheson (1997) shows that the ‘multiple modes’ argument also holds true in
Australia.
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Policy is also often seen as cyclical, recognising that policy processes
respond to the effects, anticipated or otherwise, of previous policy actions and
to extraneous influences arising from the changing circumstances of the policy
arena in question (Parsons 1995:79-81). Bridgman and Davis (1998) posit a
typical cyclical representation of the policy process, as shown in Figure 3.2.
Figure 3.2: The policy cycle
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Source: Bridgman and Davis (1998)
Models such as Bridgman and Davis’ are useful tools for understanding
much of what goes on in governmental decision-making. As acknowledged by
Bridgman and Davis, however, such models face the same paradox that
confronts all would be modelers of policy: for models to be understandable
they must reduce highly complex and sometimes quite arbitrary systems and
activities to generalised types. For the same reason, they also necessarily omit
or downplay elements of the full and complex story of government and
governance. Examples include the process of agenda setting—a ‘political’
process, and therefore one which is conceptually separate from but
pragmatically integral to the ‘policy’ process—and the role of organising or
overseeing the process as a whole, a role referred to in the US literature as the
‘policy entrepreneur’ (Skok 1995:328; see also Hill 1997).14
Different ways of conducting policy may well tend to dominate at
different levels of the policy hierarchy. In general, incrementalist approaches
are more likely to be apparent at the higher, more strategic levels, whereas the
more specific and problem-centred environment at the lower ends of the
categories is likely to encourage the problem-solving mode typically found in
the rationalist-comprehensive models. This is reflected in the sort of examples
often used to demonstrate each mode. Where Lindblom and Woodhouse
(1993), for example, use an analysis of expenditure patterns over several
decades to demonstrate incrementalism at work, Bridgman and Davis
(1998:28-29) demonstrate their policy cycle through an air transport case. It
may be, in fact, that incrementalism is what is most discernable when one
examines the policy ‘forest’ (i.e. the large-scale, long-term ecosystem), while
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the policy cycle helps explain the individual ‘tree’ (i.e. time-bound, localised
and highly individuated events).15 This is an important factor in the
development and character of policy markets, as they appear to be manifested
in Australia and elsewhere (discussed further in Chapter Five).

ORGANISING FOR POLICY: HIERARCHIES, NETWORKS AND MARKETS
Organisational theorists have generally identified three main principles for
organising collective human effort—hierarchies (or bureaucracies), networks
(or communities) and markets. These constructs have arisen partly as a result
of ‘the tragedy of the commons’, whereby single-minded maximisation of
individual benefit can lead to a degradation of collective good, ultimately to
the point where the individual’s enjoyment of life is impaired or even
destroyed (Hardin 1968; Ostrom 1990; Colebatch and Larmour 1993). It needs
to be emphasised that these do not represent the only conception of human
organisation. A broader ‘social systems’ approach can certainly give rise to
alternative formulations based not so much on types as on processes, such as
the changing ebb and flow of information, power, authority and values (Kuhn
1974, 1975). Nevertheless, the general utility of this typology means that it
provides a convenient and effective framework for discourse and analysis.
Each of the three classes of organisation can be characterised by
differing (but not necessarily mutually exclusive) assumptions or perceptions
of human motivation, behaviours, values and norms (Colebatch and Larmour
1993; Thompson et al. 1991). In positing this or any other typology of
organisation, it is important to stress that these are ideal types, unlikely to be
found in pristine form anywhere in the world. Their value lies not in providing
a precise map of human institutions and collective behaviours so much as in
collecting under convenient headings the general characteristics of organised
action, all of which can generally be found to be present in almost all
reasonably well developed human social systems. Considered in a normative
framework, this typology helps those charged with planning, organising or
governing collective action with some understanding of the content and
implications of any alternative organising principles they may be
contemplating. The normative aspect, however, is not the key consideration
here.
The prime focus of this dissertation is the idea of the market, but the
other two organising types are central to understanding how policy-making is
generally organised in modern democracies. Indeed, far more attention has
been given to both bureaucracy and (more recently) networks as prime
organising principles for public life and discourse than to markets. This has
occurred for two good reasons: in the past there has been relatively little
empirical evidence of market-like behaviours dominating public policymaking; and because market theory stresses the pre-eminence of the private
interests of the players as the means of achieving equilibrium in the
marketplace between suppliers and buyers (Adam Smith’s ‘invisible hand’:
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Smith 1950). Insofar as markets have played a role in policy-making it has only
been at the margins, and the impact of perceived or actual market failure in the
area of public decision making has meant that markets for policy ‘products’
have not been developed to any great extent or sophistication. These and
related issues of market organisation are taken up in more detail in the next
chapter. The discussion below addresses the broader issue of the three
organising principles and how they relate at a theoretical level to the public
policy process.
Hierarchy and bureaucracy

Earlier this century Max Weber provided a comprehensive, sustained and
detailed analysis of the nature, strengths and weaknesses of bureaucratic
organisation. Despite the fact that modern bureaucracy was still developing,
Weber saw that bureaucratic systems of organisation have a robustness and
durability that make them one of the most common forms of organisation in
the world. ‘The most important functions of the everyday life of society, ‘
Weber observed, ‘have come to be in the hands of technically, commercially,
and above all legally trained government officials’ (Weber 1930:16). The
defining characteristics of this ‘rational/legal’ form of organisation are that it is
based on hierarchical authority, expressed through rules and dependent on the
allocation of clear and distinct roles for the participants in the bureaucracy. In
the 1970s Christopher Hood posited an ideal of bureaucratic organisation
which is self-consciously analogous to the economists’ concept of the ‘perfect
market’. Such an ideal, in Hood’s view, would have the following
characteristics:
•

unitary organisation;

•

shared norms and values;

•

perfect obedience among the members;

•

full information on the problems and issues being dealt with; and

•

unlimited time to deal with the problems and issues being dealt
with (cited in Colebatch and Larmour 1993:20-21).

Just as there has never been a real-life example of the perfect market, there has
never been a concrete example of this almost Confucian form of organisation.
Nevertheless, Hood’s criteria represent a Socratic ‘ideal form’ towards which
bureaucratic systems might aspire or against which they might be judged.
It is important to note that this form of organisation is not the sole
province of government or the public sector. Medium to large firms are
formed around the recognition of the strength and durability of such
structures. Perhaps the main difference between public and private
bureaucracies is that the former arise from a need for political authority to be
expressed through the control and direction of the power and resources of the
state, while the latter have their origins in the relative economic advantages of
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vertically integrated firms. Economies of scope and scale in vertically
integrated firms can at times outweigh the transaction costs associated with
contractualised, competitive modes of production and delivery. As Williamson
points out, the dynamics of the transaction costs associated with how firms are
organised and how they relate to external suppliers and customers is a major
driver in the evolution of the firm as an institutional form (Williamson 1979,
1987, 1996; Williamson and Winter 1993).
Networks and communities

Relative to bureaucracy, the theory around networks or communities—
especially in the form of ‘policy communities’—is still developing. The
network concept arose mainly from the academic traditions of sociology,
placing the individual in the context of his or her social relations or
community. The underlying principle is that humans generate meaning
primarily from their social (and, in more recent formulations, ecological)
environment and that it is impossible to comprehend the individual without
understanding the society. Individuals behave according to the degree of
group acceptance or rejection. Collective sanctions and rewards (mainly in the
form of relative position within the group) shape social relations and actions.
In some respects, the notion of community networks represents a ‘third
way’ between the authority-based mode of bureaucracy and the individualistic,
price-based exchanges of the market. As such, it sometimes sits uneasily
between the two, borrowing elements from each while its proponents argue
for its conceptual integrity. The concept of the ‘social contract’, for example,
can be seen as a generalised version of the legal contract on which market
forms of organisation are based. Likewise, the idea of social hierarchies and
the authority of the ‘elders’ in a community have their analogues in the
bureaucratic mode. Nevertheless, there is clearly a sense in which communities
form and reform around commonly held beliefs or values or collective
objectives which cut across rule-based command structures and which arise
from something more than the optimisation of personal value. This is
particularly apparent in complex modern societies where issues of concern
arise and create around them collections of more or less organised interests. At
a geographical level this might take the place of community action in response
to the proposed siting of an airport, while a national issue such as the funding
of public education creates a core of fairly permanent interests (e.g. educators,
parents and student groups) with connections created at the margins with
individuals and other related interest groups (e.g. industry, employer groups
and ‘concerned citizens’). The picture formed here is one of ‘corporatist’
networks, as observed by de Bruijn and ten Heuvelhof:
In network approaches, policy is seen as the result of interaction
among corporate actors … These actors depend on each other
for the realization of their aims and for this reason maintain
ongoing relations with each other. This mutual dependency is often
– 55 –

Chapter Three

What is public policy and how is it made?

long-lived, leading to networks of relations that can be viewed as
institutions. The policy networks evolve structures consisting of
sets of values, norms, and rules. (de Bruijn and ten Heuvelhof
1995:161)
Ralston Saul (1997) has posited an influential critique of this corporatist
dimension of networks, pointing to the alienation of individuals from the
process in the interests of reaching accommodations and mutually agreeable
outcomes at the collective level. Among other things, Ralston Saul’s analysis
points to the permeability between the characteristics of networks in a
corporate world and the ‘top-down’ structures of bureaucratic forms.
Markets

While Chapter Four provides an extended discussion of market theory, it is
necessary to briefly examine markets here in the context of the wider
consideration of organisational theory. Markets allows for self-interested
exchange between participants in such a manner that the system ideally
achieves equilibrium (i.e. where the price of goods or services precisely
matches the long-term cost of their production or provision). They are based
on the idea of free exchange, the pricing mechanism and contract.
In relation to policy-making, elements of the market can be found in all
contemporary (and many historical) systems of government decision making.
Markets in the context, however, have generally not been as self-consciously
applied or managed as have bureaucracies or networks. The most overt market
in this area is, in fact, the employment market for skilled and experienced
policy analysts and advisers. The Economist, for example, observes that
Machiavelli’s The Prince could be portrayed as a ‘job application’ to the Medici
in Florence:
When Machiavelli sat down to write The Prince, he was feeling
anxious. Unemployed after many years’ government service, he
wrote his handbook of advice to new rulers in an attempt to win a
job with the incoming Medici administration. The Machiavelli
problem would be recognisable to hordes of would-be and oncewere government officials in today’s world … (The Economist, 25
May 1991, quoted in Parsons 1995:42)
Of course, Machiavelli’s bid to return to the service of his native city under its
new rulers failed. This could not have been because his offering lacked value;
his book has for centuries been prized as a rich source of worldly wisdom for
would-be rulers. Perhaps the problem lay in the fact that he apparently did not
stipulate a price for his services. Indeed, perhaps his missive to Lorenzo de
Medici provided the usurper of republican authority in Florence with enough
valuable advice for the employment of its author to seem superfluous. Most
probably Lorenzo simply felt he did not know enough about Machiavelli’s true

– 56 –

Chapter Three

What is public policy and how is it made?

motivations to be able to trust him and, through this ‘informational
asymmetry’ (to borrow a term from economics), the market failed Machiavelli.
Because the provision of policy advice to rulers and governments is a
highly complex process, taking place as it does in an environment of high
uncertainty and risk with many informational ‘blind spots’ for all participants,
it is often the problem of information (and its concomitant, trust—see
Hindmoor 1998) which undermines the utility of the market model in policymaking. As discussed in Chapter Four, however, modern complex markets
and the development of the ‘information economy’ mean that participants are
increasingly finding ways to share and minimise the risks associated with a lack
of information (Arthur 1992; Albert and Bradley 1997; Hirshleifer and Riley
1992).
Hierarchies, networks and markets for policy-making

Drawing on the forgoing discussion, it is possible to conceive of three ideal
types of institutional structures for policy-making: hierarchy (or bureaucracy);
networks (or communities); and markets. It is important to note that these are
ideal types; there is no suggestion that a specific policy-making environment
would or could be organised such that it only exhibited the characteristics of
one or other of these models. Indeed, in a modern, complex polity it would
probably be impossible to construct such a system. The real value of these
three models is that they make conceptually manageable material which is
empirically very large and very complex.
Table 3.1 provides a summary of these three modes. While aspects of
this will be explored further in later chapters, there are several points to note at
this stage.
First, beyond the broad statement that hierarchies tend to operate
through command and control, networks through cooperation and
coordination, and markets through competition and commercialisation, the
distinctions rapidly become somewhat blurred, even at a conceptual or
linguistic level. Markets, for example, ideally rely on a diversity of suppliers and
buyers in order to maximise opportunities for choice and innovation. At the
same time, networks also rely on a diversity of participants to maximise
stakeholder involvement and breadth of opinion. It is also usually the case that
neither ideal is reflected in real policy systems. There is a tendency towards
monopoly and monopsony in markets of this type while policy networks often
take the form of institutional elites which can have interests independent of or
even in opposition to those elements of the broader community they purport
to represent. Similarly, Considine has pointed to a trend towards the creation
of ‘market bureaucracies’ which blend (some might suggest ‘confuse’) elements
of bureaucratic structure with market-based behaviours and incentives
(Considine 1996).
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Table 3.1: Three institutional frameworks for policy-making*
Defining behaviours
Predominant democratic
value
Policy focus

Relationship between
parliament and executive
Structure of authority
Mode of relationships
Nature of policy change
Pivotal roles
Accountability
Confidentiality
Strength of policy/
implementation link

Strength of funding
source/outputs link

Hierarchy/
Bureaucracy
Command and control

Strong concern with
continuity and
consistency
Senior officials

Networks/
Communities
Cooperate and
coordinate
Direct democracy
(‘Community
involvement’)
Values, concerned
with ‘why’ questions
(Why should the
government follow
one set of policies
over another?)
Parliament often preeminent, especially if
the Government does
not have a majority
Multiple points of
authority
Values-based
(collectivist)
Emphasis on
negotiated outcomes
and consensus
Ministerial advisers

Separation between
elected and appointed
officials
High premium on
official confidentiality

Transparency and
inclusiveness of
consultation
Tend to operate more
in public

Often strong
institutional links
between policy
advisers and
implementers
Moderate (budget
appropriations)

May or may not be
close links between
advisers and
implementers

Representative
democracy (‘Ministers
are elected to govern’)
Programmatic,
concerned with ‘what’
questions (What
programs are best to
deliver a given policy
agenda?)
Dominance of the
Executive, especially if
the Government has a
clear majority
Vertical integration of
the policy process
Role- and rule-based

Markets
Compete and
commercialise
Technical efficiency
and responsiveness
(‘Get the job done’)
Technical, concerned
with ‘how’ questions
(How is policy going
to be most effective/
efficient?)
Parliament often
bypassed or brought
late into the process
Authority is defined
contractually
Contractual
(individualist)
Specific, contractually
defined outcomes
Private consultants
and analysts
Contract terms and
conditions
High premium on
commercial
confidentiality
Tend to favour
separation of advisers
and implementers

Low (often volunteer, High (contract
grant or community
payments for specific
funded)
outputs)
* Authors who have posited similar analyses to that depicted here include Butler (1983), Powell
(1991), and Colebatch and Larmour (1993).

Second, these characteristics are more often apparent as policy systems
evolve; the role of self-conscious design is often minimal. There are, of course,
exceptions to this. Labor and Coalition administrations since the 1970s have
deliberately set about drawing on wider sources of policy analysis and advice
by creating more opportunities for non-bureaucrats (e.g. academics, lobbyists,
peak organisations and community representatives) to be involved, often at
very early stages of the policy development process. Labor administrations
during this period were also instrumental in creating opportunities or
incentives for the commercialisation of policy research and analysis, even
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though such an outcome might be seen as contrary to the ideological
preferences of at least some within the Party. In a much more deliberate and
concerted (if not particularly systematic) way, the Coalition has continued and
perhaps even accelerated this trend.
The final point to observe about this tripartite model is that, while it may
aid understanding of current policy systems, it has limited efficacy as a guide to
action. It would not be appropriate for those responsible for managing policy
processes to deliberately set about constructing, for example, a thorough-going
market for all policy activities. Indeed, it is unlikely that such an approach
would even be possible. These are idealised types presented in a static form,
whereas policy systems are:
•

deeply pragmatic, often ad-hoc and replete with one off, singular
cases that are not replicated at any significant level of detail in any
other cases; and

•

dynamic, constantly changing and subject to self-organising forces
(or autopoiesis) which defy the concept of exogenous design
because by definition those who might see themselves as designers
are in fact parts of the overall system and subject to its complex
web of feedback and feed-forward relationships (Stewart and Ayres
2001).

One consequence of these observations about the characteristics and
limitations of the three part model outlined in Table 3.1 is to reinforce the
argument that no single model is sufficient to the task of describing, explaining
and guiding action within policy-making systems. It is necessary therefore to
take a multi-framed approach to adequately reflect the complex dynamics of
the modern policy world (Jenkins 1993:39).

CONCLUSION
There is a rich and diverse literature in the study, analysis and management of
public policy and its making. Building on this, the foregoing discussion has
established a set of concepts and models specific to the purposes of this study.
It possible to see policy in a number of differing guises, depending on the
researcher’s purpose and perspective. At a philosophical level policy is a set of
usually conflicting and fluctuating values and ideas, but it is can also be
understood in more prosaic terms as a more or less static set of ‘positions’
taken by governments. Seen in dynamic systems terms, it becomes a web of
analysis and decision-making subject to various institutional frameworks. It is
this rich diversity of perspectives from which policy can be understood that
makes a multi-framed analysis vital to any understanding of the concept of
policy markets. Having established an understanding of half the term, the next
chapter moves to a study of the theory of markets. The two strands are then
brought together in Chapter Five to construct a specific theory of policy
markets which can give shape to the empirical work of this study.
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The propensity to truck, barter and exchange one thing for another
… is common to all men, and to be found in no other race of
animals.
Adam Smith
History suggests that capitalism is a necessary condition for
political freedom. Clearly it is not a sufficient condition.
Milton Friedman

I

n considering the phenomenon of policy markets it is necessary to explore
the idea of ‘market’ and the way it relates to the conditions that apply in
policy-making systems. This chapter addresses this issue by moving from
a discussion of a general model of the ideal market, through various key
modifications of this concept as theorists have sought to bring it closer to
experience, to an exploration of specific types of markets and instruments of
analysis that relate to the economics of the firm, the concepts of bounded
rationality and transaction costs, and the economics of sophisticated service
industries such as management and policy consulting.

THE IDEAL MARKET
As Adam Smith (1950) and Milton Friedman (1980) imply, capitalism and the
propensity to trade is integral to all human societies. Of course, this activity
predates the development of any coherent theory of markets and marketbased social and economic systems. In many respects theory in this area
continues to be behind practice as new technologies and new materials
(tangible or otherwise) are found to be worthy of trade and as new modes of
exchange are found to carry out those transactions. For this reason it is useful,
as a starting point, to ‘assume away’ many of the complications and
inexactitudes of real markets through the device of an idealised ‘perfect
market’, i.e. a market that is perfectly contestable. 16
A perfectly contestable market can be defined as comprising a multitude
of firms or parties (buyers as well as sellers)17 exchanging homogenous (i.e.
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comparable) products or services either for money or barter. The pricing
mechanism used will capture all the relevant information concerning the
quality, quantity and effects of the exchange (i.e. no externalities). All the firms
should be too small to have any individual impact on market price (resulting in
an equalisation between marginal revenue and price), all should aim to
maximise profit and all must be able to costlessly enter and exit the market (i.e.
zero transaction costs). By using this ideal as a theoretical benchmark for
achieving Pareto optimality (i.e. where no party can be made better off without
making someone else worse off), economists can use various techniques to
evaluate the extent and nature of any market failure (Quiggin 1996a).
The following discussion explores some of the key elements of markets
in theory and practice, including various modifications to the idealised model
to better match empirical evidence. The objective is to take the examination
from the broad theoretical principles, through some of the implications of
those principles, to a set of conclusions about modern, sophisticated markets
in the service and knowledge industries, of which policy markets can be seen
to form a part.

COMPETITION AND CONTESTABILITY
Competition exists in a market when there are many suppliers and buyers.
Contestability, on the other hand, is the potential for competitors to enter the
market, even if they are not actually present. By having a large number of
suppliers available, the purchaser avoids being obliged to deal with a
monopoly or cartel supplier, whereby the tendency is for such suppliers to
maximise profits beyond those needed for a reasonable long term return on
investment. Similarly, by having at least more than one possible customer, a
supplier avoids a monopsony situation where the purchaser can exact a suboptimal price, thereby endangering the long term viability of the supplier.
There are, of course, gradations in both situations, whereby various players
may have varying degrees of market power, even if there is technically a large
number of suppliers and/or buyers.
As has already been noted, some economists suggest that the mere
possibility of competition—contestability—can be a sufficient incentive for
monopoly suppliers or monopsony buyers to strike close to optimal prices
(Baumol, Panzar, and Willig 1988). The ‘natural’ factor that can give rise to
contestability is low entry costs. In other words, if potential competitors can
enter a market at low cost, the incumbent operators are likely to act as though
they had actual competitors to deal with. Various artificial mechanisms can
also be used to achieve contestability, including legislative checks on the
incumbent’s actions, prices or inputs and the offer of bounties or tax
incentives for new participants to enter the field. It is also possible to arrange
matters such that the competition is ‘for the field’ rather than for individual
transactions. Under these arrangements a firm might be engaged as the sole
supplier in a given geographical area and/or over a given time frame long
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enough to give it a reasonable chance of generating sufficient revenues to
cover sunk, fixed and marginal costs. Subsequent contract periods would be
opened to include other tenderers. Such arrangements are, however, often
problematic and the theory behind them has been criticised as internally
inconsistent (Shepherd 1995).
A second aspect of competition/contestability is the cost of access to the
market, including costs associated with completing transactions within the
market. No producer can generate products without incurring costs, including
at times very high investments in plant, equipment and human capital such as
training and recruitment. Similarly, no exchange can take place without the
actual transaction itself generating costs. Both these sets of costs (costs of
production and transaction costs) should, ideally, be encompassed in the price
for the goods or services being exchanged. A portion of the accommodation,
staff development and invoicing costs, for example, would normally be
covered by the charge. The recovery of these costs, however, takes time and,
depending on the extent of fixed or sunk costs, can prohibit participation in
the market by engendering greater risk than the potential supplier is willing to
bear. Circumstances like these tend to give rise to natural monopolies,
especially in capital intensive network or distributive industries or industries
where the requisite human capital (i.e. appropriately trained and experienced
personnel) is in short supply, as is the case in parts of the information
technology industry in Australia. As is discussed below, a similar situation
exists in some specialised areas of Australia’s market for policy analysis,
research and advice.
There are also circumstances where costs associated with production are
not necessarily encompassed in the price. A common example is the impact of
pollution that affects third parties not involved in the transaction. These
‘unpriced’ costs can lead to sub-optimal outcomes for the community at large,
as is discussed below.
A final observation about competition and contestability is that there is a
paradox at the heart of Adam Smith’s ‘invisible hand’ of self interest (Smith
1950:477): while as a general proposition it is true that the system as a whole
relies on maximising competition, it is in the interests of individual participants
to minimise it, at least on their own side of the transaction. It is for this reason
that Smith—and most of his acolytes, including free market advocate Milton
Friedman (Friedman and Friedman 1980:7)—gives government the crucial but
limited role of ensuring a fair and equitable legal system for resolving disputes
and preventing abuses of market power. As shall be discussed later in this
chapter, however, the tension between the individual’s self interest and the
system’s capacity to operate at something approaching Pareto optimality has
an important bearing on the more complex and uncertain markets, as these
factors tend to increase the scope for individuals to exercise discretion and
judgement in a way that heightens their agency, even at the expense of the
equilibrium of the system as a whole.
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TENDENCY TO SPECIALISATION
One of Adam Smith’s most important observations was that the extent of
specialisation (‘division of labour’) in a market tends to be a function of the
size of that market (Smith 1950:10). In other words, where the market is
relatively small there is less scope for participants to create value for
themselves through specialising in some product or service and less
opportunity to create surpluses for trade purposes.
This observation is borne out by the trend in Australian service
industries over the past decade or more, during which time the size of this
sector has grown, together with the diversity of its various components. At
one end of the scale there has been a rapid growth in personal and domestic
services such as gardening and house care, while at the other extreme there has
been a major growth in the knowledge-based industries, with increasing
specialisations in terms of disciplinary distinctions (e.g. agricultural economists
are now a clearly distinct sub-group in the world of economics consultants).
This latter development has contributed to the opportunities for governments
to use specialised expertise in their policy development activities in a way
which was more constrained in terms of possible sources of analysis and
advice in, for example, the immediate post-War era.

CONTRACT
Contracts are neither a sufficient nor a necessary element of markets. They
can, in fact, be seen as a product of imperfectly operating markets, as a
contract only becomes necessary where there is some risk of the exchange
failing to deliver optimal mutual benefit (Brennan 1997). Nevertheless,
contracts—broadly defined—have come to be seen as a ubiquitous
characteristic in market systems of organisation (see, for example, Hindmoor
1998), perhaps precisely because of the frequency with which there is a risk of
the exchange failing. Contracts may be written, oral or implied; their main
characteristic is that they are externally (usually legally) enforceable agreements
entered into freely by two or more parties to exchange goods or services for
payment, either in money or kind. The normal recourse for dispute settlement
is the courts, although the parties may agree to use an independent but
mutually acceptable arbitrator or mediator.
Ideally, the contract will encompass the entire relationship between the
parties insofar as the specific exchange is concerned. Increasingly, however,
more sophisticated, open-ended forms of ‘relationship contracting’ are being
used in circumstances where the main benefits being exchanged are not fully
apparent at the commencement of the relationship. Under such arrangements
the parties agree to establish a cooperative relationship aimed at allowing
flexible responses to changing circumstances, uncertainty and emerging
information. These forms of contract may be found particularly in service or
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high technology industries that require ongoing exchange (or an indefinite
sequence of exchanges), mutual trust and risk sharing (discussed below).
An interesting and pertinent recent development in contract law in
Australia has been the extension of the notion of implied contract. It now
seems that tenderers can claim an implied contract in that the purchaser has
declared an intention to proceed to purchase as stipulated in the tender
document, thus limiting the scope for post-tender renegotiations (as suggested
in a decision by Justice Finn of the Federal Court of Australia: Finn 1997).
Similarly, in the area of employment law, the terms and conditions of
employment are seen to carry over for a function which is sold as a going
concern (e.g. through privatisation or contracting out—see the decision by
Justice Wilcox (1999), also of the Federal Court of Australia,; see also
Bachelard 1999). Both these examples could have significant implications in
the use of market-based approaches in the development of policy.
From their empirical study of the National Health System (NHS) in the
United Kingdom, Bennett and Ferlie identify four types of contracting in that
system:
1.

Classical (competitive, with well informed purchasers, emphasis on
legal rules, formal documents);

2.

Relational (private, informal, relational sanctions with strong role
for norms, sense of duty and custom);

3.

Regulated (with internal dispute resolution mechanisms rather than
courts, regulated pricing regime with providers directed to price on
full cost basis); and

4.

Pseudo (tactical compliance with the reform initiative pending
removal of political pressure, masking the underlying reality of
continuity). (Bennett and Ferlie 1996:51-52)

They conclude that evidence for all four modes can be found in the NHS and
that although the market-oriented reforms of the system were designed to
engender competitive behaviours, the complexity of the quasi-markets thus
created tended to result more often in cooperative or collaborative behaviours
than otherwise (Bennett and Ferlie 1996:49).
These findings bear out the view that uncertainty in complex markets
tends to engender various forms of cooperative, collaborative or even
collusive behaviour in order to reduce risk (discussed more fully below). Using
a different data set, this time from the United States, Smith and Smyth (1996)
come to a similar if differently expressed conclusion. They suggest that in
decentralised delivery systems—such as North Carolina substance abuse
services—the scope for market failure in contracted services is high because of
a lack of effective competition and a tendency for purchasing officials to rely
heavily on trust and long-standing relationships. In a later explication of this
same data, Smyth concludes that politics and political decision making, as

– 64 –

Chapter Four

Markets: information, uncertainty and risk

opposed to the workings of the market, are of overriding importance in the
delivery of public services, even where nominally competitive procurement
frameworks have been created (Smyth 1997).
At a more conceptual level, Williamson (1979) suggests that relational
contracting is likely to arise in circumstances requiring increasing duration and
complexity in the relationship. He cites in argues that:
the reference point under a truly relational approach is [not the
agreement but] the “entire relation as it has developed …
[through] time. This may or may not include an ‘original
agreement’; and if it does, may or may not result in great deference
being given to it.” (Williamson 1979:238)
More recently, Bazerman and Gillespie (1999) have argued that a less radical
form of relational contracting—called contingency contracting—is to be
favoured in circumstances where the parties cannot agree on the specific
quantum of the anticipated risks or benefits of the transaction, despite both
believing the exchange will be beneficial.

PRICE AND INFORMATION
Price is the core mechanism in markets. It serves three main purposes:
•

to communicate information about the products or services being
traded;

•

to create incentives for efficient production; and

•

to determine the quantity and distribution of goods and services.

Ideally, the price struck in a given trade is the best indicator of the value of the
product or service because it indicates the revealed preference of the parties
and the point at which the exchange can take place to their mutual satisfaction.
If there is not mutual satisfaction, then the exchange will not take place
(Friedman and Friedman 1980:13-14).
In order to achieve this outcome both parties should—again ideally—
have access to all relevant information. Short of this, where there is a lack of
information, both parties should have access to that information which is
available. Such informational symmetry, however, is rare. It is more often the
case that one party or the other (usually the supplier) has a better
understanding of the characteristics and performance of the good being
exchanged. This is a key factor underpinning the principal-agent problem
analysed by agency theory, whereby a principal (such as a company
shareholder) has interests that are not shared by their agent (such as a
company executive) who may also have access to information not available to
the principal (Worsham, Eisner, and Ringquist 1997). This analysis also
informs public choice theories of bureaucratic capture discussed in the
Introduction (Yeatman 1996).
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This is particularly so in exchanges involving the provision of knowledge
and skills such as occur in employment markets and the provision of
consultancy and advisory services. As a consequence of informational
asymmetry, there is considerable risk that the price eventually struck in any
given trade will be sub-optimal. In other words, one party or the other will not
receive the full benefit of the exchange: either the supplier will receive a return
lower than the true value of the product or service (e.g. where an employee is
recruited at a salary below market rate because they are unaware of the scarcity
of their particular skills) or the buyer will pay a higher price (e.g. where a
consultant provides analysis and advice which purports to be tailored to the
client’s circumstances but which is actually a repackaged set of generic
material). As a consequence, these complex, uncertain and sophisticated
markets have tended to develop mechanisms for sharing or reducing the risks
associated with a lack of information or informational asymmetry.

MARKET FAILURE AND EXTERNALITIES
Traditionally, market failure has been seen by many economists as a necessary
but not sufficient cause for public policy intervention (Quiggin 1996a).18 As a
general guide, market failure can be said to occur when the marketplace fails to
deliver Pareto optimal outcomes. As such failures are ubiquitous almost to the
point of universality, the problem for the analyst becomes one of assessing at
what point any possible intervention would move matters closer to the optimal
outcome rather than aggravate the situation (Faulhaber 1987, quoted in Zerbe
and McCurdy 1999:566). It is in this territory of evaluative analysis that many
of the policy debates of the latter half of the twentieth century have taken
place (Schotter 1990; INDECS 1995).
In Australia, most of the public policy debates of the last two decades
can be seen in this light, ranging across microeconomic reform (Quiggin
1996a; Carroll and Painter 1995), competition policy (Grimwade 1996; Hilmer
1993), industry policy (Stewart 1994), taxation (goods and services tax, capital
gains tax), welfare reform (Bell and Head 1994), health policy (Hancock 1999)
and public sector reform (Halligan 1997). For the most part, the trend has
been towards minimising government intervention in the operation of these
and other markets on the basis that the probability is that such intervention
would lead to unintended negative consequences. Past tendencies for
governments to own and operate a wide variety of support services, for
example, have been reversed in most jurisdictions in Australia through marketfriendly initiatives such as competitive tendering, outsourcing, contracting out,
corporatisation, privatisation and the removal of monopolistic protections. In
these instances, the implicit judgement has been that moving from structures
based on economies of scope and scale to competition-based economies is of
net benefit to the community (in this instance, usually represented through the
public purse), despite the potential costs of various market imperfections at
the margins (such as the creation of transaction costs previously absorbed in
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bureaucratic structures), and despite the often considerable transition costs,
such as staff redundancies and attendant social dislocation.

RISK AND UNCERTAINTY; TRUST AND COOPERATION
Whereas uncertainty exists in situations with many possible outcomes with
unknown probabilities, risk refers to circumstances where there are many
outcomes but their relative probabilities are known or at least are amenable to
estimation (as argued by the early twentieth century economist, Frank Knight,
cited in Pindyck and Rubinfeld 1995:139f). Risk and uncertainty arise when
exchanges ‘are more complex or … involve a temporal displacement of
demand and supply, so that one party becomes vulnerable to the other in the
course of the exchange’ (Brennan 1997:32). Indeed, the more complex and
uncertain the market, the more likely the parties are to use mechanisms to
minimise their exposure to the risk of being disadvantaged, including formal,
legally enforced contracts, relationship contracting and various modes of
cooperation and collaboration (Allen 1997:98).
In this context, trust and reputation are crucial. When one party must
rely on the capacity and willingness of the other to deliver, they will tend to
rely on the reputation of their interlocutor as evidenced either by previous
successful transactions or the good opinion of former customers or suppliers.
Reputation and trust, however, can only be created in circumstances where
there is an indefinite series of transactions, or a network of interconnected
transactions (Brennan 1997:36). If the market is characterised by few or largely
one-off transactions, the parties may not be able to rely on a mutual
recognition of the need to preserve the good opinion of the other.
Risk is not merely the assessed probability of a given event; it is also the
assessed impact of that event, should it occur. As such, risks that incur
minimal negative impact but have a high probability of occurring may or may
not be as significant as other risks that have a very low probability but a major
negative impact on the outcome. The final element in the calculus of risk is the
cost of avoidance or remediation. There are many circumstances where the
cost of the required action to avoid a given risk outweighs the need to avoid or
minimise the risk in the first place. In summary form then, risk can be seen as
arising from the combination of probability multiplied by impact less the cost
of avoidance or remediation. Therefore, risk = probability x (impact – cost of
avoidance or remediation). Where the net risk is greater than zero, then it is
probably worth taking action to minimise or avoid it. Alternatively, where the
risk is assessed as less than zero, it is likely to be worth proceeding with the
proposed transaction.
To give a specific (if over simplified) example, it may be that there is a
possibility that a supplier will fail to deliver on time. Given past experience the
purchaser may assess that probability at 0.5. In this particular instance nondelivery may have an impact of 1. The cost of avoiding the risk—say changing
suppliers—may be 5. The resultant risk of minus 2 suggests that it is probably
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worth entering into the transaction. Clearly, such a process is imprecise and
often intuitive, despite the many efforts of economists and games theorists to
arrive at some form of predictive numeric model of decision making under
risk.19 Complexity also plays a major role: the greater the complexity of any
given project or issue, the more likely the calculus of risk is to fall back on
subjective judgements; a key factor in considering risk in policy formulation,
which is almost by definition a complex process.
An understanding of risk and how it is analysed would be incomplete,
even misleading, without considering the psychological factors involved. John
Maynard Keynes put the case most eloquently:
[Most of our decisions] to do something positive … can only be
taken as a result of animal spirits … and not as the outcome of a
weighted average of quantitative benefits multiplied by quantitative
probabilities. (Quoted in Bernstein 1996:216-17)
Indeed, for Keynes the defining characteristic of decision-making in complex
circumstances is not quantifiable, knowable risk, but uncertainty and the fact
that we simply cannot know the probabilities of most events or ‘propositions’,
as Keynes preferred to call them. Just as physicists recognise that non-linearity
is far more common in physical systems than linear equations, Keynes realised
that most economic and social circumstances of any moment are characterised
by deep uncertainty far more often than by calculable risk.
One way our ‘animal spirits’ can be influenced is by the way given
outcomes and/or probabilities are framed. As shown by Tversky and
Kahneman (1985), adjusting how a problem is framed without actually
changing its objective characteristics in terms of probabilities and/or
outcomes can lead to a reversal of preferences among decision makers.
Expressed at its most simplistic, most individuals will prefer to take an action
which will save 200 lives out of 600 over another action which will result in
the deaths of 400, despite the fact that there is no objective difference between
the two cases. Tversky and Kahneman’s findings have far reaching
implications for rational choice theorists who fail to take cognizance of
psychological factors:
In order to avoid the difficult problem of justifying values, the
modern theory of rational choice has adopted the coherence of
specific preferences as the sole criterion of rationality. This
approach enjoins the decision-maker to resolve inconsistencies but
offers no guidance on how to do so. It implicitly assumes that the
decision-maker who carefully answers the questions ‘What do I
really want?’ will eventually achieve coherent preferences.
However, the susceptibility of preferences to variations of framing
raises doubts about the feasibility and adequacy of the coherence
criterion. (Tversky and Kahneman 1985:6)
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BOUNDED RATIONALITY
‘Bounded rationality’ is a related but much broader concept of the
psychological constraints on rational choice under risk. It relates to the
capacities of the individual to receive, understand and correctly act on the
information that is available in the market. Since Simon first posited the
concept in the 1940s, 20 bounded rationality has significantly modified early
rationalist decision making models. Simon observed that an individual’s
decision making capacity is limited ‘by those skills, habits, and reflexes which
are no longer in the realm of the conscious … the speed of his mental
processes … his values and those conceptions of purpose which influence him
in his decisions … [and] the extent of his knowledge of things relevant to his
job’ (Simon 1976:40). Others have since examined the implications of Simon’s
insight in terms of inductive reasoning patterns and preferences in complex or
uncertain situations (Arthur 1994).
The greater the need for fine judgement and risk taking, the more likely
it is that bounded rationality will play a determining role. In other words,
where the market is concerned with trading goods and services which involve
significant deferral or displacement of benefit—therefore creating uncalculated
risk—the scope for error arising from an individual’s inherent cognitive
limitations is increased. As Simon suggests, however:
An important fact to be kept in mind is that the limits of rationality
are variable limits. Most important of all, consciousness of the
limits may in itself alter them. (Simon 1976:41)
As such, the self-reflective capacities of the individual may be a significant
contributor to their success or failure in administrative decision making
(Simon’s key area of interest) or, by extension, the marketplace.
The introduction of such psychological factors into the equation means
that the predictive and normative capacities of any model or theory of markets
and exchange are likely to be limited and problematic. This constraint is
reflected in the models of policy markets developed in the following chapter.

TRANSACTION COSTS AND THE ECONOMICS OF THE FIRM
One of the most influential ideas in contemporary economics is that of
transaction costs. Transaction costs are used normatively as an indicator at the
systemic level for possible policy intervention and at the firm or institutional
level in considering the implications of possible structures for their activities,
such as the choices between in-house production and outsourcing.
Transaction analysis is also a powerful tool in empirical studies in helping the
examination of organisational, inter-organisational and system-wide
behaviours and relationships.
Williamson summarises the key propositions of transaction cost analysis
thus:
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… [Organisational] structural differences are assumed to arise
primarily to promote economy in transaction costs. The application
of this idea requires: 1. the transaction be the principal unit of
analysis, 2. an appreciation of human nature as we know it to
replace the idea of economic man, 3. transactions dimensionalized,
4. rudimentary principles of market and hierarchical organization
be recognized, and 5. the guiding principle be the hypothesis that
transactions are assigned to and organized within governance
structures in a discriminating way. (1981:1537)
Building on this starting point, Williamson and others have developed a
sophisticated and extensive literature on both the theoretical and empirical
dimensions of transaction cost analysis.
Williamson’s key points of inspiration were earlier work by Coase (1993)
and Simon (1976). Coase’s influential 1937 article on the nature of the firm
developed the framework for subsequent analysts to work with, while Simon’s
study of administrative behaviour identified the central role played by
opportunism and bounded rationality, whereby agents may seek to maximise
their own gains at the expense of others or may fail to find an optimal mode
of exchange because of temporal, psychological and informational limitations.
Williamson extends the discussion by identifying five hazards with which
transaction cost economics are concerned, arguing that these would not exist if
it were not for bounded rationality and opportunism:
1.

bilateral dependency (i.e. between suppliers and buyers)

2.

weak property rights (i.e. lack of exclusivity of the good being
exchanged)

3.

measurement hazards and/or over-searching (i.e. the cost of
evaluation)

4.

inter-temporal responsiveness, long latency, and strategic abuse (i.e.
transactions where the benefits for the buyer may be long delayed);
and

5.

weakness in the institutional environment. (Williamson 1996)

These factors all have the potential to influence whether and how firms or
governments use outsourced providers in favour of internal structures.
Proponents of the transaction cost approach can sometimes overstate
their claims. Zerbe and McCurdy (1999) see transaction cost analysis as a
policy tool to rival the concept of market failure as a guide for government
intervention in social and economic systems. They argue that ‘market failure’ is
too loose a concept to be an effective guide to policy makers, suggesting
instead that employing techniques of transaction cost analysis would be more
precise and objective. Zerbe and McCurdy’s case, however, is built on a
circular argument: they show that transaction costs greater than zero give rise
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to unresolved externalities and that these externalities in turn give rise to
market failure. In other words, transaction costs are a specific unit of study in
the overall context of the question of market failure. Far from demonstrating
the ‘failure of market failure’, Zerbe and McCurdy show that transaction cost
analysis falls well within the ambit of this ‘mainstream’ economic concept.
Increasingly sophisticated analyses have been developed on the basis of
transaction costs, both in the study of the firm and of government. In
particular, typologies of markets have emerged that stress behaviours other
than ‘classical’ competitive, self-interested utility maximisation. In an early
work, for example, Williamson (1979:236) uses a three-part typology of
contract—’classical’, ‘neo-classical’’ and ‘relational’—to demonstrate the role
of transaction costs in determining the actors’ choices between the three. In
the field of government, several authors, including Smyth (1997) and
Hindmoor (1998), make considerable use of transaction analysis to explain
different modes of organisation in government, including the trend away from
vertically integrated, hierarchical models and towards more networked, often
quasi-market structures. Boston (1994), by contrast, uses a transaction-based
approach to argue for a logical limitation on the scope for contracting out
policy advice functions and activities.21
One of the consequences of transaction costs is specialisation—a trend
in market economics that gave rise to much of Adam Smith’s Wealth of Nations
(Smith 1950). Demsetz (1993:177ff) argues that from the point of view of
organisational learning, specialisation has both a positive and a negative aspect.
Specialisation is efficient for acquiring knowledge, but not necessarily for its
application, because this often requires the coordination of several specialties.
Knowledge application is therefore often achieved through the direction of
one set of specialists by another. This direction can be purchased through
short or long term contracts, depending on the attendant transaction costs.
This observation is borne out by the fact that business and government are
increasingly contracting out the coordination of research, analysis and delivery
to project management specialists and to lead-specialists such as management
consultancy, accounting and information technology firms (The Economist 1995,
1997).
A further aspect of transaction costs that is particularly pertinent to this
thesis relates to the question of monopolies. Williamson (1996:84-85) points
out that monopoly pricing need not necessarily follow monopoly supply if ex
ante bidding is used to award the monopoly franchise to the firm which agrees
to supply on the best terms. Such approaches, which might be called
‘competing for the field’ are becoming increasingly common in government
outsourcing practice. As Williamson observes, however, problems can arise if
the successful firm is to trade in conditions of uncertainty (i.e. no guaranteed
business) or where there is a need for investment in specific assets (e.g. highly
specialised personnel or computer systems, or intellectual property specific to
the transaction).

– 71 –

Chapter Four

Markets: information, uncertainty and risk

ECONOMICS OF THE PROFESSIONAL SERVICES FIRM
The professional services industry, which can be conceptualised as
incorporating the research, analysis and advice aspects of the policy-making
process, is a growing and increasingly complex sector of the economy. Maister
(1993) makes the crucial observation that the key assets of the professional
service firm are the skills and knowledge of the people delivering the services.
This means that the professional service firm operates in two markets: ‘the
‘output’ market for its services, and … the ‘input’ market for its productive
resources, the professional work force’ (Maister 1993:xv). Managerially, this
means that such firms must work to attract and retain the sort of people most
suited to the firm’s target markets to a much greater extent than might be the
case in, say, most manufacturing industries.
Maister characterises the professional service firm’s ‘input’ market as
highly competitive; but by this he does not appear to mean there are usually
many potential employees and many potential employers in this market.
Rather, he is suggesting that there is often a dearth of the requisite skills and
knowledge in the employment market for high-end consultancy and advisory
services, rendering the ‘competition’ not so much among the potential
employees as among the employers. As a result, these industries are often
populated by highly mobile employees and/or self-employed operators who
may work in cooperation or competition with others in the system, depending
on the end client and the specifics of any given project. These markets tend,
therefore, to be very fluid and complex, with the demarcation between
suppliers and buyers often blurred or changing from project to project.
These characteristics of the professional service firm arise from the
specific nature of such firms’ market experience. Of particular importance are
several factors already discussed in this chapter. Bounded rationality arises
frequently for such companies because of the highly complex, multi-faceted
problems dealt with. Similarly, the management of risk and the need to contain
transaction costs are key factors. Clients of professional service firms also have
to deal with the likelihood of deferred benefit from any given contract and
often place a great deal of trust in the professionalism and reputation of
providers. As these firms grow in economic, social and political significance,
the peculiarities of the markets within which they operate—often more
collaborative than competitive, employing open-ended relationship contracting
and highly fluid labour markets—will become more obvious and significant.
They are, after all, essential to the development of the ‘knowledge economy’
that has driven much market investment and public debate in recent years.
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CONCLUSION: UNCERTAINTY IN COMPLEX MARKETS
As shown in Figure 4.1, which summarises the findings of this chapter, at the
centre of the complex market is the problem of uncertainty. This is brought
about by the combined influences of:
•

incomplete or asymmetrical information about the product, service
or the capacities of parties involved;

•

insufficient competition or contestability on one or both sides of
the transaction;

•

significant deferral or displacement of the benefits of the
transaction for one or both parties;

•

low numbers of players or low numbers of anticipated transactions;

•

high transaction costs; and/or

•

externalities in the form of benefits or disadvantages accruing to
third parties outside the transaction.

Figure 4.1: Uncertainty in complex markets: causes and responses
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These uncertainties all revolve around the potential real benefit of the
exchange and its capacity to endow exclusive and optimal enjoyment of those
benefits on the parties involved. In dealing with these uncertainties the parties
must explicitly or implicitly assess the risks involved, coming to some
conclusions about the probabilities associated with various possible outcomes.
In responding to these risks they can have recourse to a number of strategies
to improve the chances of success, including:
•

vertical integration (i.e. owning the production capacity);
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•

insurance or risk sharing between the parties or with a third party;

•

use of special contractual arrangements that either tighten the
relationship and strengthen the sanctions for failure to deliver or
create open relationships which can evolve as the transaction
progresses or is succeeded by subsequent, related transactions;

•

use of a third party as arbiter to resolve disputes;

•

trust to the other party’s recognition that future business is
contingent on their current performance; and/or

•

reliance on the other party’s past performance and/or their
reputation for fair dealing.

Of course, none of these corrective actions is risk free. They often bring
with them costs or problems that may, under some circumstances, outweigh
the advantages of employing them. They are merely some techniques that have
been used, to lesser or greater effect, when suppliers and buyers in various
markets have sought to reduce uncertainty, risk or informational asymmetry.
Neither is the model depicted in Figure 4.1 a complete picture of the
situation. By definition, it is not possible to resolve the components of a
complex system down to a comprehensible model without some factors being
selected out. Within the constraints of this necessary limitation, the concepts
covered in this chapter are taken up in the following chapter, which constructs
a picture (or more correctly, several pictures) of a specific type of uncertain,
complex market—a policy market—and examines and how it might operate.
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A theory can be proved by experiment; but no path leads from
experiment to the birth of a theory.
Albert Einstein
It is a capital mistake to theorize before one has data.
Sir Arthur Conan Doyle

D

espite the apparent conflict between Einstein’s and Conan Doyle’s
views on the relationship between theory and data, it is clear that the
question of which comes first—the data or the theory—is as
answerable as the proverbial chicken-or-the-egg problem. The problem lies in
our desire to classify experience and in the limitations of language—
particularly our cultural-linguistic insistence on the distinction between subject
and object—rather than in experience. No data can exist in any meaningful
sense without it being perceived, and perception is necessarily conditioned by
prior experience and its interpretation. Conversely, it would be a nonsense to
argue that a theory about some unobserved part of existence could be
formulated without some experience of some other part of existence. To
ensure comprehensive analysis, then, our reasoning must be a combination of
deductive (‘Einsteinian’) and inductive (‘Sherlock Holmesian’) processes, with
the mix changing according to circumstances.

For this study, the tendency is more towards Einstein’s approach than
Conan Doyle’s. While prior personal experience and observation have clearly
shaped the initial theoretical and analytical framework, the investigation proper
starts with a theory—or, more accurately, a set of models—and proceeds to an
examination of empirical evidence with a view to test and modify, in an
ongoing, iterative fashion, that body of theory. Having laid out the established
theory relating to policy-making and markets in the previous two chapters, this
chapter combines the two strands of thought to construct a set of possible
models of policy markets. These models have been developed within the
several ‘traditions’ of policy modeling described in chapter two, including:
•

policy dimensions;

•

policy hierarchies or levels;
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policy cycles;

•

incrementalism; and

•

policy types.

Theorising policy markets

Policy ‘arenas’ (such as social policy, foreign policy, economic policy) have not
been expressly addressed here, although some distinctions are drawn along
these lines where there are factors that might give rise to substantive
differences of approach or experience.
The models discussed here have arisen from both the investigator’s prior
professional experience and the academic literature. They have, however, also
been significantly shaped by the research process itself—a fact which will be
evident in the following three case study chapters and the subsequent chapter
comparing the Commonwealth with Victoria and New Zealand.

DESCRIBING POLICY MARKETS
To briefly recap, in organisational theory, markets can be contrasted with the
other two dominant institutional frameworks for policy-making: bureaucracy
and networks. As detailed in Chapter Four, markets differ from bureaucracies
and networks in a number of different ways; they also have some elements in
common with each. Further, there is no such thing as a ‘pure’ market system
in contemporary society. As such it is often a matter of emphasis and degree
rather than absolute characteristics or distinctions. Drawing on the material in
Chapter Three, the key characteristics and issues of the particular class of
markets called ‘policy markets’ which are to be emphasised here are:
•

competition and contestability;

•

the tendency to specialise;

•

the role of contract, especially various forms of relationship
contracting;

•

complexity, especially its implications for risk, uncertainty, trust
and cooperation;

•

the pricing mechanism and its capacity to communicate
information in a complex political environment;

•

bounded rationality and the effect purchasers’ predispositions have
on their capacity to specify their needs and evaluate the offerings
available in the market; and

•

the role of transaction costs, including the high cost of human
resources and insuring against the risks of supplier capture.

The policy ‘industry’ can be seen as a particular manifestation of the
burgeoning knowledge industries. Policy shares with many other knowledgebased activities a high degree of complexity and uncertainty, which gives rise
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to a need for trust and cooperation among players. It also has a tendency
towards low levels of competition and contestability, partly arising from high
transaction costs in some areas (i.e. especially in generating and maintaining
human resources and in dealing with the risks of supplier capture). There is a
growing tendency towards specialisation in many areas of policy, while
contracts and prices often do not encapsulate the entire transaction, resulting
in relationship-type contracting and sub-optimal pricing. These broad
observations underpin much of the following discussion and inform the
analysis of the cases studied in the next three chapters.
As discussed in Chapter Three, there are three main types of policy
models:
•

descriptive (with an emphasis on showing the empirically
observable characteristics of practice);

•

normative (prescribing how the policy process should ideally
work); and

•

heuristic (meant as a general guide to facilitate examination and
analysis of the evidence, rather than as an end in itself).

Most models will tend to have all three characteristics in some measure, but
one or the other will often dominate in the theorist’s intentions and
inclinations. In this study the main intention is heuristic; the models of policy
markets that are presented in the following sections are intended to aid study
of the empirical data rather than be an end in themselves. It is also important
to note that several ways of modeling policy-making (by type, by dynamic
process and by relationship to managerial and political concepts) are used.
This approach demonstrates that how the evidence is perceived is greatly
influenced by the observer’s expectations—by the implicit or explicit
application of particular models or theories.
The discussion that follows is largely organised along similar lines to
Chapter Three. The ways of modeling policy-making discussed in that chapter
are modified and extended by applying the material developed in Chapter Four
to develop the idea of policy markets along a number of theoretical lines.

CHOICE IN POLICY MARKETS: ‘AND’ VERSUS ‘OR’
One assumption of the ‘classical’ conception of the market is the notion of
choice. Buyers are presumed to be making a choice between substitutable
goods that are largely homogenous. A consequence of this is a tendency to
highlight competition, particularly among suppliers, over other modes of
behaviour. This holds true, however, only in the simplest markets. As the
degree of uncertainty, risk and unpredictability increases, so too does the
extent to which the participants in the marketplace are likely to behave in
collaborative rather than competitive (or, at its most extreme, combative)
ways, as suggested by Allen’s conclusions that ‘[t]he history of successful
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economic development … is largely a tale of increasing cooperation and
complementarity, not competition’ (Allen 1997:98).
Policy markets are clearly very complex. The benefits of the good being
exchanged are often very uncertain or deferred for long periods of time. The
capacities of alternative suppliers are also often unclear, forcing buyers to rely
on reputation or some form of insurance against failure to deliver, such as
using multiple sources. The buyers (decision makers) are themselves prone to
problems of bounded rationality or inadequate information about the policy
issue or the potential responses. The result, according to Allen’s thesis, is a
clear tendency towards cooperation and collaboration both between sellers
and buyers and within each group. In particular, buyers often choose not to
source policy research, analysis and advice from one supplier only. They may
elect to use the market to supplement existing sources, such as the bureaucracy
and semi-independent instruments such as commissions, research and
development bodies and statutory authorities. Their decision is thus not one of
‘make or buy’ but ‘make and buy’. In some instances they may even elect to
‘buy and buy’—using two or more contracts to obtain external analysis and
advice as a means of cross-checking quality, accuracy, suitability and
comprehensiveness.
Conceived in this way, the distinction between the policy market and the
policy network may become blurred. There are, however, distinguishing
characteristics, including a sense among the players of being sellers or buyers
as well as participants or partners, the use of contract, and the exchange of
money for the delivery of services specific to the policy issue being addressed.
The notion of competition also remains dominant in the policy market—as in
other complex markets—so that ‘strategic alliances’ are a means to the end of
market success rather than an end in themselves (Dussauge and Garrette
1999). It is the dimension of competition in policy markets that is the focus of
the following section.

DIMENSIONS OF POLICY: KNOWLEDGE, VALUES AND COMPETITION
As shown in Chapter Three, it is possible to draw on Lane’s (1993) analysis to
construct a matrix of two dimensions of public policy: knowledge and
agreement on values. This matrix is reproduced in Figure 5.1 for ease of
reference.
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IV

Low

Knowledge

High

Figure 5.1: Two dimensions of policy

Low

Agreement on Values

High

It is possible to expand this analysis by adding a third dimension: an axis
indicating the level of contestation among participants in the policy process.
This results in a more complex representation of the interplay between policy
factors (see Figure 5.2). A priori, there are strong relationships between these
different dimensions. One would generally expect, for example, that increasing
community knowledge about the societal and other aspects of a particular
issue will tend to reduce, or at least confine, conflict over values. Such
increased knowledge may also tend to increase the possible sources of
competing analysis, research and advice, by virtue of there being potentially
more well informed providers of such services.

Knowledge

High

Figure 5.2: Knowledge, values and competition in policy

High

Low

Competition
Low
Low

Agreement on values
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A further component—time—can be added, as in Figure 5.3. This allows
a policy adviser to consider a given issue in relation to the three axes, and how
this may influence various stages of the policy process. It may, for example, be
appropriate to contract out significant components of the consultation phase
when there are low levels of community knowledge on the issue, relative
agreement on values and a high level of potential competition for the
proposed work. Conversely, if the matter is highly contentious, with public
disputation over means and/or ends, then managing the consultation phase
more closely, including conducting much of it with public service resources,
may be advisable.

Knowledge

High

Figure 5.3: Change in policy

High

Low

Competition
Low
Low

Agreement on values

High

Hypothetical course of policy development process

If it is to prove analytically valid and empirically justified, this proposed
model needs to be tested against the case studies in later chapters.
The model borrows from the incrementalist or ‘collective rationalist’
(Gregory 1993) tradition, in that it recognises the often dominant role of
inductive reasoning by policy makers, or what Lindblom called ‘successive
limited comparisons’ (Lindblom 1995:142). In particular, the model analyses
policy development in terms of three components: knowledge, agreement on
values and competition. These are often implicit in the judgements of policy
advisers and decision-makers, but appear less often in public statements or
debates. In line with the problem-solving cycle conception of policy, time and
change are also acknowledged as important factors. Indeed, it may be possible
to develop the model presented here to accommodate a rationalcomprehensive approach such as the cyclical problem-based model presented
by Bridgman and Davis (1998)—discussed in the next section. Such a
development would give the model posited here a more normative flavour
than it has at present (in keeping with the rationalist-comprehensive tradition:
see Smith and May 1993:198). Such a development, however, would take the
project beyond the confines of this dissertation.
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MARKETS FOR STRATEGIC, PROGRAM AND OPERATIONAL POLICY
Chapter Three outlined the idea of policy levels, drawing particularly on
Sharpe’s four level structure:
1.

high level and focused on government, or even society-wide
principles and values;

2.

strategic and expressed in terms of specific objectives in a
particular policy domain (e.g. education, defence or foreign affairs);

3.

programmatic and specific in terms of particular legislative or short
to medium aims of a particular government; or

4.

implementational in nature and focused on specific actions,
services and programs, often at the program or sub-program level
and often sited in a localised context. (Sharpe 1991:79)

The concept of policy markets is most relevant to the last three
categories, where decision makers are able to act as consumers of various
policy related information and research services, including analysis, ideas and
advice. It is reasonable to hypothesise that the marketisation of policy is likely
to increase further down the hierarchy, as the matters under consideration at
the operational or implementational level are more amenable to
standardisation and less likely to be affected by cross currents from political
considerations of power, distribution of resources and equity between
competing community interests and objectives. Much of the expertise that is
available outside government is also more likely to be applicable at this level.
Professionals such as accountants, lawyers and management experts will often
readily convert their skills and expertise, developed in the corporate and
perhaps the non-profit sectors, to help in the design as well as the
implementation of programs and services.
The barriers between these policy levels are not, however, impermeable.
In practice, the distinctions are very blurred, and information and influence
flows constantly up and down the hierarchy as issues arise at the various levels.
One consequence of this is that market-based suppliers of ‘lower’ level policy
services are likely to be increasingly drawn into work that relates to matters
higher up the chain. Saint-Martin (1998a, 1998b, 2000) makes this point in
relation to the increasing role of management consultants in policy-making in
Britain and Canada (although not in France, where the management consulting
industry is far less developed and much more regulated). It is therefore likely
that as suppliers in the more homogenous, standardised markets for
operational policy become more expert and familiar with the needs and modes
of government, they will seek entry into segments of the market higher up the
‘tree’.
This process has been accelerated by movement of staff, including very
senior people, between the public and private sectors. The seniority of these
people is an important factor, because their value to the consultancy and other
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firms who employ former public servants is that they bring a network of
contacts and a high level understanding of the machinery of government that
increases the capacity of the firm to provide analysis and advice at the strategic
or programmatic levels. Similarly, there has been a deliberately managed trend
towards senior consultants and other private sector managers being employed
in public service positions that have considerable policy influence. These
people are often returning to public service careers having honed their
commercial and consultancy skills in the private sector.
The net result is that the pattern of marketisation of policy processes
within the hierarchy is likely to be something like that shown in Figure 5.4,
where the width of the triangle represents the ‘amount’ of policy activity—
possibly counted in terms of numbers of decisions—and the height represents
the level of policy. Of course, the trend to marketisation is unlikely to be even
across policy arenas, nor over time. It is likely, for example, that those policy
issues that are most affected by organisational matters—i.e. those that have
considerable implementation implications, such as social welfare—are more
likely to be influenced by managerially-driven use of external consultants and
advisers. Similarly, those areas where there is a robust academic discipline with
a strong relationship with industry—such as economic policy—are also likely
to be influenced all the sooner by the opportunities to draw on that external
expertise both in academia and in the commercial world. The competition here
is likely to be most intense in the labour market end of the system (cf. Maister
1993). On the other hand, the need for political control and accountability is
likely to counter marketisation trends at the level of strategic policy-making,
especially in areas where the national interest is concerned (e.g. foreign affairs
and defence), even though public discourse in such areas is often robust and
relatively diverse.
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Figure 5.4: Degrees of marketisation in different policy levels
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THE POLICY CYCLE AND POLICY MARKETS
Constructing policy-making as a hierarchy tends to detract from the
fundamentally dynamic character of the activity. This section and the next
(‘Incrementalism and policy markets’) look at the marketisation issue in the
context of dynamic models of policy systems.
Figure 5.5: The policy cycle

Consultation

Coordination

Policy instruments

Policy analysis

Decision

Implementation

Identify Issues

Evaluation

Source: Bridgman and Davis (1998)
The first point to note about policy cycles such as that posited by
Bridgman and Davis (1998)—discussed in Chapter Three and reproduced in
Figure 5.5 for ease of reference—is that they come from the same intellectual
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‘stable’ as many of the analytical and problem solving tools used by
management consultants. The Bridgman and Davis model is a problemsolving device very similar to the rationalist, at time formalistic approach
adopted by many management consultants. An example is provided at Figure
5.6. While this graphic presents the process in a linear form—reflecting the
project orientation of most consultancy work—it is possible to see how it
could be developed into a cycle, just as the Bridgman and Davis cycle could be
reconfigured as a linear progression.
Figure 5.6: Typical consulting process

Problem
Identification
and Definition

Analysis

Synthesis

Presentation

Source: Biswas and Twitchell (1999:34)
The fact that the problem-oriented, cyclical way of seeing the policy
process has a good deal in common with the dominant mode of management
consulting practice is significant from two perspectives. First, it may be argued
that the tendency for policy analysts and bureaucrats to use models such as
Bridgman and Davis’ when describing their work (even if only in ideal terms)
has been influenced by the ways of thinking exhibited by the consulting
industry. As the two spheres have come into closer contact in recent years,
their ways of thinking have influenced one another; policy-making becoming
more rationalist and management consulting becoming more political. That, at
least, is a possible hypothesis. Second, even if the apparent similarities between
management consulting and policy analysis are mere coincidence, the fact that
the two use similar language and modes of thought is likely to increase the
scope for communication and cross-fertilisation. In particular, having a more
or less common world view (at least in terms of models of process) reduces
the transaction costs involved in having to translate ideas from one sphere to
the other. Of course, models of the policy-making process are not restricted to
problem-centred cycles or even to progressivist, ‘stagist’ analyses (Parsons
1995). One major alternative analysis is incrementalism (discussed below),
which has a quite different potential relationship with the standard consulting
process.
From a normative perspective, Martin (1998) argues that the particular
problem solving rationality employed by policy consultants is a boon to
governments increasingly caught in the heat of political battle and unable to
address contentious policy issues in a cool, analytical manner. Martin’s analysis
shows that by outsourcing various aspects of the policy process to external
experts, governments can gain breathing space to test policy ideas in an
environment relatively removed from the political contest. To the extent that

– 84 –

Chapter Five

Theorising policy markets

this is the case, it serves to reinforce the utility of the policy cycle concept as
the lingua franca of those involved in policy-making, whether they are
bureaucrats, academics or consultants. In terms of market theory, it tends to
make the product—policy analysis and advice—more homogeneous and
therefore more amenable to price and quality comparisons.
The policy cycle, transaction costs and the limits of contracting out

A further and major consequence of the policy cycle concept for the
marketisation of policy-making is that it tends to undermine or at least modify
the limitations posited by a transaction cost approach to the policy process.
Jonathan Boston’s (1994) article on ‘Purchasing policy advice: the limits to
contracting out’ is a significant contribution to the debate on the use of
competitive markets in the development of policy.22 Boston uses techniques
derived from transaction cost analysis to establish the logical boundaries to
contracting out of policy development activities. He uses a hierarchical
typology of policy to distinguish between ‘strategic’ and ‘operational’ policy.
While Boston acknowledges the fluidity of the boundaries between these two
types of policy, he uses this construct to assess the likely impacts on factors
such as cost, control and uncertainty of two market-based options (internal
markets and external markets). He concludes that ‘neither option is likely to
enhance the efficiency or effectiveness with which policy advice is produced,
whether under conditions of short-term or long-term contracting’ (Boston
1994:1).
Boston argues a strong case for the theoretical limits to using contracting
out arrangements for the provision of policy advice services. His analysis
draws in part on that of the New Zealand State Services Commission‘s Review
of the Purchase of Policy Advice from Government Departments (SSC 1991). The SSC
concluded in that review that the transaction costs associated with establishing
a formal market for policy advice (whether internal to the bureaucracy or a
more comprehensive version involving suppliers from outside the
governmental agencies) were likely to outweigh the (probably limited) potential
efficiency gains of such an arrangement. The approach adopted has been
based more on a strategic planning model, although ‘shadow’ pricing
mechanisms have been applied to help control costs in policy advising
(Moriarty 1993).
It is worth noting that ‘strategic’ policy decisions, whilst very important
and often highly visible in the public sphere, only represent a relatively small
proportion of the total picture of decision-making (Matheson 1998:65). By far
the greatest number of decisions are taken at what Boston describes as the
operational level. Indeed, the total impact (especially in terms of what
governments actually do as opposed to what they decide to do) of these types
of policy decisions may well outweigh decisions at the strategic level. This
leaves the field wide for an increased use of alternative, market-based sources
of policy advice and analysis.
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In contrast to the Boston two-part hierarchy, it is salutary to use the
Bridgman and Davis policy cycle model as an alternative means of analysis. In
doing so, it becomes apparent that at least at a theoretical level there are few
policy inputs that cannot be obtained through some form of competitive
arrangement, assuming there are sufficient potential suppliers in the market.
Working around the Bridgman and Davis ‘wheel’, examples of contracted
services in the various phases are readily apparent, as outlined in the following
discussion:
Identifying the issues: This is a phase in which academic or scholarly input is
often sought, either through direct engagement of one or more
academics on a consultancy basis or through direct funding to an
institution or part of an institution. Increasingly, however, more
commercially oriented scoping studies and policy reviews are carried out
under standard consultancy arrangements or as part of wider
commissions (e.g. the National Commission of Audit instituted by the
new Howard Government in 1996).
Policy analysis: In the Bridgman and Davis formulation this is a cycle
within the broader process. It is typically portrayed as a rational
approach. In the Bridgman and Davis version (43-44), it consists of five
stages (formulate the problem; set out objectives and goals; identify
decision parameters; search for alternatives; and propose a solution).
Within this model, the actual mechanics of process may vary
considerably, but this problem-solving approach is a tool common to
many analytical approaches, including those with subject matter as
diverse as public policy, organisational management, medicine and
engineering. This facilitates governments obtaining policy inputs from
private sector and academic sources, especially in the United States,
where obtaining of policy inputs from outside government has been far
more common than in Australia. Australia is, however, moving in much
the same direction, despite the restraints caused by its different system of
government (Skok 1995; Guttman and Willner 1976; Davis et al. 1993;
Davis, Sullivan, and Yeatman 1997).
Policy instruments: This is not so much a stage in the policy process as a
label to describe the collection of mechanisms available to governments
to achieve their ends. The action relating to policy instruments is
embedded in the preceding policy analysis phase, in that incorporated in
the proposed solution would normally be a recommendation as to the
policy instrument(s) to be employed.
Consultation: This can be carried out in a number of ways, including
conducting information surveys, establishing advisory panels and
commissioning public inquiries (Bridgman and Davis 1998:69-72), each
of which readily lend themselves to obtaining outside inputs, although
not necessarily through entering a ‘market’. Nevertheless, while advisory
panels and public inquiries are usually matters of appointment based on a
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broadly jurisdictional or legal framework, surveys and information
campaigns are usually conducted by private firms who are selected after
some form of competitive process.
Coordination: In the sense that Bridgman and Davis use the term,
coordination is about ensuring that communications and debate within
the institutions of government are managed effectively. A lead
department or agency, often one of the coordinating departments (e.g.
Prime Minister and Cabinet or Finance and Administration), typically
manages this element of the process. Outside participants, such as
private consultants or analysts, however, may well become instrumental
even in this internal process, through their efforts to gather information
from, and reconcile the different positions of, departments, agencies and
other groups.
Decision-making: On the face of it, decision-making is something
government cannot outsource. Governments must carry out their
responsibility to make public policy decisions on behalf of the
community. That said, however, the degree of freedom in decisionmaking for a government may well be determined in large measure by
the myriad smaller decisions taken elsewhere in the policy process. These
may explicitly or implicitly close off various options, to the point where
governments may find themselves with a final choice between the
recommended course and two unpalatable extremes. This conception of
‘decision’ as not a single point but as a collection of choices suggests that
even here governments can and do place elements of this phase of the
policy process in the hands of others, including contractors, consultants,
academics, the judiciary and lobby groups.
Implementation: This is increasingly outsourced through such instruments
as contracting out, privatisation or limiting government to regulation (or
deregulation) and law enforcement. Indeed, under the present Coalition
Government there is a stated requirement that any given federal
program, whether existing or proposed, must only be implemented
through Commonwealth-owned means if other modes are not justified
(DOFA 1998b)—the ‘default’ option is to outsource.
Evaluation: This is often outsourced to private consultants or
accountants, particularly because this places the process at arm’s length
from the interests of those responsible for the development of the
relevant program and/or its implementation.
Clearly, organising for policy-making is not necessarily constrained by
the predictions of transaction cost analysis. Political as well as managerial
needs and expectations can override the theoretical limitations on
contractualisation of research, analysis and advice. This may happen—as is
often the case in public sector reform in Australia (Halligan 1997)—through
an accumulation of pragmatic, case by case decisions and actions that
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individually may appear minor departures from established practice or
arrangements, but collectively represent a major change in the dynamics of the
policy process. It can also happen even at quite strategic levels of policy,
although this is rare compared to operational or programmatic policy
marketisation.

INCREMENTALISM AND POLICY MARKETS
Just as incrementalism as a model of policy-making can be seen as an
alternative to ‘stagist’ or cyclical models, it presents a significant challenge to
the idea of policy markets. If incrementalism, or ‘the science of muddling
through’, is a valid description of the policy process, then it potentially
undermines the significance of the market mode of policy-making. Under
Lindblom’s construction the major factors giving rise to policy change and
evolution are not rationalist or problem-centred. Rather, such change grows
out of previously existing circumstances and the policy maker proceeds by a
series of ‘successive approximation[s] to some desired objectives in which
what is desired itself continues to change under reconsideration’ (Lindblom
1995:153). As observed by Smith and May (1993), this is not so much a model
of policy-making as a description of the ‘big picture’ of shifts in expenditure
and emphasis in government and its relationship with society. In this large
scale way of looking at policy, policy markets cease to have any particular
significance, because the drivers of policy change are seen as largely
independent of institutional form.
The dichotomy which has developed between rationalist and
incrementalist understandings of the policy process is, however, largely false
(Smith and May 1993). Incrementalism is concerned with the wood, while
rationalist explanations are focused on the trees. Neither is necessarily more
‘right’ than the other, any more than a ecosystems approach to biology is more
or less ‘right’ than a species-based perspective.23 Gregory (1993) makes a
similar point in arguing that incrementalism—which Gregory prefers to call
‘political rationality’—emphasises the politician’s way of seeing the world,
while the ‘rationalist-comprehensive’ perspective is more often favoured by
the analyst. Seen in this light, the debate seems almost pointless. When the
protagonists speak of ‘policy’ and ‘change’, it is not at all clear that they are in
fact speaking of the same phenomena.
Lindblom’s own construction of the issue was never dualistic, in any
case. His later work, in particular, shows a clear appreciation that the world of
commerce and business do in fact bring to the policy-making process
fundamentally different approaches, to the point where business may become
a ‘rival policy-making system’ (Lindblom and Woodhouse 1993:90). Perhaps
paradoxically, Lindblom and Woodhouse call for a greater ‘competition of
ideas’ and a reduction in the ‘influence of money’ to counterbalance the
influence of business in policy-making (Lindblom and Woodhouse 1993:14748). This paradox is, however, only apparent, for the fact that business
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operates in commercially competitive markets does not mean that it is likely to
favour a policy world characterised by open contestation of advice and ideas.
On the contrary, to the extent that commercial experience engenders the spirit
of rational self-interest, the business lobby is likely to favour policy ‘monopoly’
in any polity where it enjoys the capacity to dominate the ‘market’.
Against this background, incrementalism/political rationality serves
mainly as a constraint on theorists testing the scope for policy markets to
develop and dominate policy-making. It does not obliterate the possibility of
policy markets taking form or having significant influence on policy change. It
does, however, highlight the fact that ways of seeing policy development that
emphasise the scope for policy markets are not the only perspectives on the
matter. The ways in which policy-making is organised and managed are
important, but they are not the only determinants of the outcome. In
particular, as many first-term governments have found, a rationalist decisionmaking framework does not always generate significant change (Rose and
Davies 1994).

A TYPOLOGY OF POLICY MARKETS
Table 5.1 shows a number of types of policy markets that might be posited for
empirical testing. These have been developed partly on the basis of theory
building by others (most notably the New Zealand State Services
Commission—SSC 1991), the author’s own observations as a former
Commonwealth public servant and some preliminary concept-building for the
case studies and other empirical work reported on in the following chapters.
Table 5.1: Types of policy markets*
Policy Market Types
Pseudo policy market
(bureaucratic)

Characteristics
Rhetorical device that disguises or obscures persistence of
bureaucratic forms of policy-making. May identify policy
advice as an output class.
Pseudo policy market
Rhetorical and/or alternative funding device. Supports
(network)
existing policy networks of political fellow-travelers and/or
interest groups.
Partial policy market
Contestability, but not true pricing mechanism or a fully
(‘marketplace of ideas’)
developed tendering system. Competition for ideas and
influence, not for market share or sales.
Partial policy market
Policy development managed through specific, limited
(projects and supplementation
projects and supplementation of bureaucratic capacity, not in
of bureaucratic work)
competition with it.
Internal policy market
Contractualisation of internal policy processes. Contestability
(purchaser/provider split)
usually theoretically possible but rarely implemented.
Full policy market
Contestability and competition for policy functions and large
projects with effective pricing mechanisms, contracts and
tendering systems.
* The New Zealand State Services Commission (SSC 1991) developed a similar if more limited
typology.

The types are mainly differentiated by the extent and nature of marketbased practices (as outlined in Chapter Four), especially contestability, contract
and choice. The distinctions are not absolute, however, and some types can
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represent stages on the way to the system evolving into another type, as
discussed in the following sections, which address each type in detail.
Pseudo policy markets: bureaucratic and network

One of the difficulties in analysing political systems is distinguishing between
rhetoric and reality. The fact that people within a system of government say it
operates in a particular way does not make it so. Indeed, many of them may
genuinely believe it to operate in that way—rhetoric is not necessarily an
exercise in cynicism—but that does not mean it actually does. In the context
of a study of policy markets, this problem can translate into a tendency for the
language and internal discourses of the participants to overtake reality, giving
an appearance of market-like behaviours and values that are largely a veneer
over existing bureaucratic and/or network style structures.
These pseudo policy markets may in fact exhibit some of the outward
marks of genuine markets. The trend towards a contractualisation of
relationships within the bureaucracy, for example, could change the formal
character of the policy officer vis a vis the decision-maker. The language of
customer focus, contract, service delivery and performance to specifications
may become thoroughly entrenched in a bureaucratic system without
necessarily changing its fundamental command-and-control character. Indeed,
the tendency for Australian government departments and agencies to refer to
their minister as a ‘customer’ (often the ‘number one customer’) is intended to
reinforce ministerial executive oversight rather than posit the minister as an
equal unit with the department/supplier as would be the case in a classical
market.
Where pseudo policy markets may begin to have impact on practice is
through influencing the way in which the system is financed. By styling an
adviser (whether a bureaucrat or a fellow participant in a policy network of
some description) as a ‘supplier’, it is possible to alter the way in which they
are funded. In the case of the bureaucrat, funding could cease to come via a
parliamentary appropriation, coming instead through the agency of a quasicontractual relationship with the minister or other decision maker.
Changes to public sector management frameworks in Australia at the
Commonwealth and state levels, as well as in New Zealand, have moved down
this particular road by causing policy analysis and advice to be classed as an
agency or departmental ‘output’. Policy work is thereby funded not as a loosely
defined component of a department’s broader programs and activities, but on
the basis of specified services delivered within agreed performance standards.
The details of how this has been implemented in each jurisdiction vary to
some degree, but the principles are similar in each case. At some point such an
arrangement may well move the system away from the merely rhetorical use of
market terminology towards a form of internal policy market, as discussed in
the next section.
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Where the ‘true’ organising principle is the policy network, some
members of the ‘community’ that has an interest in influencing a particular
policy outcome may be styled ‘consultants’ and receive funding directly as a
result of their participation in what is little more than a highly developed (and
highly exclusive) process of consultation between the decision makers and the
interested parties. Under these arrangements there may well be a contract and
some generalised performance specifications, but there is unlikely to be any
actual competition for the work, and the contract is relegated to a means of
funding the network rather than reflecting a pricing of the product or services
being delivered. The activity is not managed in any fundamental sense through
the contractual relationship and the network remains paramount. Again,
however, this approach may blur into something approaching some form of
partial market as the members of the policy community start to see themselves
as suppliers and buyers of policy ideas and advice first and representatives of
specific interests second.
Partial policy markets

There are two forms of partial policy markets identified in Table 5.1:
‘marketplaces of ideas’ and ‘projects and supplementation’. The former is
essentially a development from a rhetorical or metaphoric way of talking about
policy-making that has been increasingly common in recent years. The latter
describes the well-established practice in some policy arenas and at some
stages of the policy process of initiating some level of competition and
contractualisation for specific projects or sub-projects in a given policy
exercise, especially with a view to supplementing rather than replacing
bureaucratic capacity.
‘Marketplace of ideas’

This is perhaps the most common concept of ‘market’ in policy. As a
metaphor, it suggests an environment where the vehicle of exchange is the
idea, with little or no commercial connotations. But there is a sense in which
the metaphor has taken on substance, with the trappings of a real market—
contracts, payments, investments, etc.—coming into play.
The idea that better policy arises from an open and detailed debate—a
contest—over the content and implications of various policy options is well
regarded and often equated with the principle of democratic free speech (Reed
1997). Because political life is about resolving, or at least managing, the
competing interests of diverse groups in society, it is appropriate to replicate
this contest in policy debates themselves. Some commentators view the
marketplace of ideas with a benign eye, seeing it as an appropriate way of
characterising ‘good’ policy-making (Asard and Bennett 1997; Marsh 1995).
Others, however, believe that metaphors such as this ‘have done more to
obscure than enlighten’ (Smith 1991:213).
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Because it is a metaphor, the ‘marketplace of ideas’ rarely rises to the
level of a ‘model’ of how policy is made. It is more often used as a rhetorical
device to legitimise political positions than as a fully developed concept or
analytical framework. Nevertheless, prominent commentators often extol the
virtues of a more open, free discourse, even borrowing from biology to
suggest a form of Darwinism of ideas which result in the ‘survival of the
fittest’, whether in terms of getting issues on the public agenda (Carmines and
Stimson 1993) or generating solutions to given policy problems (Lindblom
and Woodhouse 1993:147-48).
This suggests two dimensions of the ‘market place of ideas’:
1.

the character of the ‘market’—moving from a ‘bazaar’ with a range
of options to choose from, to a more ‘Darwinian’ mode, where the
‘fittest’ issues or ideas survive (i.e. those that enjoy the most
support from the most powerful players); and

2.

the purpose of the ‘market’—ranging from determining which
issues gain sufficient public attention to arise on decision-makers’
agendas to determining which solutions are best suited to resolving
the specific problem or issue under consideration.

These dimensions are mapped in Figure 5.7. As a general observation, it would
seem more likely that most policy activity would take place in quadrants II
(generating policy solutions through Darwinian selection) and IV (getting
policy issues on the public agenda through Darwinian selection) than in
quadrant III (getting issues on the public agenda via the ideas ‘bazaar’) or
especially quadrant I (generating policy solutions in the ideas ‘bazaar’). On the
other hand, a Darwinian conception of the process would probably see issues
going through a ‘bazaar’ stage before being subject to the ‘natural selection’ of
public debate in the media and parliament, private dealings in party rooms and
board rooms and popular choice at the polls.
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Figure 5.7: Dimensions of ‘marketplaces of ideas’
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This way of looking at the ‘marketplace of ideas’, however does not
mean that it necessarily translates into a policy market as the term is being used
in this dissertation. There remains a strong sense in which the concept is a
metaphor, a convenient, largely rhetorical label which is understood only
diffusely as it is commonly used in political and academic discourse. It is
relatively underdeveloped as an analysable model of the policy process. The
frequency with which politicians and other commentators refer to the
‘marketplace of ideas’ was an initial catalyst for this study; it is not, however, a
central concern of the theory construction or empirical research that has
subsequently been undertaken. For this reason, the concept provides a context
for the remaining chapters, but it is not posited as a theory or model to be
tested by the empirical evidence.
One area of commerce where there is arguably a genuine (as opposed to
a metaphorical) ‘marketplace of ideas’ is that of management consulting.
Management consultants often identify themselves as operating in a
‘marketplace of ideas’.24 Worldwide, the industry is large (with a turnover in
excess of $US50 billion) and is estimated to have grown at 10% per annum
since 1990 (Wooldridge 1997:3). It has evolved into a relatively unregulated
market, characterised by vigorous competition over (at times dubious) ideas,
solutions and management models in the world of organisational strategy,
design and management, whether in the public or private sectors. These firms
constitute a major subset of the professional service firms discussed in
Chapter Four. They display high levels of collaboration as well as considerable
competition, high turnover (i.e. many start-ups and almost as many failures or
mergers) and high demand for quality human resources (Kubr 1986; Weinberg
1985; Shapiro 1995; Wooldridge 1997; Biswas and Twitchell 1999).
As is detailed in Chapter Six, a symbiotic relationship has developed
between the management consulting world and the world of public policy– 93 –

Chapter Five

Theorising policy markets

making. Indeed, a small but active sub-set of the management consulting
industry in Australia expressly describes itself as concerned with policy
consulting. Smaller, more ‘boutique’ firms are particularly common in this
segment of the market, although larger, multi-national firms such as KPMG
have units specifically oriented towards consulting to government on policy
matters.
This relationship tends to entrench the ‘marketplace of ideas’ in policymaking, and management consultants—and their various brethren in the
accounting, legal and information technology areas—have had considerable
influence on policy development (Saint-Martin 1998a, 1998b, 2000). Insofar as
this relationship has resulted in the practices and perspectives of the
consulting industry being adopted by those responsible for managing the
development of public policy—and there are many examples of career paths
traversing both public sector policy management and consultancy, including
among the people interviewed for this dissertation (see Appendix A)—then
management consulting as a ‘marketplace of ideas’ constitutes an important
backdrop to this study, especially in terms of understanding the factors that
have given rise to the development of policy markets in Australia.
Projects and supplementation of bureaucratic policy work

One way to gain some of the potential benefits of the market without
necessarily abandoning the strengths of the bureaucratic model is to use the
former to supplement rather than replace the latter. This type of policy market
is most likely to arise when there is a strong drive to improve the managerial
efficiency (but not necessarily reducing the total cost) of the bureaucracy,
counterbalanced by a public service that retains institutional strength and
influence.
The relative cost of much policy development work is not high,
especially in comparison to total government outlays.25 On the other hand, the
unit cost (measured, for example, in staff salaries and on costs) is
comparatively high because of the specialist skills and information systems
required. This state of affairs is likely to encourage governments and
departments to look to ways of improving the quality of policy outputs
without necessarily being overly concerned about reducing their price. This
can be achieved by breaking up the policy process into a series of reasonably
discrete projects and/or using external consultants and advisers to provide
complementary analysis to supplement the bureaucratic perspective.
The cyclical or rationalist approach to policy-making lends itself to such
an approach without significantly undermining the strength of the
bureaucracy. Indeed, the hand of the departmental policy units may well be
strengthened relative to other institutional players if they succeed in retaining
the contract management role and develop the sophisticated skills required to
oversee consultancies of this nature. At its logical extension (Figure 5.8), in
this mode the department becomes a ‘policy entrepreneur’ (Skok 1995),
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operating a network of suppliers to augment its own position in the system.
Under such a system, too, the department would retain its role as the provider
of day to day decision support for the minister, through such mechanisms as
question time briefs, preparation of responses to parliamentary questions, ad
hoc briefings and information as well as frequent in-person meetings and
discussions.
Figure 5.8: Project-based policy market
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The key limiting factor is that, in general, the trend of the past couple of
decades has been towards reducing the cost of government (at least that has
been the avowed intention of successive administrations in Australia and
internationally). Relative to program delivery and corporate support areas
(which generally have larger budgets than policy activities), it is unlikely that
there is a great deal of scope for cost reductions in government policy
functions. To create an effective full-scale market for such services, therefore,
would probably involve an increase in net expenditure (i.e. in order to cover
competing sources of supply); an unlikely strategy in an era of cost reduction.
On the other hand, the tendency for public sector management in
Australia (at least at the national level) to evolve on an ad hoc, case-by-case
basis may lend itself to a system such as this developing, regardless of central
intent or planning. The emphasis placed on competitive tendering and
contracting (CTC) by the present Coalition Government may also encourage
departments and agencies to construct a policy management system along
project-based lines in order to be seen to be responding to the CTC policy
without necessarily undermining their own in-house policy capacities.26
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Internal policy markets

Theoretically, it is possible to place a boundary around the market so that only
specific institutional players can participate. This was the path chosen by the
New Zealand State Services Commission as a result of its 1991 review of
purchasing arrangements for policy advice (SSC 1991). The system is
characterised by the minister being figured as a purchaser of policy ‘outputs’
from the department or agency. The outputs, and the price paid for them, are
specified in a contract which also defines the performance criteria to be met
during the life of the contract.
Such an arrangement would be instituted to reduce the transaction costs
involved in specifying and managing a series of contracts. It would also
maintain a largely vertically integrated system that internalised the potential
risk of supplier capture and asset specificity. By contractualising the
relationship between the minister/decision-maker and the department/adviser,
it is possible to retain a hierarchical control while emphasising the potential
contestability of the product. It also means that the assets (e.g. specialist skills
and dedicated information systems) that must be acquired and maintained for
the specific purpose of the contract can be retained at the expiry of the
contract and re-applied to the new contract (which, more often than not, will
be with the same entity). There would be some limited scope for competition
between departmental policy ‘shops’ in this system, although it is unlikely that
ministers would consciously seek to buy policy services from each others’
departments. The points of competition would be more often at the traditional
venues of the cabinet table and the inter-departmental committee.
This system could be augmented by a series of subcontracts along the
lines of the project-based approach discussed above. On the other hand, if an
activist minister were to exercise his or her authority through the vehicle of the
policy contract with the department to the fullest extent, it is likely that price
would become a key driver, potentially overriding quality considerations. This
would happen because the qualitative aspects of policy work are notoriously
difficult to measure, forcing ministers and other ‘purchasers’ to rely on pricing
information to a disproportionate extent. This could in turn encourage the
department to cross-subsidise policy activities, simultaneously reducing the
apparent price of the policy outputs and discouraging outsourcing.
In practice, it would probably be very difficult to maintain a system of
internal policy markets. The tendency would be for decision makers who
genuinely engage with their role as purchasers to seek alternative external
sources of analysis and advice, regardless of the ‘rules’ inhibiting such a course.
Alternatively, those who did not alter their behaviours and expectations would
presumably slip back into the traditional ministerial role of a near-exclusive
reliance on departmental expertise and advice. The contract would become
either a vehicle for reinforcing the bureaucratic system or decline into
irrelevance.
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Fully developed policy markets

Positing a fully developed policy market is difficult (see Table 5.2 below),
because such an arrangement would necessarily be extremely complex and
contingent on the specific circumstances. Relationships between the various
entities would vary from transaction to transaction, with competitors on one
contract collaborating to win another. Departments and agencies would also
find themselves operating as both suppliers and buyers, shifting roles as
circumstances demanded. The key role in such a system would be that of
coordination, bringing the various threads together so as to generate an
optimal result for the ultimate consumer of the product, the decision maker.
This could itself become a specialist service available on a competitive basis.
This system clearly has many of the hallmarks of a policy network, with
the participants operating more or less as equals working towards the
resolution of particular policy issues or problems. A policy market however,
would place far greater emphasis on contract and a particular version of price
competition. The market participants would generally operate as equals,
exchanging analysis, research, advice and ideas through the vehicle of highly
developed contractual relationships, often using contingency or open-ended
arrangements such as retainers and heads of agreement.
Price would play a central role in defining the value of the exchange, but
it is unlikely to be the sole or even major determinant of the supplier-buyer
relationship. Rather, price in such a market would not necessarily be
something to minimise (if you are a buyer) or maximise (if you are a seller), but
an indicator of the relative quality of the exchange. A ‘good’ price would be
one which reflected the wider market value of the expertise and capacity of the
analyst/supplier. It could even become part of what is exchanged: an
expensive consultancy is sometimes more valued by the decision-maker as an
indication of the quality of the advice proffered.
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Table 5.2: Components of a fully developed policy market
Dynamic Components-Market Segments

Delivery of Policy Cycle Phases*
Identify issues

Policy analysis

Policy instruments

Consultation

Coordination

Decision

Organisations

Implementation

Components-

Evaluation

Institutional

Less likely to be carry out all phases of the
process. Likely to also lose some subjectspecific expertise to other competitors.
Likely to be involved in certain phases
Specialist
more than others (evaluation, policy
agencies
instruments and policy analysis).
Likely to come to rival departments by
Major
taking on phases that are outsourced.
consultancy
Involvement would depend on
firms
sophistication of government’s contracting
and risk management systems.
Small-medium Likely to specialise in particular phases
(e.g. evaluation, policy analysis, perhaps
consultancy
identification of issues) and/or policy
firms
arenas (e.g. economic policy). Highly
dependent on the larger players for
subcontracts.
Likely to be created to help government
Purchasing
and ministers buy policy-related services
agents
from the market. Purchasing agents may
come from current suppliers of such
services, especially departments and the
larger consultancy firms.
Commissions Not likely to be used in a ‘commercial’ way
– more quasi-judicial, politically
and reviews
independent. Strength would be outside
the policy market itself.
Similar position to commissions and
Academics,
reviews, unless the commercialisation of
universities
the tertiary sector generates consultancy
etc.
strengths. If this happens, then likely to be
similar to small-medium consultancy firms,
but with greater independence from the
larger operators. May take on role of
coordinating combined bids, given
universities’ institutional ‘gravitas’.
Other types of operators may arise for
Others
whom this work is a byproduct (e.g. lobby
organisations, peak bodies, industry
groups, government business enterprises,
large companies in such industries as
communications, resources etc.).
*As described by Bridgman and Davis (1998)
Departments
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Decision Support Coordination
(‘policy
(day to day ‘onentrepreneur’)
call’ advice)

Likely to have
short to medium
term advantage
Unlikely to be
involved

Likely to have
short to medium
term advantage
Unlikely to be
involved

May take on role
as market became
sophisticated, with
contests ‘for the
field’
May be involved if
the firm has a
strength in political
terms (close to the
governing party)

May take on role
as market became
sophisticated, with
contests ‘for the
field’
May be involved if
the firm has a
strength in political
terms (close to the
governing party)

May take on role
as market became
sophisticated, with
contests ‘for the
field’

May take on role
as market became
sophisticated, with
contests ‘for the
field’

Unlikely to be
involved

Unlikely to be
involved

Unlikely to be
involved

Unlikely to be
involved

Unlikely to be
involved

Unlikely to be
involved
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In order to operate effectively, such a market would tend towards some
standardisation of the products on offer. These might be delineated according
to:
•

policy arena (social policy, defence, education, etc.);

•

the degree of political sensitivity (agreement/disagreement on
values);

•

the extent and nature of community or specialist knowledge about
the issues in question;

•

the broad stage of the policy process in question (researching the
issues, preparing options, etc.);

•

the level of policy (i.e. strategic, programmatic or operational);
and/or

•

the nature of the service (entire policy functions, large scale
projects, ongoing retainers, day to day decision support).

There may also be a tendency for such a market to mimic some of the forms
and structures of bureaucracy, with firms organising vertically to absorb some
of the transaction costs and internalise the market risks. On the other hand,
the larger operators would probably also be surrounded by constellations of
smaller, more transient ‘boutique’ consultancies specialising in certain policy
issues or phases. In this way, components of the system—made up of large
firms surrounded by smaller operators or subcontractors—could take on the
character of the project-based policy market discussed above.
Table 5.2 depicts one way in which this sort of market might be
conceived, by mapping the likely organisational players on both the supply and
demand sides (‘institutional components’) against some of the probable areas
of activity or ‘market segments’ (‘dynamic components’). Others ‘dynamic
factors’ might be included in a different construction, such as policy level,
degree of knowledge and level of community agreement. Table 5.2 shows that
a fully developed policy market would be extremely fluid, with the
firms/departments involved changing as circumstances demanded. Decision
makers would be dealing with an extremely complex system, with many
variables to be taken into account when designing a contractual framework for
a given policy function or activity.
Two functions of particular sensitivity in both political and market risk
terms are ‘decision support’ and ‘coordination’. These would tend to involve
considerable authority being passed to the supplier(s) and the purchaser would
need to ensure that their own skills and information base were not diminished
to the point where the relative power of the supplier placed the quality of
decision-making and accountability at risk. As a result, public service
departments would probably have a natural early advantage in these aspects.
This advantage, however, could come to be challenged, especially by the larger
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consultancy firms, as the latter gained in knowledge and experience, as well as
in marketing and network building.
Sophisticated management of contracts would be essential in such a
system—hence the inclusion of purchasing agents in Table 5.2. Purchasers
would need a clear understanding of the issues and problems being addressed,
a strong familiarity with the market and its capacities and a wide range of
possible ways of organising contracts to suit specific circumstances. There
may, for example, be occasions when a contract would be let on the basis of a
‘competition for the field’, whereby potential suppliers would be given the
opportunity of establishing an exclusive relationship with the decision-maker
for a specified period. Alternatively, a panel arrangement with several potential
suppliers agreeing to provide services on a project-by-project basis to specified
standards and at specified prices may be more appropriate. A third mode
might be some form of strategic alliance, an agreement between two partners
to join in cooperative ventures as opportunities arise, or in response to
specific, large contracts. Retainers for ‘on call’ advice could also become a
feature of a full policy market.
Under such a system the distinction between the public and private
sectors would tend to break down. Public servants would be employed on
contract so as to allow departments and agencies to respond with greater
flexibility to the exigencies of the market. On the other hand, high quality
analysts would be in such demand that firms may seek to retain them through
remuneration packages and ‘golden handcuff’ arrangements. Career paths
would tend to cut across the public-private divide, with specialists following
the work, not establishing long-term commitments to individual firms or
departments.
There would be a risk, however, of the divide between the policy process
and implementation becoming even more marked than it is at present. The
tendency to specialisation in such a highly complex market would make it
difficult to integrate policy development operations with implementation (even
if that were seen to be desirable) and people with expertise in the delivery of
government programs (whether public servants, employees of non-profit
organisations or contractors) would find it difficult to break into a policy
market where reputation and prior relationships were crucial.
Bringing this sort of market into being would not be a matter of
unassisted evolution. The strengths of the current mixed system, as well as
institutional inertia against major change, would only be overcome by a
concerted and sustained effort by government to set up and nurture a
comprehensive policy market. There would also be sound political reasons not
to take such a path. Being bound to a fully marketised, contractually based
system could restrict decision-making as much as a system dominated by
bureaucratic, command-and-control structures. The variability in potential
demand for the products and services delivered by a marketised policy system
could also prove an impediment to suppliers willingly entering the market.
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Changes in government, shifts in focus from policy-making to implementation
and back again, the risk of simply falling out of favour and the relatively small
size of the potential market would all militate against participation.
Despite these problems, it is useful to posit an ‘extreme’ model such as
this as an idealised benchmark against which actual policy systems can be
measured. Just as there has never been an entirely capitalist (or socialist) state,
there will almost certainly never be a comprehensively marketised policy
system. Nevertheless, just as economists and political scientists use the
extreme models as guides or points of reflection when considering actual
systems of government or economies, this model can provide a point of
reference not because it is likely to be real, but precisely because it can only be
an ideal.

CONCLUSION: TESTING THE MODELS
Having posited a set of different models for understanding policy markets, it is
important to turn to the empirical evidence. The following chapter does this
by examining the extent and character of policy advice services at the national
level in Australia, and comparing the Australian approach to that of New
Zealand. The subsequent three chapters (Seven, Eight and Nine) present
extended case studies of Australian experience of policy markets. The design
of this investigation is based on the concept of triangulation discussed in
Chapter One, whereby the evidence is interrogated from a number of
perspectives, including different theoretical frameworks as well as different
types of sources, including documentary evidence and interviews. The
objective is to explore the issues raised by the models presented in this
chapter, testing both their validity and their usefulness as guides to
understanding the evidence.
There are few opportunities here to use statistical or other quantitative
methods (as pointed out in Chapter One). This is because the nature of policymaking is such that there are significant problems with almost all relevant data
of this kind. The distinctions between policy-making and other government
activity are very blurred, and distinguishing between different types of policymaking is also difficult (discussed in Chapter Three). Where appropriate, the
tentative conclusions drawn from that material will be reviewed against the
material discussed in the following four chapters.
The models discussed here have been deliberately couched largely in a
priori terms. Any modifications or reconsiderations that arise from the
evidence are taken into account in Chapter Ten, which also addresses the
implications of policy markets for the ideals of the parliamentary democratic
system of government in Australia.
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B

uilding on the general survey of public sector reform in Australia
provided in Chapter Two, this chapter examines the broad character of
policy advice services—a term that covers the full range of possible
sources of research, analysis and advice available to government—in Australia.
This is done through an analysis of financial and other information gathered
from Commonwealth budgets, a selection of departmental annual reports and
through a comparison with the experience of Australia’s near neighbor, New
Zealand. During the 1980s and 1990s, New Zealand pursued one of the most
extensive public sector reform programs in the world, including instituting a
formal purchaser-provider arrangement between government ministers and
their departments. Insofar as these reforms constituted the creation of a
market for policy advice, they provide a useful benchmark for Australian
practice. Australia and New Zealand have taken different paths in their efforts
to reform public administration, and the differences in approach are
particularly noticeable in the area of policy advice. Despite this, the two
systems do not differ a great deal from each other. In effect, they have taken
different roads to much the same destination.
As has already been noted, there is a paucity of reliable and
comprehensive statistical or other data on how most governments—including
Australian governments—go about making policy. For the most part the
evidence is piecemeal and dominated by individual cases and examples. Insofar
as there is information of a statistical nature available, this chapter addresses
that information. The picture that emerges is one of increasing reliance on
market-based sources of advice, analysis and research. The Commonwealth
has sought to put some of its key research and analysis functions on a more
‘business-like’ footing, while also drawing on commercial sources of external
expertise. This trend is not absolute, however, and bureaucratic and network
modes remain dominant.

THE NATURE AND EXTENT OF POLICY ADVICE SERVICES IN AUSTRALIA
As discussed in Chapter Two, the academic and practitioner literature reveals a
series of themes in Australian public sector reform around the ideas of
competition, contract and a general pattern of withdrawal by government from
active participation in the delivery of programs and services in order to
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concentrate on policy-making, legislation, regulation, funding and
coordination. A particularly strong shift has been a determined effort to make
a clear distinction between policy development—considered to be a ‘core
business’ of the APS (Thompson and Tillotson 1999; Kemp 1998c)—and
administration, management or implementation. This is an approach apparent
in many international examples (Aucoin 1990:126-28).
This distinction between policy and administration has not, however,
gone unchallenged (Stewart 1996). As early as 1976, the Royal Commission on
Australian Government Administration (the ‘Coombs Report’) recommended
regular interchange of personnel between policy and management areas and
expressed a preference for the ‘reintegration of the management and the policy
functions’ (RCAGA 1976:79). Despite Coombs’ preference, twenty years later
the National Commission of Audit was sufficiently sure of the validity of the
policy/administration divide that it was able to assert that one of the elements
of ‘best practice’ in government is the separation of regulation and funding
from program and service delivery (National Commission of Audit 1996:viii).
Clearly, the trend in both thinking and action in the intervening two decades
had been very much against that recommended by Coombs.
A corollary of the policy/administration divide has been a general
tendency to prefer market-type arrangements for program delivery (e.g.
employment assistance) and support functions (e.g. information technology).
This pattern, which can be seen throughout many western nations, arose from
a general desire to reduce vertically integrated bureaucracy, which, according
to public choice theory, risks ‘capture’ of the policy process by providers of
programs (bureaucrats, for the most part) by first separating those providers
from policy areas and second opening up program delivery and support
functions to market competition (Aucoin 1990; Lane 1997, 2000).
This preference for market-based institutions, structures and modes of
operation—which may have had its origins (at least in part) in the economicsdominated training and preferences of many senior public servants (Pusey
1991)—appears to be exerting increasing pressure for fundamental changes in
the modus operandi of policy-making itself. What was once a largely one-way
traffic of ideas and influence has become more two-way in nature. Previously,
some of the most ardent advocates of neo-classical economic policies were
also ensconced in institutions and agencies (e.g. universities and government
treasuries) that were unlikely to face the recommended managerial and
operational changes. Now, the prescription seems increasingly to be applied to
the physicians. What had been a process of contractualisation and
marketisation of operational elements concerned with internal administration
and program delivery is becoming a process whereby the state itself, including
its decision-making mechanisms and the institutions of governance, is taking
on the forms and practices of contract, contestability and markets (Yeatman
1996). As a result, according to Smith, Corbett and Davis, ‘in policy work, as
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in other fields, public sector monopolies have yielded to differentiation of
service providers and contestability’ (1998:14).
There is, in fact, a consensus among practitioners, politicians and
academics in Australia that the development of public policy has become a
crowded, highly competitive field (Mills 1996; Di Francesco and Uhr 1996).
While not a sufficient condition for policy markets, this contestation over
policy may help lay the groundwork for such a development. Growing policy
competition has developed over several decades as various pressures have
been brought to bear on the established authority and privileged position of
policy advisers within the bureaucracy (Weller 2001). For example, the
growing political influence of various community and business interest groups
was noted as early as the 1970s (e.g. RCAGA 1976; Scott 1980).
As Halligan points out, the tendency in the United States to use sources
of advice from outside government has been reflected in trends elsewhere,
including those with a Westminster-influenced tradition (e.g. New Zealand,
Canada, the United Kingdom and Australia):
Modern governments have always drawn on all three broad sources
of policy advice [i.e. internal public service, internal non-public
service and external]. The relative significance of the three
categories has, however, changed. In terms of overall trends the
internal government category has expanded at the expense of the
internal public service. But, in turn, the rise of external forms has
been at the expense of internal mechanisms. (Halligan 1995:158)
In Australia, it is clear that the ‘internal government category’ that has
expanded at the expense of the public service sources of policy is the
ministerial adviser. According to Dunn, ministerial staff numbers increased
from 155 in 1972 under McMahon to a high of 481 under Keating in 1995,
dropping slightly to 423 under Howard in 1996 (Dunn 1997:10).27 At the same
time, the influence and policy capacity of these specialist non-public service
advisers also increased (Walter 1986; Delaney 1997). Increasingly, too, the
mode of access to external sources of advice has been on a commercial,
contractual basis rather than through traditional arrangements such as
commissioning inquiries (Weller 1994) or establishing consultative forums
with community and interest group representation.
Of course, how a community chooses to make decisions is always open
to contestation and change. Statements like the following—made by the
minister responsible for public service matters, Dr David Kemp—however,
suggest there may have been a qualitative change in the type of decisions being
made about how to organise for policy:
Policy advice today is increasingly contestable. From being the sole
source of advice the public service of today must increasingly have
the capacity to manage multiple sources of advice—and this means
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that the skills of the public service must be higher than ever.
(Kemp 1997:4)28
To some extent, Dr Kemp may have been overstating his case. After all,
similar observations have been made before, including by former Labor
Minister Susan Ryan (Ryan 1993). Dr Kemp’s perspective, however, seems to
go a step further. He appears to be suggesting a new role for public servants in
Australia, whereby they must augment their existing research, analysis and
recommendatory roles with that of management, especially contract
management. They are perhaps becoming what US scholars call ‘policy
entrepreneurs’ (Skok 1995). They are consumers of policy analysis and advice
as much if not more than producers of it, and their ‘consumption’ consists of
managing explicit or implicit contracts with third parties on behalf of the
Government of the day. Indeed, at its most extreme, the ‘Kemp doctrine’
could be seen as placing public servants on a par with external sources of
advice and analysis, competing for ‘business’ with a Government that is
actively seeking out alternatives in the market.29
These ministerial perspectives are echoed at the level of officials and
central agency policy. Even before the election of the current Coalition
Government, the former Department of Finance expressed the view that
contestable markets could be used to drive improvements in the cost and
quality of many areas of public administration, including policy advice (DOF
1995). This perspective has been operationalised by the Department of
Finance and Administration (DOFA) with the publication of two guides for
managers (DOFA 1998a, 1998b) which clearly indicate an intention that all
Commonwealth government (or more precisely, public service) activities—
including policy development—should be examined as to:
•

the appropriateness of the Commonwealth/APS continuing to do
them at all; and

•

whether performance improvement tools (most prominently
competitive tendering and contracting) should be used to improve
costs and effectiveness.

These two ‘guides’ carry considerable coercive force, and in late 1999 Cabinet
took a decision to extend the application of competitive tendering and
contracting into areas of the APS hitherto left untouched (at least in terms of
concerted central policy), starting with corporate services (Henderson 2000).
Public servants responsible for the promotion and promulgation of
managerial reforms are well aware of the possibility of using competitive
frameworks for policy work. In an interview conducted as part of the present
study, one senior officer in a central agency said:
I do think that for most areas of policy, there is either a large
enough market or there would be a market were the public sector
want there to be a market. Monopoly provision by the public
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service has hampered the development of a decent market, but
were it to become clear that the government was interested in
alternatives, then I think the market would develop. (interview,
senior public servant)
Of course, there are institutional forces in the Australian system that
tend to militate against a thorough-going policy market developing. Davis and
his colleagues contrast the Australian experience with the ‘roll and pitch’
apparent in the United States. They suggest that ‘[t]wo key institutions, both
absent in America ensure [the stability of Australian public policy]: disciplined
political parties and a permanent non-partisan bureaucracy’ (Davis et al.
1993:5-6). While Davis et al. recognise that there are some exceptions to their
argument (such as minority governments at the state and territory level) they
see this difference as quite fundamental to understanding Australian public
policy. Since the early 1990s, however, both these institutional bulwarks
against change (i.e. disciplined parties and a permanent bureaucracy) have been
significantly weakened. There has, for example, been a general reduction in
party affiliations, resulting in the Senate balance of power being held by one or
more small parties or independents and placing strain on the two-party system
that still prevails in the House of Representatives (Marsh 1995).
The non-partisan bureaucracy—the second institution for stability in the
Davis et al. analysis—has also been significantly challenged. The advent of
fixed-term contracts for chief executives, including previously ‘permanent’
heads of departments, the near-arbitrary dismissal of the Secretary of the
Department of Defence (Weller 1999, 2001) and a general trend towards
governments appointing ‘outsiders’ to senior positions in the bureaucracy all
suggest the ‘politicisation’ of the APS is underway:
By talking … of partnership between politicians and senior public
servants in the shared enterprise of policy development, Australian
public servants have encouraged the view that secretaries share
responsibility for government policies and are as much associated
with particular policies as are the elected ministers. In this case,
they also encourage the view that when a government is ousted
from office by the voters, its erstwhile collaborators in the
bureaucracy should accompany it into the political wilderness.
(Mulgan 1998:13)
Whether one concurs with Mulgan’s analysis, there is clearly a parallel
(and perhaps reinforcing) trend towards treating policy-making as a managerial
exercise. Under the previous Labor Government, for example, a practice of
comprehensive program evaluations was in place, including the nascent Policy
Management Reviews (PSC 1995). Policy Management Reviews consisted of a
series of detailed case studies of particular policy development activities,
assessing their performance as project management exercises (Di Francesco
1997).
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Although Labor’s system of Program Evaluation Plans and Policy
Management Reviews has been abandoned under the Howard Government
(Edwards 1998), the new outcomes and outputs budgetary framework has
effectively continued the trend towards the ‘managerialisation’ of policy work.
Policy advice is now a departmental output, on a par with other products or
services delivered by departments and agencies in return for funding. As such,
policy advice is now subject to a regime of external scrutiny—especially by
parliament—and internal management that is based on detailed descriptions of
‘deliverables’ and performance indicators reflecting their price, quantity, quality
and effectiveness (Di Francesco 1998). Because the implementation of the
outcomes and outputs framework has been largely devolved to agencies,
however, there is no consistent, comparable treatment of policy advice outputs
(or any other output for that matter: Senate Finance and Public Administration
Legislation Committee 1999b). Nevertheless, the principle that policy advice is
no longer on an elitist pedestal, beyond the reach of managerial reformers, has
been clearly established. Once policy has been commodified in this way, it is a
short step to it being opened to market processes. The ‘policy market’ concept
thereby comes closer to being realised.
One area in which elements of the market have been applied to policy
related activities within government is that of research and analysis. The
Australian Bureau of Agricultural and Resource Economics (ABARE), for
example, operates on the basis of partial cost recovery. In 1999-2000, well
over half the Bureau’s income came from fee-paying clients (ABARE 2000).
According to interviewees, ABARE is increasingly seen as competing for its
work, including against private sector consultancies (interviews, Dr Brian
Fisher, 17/5/1999 and David Trebeck, 19/4/2000). While not constituting
full-scale marketisation, this is an example typical of commercially-oriented
reforms across the APS, under both Labor and Coalition administrations.
Turning to the Commonwealth as a whole, one question that arises is the
size of the potential market for policy development and advice. Quantifying
the market for policy research, analysis and advice, however, can only be
achieved by relatively indirect means, as Commonwealth departments and
agencies are not required to quantify what they spend on policy advice, let
alone what proportion might be expended on sources other than the
bureaucracy.30 Compounding this is the extreme fluidity of the supply-side
environment, with many consultants interviewed describing their involvement
in policy-related work as being incidental to contracts ostensibly let for other
purposes, such as organisational reviews, program evaluations, information
technology strategies and business planning exercises.
Nevertheless, based on departmental annual reports for 1999-2000 (the
first year such data has been available, as a consequence of the
Commonwealth’s accrual based outcomes and outputs resource management
framework), the total price for policy advice outputs in six departments31 was
over $234m. Taking into account the significant policy capacity elsewhere in
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the Commonwealth (including eleven other departments) and the probability
that much policy work is unrecorded in the current accounting regime,32 it
would be reasonable to estimate the total Commonwealth policy effort to be
worth at least $600m, perhaps even rising to $1 billion. The figure of $600m
represents about two per cent of total departmental outputs (Australian
Government 2000a) and 0.4 per cent of total Commonwealth outlays
(Australian Government 2000b).33
The potential policy market is therefore quite large, but represents a
relatively small proportion of spending on Commonwealth programs. Indeed,
as suggested by a policy consultant (and former senior public servant)
interviewed for this study, the budget for policy advice could conceivably be
expanded by a modest amount to accommodate access to alternative sources
of analysis without necessarily placing excessive strain on total outlays. As
observed by a policy consultant (and former senior public servant) interviewed
for this study:
… the actual cost of policy advice, whether it is social security or
health or financial matters, is not all that great in terms of the total
expenditure of government. So you could say ‘We are going to
spend another half a per cent on duplicating it.’ So we ask Treasury
to do this, and we go and ask someone else to do it. That would be
another way of ensuring quality and competition. (interview, David
Chessell, 17/4/1998)
While there are no overt signs of the current Government or any
prospective alternative taking such a course, there is clearly ‘blue sky’ thinking
of this type taking place within government (interview, senior public servant).
Certainly, at the less ambitious level of ad hoc or occasional use of market
sources of policy related services, there is a general consensus that this is
happening and is likely to increase. Of the sixty or so Commonwealth senior
public servants and consultants interviewed for this work, only two (a senior
public servant in a central coordinating department and an economic
consultant) disputed the contention that policy development in the
Commonwealth was becoming more market-based and contestable.
There is also empirical evidence of an increased willingness to engage
external consultants in general. In 1988-89, sixteen Commonwealth portfolio
departments34 reported engaging 2069 consultants at a total cost of $58.946
million, or an average of $28 490 per consultancy (Howard 1996). Ten years
later (1998-99), the figures for the successor departments totalled 3111
consultancies (a 50 per cent increase) at a cost of $147.638 million (150 per
cent more), averaging $47 457 per contract (up 67 per cent).35 By way of
contrast, the four per cent increase in the Commonwealth’s general public
service expenditure between 1992-93 and 1997-98 was well below inflation
(ABS, 2000).
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In other words, the Commonwealth’s consulting bill increased two and a
half fold over a period when there has been almost no movement in funding
to Commonwealth agencies. Indeed, when reductions in APS staffing are
taken into account (i.e. nineteen percent between 1987 and 1997, as mentioned
in Chapter Two), the contrast is even more stark.36
Looking at this phenomenon at an agency level and with a focus on
policy advice, in 1999-2000 the Department of Finance and Administration
provided government with just under $35m in policy advice (insofar as it was
identified as such under the Department’s outputs). In the same year, the
relevant areas of the Department spent some $12.2m on consultants, many of
whom were engaged directly or indirectly on policy development exercises
(DOFA Annual Report 1999-2000). Even if only half this expenditure on
consultants were to be identified as policy related, it still suggests that over 17
per cent of DOFA’s policy advice outputs are met through consultancies.
Following different lines of analysis, Michael Howard (1997a) and John
Martin (1998) argue that at least some of the expansion in the use of
consultants by the Commonwealth has been a response to a growing demand
for commercial policy-related services. Howard, for example, indicates that
‘policy work is a significant component of overall consultancy activity’ and,
while ‘academics are still the most important group in terms of the number of
jobs that they do, … the data … suggest that the large accountancy firms are
starting to move into general policy work as well as other areas’ (Howard
1997a:86). This trend is reflected internationally, especially in English-speaking
nations with low levels of regulation in the consulting industry (Saint-Martin
1998a, 1998b, 2000).
At a more qualitative level, Martin uses a number of detailed case studies
to conclude that ‘consultants play a critical role in assisting governments to
manage the tensions between immediate pressures and longer-term policy
planning … by providing ‘logical’ approaches to decision-making allowing
governments to be seen to more effectively manage political issues’. Martin
points particularly to the tendency for policy consultants to employ processes
akin to the rational-comprehensive model of analysis (discussed in Chapter
Five), thereby complementing the pressure for governments to take ‘short
term, expedient, incremental political decisions’ (Martin 1998:49).
Martin’s analysis points to a key question: why is the consultant’s
approach so attractive to government? Bailey argues that as a social and
cultural group, consultants have infiltrated many areas of public and
commercial life:
[A] measure of [the consultants’] success is the extent to which the
consultant-client relationship has now been promoted as the
optimum model for the dissemination of knowledge outside of the
consultancy industry itself … In the final analysis the elevation of
the consultant’s status has resulted in the inclusion of another
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specific generic group into those such as teachers, the media, the
legal fraternity, academics and any other groups responsible for the
creation and dissemination of knowledge at a public level in
Australian society. (Bailey 1995:35)
This dramatic rise in the social and economic status of consultants—who,
after all, are a very young breed of professionals (Wooldridge 1997)—has been
driven in part by the expansion and fragmentation of information and data in
western economies, giving rise to the ‘commodification of knowledge’ and a
plethora of specialisations built around decision makers’ need for expert
advice and analysis (Bailey 1995:41). A problem that has arisen in this
environment—and this applies to the corporate world as well as to
government—is that some consultants may no longer be so much ‘on tap’ as
‘on top’. Rather than being a resource to be applied in specific, strategic ways,
consultants can become de facto decision makers through their clients losing
their ‘nerve’ and declining to accept genuine responsibility for their decisions
(Bailey 1995; Shapiro 1995; Corry 1997). There is, in fact, something of a
‘backlash’ discernible in the international literature against the trend to entrust
strategy and corporate governance to consultants (Poteshman 1999). Whether
this reaction has its counterpart in government is not yet clear, although the
wary scepticism of some interviewees (both public servants and ministers)
suggests that there might be some awareness of the possibility of what SaintMartin (1998b, 2000) terms a ‘consultocracy’ developing.
The supply-side picture is also interesting. At the broadest level, there
has been a significant increase in the community’s level of educational
attainment, thereby enhancing many individuals’ capacity to engage in policy
debates and processes. This is an important factor, as ‘there is almost a
reciprocal link between the extent to which societal interests can participate in
the policy process and their level of organizational development’ (Saint-Martin
1998b:324). The more sophisticated social, political and commercial interests
are, the more likely they are to be politically influential.
The rate of post-secondary education in Australia has increased
dramatically since the 1970s. Between 1989 and 1999, for example, there was a
35 per cent increase in university commencements. At the level of research
degrees the increase has been even more dramatic, with commencements over
the same period increasing more than three and a half times (Kemp 2000).
Within the geographic vicinity of the national government the story is even
more telling. In the 1996 census 92 862 people (51 per cent of the workforce)
in the Australian Capital Territory had post secondary qualifications, 3715 had
economics degree (almost four times the national rate) and 5963 described
themselves as accountants, business and organisational analysts, economists or
policy and planning managers (more than twice the national rate). Of course,
many of these people would have been employed in government departments
and agencies (about 45 per cent of Canberra’s workforce is in the public
sector; this proportion has been in decline since 1996). Nevertheless, they

– 110 –

Chapter Six

Policy advice services in Australia and New Zealand

represent a natural pool of human resources for would-be suppliers of policyrelated services. This fact is borne out by the recruitment strategies of the
major consultancy and professional service firms with significant interests in
government business (interviews, consultants).
Another way to look at the potential supply of policy related services is
to examine telephone listings. In 2000 there were over 220 management
consultancy firms with offices listed in the Canberra area. Based on anecdotal
evidence and supported by the survey reported on in Appendix B, most of
these firms are small, with less than four operatives, but several employ twenty
or more consultants. Many of these firms have the capacity to perform various
policy-related tasks and projects. Indeed, according to several consultants
interviewed for this study, contracts that are ostensibly let to address fairly
‘standard’ managerial issues, such as information technology, business
planning, performance auditing, legal considerations or accounting practice,
often evolve into projects where the consultant is expected to respond to
questions of policy. The basic rationale for the existence of a given
department, for example, may be revisited as part of a business planning
exercise. Sometimes this happens inadvertently. A client agency will seek
consultancy assistance on what appears to be a functional or organisational
matter, only to find that the work brings to light problems of a policy nature.
These problems can then become the central concern of the consultancy.
Among the firms who present themselves as policy specialists are ACIL
Consulting, The Allen Consulting Group, Access Economics, the Centre for
International Economics and Howard Partners, most of which were
established in the early to mid 1980s. The ‘Big Five’37 accounting firms have
also expanded their management consultancy activities, with one having its
profile change from five consultants and thirty accountants in Canberra in
1990 to seventy consultants and thirty accountants by 1996 (interview,
consultant). These firms (e.g. KPMG) often have divisions expressly aimed at
public policy work for government. It is noteworthy, however, that such
operations have not necessarily experienced constant growth. At least one
major firm closed its policy consultancy operation in the mid-1990s, while
another experienced a significant reduction in such business in the immediate
aftermath of the election of the Howard Government in 1996, apparently
caused by the new regime’s relatively highly developed policy platform
(interview, consultant). Business, according to interviewees’ evidence, has since
regained its former vitality.
According to a survey of management consultants conducted under the
auspices of the ACT branch of the Institute of Management Consultants in
1999 as part of this study (see Appendix B), almost 90 per cent of respondents
had worked in the public service before becoming consultants (over 70 per
cent in the APS). Most (nearly 80 per cent) were employed in firms with three
or less consultants. Fourteen per cent identified policy analysis, advice and/or
development as a main line of their business. Of those who identified the

– 111 –

Chapter Six

Policy advice services in Australia and New Zealand

Commonwealth as a significant client, almost 30 per cent identified policy
work as making up some part of their work with the national government.
This work consisted mostly of conducting consultations with affected parties
and formulating policy options and recommendations, and was carried out
mainly in areas relating to welfare policy, outsourcing, privatisation, health and
defence. Sixty per cent of respondents believed there had been an increase in
policy related work outsourced by the Commonwealth in recent years and 75
per cent expected this source of work to increase in the next five to ten
years.38
A different trend: community involvement and the ‘social coalition’

Cutting across the trend towards a more managerial, market-oriented approach
to policy-making at the national level in Australia is a growing preference for
approaches that engage (or at least are seen to engage) the community more
directly in decision-making. This development does not necessarily contradict
market-based approaches, as both are about opening policy-making to
contestation. Market competition need not be inconsistent with the contest of
ideas and interests. The two trends, however, arise from quite different origins
and, as such, can and do cut across one another at various points.
Community involvement in policy-making is not a new aspiration, but
the current Coalition Government has placed considerable political stock in
defining its own approach as different to what was perceived as Labor’s elitist,
peak-body oriented process. In particular, the ALP built its policy framework
on the ‘Accord’—a formal agreement with the Australian Council of Trade
Unions (Kelly 1994)—and on less formal but nevertheless effective
connections with peak bodies in business (such as the Australian Business
Council and, to a lesser extent, the National Farmers Federation), welfare (e.g.
the Australian Council of Social Services) and the environment (e.g. the
Australian Conservation Foundation). The Labor Government—especially
early in its term—had a preference for addressing major policy issues through
‘summits’ (e.g. the Tax Summit in 1983) with leading representatives of
different interests in the Australian community.
In contrast to its predecessor’s approach, the Howard administration has
stressed its concept of the ‘social coalition’ (Howard 1999). The social
coalition is intended to involve business and the not-for-profit sector in the
development and delivery of solutions, especially in the area of social policy
and welfare. It has echoes, however, in other policy arenas, such as defence,
regional development and telecommunications, where the Coalition
Government has carried out wide-ranging public examinations of policy
options, involving many community-based meetings across the country. Peak
bodies remain involved in the social coalition, but greater emphasis is placed
on the ‘real’ players in the different sectors. In examining options for its social
policy and welfare reform agenda, for example, the Howard Government
established a Reference Group on Welfare Reform under Patrick McClure, the
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head of a major not-for-profit welfare organisation (Reference Group on
Welfare Reform 2000). McClure’s approach was to seek the views of the
people most affected by the welfare system: beneficiaries, pensioners and
service providers. The relevant Commonwealth departments were relegated to
the status of mere ‘players’, members of the social coalition, but largely
without the authority that comes of being privy to the Government’s inner
workings and intentions.
The social coalition approach has resonance with the idea of policy
markets. Both are about contestation and competition for influence and ideas.
The difference—and this is a significant point—is that where policy markets
would generally be based on the production and exchange of expert analysis,
information and research, the social coalition is oriented towards voicing and
debating values and ideals. Whereas policy markets may be highly technocratic
in style, basing market choices on the technical skill and performance of
suppliers, the social coalition (and its variants) is essentially democratic in
aspiration, oriented as it is towards countering the uneven economic and
political power of business, the not-for-profit sector and government
bureaucracy. In particular, the social coalition seems to favour those players
whose values and political orientation are most in tune with those of the
government of the day, discounting technical knowledge and analytical skill—
the stock in trade of bureaucrats and policy consultants alike.
The drive for greater involvement of the community and business in
policy-making, therefore, complicates the potential influence of policy markets
in Australia. In some ways it may amplify policy markets by emphasising, in
the broadest sense, the idea of contest and by widening the potential number
and nature of players in the policy process. In particular, policy consultants are
increasingly finding customers outside government, in the ranks of those peak
bodies, firms and community organisations that wish to participate in the
major policy debates. On the other hand, the social coalition model is less
likely to place a premium on technical analysis and data. As such, these major
elements of exchange in policy markets may well be devalued by greater
efforts to involve the community in policy-making. Over time, perhaps, a
different type of expertise—an expertise in managing and coordinating
community consultations and debates—may be added to the ‘wares’ exchange
in policy markets in Australia. Indeed, there are signs that this is already
happening, with some consultants presenting themselves as facilitators and
organisers rather than technical subject-matter experts.
Summary of the Australian evidence

The Commonwealth’s use of policy advice services is clearly trending towards
an increased reliance on diverse sources of advice, analysis and research. While
the data is not always complete, the financial, statistical, documentary and
anecdotal evidence all points to this trend, and to an increasing use of marketbased sources of such services, as a subset of the wider trend. In terms of the
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analysis developed in Chapter Five, these trends certainly do not represent the
emergence of a full-scale market for policy advice. There is evidence, however,
of various partial and/or pseudo forms of policy markets, with market
supplementation of traditional bureaucratic sources increasingly apparent. The
data examined in this chapter does not lend itself to testing the other ways of
modeling policy markets posited in Chapter Five. There is, however, scope to
compare the Australian scene with developments elsewhere, most notably
New Zealand. This is the focus of the rest of this chapter.

POLICY MARKETS IN NEW ZEALAND
As already noted, the trend towards contestability in public policy-making is a
world-wide phenomenon, especially in English speaking countries. This is
happening both at the general level of ideas (reflecting the metaphorical
‘marketplace of ideas’) and at the operational level through contract, pricing
and market competition. This section examines developments in New Zealand
where, as suggested by Allen Schick, public sector reform in general and the
contractualisation of policy advice in particular have been taken as far, if not
further, than in most other countries in the world.39 Although care must be
taken with the countries’ differing histories, institutional arrangements and
approaches to public sector reform, comparisons can be made between New
Zealand’s experience and Australia’s, casting light on the idea of policy
markets developed earlier in this dissertation.
New Zealand has taken a significantly different route on the road to
greater contestability and marketisation of the policy process, but the general
pattern that has emerged has more in common with Australian experience
than might be expected. Despite a conscious and relatively centrally
coordinated effort to develop a regulated market for policy advice, and despite
a deliberate orientation towards the express use of contract within government
as well as between government and outside sources of policy research, analysis
and advice, the extent and character of the market for policy related services in
New Zealand is similar to Australia’s. This does not mean, of course, that in
the future the two nation’s experience of policy markets will not diverge.
Indeed, there are signs that such a divergence may occur as New Zealand
grapples with the consequences of multi-member proportional representation
(MMP) and a general mood of reaction against neo-liberal policy prescriptions.
Many aspects of the New Zealand public sector reforms since the 1980s
are well covered in the literature. Recent developments, however, have
changed the political and administrative landscape such that the trends
towards greater competition in policy analysis and advice appear to be slowing,
or even reversing. The advent of MMP and the consequential prospect of
minority or coalition governments for the foreseeable future are particularly
important in this trend, together with the election of a Labour government (in
coalition with the Alliance Party) that is sceptical about its predecessors’
reform agenda, if not outright opposed to the market-oriented policies of
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former administrations (Boston, Dalziel, and St. John 1999). These
developments have lead to a re-evaluation of the public sector reform model
in New Zealand that may well see a shift towards more ‘traditional’ models
(see, for example, SSC 1998a, 1998b, 1999a, 1999d).
As in many areas of public sector reform, the New Zealanders have
taken a relatively structured, systematic approach to the problem of
maximising the efficiency and effectiveness of policy advisory functions in
government while seeking to maintain the Westminster-influenced traditions
of independent analysis and advice (OECD 1997; Kelsey 1995; Boston et al.
1996). The system which has developed since the late 1980s is characterised by
a preference for clear functional separation of policy from administration, the
use of purchaser/provider arrangements within the bureaucracy, and the
contractualisation of the relationship between the minister and his/her
agencies (Schick 1996; Ormsby 1998).
The New Zealand academic Jonathan Boston (1994, 1995) has made
major contributions to the debates on the use of competitive markets in the
development of policy. He uses transaction cost analysis techniques to identify
what appear to be the logical limits of contracting out of policy advice
functions, concluding that despite considerable blurring between the two,
‘operational’ policy is far more open to market contestability than ‘strategic’
policy. Boston concludes that neither internal markets nor the more radical
option of open public and private access to government policy advice business
‘is likely to enhance the efficiency or effectiveness with which policy advice is
produced, whether under conditions of short-term or long-term contracting’
(Boston 1994:1).
Boston’s position is broadly supported by work done within the New
Zealand bureaucracy in the early 1990s, especially the State Services
Commission’s 1991 Review of the Purchase of Policy Advice from Government
Departments. That Review concluded that the transaction costs associated with
establishing a formal market for policy advice (whether internal to the
bureaucracy or a more comprehensive version involving suppliers from
outside the governmental agencies) were likely to outweigh the (probably
limited) potential efficiency gains of such an arrangement. The approach
subsequently adopted was based on a strategic planning model rather than a
marketised system, although ‘shadow’ pricing mechanisms were applied to
help control costs in policy advising (Moriarty 1993).40
While Boston and the SSC have made significant contributions to this
topic, both worked on a rather narrow analytical base, relying heavily on
deductive reasoning and highly rationalist models of government and
governmental systems. Neither, for example, discusses the role of bounded
rationality41 in this area. Cognitive and other limits to human capacities to
calculate costs and benefits in complex situations could lead to contracting out
for policy advice, despite the technical indications being otherwise. This
possibility is heightened because policy matters are typically characterised by
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an absence of clear or sufficient information and are sometimes dominated by
ideological considerations (e.g. an ‘in principle’ preference for nonbureaucratic sources of advice, analysis and information). Further, Boston
explicitly and the SSC implicitly limit their analysis to ‘strategic’ policy advisory
activities. Yet such policy decisions, whilst very important and often highly
visible in the public sphere, represent a relatively small proportion of the total
picture of decision-making (Matheson 1998:65). This leaves the field
potentially very wide indeed for increased use of alternative sources of policy
advice and analysis.
One consequence of the introduction of outputs-based budgeting in
New Zealand in the late 1980s was that a class of activity which had largely
been obscured by traditional cash accounting practices was revealed: the
provision of policy advice to government (SSC 1991 and interview, senior NZ
public servant, 1998). The separation of policy functions from operational
activities also served to bring policy work into greater relief. Up to that point,
those aspects of departmental expenditure which related to the support of
ministerial and cabinet decision-making were not apparent from budget papers
or departmental reports. With the implementation of outputs budgeting it
became possible for the Review of the Purchase of Policy Advice to identify the
output class ‘policy advice’ as having cost $NZ343.2 million 1991-92 (see
Table 6.1). More recently, the Treasury has estimated the Figure to be
$NZ386.4m in 1994-95, $NZ431.8m in 1995-96 and $NZ448.9m in 1996-97.
The SSC’s own estimate for 1997-98 was considerably higher, at $NZ538m
(Clifton 1995a and SSC 1998).
Table 6.1: Policy advice outputs—New Zealand 1991-92*
General Class
$NZm
Economics and Natural Resources
117.1
Human Resources and Information
47.1
Health and Welfare
36.6
Population Based Advice
12.5
Law and Order
13.6
Foreign Relations
50.9
Government Management
65.4
Total
343.2
*This is the most recent disaggregation of the policy advice output class publicly
available, although subsequent material from the New Zealand Treasury is broken
down according to agency. Source: State Services Commission, Review of the Purchase of
Policy Advice from Government Departments, 20 December 1991

The 1991 total represented just over one per cent of all government
expenditure (Boston 1994:5). The growth in this output class since then is
somewhat puzzling, given the apparent determination of some
parliamentarians to closely scrutinize spending on policy advice (Clifton
1995a). The increase may be a reflection of improved (or at least altered)
identification of policy advising activities as well as some increased investment
in such work. There has certainly been a conscious effort to invest greater
resources in some aspects of policy development, especially in such
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departments as Treasury, which has by far the strongest policy ‘shop’ in the
New Zealand system (interview, senior NZ public servant, 1998).
Expenditure on private sector policy consultants (as opposed to
management, information technology or other technical specialists) has been
estimated at around ten to twelve per cent—the figure was $NZ48.5m out of
$NZ386.4m for 1994-95 (Clifton 1995b; interview, senior NZ public servant,
1998). According to those private consultants interviewed for this study, this
figure probably grew steadily throughout the 1990s, although it seems doubtful
that it has outpaced the apparent general increase in spending on policy advice.
Most consultancies are carried out through contracts with departments and
agencies; ministers rarely engage policy consultants directly (interview, former
NZ minister, 1998).
As is often the case in accountancy and public administration, the
apparent clarity of this data at the whole-of-government level is complicated
by significant problems of definition when examined in detail. The SSC’s 1991
Review points to the fact that the term ‘policy advice’ defies precise definition,
pointing out that ‘[p]olicy-making is rarely … tidy. Policy arises from a
combination of problems presenting themselves for solution and solutions
available for problems’ (SSC 1991:131). Nevertheless, the review team
attempts a working definition of ‘policy advice’ which emphasises:
•

its identification as an output class (as distinct from outcomes, for
which ministers are accountable, and inputs, which are negotiated
as part of the ministerial contract with the chief executive with the
aim of delivering the agreed outputs, including policy advice);

•

its service orientation, involving ‘a capacity and relationships, not
simply a collection of products or a production process’;

•

the central role of the craft of ‘policy analysis’;

•

the inter-relatedness of a series of overlapping processes within or
supporting policy advising services; and

•

the inclusion of ministerial services such as replies to
correspondence, parliamentary questions and drafting speeches
(SSC 1991:129-30).

This approach to the problem of definition appears adequate in the
context of the Review Report, but by September 1993 the need for greater
precision in such matters resulted in a twenty nine page circular from Treasury,
seeking extensive financial and performance information on the pricing of
policy advice (New Zealand Treasury 1993). Much of the document is given to
examples of inclusions and exclusions in the policy advice output class.
Treasury subsequently produced an analysis comparing the costs and, to a
lesser extent, the quality of policy advice generated by the various policy
‘shops’ in the New Zealand bureaucracy. This information, however, was so
compromised by different interpretations of what should be included as
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‘policy advice’ (the Ministry of Foreign Affairs, for example, argued that
almost all its costs were related to generating advice to government) and what
constitutes ‘quality’ in advice that Treasury was heavily and publicly criticised
by other agencies for producing an unreliable or at least misleading analysis
(Clifton 1995a; interview, senior NZ public servant, 1998).
The question of quality (which had also been conscientiously and
extensively canvassed in the 1991 Review) was also tackled by a group of
senior public servants and informed observers convened by the Secretary for
the Environment, Dr Roger Blakeley. The resulting paper, Improving Policy
Advice Processes: Strategic Outcome Definition, Policy Evaluation and a Competitive Policy
Market, was produced in March 1995.42 This brief eleven page study reports
that ministers were dissatisfied with the quality of advice coming from
departments. The paper concludes that there were five main causes of this
failure:
•

lack of agreement over outcome specification (for which the group
saw agencies sharing considerable responsibility, despite outcome
specification being technically a ministerial responsibility);

•

poor problem definition (arising particularly in circumstances
‘where there is some uncertainty about underlying phenomena’);

•

lack of robustness of causal theory (resulting from inherent
uncertainties and complexities in many public policy issues and, in
part, ministerial reluctance to engage purchasing advisers to
provide an ‘informed critical perspective’ on departmental analysis);

•

poor empirical information (created, so the paper implies, in part
by the separation of policy functions from administration, making
policy advisers ‘too cloistered and lack[ing] a real ‘feel’ for how
institutions and people are behaving’); and

•

inadequate review and evaluation policies (again apparently partly
as a result of ministerial indifference: ‘only politicians who are
genuinely concerned about outcomes will be interested in policy
evaluation’) (Blakeley 1995).

In addition, the paper suggested that there was demonstrably ‘variable
performance of policy advisory ministries in building the capability for
meeting the strategic and longer-term operational demands of Ministers’
(Blakeley 1995:para 10).
The group concluded that further reform of the financial management of
the public sector and a greater degree of competition in the policy marketplace
were required. The paper suggested that the emphasis of the Public Finance
Act (one of the legislative cornerstones of the New Zealand reform package)
should be altered to reflect the outcome orientation of policy advice.43 It also
questioned whether annual contracts between ministers and their departments
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adequately reflect the long-term and cross-portfolio nature of many policy
issues.
Noting the trend towards greater ‘rivalry’ in the policy advice market and
contestability of advice, the group suggested that ‘there is likely to be more
open competition for policy advice between departments, and from outside
government’ (Blakeley 1995:para 42). This was likely to place greater pressure
on incumbents to perform better, on ministers to better manage their
purchaser role and on the system as a whole to meet the challenge of
coordinating advice from a diverse range of sources within government and
outside. In particular, the paper concluded that greater competition would not
necessarily undermine the inherently strong institutional position of policy
ministries, as ‘there is likely to be an important continuing role for policy
ministries in providing policy advice on strategic direction issues and outputoutcome linkages, and on issues where coordination of policy advice is
important’ (Blakeley 1995:para 51).
The fact that the group that prepared this paper saw greater competition
in the marketplace as a logical consequence of ministers purchasing policy
advice from their agencies implicitly contradicts the 1991 State Services
Commission Review. That Review resulted in a deliberate discouragement of
marketisation of policy advice, concluding that the development of either
internal or external markets would be counterproductive, favouring instead a
‘corporate planning approach within a budget constraint’, characterised by a
system of ‘shadow pricing’ for policy advice inputs (SSC 1991:26-27). This
approach was favoured because informational asymmetries, high entry costs
and a lack of asset specificity, in the view of the Review team, would have lead
to considerable market failure under a more competitive system (SSC 1991:2930).
Despite this conclusion, by 1995 the Blakeley group saw the
purchaser/provider system of shadow pricing as de facto leading to greater
marketisation of policy advice. In effect, the limits to marketisation and
contracting out which the SSC had sought to establish in its 1991 Review and
which Boston (1994) was later to argue were inherent in the transactional costs
of policy advising were, by 1995, being breached.44
The early enthusiasm, however, for approaching policy advice as merely
another output of governmental systems that could be improved through a
clear delineation of roles between the minister/customer and the
bureaucracy/supplier has, in the words of one senior public servant, ‘run out
of steam’. This appears to have happened as a result of difficulties in defining
and measuring ‘quality’ in policy advice and a lack of sustained ministerial
commitment to the purchaser/provider arrangements (interview, senior NZ
public servant, 1998). On the other hand, ministers may have argued (perhaps
with some justification), that the informational asymmetry in the system gives
agencies and chief executives the power to manipulate contractual
arrangements to their own advantage (interview, former NZ minister, 1998).
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Developments later in the 1990s suggest a decline in confidence in the
scope for contestation and marketisation of key aspects of policy advice. In
March 1997 the then Minister for State Services, Jenny Shipley (subsequently
Prime Minister), publicly criticised the policy advising capacity of the New
Zealand public service. She suggested that the public service seemed unable to
clearly define the outcomes sought from particular policy initiatives, that there
was a serious lack of high quality policy staff in the service, that
implementation issues tended to be under-examined and that departments
protected their ‘patches’ to the detriment of overall government objectives
(SSC 1998a). Implicit in Shipley’s critique is a threat that the public service was
losing its competitive edge in the putative marketplace for policy analysis and
advice.
In the same year as Shipley’s expression of doubt about the policy
capacity of the New Zealand bureaucracy, and perhaps initiated by her
observations, the Auditor-General reported to Parliament on managing the
quality of policy advice. Despite ‘difficulties’ with the audit that included
‘frustrating information gaps’, the Report concluded that there was
considerable scope for improvement in the consistency of policy advice and
officials’ accountability in the process (The Controller and Auditor-General
(New Zealand) 1997). Interestingly, the Auditor-General’s Report does not
mention the role of the market in policy advice, despite this being a strong
theme in its key source document, the State Services Commission’s study, The
Policy Advice Initiative (SSC 1992).
Presumably as a consequence of these criticisms, the SSC established a
review of the quality of policy advice. An interim report was delivered
in August 1998. This report detailed a number of problems with the policy
advising process in New Zealand, including:
•

lack of clarity in Ministers’ statements about some desired
outcomes and policy directions;

•

insufficient incentives for active cooperation by departmental chief
executives on ‘cross-cutting’ (i.e. cross-departmental) policy issues;

•

significant variations in standards of leadership, and in the
performance of departmental policy units;

•

substantial under-investment in capability development, resulting in
critical shortages of highly capable policy managers and advisers;
and

•

significantly inadequate and/or ineffective use of information,
research, evaluation and consultation techniques as inputs to policy
development. (SSC 1998a:7-8)

This list of problems—which should be considered in concert with the
strengths of New Zealand’s policy activities, as reported in the same paper45—
is as significant for what it does not contain as for what it includes.46 There is
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no reference in the interim report to the idea of a ‘market’ for policy advice,
nor is there any suggestion that greater contestability, whether for ‘business’ or
for inputs such as financial and human resources, would help solve the
resource management and performance problems identified. This is a
significant shift from the approach implied in the 1995 Blakeley paper, which
stressed the inevitability of greater marketisation of policy advising and the
need to manage the process accordingly.
This shift away from marketisation and towards more strategicallyoriented concerns is in tune with Allen Schick’s comprehensive 1996 review of
New Zealand’s public sector reforms, commissioned by the New Zealand
government. Schick’s review highlighted some of the costs and disadvantages
of ‘hard-edged contractualism’, including a ‘weakening of collective interest’
(Schick 1996:24-25). He suggests that New Zealand has succeeded in
implementing a wide-ranging and dramatic reform of its public sector, and
that:
The next steps in New Zealand State sector reform will have to
address [a] larger agenda. They will have to move from
management issues to policy objectives, to fostering outcomes,
such as social cohesion … They will have to do for outcomes what
has been accomplished for outputs. (Schick 1996:87)
In making these comments, Schick was focusing mainly on institutions
and issues of management and implementation. His report pays relatively little
attention to the policy process as such. This is perhaps telling in itself, as the
ambitions of the Commission’s 1991 Review of the Purchase of Policy Advice,
limited though they were to contractualisation without full marketisation, have
not been realised. It seems that the SSC’s 1998-99 review of the quality of
policy advice is both more and less ambitious than the 1991 effort. It is more
ambitious because it focuses on the problems of cross-agency communications
and coordination, as well as the capacity of ministers and government in
general to adequately and precisely specify desired outcomes. It is less
ambitious because it has a less avante garde flavour and does not seek to stretch
and mould policy development and advice across the frame of marketisation
and contestability. The advent of MMP may make any such ambition fraught
with more difficulties and uncertainties than the SSC or the current minority
government is willing or able to contend with. Contestation about the ideas,
values and assumptions behind government policy is alive and well in New
Zealand, rendering any moves to more actively pursue the problematic path of
markets and competition in the policy process itself at best redundant and at
worst an undesirable amplifier of the uncertainties and complexities already
extant in the system.
More recently, the SSC has issued a series of discussion papers that
either raise or are specifically focused on the issue of quality in policy advice
(James 1998; SSC 1998a, 1998b, 1999a, 1999b, 1999c, 1999d). Taken as a
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whole, these documents denote a ‘back to basics’ approach, with concerns for
information, research, evaluation, consultation and coordination being
paramount. Contracting with consultants or other commercially-oriented
sources is rarely mentioned, other than as a managerial skill that bureaucrats in
policy areas must master.
The SSC’s efforts in this area seems to indicate that the bureaucracy is
re-asserting its dominant position in New Zealand policy development by
reviewing and improving its own performance. In particular, there is a clear
drive to build on the natural policy advantages of most well-functioning public
services: institutional memory, breadth of coverage, closeness to ministers and
cabinet, and organisational continuity. This effort is likely to be applauded by
many private sector policy specialists in New Zealand, as there has been an
abiding concern among the more thoughtful practitioners about the decline in
policy strength within the bureaucracy (interviews, NZ consultants, 1998).

COMPARING NEW ZEALAND AND AUSTRALIA
New Zealand’s experience of the market in policy development in the 1990s
has many similarities with Australia’s. Despite different constitutional
arrangements and despite even greater differences in approaches to public
sector reform, the degree to which New Zealand policy-making has been
exposed to the market and the general character of that exposure is quite
similar to the picture in Australia.
As discussed earlier in this chapter, Australia has made use of various
aspects of the market in its approach to policy-making in a largely ad hoc,
incremental way. There has been no comprehensive statement of intent in this
area comparable with the SSC’s 1991 Review. Nor has there been an effort by
Australian officials to examine in detail the idea of policy markets, such as that
undertaken by the Blakeley group in 1995. Moreover, the Australian central
agencies have not concerned themselves greatly with the issue of policy advice
qua policy advice, 47 other than as a skill to be developed through various
training programs and generalised exhortations about the need for a wellfunctioning policy capacity. Rather, the Australian concern has been with the
specifics of particular policy problems and debates and with improving the
management of the public service as a whole and the delivery of services
(whether through public sector organisations or otherwise) in particular.
New Zealand and Australia have therefore started with somewhat
different precepts and preferences. The New Zealand reforms (until recently)
emphasised contractualisation and a firm distinction between policy and
operations. In contrast, Australia has pursued a more loosely defined, case by
case approach broadly informed by a concept of the ‘marketplace of ideas’,
characterised by competition at both the intellectual and commercial level.
Despite commencing the journey from different points, however, the two
systems seem to be converging in that there are similar levels of diversity in
many policy arenas, with policy consultants gaining considerable business in
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both countries and a trend towards some consolidation of bureaucratic policy
strength within a few agencies, especially those with an economic or budgetary
focus.
This apparent convergence between the two systems is perhaps
unexpected, in that New Zealand certainly gave the impression in the early
1990s of breaking away from key aspects of the Westminster-style relationship
between ministers, cabinet and the bureaucracy. In particular, establishing the
relationship between the minister and the chief executive on a contractual
rather than a command basis changed a number of the implicit values and
practices typically found in Westminster-influenced systems (New Zealand
Treasury 1996; Dangerfield 1997). Such a change could reasonably be
expected to result in New Zealand parting ways with systems (such as
Australia’s) which have not taken such an overtly radical approach.
Insofar as the use of non-public service sources of policy advice can be
measured, however, it does not appear that New Zealand ministers (or their
agencies) make any greater use of external consultants or policy specialists than
their Australian counterparts. In both New Zealand and Australia there is a
rhetoric of contestability and marketisation of the policy process, but it
remains the norm in both countries for ministers to rely heavily on their
departments for policy advice. Even where external consultants are used, they
tend to be highly regarded ex-public servants who have left the public sector
for various professional and personal reasons (interview, NZ consultant,
1998).
In both countries, the engagement of external advisers is usually carried
out by agencies rather than directly by ministers, and such contracts are most
often supplementary to the mainstream policy services from the department or
agency. Both countries experience intermittent controversies over the
engagement and role of private sector consultants, even to the extent of the
same firms being involved—e.g. ACIL Economics—on both sides of the
Tasman (Weir 1997).
The systems are different, however, in a number of respects:
•

New Zealand ministers who allow their departments to manage the
process of negotiating the contractual arrangements between the
minister and the CEO tend to feel constrained by that contracted
relationship from seeking significant external advice—in these
cases it would appear that contractualisation has in fact reinforced
rather than weakened the enclosed nature of the ministerdepartment relationship;

•

in particular, New Zealand ministers exhibit a reluctance to engage
purchasing advisers, a position designed to redress the
informational imbalance between ministers and their
departments;48
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•

in contrast to this, Australian ministers continue to engage private
office staff whose job is to filter, augment and where necessary
challenge departmental advice;

•

Australia has a relatively large consultancy market, and this
additional supply may encourage demand to a greater extent than is
the case in New Zealand; and

•

it is possible that the greater openness of the New Zealand Official
Information Act relative to its Australian counterpart may have
created a different environment for debate and discussion of major
policy issues, with less effective recourse to such defences as
commercial-in-confidence (Aitken 1998).49

These differences, significant though they are in particular instances, do
not change the overall observation that the extent and character of market-like
behaviour in the provision of policy advice in both countries is similar.
Whether this is simply a passing phase, signifying only that the two countries
remain on different paths which have simply intersected, is a moot point. The
very different political systems would suggest that with time there might well
be a greater tendency to difference. New Zealand’s unitary state system, for
example, has enabled faster, more uniform and more thorough-going reform
of public sector management than has generally been the case in Australia’s
federalist system.
The similarities between Australian and New Zealand policy-making
have been noted in other contexts. Goldfinch’s (1998, 1999) studies of
economic policy elites in both countries shows that there is much to compare
between the two. Indeed, the policy network perspective may well explain
many of the similarities in the two countries’ experiences of the market for
policy advice. Insofar as that market tends to be a ‘cover’ for established
networks of people and interests influential in a nation’s policy-making, it may
be that the fact that Australia and New Zealand have developed quite similar
institutional networks in many policy arenas (especially, in the case of
Goldfinch’s work, in economic policy) may explain why their experience of
policy markets is also fairly similar.
It is important, however, not to over-state the similarities between
Australia and New Zealand. Aside from differing constitutional histories, the
introduction of MMP representation in 1996 is a very significant departure
from the Australian model. This reform makes minority or coalition
government and fragmentation of parliamentary forces almost inevitable in
New Zealand. As such, it may well have profound implications for the future
development of market approaches to policy-making. On the one hand it
could be argued that MMP will result in greater contestation at the political
level, with many issues which had previously been the province of bureaucrats
and policy specialists being elevated into the realm of political rationality rather
than policy rationality. On the other hand, it is possible that minority or
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coalition governments will tend to encourage diversification of policy advisory
services. This may happen as a consequence of ministers from a number of
political parties operating in uneasy government alliances having to meet
challenges from opponents and ministerial colleagues with the help of a
plethora of professional policy advisers within the governmental system and
elsewhere.50

POLICY MARKETS: IMPLICATIONS OF THE NEW ZEALAND EXPERIENCE
Examining the New Zealand experience through the various ‘lenses’ of the
four ways of modeling policy markets developed in Chapter Five reveals some
interesting points. As implied in the discussion of Boston’s analysis of the
limits of contracting out, there is no particular evidence of clear divisions
between strategic, program or operational policy. In general, there is a
susceptibility for market-based approaches to policy-making at all these levels,
although it is true that there is a greater propensity to such approaches lower
down the policy ‘pyramid’ depicted in Figure 5.4. While consultants
interviewed in New Zealand pointed to many examples of work at the
operational and programmatic levels, several also worked very closely with
ministers on highly strategic projects, sometimes with little or no bureaucratic
input.
The impression gained from the fieldwork and interviews conducted in
New Zealand is that practice in that country may generally be typed as a partial
policy market, whereby the market is relied upon mostly to supplement rather
than supplant the bureaucracy (i.e. type four in the typology depicted in Table
5.1) and, in some aspects, as a pseudo policy market where the underlying
mode is essentially bureaucratic (type one). This latter finding is interesting in
that the rhetoric of the SSC in the early 1990s was that an internal market
system (i.e. type five) was established as a consequence of the application of a
purchaser/provider framework for ministers’ relations with their departmental
chief executives. After some early teething problems, however, it would seem
that the bureaucracy largely succeeded in using the contractualised
arrangements to reinforce rather than undermine or significantly alter its
institutional power. This outcome may be obscured by the fact that the New
Zealand public service underwent dramatic downsizing and shedding of
functions in the 1980s and 1990s and some chief executives’ contracts were
not renewed. The reduction in the size and scope of the public service did
relatively little, however, to challenge the position of the policy oriented elites
within the civil service. The authority of Treasury—like that of its Australian
counterpart—seems largely untouched by the internal contest over policy
analysis and advice. Indeed, Treasury’s dominance seems to have been
consolidated by the relative size and quality of its policy ‘shop’ when
compared to other departments’ policy units (interviews, senior NZ public
servants, 1998). This situation may, of course, change under the recently
elected Labour-Alliance government. Such an outcome, however, would not
be driven by the market but by the political realities of an administration that

– 125 –

Chapter Six

Policy advice services in Australia and New Zealand

is avowedly opposed to the neo-liberal prescriptions favoured by its
predecessors and championed by Treasury.

CONCLUSION
The unique New Zealand approach to contractualising the policy advising
relationship between ministers and their departments has been dramatic in
form, but its impact on the diversity and market-like characteristics of policy
processes seems not to have been as great as perceived by the 1995 Blakeley
report. A combination of reform fatigue and the unsettling impact of MMP
and minority government has served to slow moves in the direction of
thorough going policy markets. The trend seems no more developed than in
Australia, where overt contractualisation has not been instituted. It may be
that the system has reached the limit to contracting out, as suggested by
Jonathan Boston, but the picture is not so clear as that. The overall movement
towards greater levels of contestation and marketisation remains apparent; it is
just that the pace has slowed, largely due to factors external to the policy
advising system itself. It remains to be seen whether the pace quickens again as
the New Zealand polity becomes accustomed to MMP and the greater political
volatility it implies.
By contrast, Australian policy advice services have developed in a more
ad hoc fashion. Nevertheless, the Commonwealth government’s use of nonbureaucratic sources of policy advice—including those provided through
commercial arrangements—is on the increase. This trend is not constant, nor
is it happening as a result of deliberate, premeditated arrangements. The
tendency, rather, is apparent on a case-by-case basis, with the cumulative effect
becoming apparent through agency annual reports and budget information,
where increasing expenditure is being directed towards private sector sources
of analysis and advice, including advice relating to policy decisions. The ad hoc
character of the phenomenon is particularly apparent when individual cases
are examined, as evidenced by the following three chapters, each of which
addresses a case of actual or apparent policy markets at the national level in
Australia.
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My friend, I will stack the Department of Finance up against
Access Economics any day. If the honorable member ever gets into
office as Prime Minister and intends to operate without the
departments of Finance and Treasury, and uses Access Economics,
he had better let the public know that now, because it is something
they are obviously going to need to know in a big hurry.
The Hon Kim Beazley, Minister for Finance
House of Representatives Hansard, 19 December 1991

We would agree, would we not, that Access Economics is a
reputable forecasting agency?
Senator Peter Cook, ALP, Western Australia
Economics Legislation Committee Hansard, 3 May 2000

E

ven in 1991—only three years after its foundation—the economic
consultancy firm, Access Economics, had acquired sufficient credibility
to be half-seriously referred to by the then Minister for Finance as an
alternative source of analysis to the federal bureaucracy. By 1999, Access was
mentioned in the Federal Parliament’s Hansard records 145 times—almost
two mentions for each sitting day.51 Even allowing for the fact that 1999 was a
year of intense parliamentary focus on the new tax system and the goods and
services tax, it is difficult to imagine another private sector firm receiving the
same level of political recognition in the national parliament, except perhaps in
instances of great public controversy over the conduct or performance of that
firm. In the case of Access, the issues raised by parliamentarians relate not to
the company per se, but to its products, in the form of publications,
consultancy, research and analysis. Access Economics is now one of the most
recognised and respected organisations in Australian economic policy circles,
within the vigorous parliamentary debates over macro-economic management,
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tax reform and, increasingly, industry-specific and micro-economic matters in
such areas as health funding, transport and the retail sector.
This chapter examines the Access Economics story and its implication
for the concept of policy markets in Australia. Access’ experience reveals
several major themes. First, there is a complex interconnection between supply
and demand in this market. Second, the business requires a mutually
supporting customer base incorporating both public sector and private sector
clients. Third, it is important for a policy consultancy firm to construct and
maintain a reputation for rigorous and consistent analysis. Fourth, firms such
as Access generally do not so much supplant traditional bureaucratic advisers
and analysts as supplement them through providing an alternative perspective
either directly to government or via other participants in the policy debates,
such as oppositions, lobby groups, major corporations or other governments.
Finally, Access Economics’ experience—and that of its major competitors—is
that it is crucial to clearly delineate the product or service being delivered,
distinguishing between policy analysis and political debate as much as possible.
In the end, Access operates as a provider of the intellectual and analytical
underpinnings for the political debate, not as a player in the political game
itself.
There are three sections in this chapter. The first outlines the purpose,
origins and conduct of the case study. The second section covers the Access
Economics story itself, including the firm’s origins, history, main products and
services, market strategy and some examples of particular contracts and lines
of work. The final section examines the Access example in the context of the
theoretical framework posited in Chapter Five.

PURPOSE OF THE CASE STUDY
In conducting the interviews for this investigation, it became clear that one
firm in particular had become a byword for competitive and incisive policy
research, analysis and advice: Access Economics. Several other firms (or semicommercial entities) were also mentioned repeatedly, including ACIL
Consulting, Allen Consulting, the Centre for International Economics, the
Melbourne Institute, Econtech and the National Centre for Social and
Economic Modeling (NATSEM) at the University of Canberra. None, however,
were mentioned as frequently or as positively as Access. In general,
interviewees saw Access Economics as a high profile and successful example
of a supplier of policy-related services and information. It is noteworthy, too,
that interviewees referred to economic policy (broadly defined to include
macro-economic as well as micro-economic and sectoral matters) far more
frequently than, for example, social security, the environment or defence.
The question of supply versus demand-driven marketisation also arose in
many interviews. Various interviewees—including senior public servants,
private sector consultants and ministers—suggested that insofar as there is a
policy market in Australia, it has been partly driven by the development of an
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increasingly sophisticated supply market. This point should not be pressed too
far, however, as the question becomes one of ‘the chicken and the egg’,
particularly given the strong trend towards ‘downsizing’ and outsourcing in the
public sector:
Now, is the loss of corporate memory the driver for the engaging
of people outside or is it the other way; is the engagement of
people outside meaning that there is less need to take on those
roles internally? I think there are arguments on both sides.
(interview, consultant)
Many policy consultants are ex-public servants from economic advisory
backgrounds. It may well be that the growing policy preference for procompetitive policies for the economy as a whole and government services in
particular brought many economic advisers to question why policy advice itself
should be a purely bureaucratic preserve:
Companies such as ours were set up in the mid 1980s largely as a
result of the work then being carried out within the public service
on contracting out and outsourcing. The thinking was basically:
why do we have to do policy analysis inside, why not go out and
see if it can be done commercially? (interview, consultant)
Against the background of comments such as these, this study must
necessarily examine the supplier perspective in some detail. Access Economics
was a logical candidate because of its profile, the amount of information on
the public record relating to the firm and its products, and the fact that it was
frequently mentioned as a major competitor by the consultants interviewed.
Part of the case study, therefore, is constructed around Access’ competitive
position in the market and how it relates to other major players, in both the
public and private sectors.
The purpose of this case study, therefore, is to examine Access
Economics as a representative of the supplier side of the developing policy
markets in Australia. The factors explored include the firm’s mode of
operation, its relationship with its clients as well as its competitors and the
ways in which it positions itself in the market as an alternative supplier of
economic research, analysis and advice. Generalisations are necessarily limited
by the fact that Access is a sample of one. On the other hand, its experience is
broadly representative of several other firms, and it is seen by many in the
system as an exemplar of market-based sources of policy analysis and advice.
The main sources for this case study are the public record in the form of
press articles and parliamentary Hansard, Access’s own publications and
interviews with Access Economics principals Geoff Carmody and David
Chessell. Other interviewees, including competitors, customers and observers
of the firm, also provided insights and perspectives. These materials were used
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to test and cross-check perspectives on Access Economics as a provider of
economic policy research, analysis and advice.

ACCESS ECONOMICS: A POLICY BUSINESS
Traditionally, economic policy research, analysis and advice in Australia has
been the province of a few elite Commonwealth agencies, including the
Treasury, Productivity Commission and various specialist groups, such as the
Australian Bureau of Agricultural and Resource Economics. This tradition
began to break down in the 1980s, when a series of consultancy firms were
established specifically to meet a perceived pent-up need for high quality
economic modeling and policy advice. This demand seemed to arise especially
but not exclusively from non-government players such as oppositions,
lobbyists and industry groups. As described in Chapter Two, a variety of
factors led to this development, starting at least as far back as the 1972
election of the Whitlam Labor Government and the ensuing rapid expansion
of the ranks of ministerial advisers capable of carrying out a sustained and
detailed critique of the advice and analysis coming from departments who,
rightly or wrongly, were suspected by the new government of harboring antiLabor views.
By the time the Hawke Labor government was elected in 1983, the role
of ministerial advisers was firmly established, while outside the government
system bodies such as the Australian Council of Trade Unions and the newly
formed Business Council of Australia were investing heavily in their in-house
policy capacity, often supplementing this with issue-specific work,
commissioned principally from academia. There were a few established nongovernment players, such as the Melbourne Institute of Applied Economic
and Social Research, established in 1962. Prior to the 1980s, however, the
public profile of such organisations was negligible.
Economic policy was also increasingly the province of main-stream
journalism rather than a sub-set of the specialist financial press. Public
discourse about how and why government raised and spent money was
increasingly shifting from a narrow, short-term focus (exhibited in the typical
post-budget headlines of ‘Beer and Cigs Up’) to concerns about such arcane
matters as the balance of payments and vertical fiscal imbalance. Against the
background of this foment of public discourse on financial matters, several
specialist economic analysis ‘shops’ were established in the 1980s, including
The Allen Consulting Group (based in Melbourne and led by one of the few
non-economists in this field, Geoff Allen), the Centre for International
Economics (led by Andy Stoeckel), ACIL Economics (established by David
Trebeck and Denis Hussey) and Access Economics.
This trend was reinforced in the 1980s and 1990s by policies from both
sides of politics that supported competitive arrangements for public
administration and increased outsourcing of government activity. There was
also a growing reliance on private sector consultants and advice on matters
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ranging from human resource management through business and corporate
planning to program design and management (Howard 1997a, 1997b). This
trend towards using consultants was contentious both on ideological grounds
(the claim being that private sector business models are not always appropriate
to the public sector) and on questions of cost (consultants typically cost
considerably more than equivalent operatives within the bureaucracy). Despite
these concerns, the trend towards using external consultants has continued
apace under governments of both persuasions, as detailed in Chapter Two.
Access Economics was founded in 1988 by Geoff Carmody and David
Chessell. Both had been senior economic policy advisers in the
Commonwealth Treasury before leaving the public service to work with ACIL
Economics (later ACIL Consulting) in the mid-1980s. Carmody and Chessell
are highly qualified (Masters and Ph.D. respectively) and highly experienced
economists, both having represented Treasury overseas (Carmody at the
Organisation for Economic Cooperation and Development, Chessell at the
International Monetary Fund). Since establishing Access Economics they have
succeeded in recruiting a number of high profile economists to the firm,
including Chris Richardson (the most frequently interviewed and publicly
recognised member) and Ed Shann (former senior economist with Treasury
and the Department of the Prime Minister and Cabinet).
Access is not a publicly listed company, so there is little detailed
information available about its size and business operations. It is, however,
large enough to be subject to payroll tax in three states (interview, Geoff
Carmody, 5/6/2000). Access’ June 2000 capability statement lists twenty-three
directors, associate directors and consulting staff. This is an increase on the
seventeen listed in the 1998 version of the same document. By way of
comparison, one of Australia’s largest specialist policy consultancy firms, the
Allen Consulting Group, lists the same number (i.e. twenty-three) of directors,
principals, managers, analysts and associates on its web site (Allen Consulting
Group 2000).
While Access has generally drawn its consulting staff from the senior
ranks of the public service, it has begun recruiting economists from elsewhere,
including recent graduates (interview, David Chessell, 17/4/1998). In the late
1990s a key member of the Access Economics team, Chris Murphy, left the
firm to found Econtech, an economic modeling and policy advice firm also
based in Canberra. Since then, Econtech has taken on some business that
previously may have been carried out by Access Economics, especially in the
area of modeling and especially for public service organisations (Econtech
2000). The general impression in this market, however, is that there is more
demand than can be easily met, and it is unlikely that Access has suffered any
diminution of its business.
In 1994, Access Economics was profiled in a business press article,
together with ACIL Economics and the Centre for International Economics
(O’Reilly 1994). The picture painted by that article was of a set of highly
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educated, well trained and experienced public servants who, during the 1980s,
saw an opportunity to generate both better incomes for themselves and greater
influence on Canberra’s decision-making system through leaving the public
sector and establishing specialist policy consultancies. Referring to the firm’s
reputation for generating accurate economic forecasts, especially through its
publication Budget Monitor, the article refers to Access becoming known as the
‘alternative Treasury’. Indeed, Access Economics publications, submissions to
parliamentary inquiries and consultancy reports are often cited as alternative
sources of data and analysis that at least have the capacity to cast doubt on the
veracity of work undertaken by government economic policy agencies such as
Treasury and the Productivity Commission.
A major source of Access’ reputation was Carmody and Chessell’s work
for the Liberal Party under Dr John Hewson, generating much of the analysis
and data for the Fightback! manifesto that Dr Hewson took to the 1993
election. There was extensive and heated political debate about the policy
solutions in Fightback!, the most detailed policy platform taken to an election
by any political party in Australia’s history. Despite the Labor Government’s
efforts to use extensive Treasury analysis to undermine the document, the
economic and fiscal analysis in Fightback! (which was the product of a number
of consultancies, not just Access Economics, although their role had the
greatest public profile) withstood all efforts to fundamentally discredit it. This
was in stark contrast to the 1987 election, when the then Labor Government
used Treasury analysis to identify a billion dollar ‘black hole’ in the Coalition’s
election platform.
Pointing to this experience and to Access’ employment by the Bracks
Labor Opposition in Victoria before it won government in 1999, Carmody
referred in interview to Access as the ‘economic adviser to oppositions’ and as
a ‘shadow treasury’ (interview, Geoff Carmody, 5/6/2000). Chessell supports
this picture, referring to the Fightback! example as demonstrating one way that
oppositions may choose to use firms such as Access Economics to overcome
or at least reduce the ‘disparity between oppositions and governments in terms
of access to expert advice and analysis’ (interview, David Chessell 17/4/1998).
Initially, the highly specialised science of economic modeling was not a
strong capability for Access Economics. Establishing and maintaining a robust
and defensible economic model is an expensive and difficult task, only recently
rendered somewhat easier by technological advances in the power and
sophistication of computing hardware and software. In carrying out the
modeling for Fightback!, for example, the group relied heavily on work carried
out under contract by Professor Neil Warren at the University of New South
Wales. Professor Warren’s STATAX model provided much of the raw data
used by Carmody and Chessell in their analysis and advice to the Liberal Party.
Similarly, Professor Warren often operates cooperatively with NATSEM
at the University of Canberra, under Professor Anne Harding. Together,
Warren and Harding have generated much data and analysis, including that
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commissioned by the Senate Select Committee on the New Tax System in late
1998 and 1999 to examine the implications of the Government’s proposed
Goods and Services Tax and associated reforms. This analysis was compared
and contrasted in turn by the Committee with related work carried out by
Access Economics on behalf of the Australian Food and Grocery Council
(Australia, Senate 1999, 4 Feb. 1999, pp. 646-666, and 8 Apr. 1999, pp. 23312335).
In recent years, and especially with the departure of Chris Murphy and
his econometric models, Access has developed in-house modeling capacity
that allows it to carry out work that was previously outsourced (interview,
Geoff Carmody, 5/6/2000). Its main products in this area are the Access
Economics Macro (AEM) model (a neo-Keynesian macroeconometric model
of the Australian economy), the Access Economics Computable General
Equilibrium Model (AE-CGE) (an industry-level model of the Australian
economy), Access Economics Market Assessment Modeling System (MAMS)
(a household microsimulation model) and various specialised models
developed for particular customers.
In terms of the subject matter and issues which form the basis of their
business, both Carmody and Chessell point to a gap between their respective
expectations and what has in fact been the case. One of the reasons they
established the firm was that their particular policy interests were not shared
(at that stage at least) by ACIL Economics and Policy (later ACIL Consulting),
especially in such areas as macro-economic policy, employment policy and
foreign investment (interview, Geoff Carmody, 5/6/2000). Early contracts,
however, tended to be in such areas as tax policy (still a major component of
Access’ consultancy and modeling work) and won at the expense of
unexpected competitors, such as law firms (interview, David Chessell,
17/4/1998). The general trend has been for the early emphasis on macroeconomics to be augmented by work that is much more micro-economic in
nature, focused on specific industries such as motor vehicle manufacture,
health, tourism and food and groceries retailing (interview, Geoff Carmody,
5/6/2000). This shift has been driven by customer need, which is the starting
point for Access’ work program, rather than any pre-conceived expectations
of the consulting staff.
Publications are a key component of Access Economics’ work. Through
selling subscriptions to Economics Monitor, Five Year Business Outlook, Budget
Monitor, Investment Monitor and Property Investment Monitor, Access generates both
income and public profile. As a suite, the publications perform a crucial role in
bringing Access Economics to the attention of subscribers (through whom
much subsequent consultancy work is generated) and the media, who
frequently publish commentary based on or drawing from Access publications,
especially Budget Monitor. This publication in particular represents Access
Economics’ claim to being a credible player in the national economic, fiscal
and budgetary debates, both at the federal and state levels. It is often cited in
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the media and in parliamentary debates as a source of information and analysis
that challenges the work of the Treasury or the Reserve Bank. Indeed, there is
something of a pattern in parliamentary question time in Canberra whereby
questions based on Budget Monitor are likely to be asked in the days following
its publication prior to Federal Budgets and the Mid-Year Reviews.
Specific consultancies form the major component of Access Economics’
work. These are most often carried out for those seeking to influence
government decision-making, such as lobbyists, industry representatives, larger
individual firms and oppositions.52 As a best estimate, approximately a third of
the firm’s work, however, is carried out for government agencies. Examples of
work in both sectors include:
•

reviews in 1995 and 1998 of price controls on Telstra for the
Department of Communications, Information Technology and the
Arts;

•

analysis of deregulation of the oil industry, commissioned by
Ampol;

•

preparation of the 1995 report The Distribution of Federal/State
Financial Powers, commissioned jointly by all the state and
territory governments;

•

modeling and advice to the Australian Medical Association on
medical funding options;

•

preparation of clients’ submissions to the Wallis Inquiry into the
banking industry and Industry (later Productivity) Commissions
Inquiries into motor vehicle assistance and gambling industries;

•

analysis of reforms considered by the Ralph Committee inquiry
into the Australian corporate tax system;

•

development of the Tourism Accommodation Regional Demand
Investment and Supply (TARDIS) model;

•

an assessment of the economic contribution of the Australian
shipping industry for the Commonwealth’s Shipping Reform
Working Group (Access Economics 2000).

The common thread through these examples is not the customer base—public
and private clients are both represented53—but the currency of the issues in
terms of national debates on economic and industry matters. Access has been
able to position itself as an adviser to participants in these debates almost
regardless of the specific sectors involved. Where the firm may have lacked
sectoral experience or knowledge, it has established partnerships and subcontractual arrangements with individuals and firms who have been able to fill
the gaps.
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Essentially, Access Economics is a professional service firm, in the terms
used by Maister (1993). Maister identifies two aspects of professional services
work that distinguish it from other types of business: customization and client
contact. This makes professional services heavily dependent on the quality of
personnel, to the point where professional service firms do not sell services so
much as the services of specific individuals. This in turn means the
professional service firm is in ‘the ‘output’ market for its services, and in the
‘input’ market for its productive resources, the professional work force’
(Maister 1993:xv). Chessell made this point in interview, comparing Access
Economics to a legal practice based on the professional ethos of economists,
as well as the specific skills and aptitudes of the firm’s people (interview,
17/4/1998). This point was also reflected in Carmody’s assertion that Access
is not a firm of ‘hired guns’, referring instead to the firm as making the ‘silver
bullets’ for other people to fire in national policy debates (interview,
5/6/2000).
The directors of Access Economics evince a deep concern for the firm’s
professional reputation. Even when writing reasonably partisan pieces for the
national press—such as a commentary on the merits of the Coalition’s GST
strategy for the opinion pages of The Australian on 29 June 2000—Geoff
Carmody uses a byline describing him as ‘a director of the independent
economic consultancy Access Economics’ (Carmody 2000).
On the face of it, publishing a defence of the Government’s GST
strategy, especially as a direct contribution on his own behalf rather than on
behalf of a client, may appear to undermine Access Economics’ avowed
market position. This piece does not seem to be the product of an ‘adviser to
opposition’ (unless one construes the shots fired in Labor’s direction as
constructive criticism!). It also indicates a willingness to fire policy bullets
(silver or otherwise) as well as to manufacture them. It is likely, however, that
Carmody would argue that opinion pieces such as this are more associated
with him as an individual than with Access, and insofar as they do represent
the firm they reinforce rather than diminish its independence and its
professional credentials. After all, the views presented are consistent with the
analysis and arguments Access has been associated with in public (via its
publications and submissions to inquiries, for example) and in private (via
confidential consultancies and modeling contracts).
While Access Economics is clearly one of the bastions of economic
rationalism in Australia, the firm is rarely if ever publicly branded as partisan in
the way that other participants in national economic debates might be
pejoratively accused of being ‘left wing’—such as the Australia Institute—or
‘right wing’—such as the Institute for Public Affairs (Hamilton 2000). ACIL
Consulting, by way of contrast, has been aligned much more consistently in
the minds of many commentators with Coalition policy positions, especially
after that firm’s involvement in the Howard Government’s waterfront reform
efforts (discussed at length in Chapter Eight). Nevertheless, and despite the
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contract with the former Labor Opposition in Victoria mentioned above, it
seems much more likely that Access would win contracts with a Coalition
opposition than with Labor. It is less clear, however, whether Access would
win more or less work with government under an ALP or Coalition
administration, particularly since most contracts of this nature are won
through more or less open tenders with relevant departments or agencies
rather than with ministers or their offices (interview, Geoff Carmody,
5/6/2000).
In pursuing government contracts, Chessell argues that Access
Economics more often supplements rather than supplants work done by
public sector advisers (interview, 17/4/1998). This is a revealing perspective,
especially in the light of repeated public expressions by various private sector
policy consultants about the potential damage of the ‘brain drain’ in the public
service (O’Reilly 1994; interviews, consultants). Many consultants interviewed
evinced concern about the capacity of the public service to effectively compete
in the labour market for quality policy analysts in a world where pay, public
recognition and perhaps even policy influence are considerably greater outside
the public service than within. These private sector professionals, all of whom
were at one stage or another public servants themselves, can see that there is
an optimal level of public service expertise and policy capacity below which
both the nation and the market for policy analysis and advice suffer.
In other words, in order for the public service to be a good buyer of
services offered by firms such as Access Economics, it needs to have a certain
in-house capacity. This capacity enhances the quality of the tendering,
contracting and contract administration by departments by ensuring that these
processes are informed by a good understanding of the policy problems under
review, the intricacies of coming up with ways of resolving them, and the
criteria by which proposed solutions should best be judged. The competitive
ethos of this market is tempered by a self-interested recognition that the
presence of alternative sources of supply within the ranks of the bureaucracy
actually enhances the scope for professionally satisfying and commercially
sustainable work for suppliers on the outside. This may be one reason that
many private sector consultants, including those at Access Economics, speak
with some respect for the Commonwealth Treasury (which in many cases was
once their employer, after all), even when acknowledging that the Department
is unlikely to ever become a major buyer in the market for economic modeling
and policy advice, even on the supplementation rather than supplanting
principle articulated by Chessell.
Despite Access Economics’ customer base being predominately private
sector, the impression the firm gives in the public domain is that it is closely
involved in the policy-making process. This is achieved in part by its role as a
‘shadow treasury’, in part by its contribution of robust analysis and arguments
to support cases presented by various interest groups and private firms, and in
part by it continuing to bid for and win a reasonable proportion of
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government contracts. Work for public sector clients remains important to the
firm both in its own right and as a source of synergistic stimulus for its other
work. Many projects carried out for government have spin-off benefits or
effects for private sector clients that mean these contracts can have a value
outside their dollar return (interview, Geoff Carmody, 5/6/2000). The cost of
tendering for government work can be very high, with considerably more ‘red
tape’ and onerous processes to be adhered to and, often, greater uncertainty
and lack of clarity. As such, firms such as Access have to choose carefully the
government work they will bid for, ensuring that it relates to the broader
capacities and direction of the firm rather than being a distraction of resources
and attention.
This was perhaps a factor in Carmody’s role as Executive Officer for the
National Commission of Audit set up by the new Howard Government in
1996 to review and report on the Commonwealth’s financial position. This
role was not only a logical extension of the work he performed on the
Coalition’s earlier policy efforts while in opposition; it also presented Carmody
with an opportunity to be in ‘on the ground floor’ of the new Government’s
construction of its financial, policy and managerial agenda. The fact that
relatively little government work of such a highly strategic nature has come
Access’ way since then is primarily the product of the increasing comfort of
the Coalition Government with its public service advisers (interview, Geoff
Carmody, 5/6/2000 and interview, senior public servant). It is likely, however,
that the National Commission of Audit task served to enhance Access
Economics’ credentials in the wider market and provided the firm with a
depth of insight and knowledge about government financial directions that
was rare in the private sector at the time.
This depth of knowledge and insight has been crucial to Access’ survival
and success as an economic consultancy firm. The competitive environment in
which it operates has been characterised by increasing demand, such that all
suppliers in the market report high levels of activity. On the other hand, there
are more commercial suppliers of economic policy-related services than there
were in the 1980s. There has been more participation in the market by the
established ‘big five’ accounting consultancy firms as well as various of the
newly amalgamated legal firms, and there are more specialist or ‘boutique’
consultancies, academic institutions and ‘think tanks’. Operations based in
universities, such as NATSEM and the Melbourne Institute, are increasingly
reliant on their capacity to win competitive contracts for their survival and
they are using their well-established academic status to enhance their
competitive edge. At the same time, public service organisations such as the
Australian Bureau of Agricultural and Resource Economics are being required
to operate on a full cost recovery basis, sometimes bidding for the work
against private sector firms. Peak bodies and lobby groups are also developing
in-house capacity that may see some work diverted away from firms for whom
research and analysis has in the past been ‘bread and butter’ business.
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This market is not, however, characterised by unalloyed fight-to-thedeath competition. As observed by various authors, complex and uncertain
markets tend to engender cooperative and collaborative behaviours far more
than might be predicted by a simplistic compete-at-all-costs view of market
economics (Johnston and Lawrence 1991; Light 1997; Allen 1997; Hindmoor
1998; Dussauge and Garrette 1999). There is, therefore, considerable mutual
support and collaboration between players who are seeking ways to minimise
the transaction costs associated with uncertainty and ambiguity and who need
to supplement their own skills base with others necessary for the task at hand.
There is also a strong mutual professional respect among many of the
consultants and public servants interviewed, to the point where Geoff
Carmody said in interview:
The biggest step for both of us [i.e. Carmody and Chessell] was to
leave the Treasury, where both of us had done very well. We both
liked and were liked by the team. We retain very good relations
with the team. You almost leave Treasury with the words ringing in
your ears, “If it doesn’t work out, there is always a place for you.”
Which is probably the sort of people you want to have working for
you. (interview, 5/6/2000)
From the other side of the issue, a senior public servant referred in interview
to an exercise whereby two non-government economic modeling outfits
(neither were Access Economics but both have worked closely with that firm
on other projects) not only cooperated with each other but relied on
bureaucrats as well:
What they did was they replicated our work. And of course in
replicating our work they were on the phone to our people, like
several times a day, saying “We’re not quite getting the same result
here, what do you think we’re doing wrong?” And we were telling
them you should do this, this and this so they could replicate our
results. (interview, 5/6/2000)
Setting aside the issue of ‘group think’ and the development of an elite,
professional consensus that might not necessarily be best for effective policy
discourse, these attitudes and behaviours show that relations in this market are
very complex and depend very much on the specifics of any given situation.
The archetypal drive for market-share up to and including monopoly is rare or
non-existent. There is, in fact, more than enough work to go around and even
if there was not, it is likely that the exigencies of the market environment
would engender partnerships and cooperation at least as often as competition
and rivalry.
The position occupied by the Productivity Commission and especially
Treasury in this market is an interesting one. Most economic consultants
interviewed affirmed a respect for the professional capacity of the economists
in Treasury, even when expressly positioning themselves (as Access does) as
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‘shadow treasuries’: Treasury—or more precisely its senior economic analysts
and advisers—seems to be viewed by economic policy consultants as a
professional rival rather more than as a commercial competitor. One
consultant (not from Access) referred to the department as the economic
‘gatekeeper’ rather than a direct competitor (interview, Consultant). This is a
professional rather than a commercial relationship that Treasury seems to be
able to maintain despite general pressures for Commonwealth public service
departments and agencies to take on more business-like modes, including
outsourcing many activities. The general impression gained from interviews
with various economic policy consultants is that Treasury is good at economic
forecasting, so there is no real pressure for the Department to contract for
economic modeling and analysis. Indeed, if it were not good, it probably would
not be able to properly manage a contracted out regime so that it delivered
quality outcomes in terms of analysis and advice to government.
This ‘Catch 22’ would not be sustainable if Treasury did not have the
institutional capacity to consistently provide governments with the economic
advice they require. In addition, governments typically need private,
confidential and exclusive access to their economic policy advisers and this
circumstance would probably create some leeway for a Treasury that was, by
all other objective criteria, performing below par. In other words, the
transaction costs of going to an alternative supplier for high-level strategic
economic policy advice would be far too high for government. It is more likely
that dissatisfied ministers would seek either to reform Treasury from within or
insist on alternative, supplementary analysis and advice to cross-check that
which came forward from Treasury, reinforcing the supplementing rather than
supplanting argument put forward by Chessell and discussed above.
In the end, then, Access’ strategy is to be a player, a participant in the
policy process, not a win-at-all-costs competitor. It has positioned itself in a
market where the economics of labour supply (as well as the inherent
ambiguities and complexities of the subject matter) are at least as significant in
determining behaviours as demands for (in Maister’s (1993) terms) ‘output’
services. Carmody summarised this most concisely:
I guess we didn’t expect that there was … a market [for economic
advice to oppositions]. All of these things became interdependent.
In the 1980s the economic debate was quite wide ranging. There
were a lot of commentators in academia, [and] in the private sector,
as Treasury trained economists working in financial institutions
became commentators on economic conditions and prospects.
There were groups like ourselves who were making policy-related
commentary as well, obviously through Budget Monitor, which
tracked the Commonwealth budget.
That market, I think, first of all created a perception that you
needed to have solid economic arguments buttressing your policy
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advocacy. I don’t know which created which, but certainly demand
and supply were working together to create something for which
there was a positive quantity and a positive price. And we got into
that market. (interview, 5/6/2000)

IMPLICATIONS OF THE ACCESS ECONOMICS STORY
Having developed a detailed picture of Access Economics, its history and its
market experience, it is possible to examine that story against the models of
policy markets outlined in Chapter Five. That chapter posited four main ways
of looking at policy markets:
1.

the knowledge, values and competition dimensions of policy;

2.

markets for strategic, program and operational policy;

3.

markets for different components of the policy cycle, as posited by
Bridgman and Davis (1998); and

4.

a typology of policy markets with six components.

The following sections examine the Access Economics case against each of
these ways of looking at policy markets, exploring the implications of the
empirical evidence for the modeling of markets for policy work. A fuller
examination of models and how the models relate to the empirical evidence is
presented in Chapter Ten.
Dimensions of policy: knowledge, values and competition

As suggested in Chapter Five, policy development processes could be viewed
against three dimensions: level of knowledge about the issue, agreement on
values and degree of market competition. The basic proposition of this model
is that the course of any given policy process can be mapped against these
three elements over time. It is essentially a descriptive rather than a normative
model. A diagrammatic representation of this model was developed (see
Figure 5.3).
To what extent does the Access Economics case support, modify or
contradict this model? Given the Access experience of collaboration and
cooperation as forces counterbalancing market competition, it could be argued
that this model is insufficiently detailed and sophisticated. In particular, it
implies market competition to be a straightforward quantity: there is either
more or less of it and variations in this quantity can occur independently of
other factors within the model (i.e. knowledge and agreement on values) or
factors not expressly encompassed by the model (such as cooperation or level
of complexity and uncertainty). The Access story tends to undermine this.
As has been observed, there is a high degree of basic agreement among
the participants in Australia’s market for economic policy research, analysis
and advice on the value of neo-classical economic prescriptions and the
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efficacy of various forms of computational economic models. There is also a
strong tendency when working on any given problem or project for individuals
who are nominally commercial competitors to cooperate in arriving at
agreement on the assumptions and pre-conditions to be used in running
various econometric modeling exercises. This process of defining away as
many of the contentious assumptions as possible seems to enhance the scope
for market-based competition by making the products and services on offer
more homogeneous than they might otherwise have been. This homogeneity
in turn enhances the scope for buyers in the market to make informed
comparisons between different suppliers based on the expectation that they
are all more or less in agreement as to the basic values of the economic
approaches being taken to various policy issues.
Similarly, there seems to be a nexus in the marketplace for economic
policy advice between levels of knowledge about a given problem and both
agreement on values and the potential for market contestation. The market for
private sector economic policy analysis and advice became possible partly as a
result of the dramatic increase in public interest in and knowledge about the
economic implications of government policies and actions. The burgeoning
economic press and the increase in economic and budgetary reporting in the
daily press and electronic media, together with the growth of ‘think tanks’,
academic institutes and financial institutions willing to contribute to the public
policy discourse, served to enhance the possibility of senior public service
economists seeking opportunities to set up as commercial suppliers in their
own right. Those involved in public policy debates became increasingly aware
of the need to have robust and defensible economic arguments to support
their various positions. This meant that when firms such as Access Economics
presented themselves as suppliers of these arguments in the 1980s, there was a
pent-up demand that has yet to reach equilibrium with supply. In other words,
lobbyists, peak bodies, individual firms and oppositions all became aware of
their need for knowledge and this in turn drove an increase in market
competition for that knowledge.
In summary, then, the Access story tends to undermine this model as a
useful way of explaining policy markets. On the other hand, Access
Economics and the history of the economic policy development in Australia in
the last decades of the twentieth century suggest that perhaps there is some
scope for reconstructing the relationships between knowledge, agreement on
values and market competition such that they are not independent variables
but co-dependent, each positively influencing the others, especially through
improved knowledge and greater agreement on values enabling the
development of competitive markets for various policy-related services.
Markets for strategic, program and operational policy

Economic policy is, by its very nature, strategic in character. It can certainly
have implications for program design and operational practice, but its core is
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the issue of national strategy in such areas as fiscal management, monetary
policy, taxation, industry development, competition policy and trade policy. It
tends, therefore, to occupy the upper levels of the policy hierarchy presented
in Chapter Five (Figure 5.4).
Insofar as it might be possible to consider a similar hierarchy for
economic policy, it would seem that Access Economics’ experience is that its
chief involvement as a competitive supplier of policy-related research, analysis
and advice is actually nearer the top end of the pyramid (e.g. Fightback!), where
less rather than more competition is expected to take place. On the other
hand, as an economic policy adviser whose clients are more likely to be nongovernment organisations, it could be argued that Access (and by extension
the entire competitive market of which Access is a subset) is a relatively minor
player in the development of government economic strategy. As has been
observed, however, Access Economics contributes to the development of
government economic policy not so much as a direct supplier of relevant
inputs to government decision-making processes as through its role as an
adviser to other participants in the policy debates who in turn have varying
degrees of influence on policy direction. In this broader sense, then, the
strategic echelons of policy-making are indeed more market-influenced that
the model might suggest.
Looking further down the policy pyramid, Geoff Carmody’s
involvement in the National Commission of Audit in 1996 is an example of
Access becoming involved in more programmatic issues relating to financing
and accounting practice and the specifics of public sector reform in the
Commonwealth. Access is also becoming increasingly involved in microeconomic or industry based issues that often translate into more programmatic
policy arrangements around such matters as industry stimulus packages and
sector-specific taxation and excise matters.
The Access case study is, in fact, of limited value as an explication of this
particular model because it depicts the experience of only one supplier, while
the model implies a need for empirical evidence that is more general. It might,
therefore, be possible to say more about this model and how it relates to the
market for economic policy advice if significant numbers of cases, examples
and supplier/participants could be mapped to the three policy levels. In the
absence of such evidence it is entirely possible that the fact that Access tends
to operate mostly at the strategic level is a function of the particular history
and character of that firm rather than an indication of a general pattern.
Policy markets and the policy cycle

As will be recalled from Chapter Three, the Bridgman and Davis (1998) policy
cycle has eight components or phases (see Figure 3.2). Access Economics
tends to operate mostly at the point of policy analysis, although it also
provides consultancy services that are used in the development of policy
instruments, the consultative process and evaluation. It is clear too that Access
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employs a similar general problem-solving approach to the typical consulting
process identified in Chapter Five (Figure 5.6):
1.

problem identification;

2.

analysis;

3.

synthesis; and

4.

presentation.

One point that can be made here is that the contention made in Chapter
Five that decisions—sometimes crucial decisions—are taken throughout the
cycle, not just at the point designated as ‘decision’, is borne out by the Access
experience. Access has a clear and consistent predisposition to certain types of
policy solutions:
The client interest has always been a driver of what we actually do;
the client interest is not necessarily a determinant of what we think
is appropriate. We’ve got a view about what sensible projects are
and what are not. But, given that sort of economic philosophy,
which is still I suppose pretty much an economic rationalist
approach—I can’t think what the opposite of that would be, at
least not in the pejorative sense—we are still very much in that
mould. So, for example, you wouldn’t find us arguing the case for
tariff protection for the textiles, clothing and footwear industries.
You’d find us arguing the opposite. (interview, Geoff Carmody,
5/6/2000)
This predisposition constrains the type of decisions that Access’ clients might
ultimately take on the basis of the firm’s analysis and advice. It amounts to a
policy decision in its own right. It links, too, to the agreement on values
component of the dimensions of policy model discussed above, in that the
fact that most if not all economic policy consultants make very similar
statements delimiting and defining their product tends to demonstrate a high
degree of agreement on values. Such homogeneity also enhances the scope for
competitive markets to develop by allowing buyers to make price and quality
comparisons of broadly comparable products.
Types of policy markets

Access Economics and its competitors participate in a market that partakes of
elements of several types of policy markets. The typology developed in
Chapter Five identified six forms:
1.

pseudo policy markets (bureaucratic);

2.

pseudo policy markets (network);

3.

partial policy markets (‘marketplace of ideas’);
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4.

partial policy market (projects and supplementation of bureaucratic
work);

5.

internal policy market; and

6.

full policy market.

There are elements of the second, third and fourth modes in the Access story.
The presence of high levels of mutual recognition and respect among suppliers
and buyers of economic policy-related services and the central role of
connections and ‘being known’ tend to support the contention that this is not
so much a ‘real’ market as a policy network or community that uses certain
forms of the market to help financially support the network and to mask the
fundamental mutuality of the connections between putative competitors,
suppliers and buyers.
On the other hand, there is a strong sense in which the economic policy
market is, in fact, a ‘marketplace of ideas’ where customers select from a range
of analytical frameworks, ideas and solutions. In this mode, Access and its
competitors and customers seem to occupy the first and, to a lesser extent,
third quadrants of the dimensions of ‘marketplaces of ideas’ developed in
Chapter Five (Figure 5.7). The ‘Darwinian’ end of the character of the
economic marketplace of ideas is not particularly relevant here because of the
high degree of mutuality and collaboration already discussed. There is little
evidence of the survival of the fittest, except perhaps in the ‘input’ or labour
market aspects. The output market is much more a ‘live and let live’
environment.
In terms of the partial policy market mode, Access Economics is clearly
strongly oriented towards the provision of project-based supplementation of
bureaucratic outputs. Chessell’s ‘supplement rather than supplant’ perspective
comes through here, with those contracts that Access does win with
government clients tending to be extensions rather than replacements of inhouse capacities. Aside from the creation of the Productivity Commission in
the late 1990s, when the Industry Commission effectively absorbed two other
economic analysis agencies, there has been no apparent rationalisation of the
Commonwealth Government’s economic policy development capacity.54 The
use of external sources of such advice, therefore, seems to be an augmentation
strategy rather than the result of outsourcing decisions as such.
The Access case also suggests an enhancement to the description of the
partial policy market. The firm participates in an environment where the
majority of its clients are not, in fact, government departments and agencies,
but other non-government organisations. The web of contracts, projects,
collaborations and supplier/purchaser relationships (see Figure 5.8) could
therefore be enhanced to recognise these relationships, which ultimately often
feed back to bureaucratic and governmental policy development activities
through non-commercial mechanisms such as public inquiries, seminars and
debates in the media and academia. In other words, in describing this as a
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‘partial’ policy market it may be necessary to include in its explication a more
detailed recognition of the non-market components of the system of
connections and relationships.

CONCLUSION AND SUMMARY OF CASE FINDINGS
Access Economics, as a high profile and successful supplier of economic
policy research, analysis and advice, is an ideal case to examine when testing
the proposition of policy markets in Australia. The presence of firms such as
this is a necessary, if not sufficient, condition for the proposition to be
supported by the evidence. Access’ story reveals the complexity and
interconnectedness of this market, as well as its capacity to resist simplistic,
mutually exclusive definitions of what constitutes a policy market.
The firm, like its competitors, arose out of a set of circumstances that
enabled private sector analysts to set up, grow and prosper. Its continued
participation as a supplier of some of the more effective ‘bullets’ in the
national economic policy debates bears witness to the idea that policy markets
are not only possible in Australia, they are here already. This recognition,
however, is tempered by the fact that the ‘market’ in which Access operates
grew from and continues to rely a great deal on pre-existing policy networks
and bureaucratic structures. It is for this reason that to ask which came first in
this market, supply or demand, is perhaps the wrong line of enquiry. The
interdependence of the rise of more sophisticated and complex policy debates
and the development of the labour market for high quality policy specialists
means that there was, in effect, no ‘first’. Rather, demand and supply coevolved so that each gradually made its appearance in response to the other—
as well as to other forces at play, such as public sector reform and the
expansion of the economic policy debate in Australia. The message for the
would-be modeler of policy markets is clear: beware of simplistic, static or
one-dimensional frames of analysis, as these will generally obscure much, even
as they reveal some of the picture.
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A prudent prince … [should choose] for ministers of his
government only wise men, and to these only should he give full
power to tell him the truth, and they should only be allowed to
speak to him of those things of which he asks of them, and of
none other. But then the prince should ask them about everything,
and should listen to their opinions and reflect upon them, and
afterwards form his own resolutions.
Machiavelli, The Prince
I certainly see myself—and I imagine that my other ministerial
colleagues do—as a consumer of advice.
Dr David Kemp MP
Minister Assisting the Prime Minister for the Public Service

A

s for a renaissance prince in selecting his ministers, so for a modern
minister of state in selecting and using his or her advisers. Where
Machiavelli uses the language of courtly patronage, Dr Kemp (in an
interview on 5 August 1999) reflects the dominance of market concepts and
the idea of exchange in contemporary political and administrative thinking. By
studying the Coalition’s efforts to reform Australia’s waterfront, this chapter
examines how ministers sometimes go about the task of choosing and using
advisers, especially in the context of a putative policy market populated by
specialist policy and political consultants. In particular, this case draws out
some of the implications of ministerial prerogative in the context of policy
markets.
The Government’s efforts to reform the waterfront in 1997 and 1998
were founded in part on a series of consultancies established to obtain
strategic advice on industrial relations aspects of waterfront reform. These
contracts—including two with ACIL Economics and Policy Pty Ltd and, later
in the process, one with Dr Stephen Webster55—were integral to the strategy
pursued by the Government. They were let and managed under the close
direction of the two ministers concerned (John Sharp, the Minister for
Transport and Regional Development, and Peter Reith, the Minister for
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Workplace Relations). Both sets of consultancies, especially that with Dr
Webster, tended to cross the boundary between the provision of advice and
implementation, with the work having a material impact on developments on
the waterfront, apparently at a level of considerable detail. The degree to
which these consultancies represent the policy market at work, however, is
debatable, as the political rationalities of the case seem to dominate at the
expense of any putative market-based competitive rationality. In this sense, the
waterfront case generally represents an example of a pseudo-market for policy
advice, with the underlying paradigm being that of policy networks.

CASE STUDY PURPOSE AND RESEARCH PROCESS
In the course of the interviews conducted for this dissertation, one of the
most frequently cited examples of external consultants having a major impact
on policy development in the Commonwealth was the role played by ACIL
Economics (later ACIL Consulting) in the policy development process
undertaken prior to the national waterfront dispute of late 1997 and early
1998. The frequency with which interviewees mentioned this case was partly
driven by its currency and high profile, but interviewees—especially senior
current and former bureaucrats—also stressed the case as an exemplar of the
Government electing to draw on the market for strategic policy advice rather
than relying on bureaucratic sources. One former senior public servant even
referred to it in interview as representing ‘the privatisation of public policy’,
while some journalists referred to it as public policy ‘by stealth’, asserting that
it undermined Westminster traditions of ministerial responsibility and of the
executive drawing on the professional and independent advice of bureaucrats
(Hardaker 1998; Williams 1997b; Trinca and Davies 2000).
The waterfront dispute itself was a defining event of the Howard
Government’s first term. It galvanised competing interests around the issue of
industrial relations and workplace reform, igniting heated debates within
Parliament and elsewhere about the legitimacy of the means adopted by
employers and the government to drive improvements in efficiency on
Australia’s wharves and to break the monopolistic power of the Maritime
Union of Australia (MUA). The machinations of the parties to the dispute,
however, were almost matched in terms of airplay and public interest by the
story that gradually emerged about how the Government had set about
determining the specifics of its waterfront policy. A confidential, even
secretive, policy development process was entered into, driven by a series of
consultancy contracts that delivered to the Government the data and analysis
on which it could base its strategy, without having to take the risk of relying on
a bureaucracy that, after almost a decade and a half under Labor, might not be
sympathetic to the Coalition’s aims. That, at least, was the preponderance of
opinion among those interviewed for this project, including Mr John Wallis,
chief of staff to Minister Sharp (interview, John Wallis, 28/9/2000).56
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In contrast to the other two case studies (Chapters Seven and Nine), this
case follows a clear and well documented narrative. It depicts a distinct policy
development process focused on a clearly defined issue—the efficiency of
Australia’s ports—and broadly follows a fairly standard cycle of policy
development. While the Coalition’s approach to waterfront reform and
industrial relations in general has been an extremely contentious, politically
charged issue, this case study is less concerned with the content of the policy
and more with the process by which it was developed. Paradoxically, although
much of the process was carried out in relative secrecy and the ACIL and
Webster reports that were commissioned by the Government remain (at the
time of writing) confidential, 57 the degree of media coverage and commentary
makes the case data rich. The publicly available information about the case has
been cross checked with relevant documentation, Hansards of the extensive
parliamentary debates and a series of interviews with a number of the players
involved in the case. Some participants interviewed for this study wished to
remain anonymous; their wishes have been respected and their information
used only as a means of cross-checking other data.

THE WATERFRONT: A POLITICALLY DEFINING ISSUE
The waterfront in Australia has long been a hotbed of industrial disputation. It
has also been the focus of various governments’ efforts to achieve microeconomic reform. Several political and bureaucratic careers have been broken
or damaged in these efforts, with the key union, the Maritime Union of
Australia (MUA), resisting attempts to undermine its power and influence on
the docks from both sides of politics. There were some claims of progress
under Labor, who had spent $420 million to contribute to redundancy
payments to reduce by 57 per cent the numbers employed on Australia’s
wharves in the 1980s and early 1990s (Davies 1998). Such gains, however, did
not dissuade the Coalition from making pre-election declarations about its
intention to ‘clean up’ the waterfront. In particular, they cited ‘wasteful’ work
practices and union ‘rorts’ that were said to be inhibiting Australia’s
waterfronts from coming anywhere near international best practice, especially
in terms of crane rates, or the number of sea containers moved per hour.
The first Howard Government was elected in March 1996. One of the
Coalition’s key areas of policy differentiation in opposition had been industrial
relations, including an intention to extend the application of workplace
agreements and individual employment contracts at the expense of centralised
bargaining. There was also a strong ‘freedom of association’ element in their
policy platform, expressly challenging the unions’ claims to a privileged
position as representing the interests of all workers, especially in those
industries that retained a ‘no ticket, no work’ regime, such as stevedoring. The
waterfront in general had long been an area of key concern for microeconomic reform, with the then Prime Minister Hawke negotiating a reform
package with the waterfront unions in May 1990 that set up a framework for
government assistance, including funding for redundancies and restructuring,

– 148 –

Chapter Eight

Waterfront reform: ministerial demand?

in return for specific improvements in the handling of goods through the
wharves (Singleton 1999:143).
The Coalition, however, had a much more confrontationalist stance,
declaring the power of the MUA as a major impediment to Australia ever
achieving performance parity with international benchmarks. They pointed to
low crane rates and a level of industrial disputation ten times the national
average (Senator McGauran, Australia, Senate 1997a, 4 Dec. 1997, p. 10392).
With the economy needing a boost in the export sector, moving goods off the
wharves faster and more cheaply was a key target for reform. The new
Government, especially the Minister for Workplace Relations, Peter Reith, was
especially keen to make the waterfront an issue to define the Coalition’s
political, industrial and economic credentials. Reith’s emphasis on breaking the
industrial strength of the MUA as an end in itself, however, was not shared by
the other key minister, John Sharp, who held the transport and regional
development portfolio. Sharp was willing to ‘take on’ the MUA, but only if it
was clear that it would result in the economic objective of a more competitive
and efficient waterfront. This differing emphasis was to sow the seeds of
problems in the subsequent policy development and implementation process
(interview, John Wallis, 28/9/2000).
As is discussed below, what Reith and Sharp did share was a distrust of
the public service. They suspected it had become too familiar with ALP ways
of thinking and operating after thirteen years of the Hawke and Keating
Governments. Both ministers were determined, therefore, to have an early
impact on the wharves, and they did not have much confidence in the public
service’s capacity or willingness to be the vehicle for their agenda. So they
looked elsewhere for help.

THE WATERFRONT REFORM CONSULTANCIES
By May 1996 (two months after the election), the new Government had
engaged David Trebeck, a partner in ACIL Economics and Policy, and,
through a sub-contract with ACIL, First IR Pty Ltd, an industrial relations
firm led by Paul Houlihan. Both men were well known for their robust views
about the waterfront and the need to break MUA’s hold on the wharves.
According to parliamentary records, Trebeck’s firm ‘was selected because of
their extensive experience in waterfront reform, including having conducted
two reviews in New Zealand, and their involvement in a range of export
industries.’ First IR was also described by the Government as having ‘an
intimate knowledge of the new industrial relations landscape encompassed in
the Workplace Relations Bill … ‘ (Senator Alston, Australia, Senate 1997a,
23 Oct. 1997, p. 7911). Houlihan’s knowledge of that Bill dated from First IR
having been engaged to help draft it (Senator O’Brien, Australia, Senate 1998b,
8 Apr. 1998, p. 2336). The fact that both Trebeck and Houlihan had close
connections with the Liberal Party and the National Farmers’ Federation—
which had long been a stringent critic of the performance of Australia’s
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wharves—was also a pertinent, if unstated reason for their selection (interview,
John Wallis, 28/9/2000).
The ACIL contract was let at the instigation of Minister Sharp, who had
received a visit from Trebeck soon after the election (Trinca and Davies
2000:29; interview, John Wallis, 28/9/2000). The invitation to tender was
extended to seven potential consultants (Note for File by G. A. Feeney,
Assistant Secretary, National Shipping and Infrastructure Branch, Department
of Transport and Regional Development, 6 May 1996, reproduced in Rural
and Regional Affairs and Transport Legislation Committee, ‘Additional
information received, Transport and Regional Development portfolio’, Vol. 5
Nov. 1997). It could be argued that ACIL and First IR faced no serious
competition from other firms on the list. Nevertheless, the required process
was followed and the Department of Transport and Regional Development
handled the details of the tender assessment process more or less
independently of the Minister or his Office (interview, David Trebeck,
19/4/2000; interview, John Wallis, 28/9/2000).
The contract was not let for want of in-house resources. The maritime
division had a budget of approximately $60 million (i.e. including program and
departmental funds) and fifty staff (Senator O’Brien, Australia, Senate 1999, 29
Oct. 1999, p. 8286). Like new governments before them, however, the
Coalition was disinclined to trust the willingness or capacity of a bureaucracy
that had been serving Labor for thirteen years, to pursue with vigor and
enthusiasm a policy that was very different to that which had prevailed prior to
the election (Trinca and Davies 2000:29; interview, David Trebeck,
19/4/2000; interview, senior public servant). In the event, this lack of trust
was probably ill-founded, as evidenced by Trebeck’s subsequent experience of
working with officials in the Department of Transport and Regional
Development (interview, David Trebeck, 19/4/2000) and by the determined
defence of the Government’s interests by public servants in the Department
of Workplace Relations interrogated by Senate committees in 1997. In fact,
according to Trebeck, the risk that the Departments (Transport and Regional
Development, and Workplace Relations) may have not been able to retain
confidentiality was probably relatively low:
Yes, they had much closer links with the ACTU during the Labor
government, but it actually is a poor commentary on the
professionalism of a lot of these people if they are branded with
that. They actually said, ‘Right. A new government. Here’s its
objectives. That’s what its agenda is. We will serve it.’ So a lot of
those sort of close links [to the unions] and certainly leaking of
information stopped. (interview, David Trebeck, 19/4/2000)58
Indeed, evidence that eventually came before the Senate suggests that at
least some officials, especially in the Department of Workplace Relations, were
highly attuned to the Government’s wishes. As early as March 1997, specific
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and detailed advice was provided on the prospects of the stevedoring firms
entering into a sustained dispute to break the MUA’s grip on the wharves
(Williams 1998a; Australia, Senate 1998b, 27 Feb. and 6 Apr. 1998). One
official—Mr Derren Gillespie, head of the maritime branch in Reith’s
Department—even risked the serious charge of misleading a Senate
Committee in his efforts to defend the Government’s interests (Taylor 1998a).
59

There were, however, other reasons for asking Trebeck to do the work
rather than leaving it to the Department. The task was not merely to provide
analysis and advice, but to gather data and ‘intelligence’ from the field,
interviewing well over 100 people in and around the industry, assessing their
views on reform and testing their willingness to participate in a strategy that
had the potential to result in a major industrial dispute. As such, Trebeck’s
informants were more likely to trust his discretion than that of public servants
whose political loyalties could be seen as uncertain and whose propensity to
‘leak’ was an issue:
… the fact was that I think we were able to get into the subject
quicker and probably got better contact with, and feedback from,
the people we wanted to see because we were known to them for
the most part and because we were not, sort of, ‘bureaucrats’.
Trebeck also makes the point that there was a dearth of expertise in the
bureaucracy, at least in this highly specialised field:
… we were seen to have a lot more detailed knowledge of people
and issues, and the subject matter part of it comes in. With the best
will in the world in departments you were having a fairly rapid
turnover. The corporate memories were shortening. (interview,
David Trebeck, 19/4/2000)
(It was presumably this specialised expertise that allowed Trebeck to
charge $250 an hour for his services under the second ACIL contract, plus
travel and other expenses. This was in addition to receiving ‘free of charge
facilities’ such as the assistance of four officers at the Senior Officer Grade B
or above level (Consultancy Agreement Schedule, 18 June 1997).60 The
contract was capped at $600 000, over which limit the Department would have
to provide written permission to proceed.)
The first ACIL report was presented to the Government on 18
September 1996 (Senator Alston, Australia, Senate 1997a, 23 Oct. 1997,
p. 7911). The consultancy, initially budgeted at $60 000, eventually cost
$80 000 (Senator O’Brien, Australia, Senate 1997a, 4 Dec. 1997, p. 10391).
Although its contents have remained secret—few bureaucrats have seen it, let
alone parties outside government—several journalists have been able to piece
together its general content. The report consisted of about forty overhead
slides, which were used by Trebeck to support an oral presentation, first to
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Minister Sharp and then to Minister Reith. The report was the product of
Trebeck’s extensive experience in waterfront matters and was essentially in
tune with the position he was to articulate much later in his piece for the
Australian Financial Review on 30 June (Trebeck 1998). Trebeck argued that the
key problem with Australia’s wharves was not industrial but economic: a
tendency towards monopolistic rent-seeking not merely by the unions but also
by the two dominant stevedoring firms, Patricks and P&O (see also Taylor
1998b).
Nevertheless, the central issue on the Government’s agenda was the
industrial strength of the MUA, as reflected by the consultancy brief ‘to
provide advice “regarding an industrial relations strategy for the
implementation of waterfront reform”’ (Senator Alston, Australia, Senate
1997a, 23 Oct. 1997, p. 7911). The first ACIL report therefore addressed the
key issues that would arise from an effort to break the MUA’s monopoly on
the supply of labour:
•

‘How to keep the ports moving in a dispute.

•

How to rehire labour in an all-out dispute.

•

The use of an alternative workforce as a contingency.

•

The legal aspects, such as common law and secondary
boycott laws.

•

How to target the MUA and highlight inefficiencies.’
(Williams 1998a)

In a later public comment, endorsed by Minister Reith, David Trebeck
asserted that the first ACIL report did not canvass the idea of using serving
and former military personnel to form the basis of an alternative, non-union
labour force (Taylor 1998b; Murphy 1998), which was a strategy ultimately
(and unsuccessfully) adopted, with or without the Government’s connivance.
The first ACIL consultancy was not merely an exercise in information
gathering and analysis. It was also intended to lay the groundwork for future
action by sending a message to industry players that the Government was
serious about reform. Indeed, subsequent (albeit slight) improvements in dock
performance (Thomas 1997) may have been partly stimulated by the attention
being paid by the Government to the issue through the vehicle of Trebeck’s
work which, although secret, was well known to many in the industry.
Although the first ACIL contract, let in May 1996, appears to have been
fairly standard in terms of tendering and selection processes, the second
contract, which was initiated some twelve months later, was let without any
competitive process. This was justified as being within the requirements of the
Department of Transport and Regional Development’s Supply Manual, which
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had been produced under the previous Labor administration (Senator Alston,
Minister Representing the Minister for Transport and Regional Development
in the Senate, Answer to Question on Notice, 3 Sept. 1997, Australia, Senate
1997a, p. 6302). According to guidelines quoted in the Contract Schedule
(presumably the same as those cited in Senator Alston’s reply), it was
permissible to let a consultancy without a competitive tendering process where
there was ‘a need for a particular consultant to further develop or enhance a
task previously carried out by that consultant and which requires special
knowledge and familiarity with the previous task’ (Schedule, Consultancy
Agreement, Department of Transport and Regional Development and ACIL
Economics, 18 June 1997). This is, in fact, fairly normal practice. It is often
the prospect of follow-on work such as this that can attract bids from firms
for work that may, of itself, not be particularly economic (interviews,
consultants), although this was not necessarily ACIL’s motivation in this
particular instance.
There was a further reason for restricting this contract to ACIL. The
Government wished to limit the number of people aware of the task or its
purpose. It therefore required ‘a strict “need to know” approach’ to be taken
(Schedule, Consultancy Agreement, Department of Transport and Regional
Development and ACIL Economics, 18 June 1997). This rationale, however,
is undermined by the fact that several parallel consultancies were let around
the same time to carry out closely related work. According to an answer to a
question on notice in the House of Representatives (Australia, House of
Representatives 1998, 15 July 1998, p. 6251), these contracts were with at least
ten parties: Minter Ellison Lawyers; Dr Stephen Webster; Dr John Davies; Mr
David Webb; BCG Media; Corrs Chambers Westgarth Lawyers; the National
Institute of Labour Studies; Dr CN Jessup QC Barrister; the Australian
Government Solicitor (which operates as a separate corporate entity); and
Dunhill Madden Butler Lawyers. The suite of consultancies in this area were
to eventually total well over $1 million.
Certainly, the first ACIL consultancy was completed with minimal public
fuss or knowledge. It was not until August 1997, well over a year after the first
contract was let, that the story ‘broke’ in the Australian Financial Review
(Williams 1997a). Until then, Trebeck and others involved in the project had
succeeded in keeping the work confidential, a matter of some pride for
Trebeck in an environment where the risk of leaks (from the industry as well
as from the public service) was probably very high (interview, David Trebeck,
19/4/2000). There was a need for secrecy and ACIL had succeeded in
meeting this criterion.
If the need for secrecy and ACIL’s natural advantage in being best
positioned to deliver against the second contract were reasonable criteria for it
being let in the manner that it was, there was one further, perhaps more
problematic rationale for the new consultancy. The Schedule to the second
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ACIL contract includes an explanation of why it was being let at that particular
time:
In response to a minute of 12 May 1997 from Mr Bills [First
Assistant Secretary, Maritime] seeking to formalise the Government’s
position, the Minister for Transport and Regional Development
instructed the Department to enter into a contract for consultancy
services with ACIL Economics and Policy Pty Ltd … (my italics)
It may be inferred from this statement that prior to the second contract being
signed on 18 June 1997 the Government’s ‘position’ was not ‘formalised’.
Under one interpretation, this could simply mean that the Minister’s views had
not, until then, been expressed in writing. Another view might be taken,
however. Given the extent of the work undertaken under the first contract,
and the fact that much of the work that was covered by the second agreement
(which appears to have been mostly concerned with assessing the attitudes of
the public and key industry players) flowed almost seamlessly from the first, it
is possible that ACIL had already commenced doing some of the work
required under the terms of reference for the second contract before it was
finalised. It may have been in this sense that the Government’s position had
not been ‘formalised’.
This assessment is reinforced by the fact that the second contract
included a sub-contract for the employment of Dr Stephen Webster, who had,
in fact, been involved in the project since at least May 1997 (Trinca and Davies
2000:44). This subcontract, which gave Dr Webster an hourly fee half that
paid to David Trebeck, nevertheless effectively placed him in the position of
overseeing the entire project, requiring Webster to ‘lead and provide additional
assistance to a Task Force delivering those services outlined in the Terms of
Reference … ‘ (Subcontract between ACIL and Tucumcari, Pty Ltd, June
1997). An ACIL subcontractor, in effect, was made Trebeck’s supervisor
(interview, David Trebeck, 19/4/2000).61 The apparent rationale for
structuring the contracts in this way was that it allowed Minister Reith to have
‘his man’ (Webster) working on the project without calling for tenders, a
competition Webster may not have won. It is likely, too, that Reith did not
wish to employ Webster on his own staff, as this would have undermined the
new Government’s commitment to keeping ministerial staff numbers down
and exposed the direct link to Reith’s Office (interview, John Wallis,
28/9/2000).
Minister Reith clearly felt dissatisfied with the work done by ACIL under
the first contract (Trinca and Davies 2000). He was also far more concerned
with winning the industrial battle with the MUA than in improving the
efficiency of the waterfront. Whereas Mr Sharp saw breaking the power of the
MUA as a means (and not necessarily the preferred means) to introducing
greater competition on the wharves, Reith seems to have wanted to use the
waterfront agenda as a catalyst to break one of Australia’s most powerful
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unions. Where Sharp was motivated by an economic policy agenda that also
encompassed the uncompetitive nature of the duopoly between the major
stevedoring firms, Reith was determined to win what was essentially a political
battle with one of the ALP’s political bulwarks (interview, John Wallis,
28/9/2000).62
It was partly this divide in ministerial purpose that made the
Webster/ACIL arrangement unsustainable. Dr Webster and David Trebeck
soon found they were unable to work with each other, partly because of a
clash of personalities (interview, David Trebeck, 19/4/2000) and partly
because of Webster’s enthusiasm for moving into an implementation phase
that Trebeck believed to involve excessive risks (interview, Anne Davies,
18/9/2000). Indeed, Dr Webster appears to have operated in a fashion that
made little clear distinction between his role as an adviser to government and
as an implementer of policy (interview, John Wallis, 28/9/2000). He often
appears to have acted ‘in the field’ towards achieving certain ends independent
of, or at least prior to any specific consideration of his detailed strategy by the
Government (Trinca and Davies 2000). There were also tensions between
Dr Webster and some senior public servants from the Department of
Transport and Regional Development over probity issues and personnel,
contracting and recruitment practices (Trinca and Davies 2000:45; interview,
John Wallis, 28/9/2000).
Dr Webster was to present at least one report to the Government, on
3 October 1997 (Senator Alston, Australia, Senate 1997a, 23 Oct. 1997,
p. 7931). It appears, however, that his consultancy was far more about
achieving change in the field than merely providing Ministers with appraisals,
analysis and advice.
The extent to which the Webster consultancy ‘struck at the heart’ (Trinca
and Davies 2000:44) of Westminster-based conventions regarding the special
role of the bureaucracy as the main conduit of advice to ministers and as the
usual means by which policy is implemented is a moot point. Certainly, when
Labor brought on an urgency debate on the diminution of government
accountability as a consequence of contracting out initiatives, the Webster
contract was highlighted as an example (Australia, Senate 1998a, 10 Mar. 1998,
p. 716). The Westminster conventions, however, have been under attack in
Australia and elsewhere for some years. The principle of Ministerial
responsibility, for example, has been severely eroded in Britain, Canada and
New Zealand, as well as in Australia (Thompson and Tillotson 1999).
Similarly, the idea of an anonymous, professional and permanent public
service has also suffered at the hands of changes to employment terms and
conditions (Stewart 1997a), the application of uni-linear accountability
structures (such as that promoted by the Commonwealth’s Management
Advisory Board: MAB/MIAC 1993) and the changing nature of governments’
expectations of their senior bureaucrats. Governments also have long used
informal means to obtain advice and assistance from political fellow-travelers.
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In many respects, Dr Webster’s contract was little more than a logical
extension of the well established practice of ministers engaging specialist
consultants to work in and from their offices. These consultancies are let
under the Members of Parliament Staff Act 1984, which regulates the engagement
of ministerial staff. They are not generally subject to the same degree of
external scrutiny or probity rules as consultancies let by departments, but
under section 4 of the Act the Prime Minister has the right to approve such
engagements. Minister Reith may have felt constrained from placing Dr
Webster on his staff in this instance, however, because of the Howard
Government’s avowed intention of reducing the numbers in ministerial
offices. In any event, Dr Webster was eventually engaged as a member of Mr
Reith’s staff (Senator O’Brien, Australia, Senate 1998a, 8 Apr. 1998, p. 2336).
Whereas Trebeck’s credentials for advising on waterfront reform are
widely acknowledged, Dr Webster’s background as a Ph.D. in Australian
history and an executive with Visy Industries does not suggest that he had a
strong knowledge of the subject matter (Trinca and Davies 2000). The skills he
brought to the task were of an entirely different kind. He was seen as a ‘can
do’ operator, able to take the project forward into implementation, up to and
including encouraging one or more of the stevedoring companies to begin
employing non-union labour. His connections with the Pratt group of
companies appears to have been decisive, given Mr Reith’s propensity to
employ former Pratt executives (Williams 1998c; Trinca and Davies 2000). At
the very least he was presumably seen as being sufficiently committed to the
sort of workplace reform the Coalition was seeking to achieve without being
an ‘insider’ in Australian stevedoring who might balk at actions that would
unsettle the established interests in the industry. Speaking generically about
employing non-industry specialists in policy advisory consultancies, Minister
Reith affirmed his tendency to look for this particular quality in advisers in
some instances (interview, 11/4/2000). In any case, a lack of subject matter
knowledge can often be compensated for by specific project management and
generic policy skills. Public servants and private consultants alike have
successfully pursued projects in areas that were not in their areas of subject
expertise.
Where the Webster contract may be seen as very unusual, however, is
the extent to which it involved not merely research, analysis and advice, but
also a good deal of implementation. While the details of his consultancy
remain largely confidential, Trinca and Davies were able to piece together
significant components of his work, especially from a leaked ‘resignation’ letter
he wrote on 24 July 1997, at the height of the tensions between him and
several officials from the Transport Department (2000:49-50).63 In the letter
Webster claimed that ‘there was a desire to devolve the project outside
government and the department’ (quoted in Trinca and Davies 2000:50). In
other words, as Webster interpreted his brief, the Government was seeking to
contract out responsibility not only for the conduct of research and analysis,
but also for implementation of the resulting policy. Indeed, it would seem that
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Webster had assumed that his task was to lead the waterfront reform project
up to and including being accountable for the policy framework around it. He
even believed he had the power to direct or prevent work in related fields
(such as shipping reform, Trinca and Davies 2000:49).
The key Minister involved, Mr Reith, did not see any of the consultancies
as having an implementational aspect:
They were consultancies to advise us about the structure of the
industry and the state of play in the industry rather than anything.
It wasn’t an executive function. These consultancies don’t usually
have an executive aspect to them. (interview, 11/4/2000)
On the other hand, there was considerable speculation in the press that Dr
Webster’s contract involved not merely advising on waterfront reform, but
driving a taskforce aimed at implementing it (Williams 1998b, 1998c; Rowe
1998). His involvement even extends to allegedly being the instigator of ‘the
Dubai venture [in a conversation] on 30 July [1997]’ (Senator O’Brien,
Australia, Senate 1998a, 12 May 1998, p. 2550). Given that there had already
been a Cabinet decision supporting a detailed activist policy on 7 July 1997
(Hannan and Mitchell 1998), it seems unlikely that there was much in the way
of pure advisory work left to be done in the period that Dr Webster was most
active. He was, after all, identified in an attachment to the terms of reference
for the second ACIL contract as the head of the waterfront task force, with a
reporting chain up to and including the Prime Minister and his Office
(Williams 1998b).
If Dr Webster’s brief was to go beyond preparing policy advice and into
implementation, then it could be argued that the Government was seeking to
contract out not merely significant elements of the policy advice process and
much of the implementation, but also accountability for significant decisions
taken in the course of that work. If this is true, then the Webster consultancy
(which, together with a contract for Webster’s colleague, John Davies, was
transferred to an agreement directly with the Commonwealth on 29 July 1997,
again without going to tender—Trinca and Davies 2000:51) probably
represents an Australian high-water mark in terms of how much of the essence
of government can be contracted out. Parliamentary (and therefore electoral)
accountability for decisions is one of the cornerstones of the Australian system
of government. If Stephen Webster’s contract was intended to circumvent that
accountability, it was perhaps not a unique phenomenon, but it was certainly
very unusual and highly controversial.

IMPLICATIONS OF THE WATERFRONT REFORM CASE FOR POLICY MARKETS
One the more common responses to the waterfront case and the policymaking processes that surrounded it was to declare it an example of public
policy itself being ‘privatised’. There was an extensive use of commercial or
quasi-commercial modes of policy development. There was also repeated
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recourse to the commercial-in-confidence classification of information to
impede Parliament’s right to know and to circumvent the principles of the
Freedom of Information Act. In combination, these two factors give an
impression of the process being privatised in two senses: in the sense that it
was conducted (at least in the early stages) very much ‘in private’, beyond the
public gaze; and in the sense that it was driven by various private sector
players under contract to government such that the bureaucracy’s influence
and contact with the exercise was greatly minimised. The following sections
address the question of whether these impressions are well-founded, in the
light of the four main ways of modeling policy markets developed in Chapter
Five:
1.

the knowledge, values and competition dimensions of policy;

2.

markets for strategic, program and operational policy;

3.

markets for different components of the policy cycle, as posited by
Bridgman and Davis (1998); and

4.

a typology of policy markets with six components.

A fuller examination of how the models relate to all three case studies is
presented in Chapter Ten.
Dimensions of policy: knowledge, values and competition

It was suggested in Chapter Five that policy development processes could be
viewed against three dimensions: level of knowledge about the issue,
agreement on values and degree of market competition. The course of any
given policy process can be mapped against these three elements over time. A
diagrammatic representation of this model is Figure 5.3.
In the waterfront case, there was generally a high level of knowledge
about the issue—Australia’s relatively poor waterfront performance was well
documented and the power and influence of the unions had been amply
demonstrated for decades. There was, however, very low agreement on values,
with a wide political gulf dividing those who asserted the right of unions to
protect their members’ interests and those who saw the de-unionisation of the
wharves as crucial to improving their performance. There was also low
agreement on means, in that even though many in the labour movement might
have agreed with the proposition that the ‘no ticket, no work’ rule on the
docks was impeding productivity, very few supported the contention that the
only way to change this was to confront the MUA.
The level of competition in the marketplace for policy research, advice
and analysis was, at least potentially, quite high. There are many government
and non-government providers in this field. Within government, the
competition between the two lead Departments (Transport and Regional
Development, and Workplace Relations and Small Business) appears to have
been very strong, although this was probably more a competition for the
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attention of the Government and the capacity to influence the details of its
policy position than a direct contest for resources and funding. In the event, of
course, the Department of Transport and Regional Development ‘lost’ its
maritime division for a time, suggesting that in terms of the traditional
bureaucratic contest to maximise budgets and bureau size, its departmental
rival was successful. There was also considerable competition for influence
and access to Ministers among ministerial offices and between ministerial
staffers and departmental officials (interview, former ministerial staffer;
interview, consultant; Trinca and Davies 2000:38). It would, however, be
stretching the notion of the policy market to describe this type of contestation
as purely market oriented. It was more often about the drive to influence
decisions as a consequence of the internal governmental policy discourse than
about winning or retaining market ‘share’, except in a metaphoric sense.
Outside of government, there are various centres of expertise in
industrial relations policy in academia, a number of private sector ‘think tanks’
with a strong interest in this policy area (such as the Institute of Public Affairs)
and several specialist consultancy firms or divisions of larger legal,
management consulting and accounting firms with the capacity to advise on
industrial relations and/or waterfront reform. These players often compete to
varying degrees for contracts to provide governments with research, analysis
and advice. In the case of the first ACIL contract, and some of the other
contracts mentioned above, there was a limited tendering process that made
some gestures in the direction of the market. The ultimate test, however, was
more often ideological, in that no provider whose basic methodology or
political outlook was not in accord with the government’s could seriously
expect to win a contract in such a high-profile and politically defining policy
area. As with the intra-governmental players, the contest was mostly about
access and influence and gaining dominance in the policy discourse.
Nevertheless, as a firm of consultants, ACIL does place considerable
emphasis on its capacity to provide high quality and consistent analysis and
advice, utilising economic and other modes of analysis, in a manner similar to
several other specialist economic policy firms, such as Access Economics
(discussed in Chapter Seven). The fact that David Trebeck was closely
connected with the Liberal Party and had ideological credentials that would
have been attractive to the new Coalition Government may well have been
secondary to his undoubted subject matter expertise and standing as a
professional economist and consultant. He did, after all, win a contest among
selected tenderers for the first ACIL consultancy, improving his chances of
success not only by making personal contact with the relevant Minister but
also through teaming with a potential competitor in the form of First IR
(interview, David Trebeck, 19/4/2000). It is even conceivable that a Labor
administration would engage Trebeck to do similar work, albeit probably with
a far less confrontationalist industrial agenda and perhaps with a stronger
focus on engendering greater competition among the stevedoring companies.
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The firm did, after all, have a thriving practice under the Hawke and Keating
governments.
Where this line of thinking falters, however, is in addressing the Webster
contract and, to a lesser extent, the second ACIL contract. Neither contract
was won through a competitive process, and Webster’s involvement appears
to have been almost entirely as a consequence of his political connections
through the Pratt group of companies (Trinca and Davies 2000). At best, one
could say that Webster was in competition with other members of the
conservative business elite and that his undoubted credentials as a successful
project manager and ‘operator’ were probably secondary considerations for
Minister Reith. Mr Reith wanted a political fellow-traveler first and a policy
expert second. He indicated this perspective in interview when he emphasises
the dominance of the political perspective in selecting advisers:
I mean, the political world is different … If you are an apparatchik
you are an apparatchik, it doesn’t matter who is paying your bill.
You are in it because you are in the politics. (interview, 11/4/2000)
Indeed, it may have been that Mr Reith’s apparent dissatisfaction with David
Trebeck’s performance under the first ACIL contract arose not so much from
the technical content of his August 1996 report, 64 as from a suspicion that
Trebeck was simply too close to the industry (and perhaps the Department of
Transport and Regional Development) to adopt wholeheartedly the ideological
position favoured by Reith. Such doubts would have improved the attraction
of engaging the services of someone of Dr Webster’s undoubted political
commitment and relative disinterest in the waterfront industries.
In the end, then, the ambiguity of the competitive market for policy
research and advice in this area makes the relationship between the waterfront
case and the ‘dimensions of policy markets’ interesting, if problematic. While
there was clearly considerable potential for market-based competition, this was
a secondary consideration for the Government. Far more important was the
need to be sure of the ideological commitment of the potential suppliers. As
such, the key dimension was that concerned with agreement on values. On the
basis of this case at least, it would appear that there may be a negative
relationship between the values and competition dimensions of this model. In
other words, where there is a high degree of contestation over values,
especially if that contestation is conducted along party political lines, the
potential for market competition for policy related services may be limited by
considerations of ideological alignment: the apparatchik will tend to win out
over the technical expert.
Markets for strategic, program and operational policy

The waterfront case presents an interesting empirical point of comparison
with the model of strategic, programmatic and operational policy markets
discussed in Chapter Five (Figure 5.4). Although the Coalition had a fairly
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clear public position in relation to the waterfront, which it had articulated in
the election campaign that saw it win office, the details of its strategy were
worked out very largely by private sector consultants, especially David Trebeck
and Stephen Webster. Further down the scale, Webster, in particular, seems to
have undertaken a leading role in the direction and execution of the
Government’s waterfront program, up to and including undertaking various
aspects of implementation.
Insofar as Dr Webster can be seen as an agent of the market for policy
services, this case appears to be an exemplar of the marketisation of the entire
structure. The degree of marketisation, however, does seem to have followed
the pattern predicted by the model, in that there was far less open competition
for work at the top of the policy pyramid than there was further down. Aside
from Trebeck and Webster, and to a lesser extent Houlihan, most of the
contracts let to provide analysis and advice on the waterfront appear to have
been concerned with the implementational technicalities of public relations,
legal interpretation and tactics and industrial relations practice. The broad
strategy was the province of a few participants who, as discussed in the
preceding section, were mostly involved because of their political affiliations
rather than because of the price or quality competitiveness of their services.
Even those firms involved with the legal and public relations technicalities
were not engaged as a consequence of public tender (although some form of
pre-selection tender almost certainly took place in the case of the lawyers).
Indeed, much more was spent on dealing with the legal consequences of the
waterfront dispute than on preparing the policy groundwork for it, with the
Australian Government Solicitor and Dunhill Madden Butler Lawyers being
paid over $1 million for ‘advice on maritime issues, including in relation to
legal proceedings, and representation in legal proceedings’ (Mr Reith, answer
to Question on Notice, Australia, House of Representatives 1998,
15 July 1998, p. 6251).
The waterfront case, then, tends to support the expectation of this way
of modeling policy markets: there was more extensive marketisation lower
down the policy ‘tree’, with other factors, such as personal and political
networks, having greater influence at the strategic level.
Policy markets and the policy cycle

The waterfront case appears to have only very loosely followed the sequencing
and the structure of the Bridgman and Davis (1998) policy cycle (discussed in
Chapter Five and shown in Figure 5.5). Nevertheless, it was managed very
much as a project, with a definite start and finish point and a set of specific
goals, and as such could not be seen as an example of Lindblomian
incrementalism (see Chapter Three). Where it departs most obviously from the
Bridgman and Davis ideal is in the fact that aspects of implementation seem to
have occurred from very early in the process. Trebeck’s consultations with
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industry players in 1996, for example, were clearly intended to form part of
implementation by influencing the expectations of those involved.
Despite these variations from the model, however, it is possible to see
that there was some degree of market-like competition at almost every stage of
the process. Of particular interest is the fact that there were many key decision
points throughout, with Webster in particular apparently eventually making
decisions that had the character of policy choices. In this sense, the market for
policy related services was present in some form throughout. It may, in fact,
have been a desire to have non-government (or at least non-bureaucratic)
players taking some of the strategic and tactical decisions that lead to the
contest for the key policy consultancies being effectively restricted to those to
whom the ministers felt most able to delegate decision-making powers.
Coordination, in the form of a task force drawn from the two key
departments, was also handled by an agent of the market, in that Dr Webster
was the task force leader. At crucial points, however, the skills of the
bureaucrats in this particular field seem to have been significant, smoothing
some of the more rancorous disagreements between the players (Trinca and
Davies 2000).
As discussed above, implementation was left very much to the
consultants, who had come to the project at least ostensibly through the
agency of the market. By way of contrast, bureaucratic modes played almost
no role in implementation, although there was considerable evidence of policy
networks, in the form of Australia’s business elite, being utilised to garner
support and active involvement in the Government’s efforts to break the
MUA’s monopoly over the supply of labour on the waterfront.
Types of policy markets

The typology developed in Chapter Five identified six interconnected forms of
policy market:
1.

pseudo policy markets (bureaucratic);

2.

pseudo policy markets (network);

3.

partial policy markets (‘marketplace of ideas’);

4.

partial policy market (projects and supplementation of bureaucratic
work);

5.

internal policy market; and

6.

full policy market.

The manner in which most of the waterfront reform consultancies were
let demonstrates that this case is an example of pseudo policy markets
(network). While many of the forms of the market were employed, including
limited tendering and the extensive use of contract, these were mostly a veneer
over the Government’s desire to tap into its political networks in industry and
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elsewhere. There appears to have been little if any price competition, with
David Trebeck in particular commanding a fee of $250 per hour, which is
close to double the rate charged by the typical management consultant in a
small firm (Hamilton-Howard 2000:13). The fact that Dr Webster was
eventually engaged as a member of Minister Reith’s staff is a further indication
that the political network was more prominent than the competitive market. In
most respects, the forms of the market were used primarily as means of (a)
disguising the extent and character of the networks being employed and (b)
financing the participation of key members of the Government’s (especially
Mr Reith’s) political network.
This case also exhibits elements of the ‘marketplace of ideas’ variant of
the policy market. The contest between Trebeck and Webster was partly
driven by personality differences, but they also disagreed over policy and
tactics to such an extent that under the second ACIL contract, Trebeck was
eventually forced to withdraw to the relative ‘sideshow’ of researching and
advising on the public relations aspects of the waterfront, despite the fact that
he was the prime contractor with ostensible primacy over Dr Webster. There
were similar differences over the means if not the ends of the policy among
industry players, bureaucrats, ministers’ offices and the ministers themselves
(Hardaker 1998; Trinca and Davies 2000). For the most part, the waterfront
‘marketplace of ideas’ occupied the fourth quadrant of the model developed in
Chapter Five (Figure 5.7). While there were certainly policy solutions
generated, these were mostly concerned with the details of implementation,
whereas both Trebeck and Webster operated in the field to generate
enthusiasm for the Government’s activist strategy as much as to glean ideas
and suggestions. In addition, because of the very low level of agreement on
values in this case, the character of the waterfront marketplace of ideas was
mostly Darwinian, in that any policy proposals that did not fit within the
Government’s very narrowly defined objectives of achieving reform through
breaking the power of the unions was unlikely to survive. The Government’s
key agenda in this case was not to generate a range of ideas from which it
might select one or more solutions but to find the best and only vehicle by
which its very specific policy objectives were going to be realised.
Superficially, the Government’s management of the waterfront exercise
could also be seen as an example of category four, partial policy markets
(projects and supplementation of the bureaucracy). The work was generally
handled in a project management mode and the bureaucracy participated,
sometimes at critical junctures, in pursuit of the Government’s waterfront
agenda (e.g. in early 1997 the Department of Workplace Relations and Small
Business prepared a strategy paper that was eventually to form the basis of a
Cabinet submission on the issue—Trinca and Davies 2000:36-37). The degree
to which the senior public servants were sidelined, however, suggests that for
the most part the bureaucracy was not so much supplemented by external
providers of project services as supplanted by them. The Department of
Transport and Regional Development, in particular, was relegated to the role
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of finding post hoc justifications for the Minister’s choices of consultants and
was eventually stripped of its maritime division, which, once it was brought
under the control of Minister Reith, appears to have all but ceased to be a
serious contributor. There is no sense, then, in which the bureaucracy played a
‘policy entrepreneur’ role in the Government’s waterfront strategy (Skok
1995). At best it was occasionally able to exercise some influence on details,
but for the most part it was too divided and too distrusted by the new
Government to have a consistent and unchallenged role as the coordinator of
the suite of consultancy contracts and the prime conduit of information and
analysis to Ministers. If there was a ‘policy entrepreneur’ anywhere in the
system it was Dr Webster, who organised and managed several other
consultancies as part of his role as task force leader.

CONCLUSION
In the course of this chapter, this case study examining the development of
the Coalition Government’s waterfront strategy in 1996 and 1997 has moved
from being a strong candidate as an exemplar of policy markets in practice to a
more ambiguous status. While much of the media commentary at the time
emphasised ways in which the policy process departed from established
modes, the degree to which it constituted a shift to market-based structures
and approaches is debatable. The dominant element in the waterfront case is
that of networks, especially party political networks. The consultants employed
on this project were used by the Government because it was uneasy with the
bureaucracy it had recently inherited from the Labor Party and because they
had political credentials that fitted the Government’s tactical predisposition.
They were not primarily employed because of the technical quality of their
services or the competitive nature of their prices. They were engaged because
they demonstrated empathy with the Government’s goal and were generally
(although not always) in agreement with the means by which it was to be
achieved. As suggested by Rhodes in a rather different context, ‘The journey
from hierarchy to markets had an unplanned diversion to networks’ (Rhodes
1998:26). In this case, however, perhaps there was no real ‘plan’ to marketise
the policy-making process: the Government’s intention in this instance was
always to operate through its political contacts; the market’s role was mostly to
act as a means of organising and financing this strategy.65
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The whole thrust of our thinking is … towards reintegration of the
management and the policy functions …
Royal Commission on Australian Government Administration
(‘Coombs Committee’)
The objective [of the Coalition’s reforms] has been to focus the
APS on its core activities—policy development, legislative
implementation and the contracting and oversight of service
delivery.
Dr David Kemp MP
Minister Assisting the Prime Minister for the Public Service

S

hould (indeed can) policy and management be integrated or separate? It is
this debate that lies at the heart of this chapter. Whereas the Coombs
Committee (RCAGA 1976) argued that the machinery of government
should seek to integrate management and policy functions, Dr Kemp’s (1998c)
articulation of the Coalition Government’s position implies that management
(in particular, service delivery) should be separated from policy development.
This debate is one of the perennials in public administration, going back at
least to Woodrow Wilson’s call for a separation of politics and administration
in the 1880s and the even earlier Northcote-Trevelyan reforms in the United
Kingdom that lead to the creation of an independent and professional public
service in mid nineteenth century Britain (Hennessey 1997).
Among Australian practitioners in the latter part of the twentieth
century, the separation of policy and management (a version of the
politics/administration divide) has taken on aspects of a ‘dogma’ (Stewart
1996). One of the manifestations of this has been the growing trend towards
contracting out of service delivery and management support functions, as
discussed in Chapter Two. Business process outsourcing in the Department of
Finance and Administration (DOFA), which is the focus of this chapter, is an
example of the attempt to achieve such a separation and the potential impact
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this can have on policy-making by bringing commercial suppliers into the
managerial ‘heartland’ of a department of state.
The DOFA outsourcing case differs from those explored in Chapters
Seven and Eight in several ways. It is based on the idea of managerially driven
demand in policy markets. Because of the fundamentally integrated nature of
policy and management, the expectation implicit in this case study is that
outsourcing higher level managerial functions—such as information
technology and human resource management—will necessarily involve
suppliers of those services in departmental policy discussions: policy markets
‘by the back door’. This case also differs from that of Access Economics and
of waterfront reform because the data is more problematic for the theory of
policy markets. For this reason the case is broken into two parts: discussion of
what has actually happened to date, and consideration of what could have
happened—and still may—with a change in a small number of key variables.

POLICY, MANAGEMENT AND IMPLEMENTATION: INTEGRATE OR
SEPARATE?

As mentioned above, the normative principle that politics should be separated
from administration can be traced at least to the Northcote-Trevelyan reforms
in Britain and to Woodrow Wilson’s work in the United States in the late
nineteenth century. Wilson (1887) was mainly concerned with using the
administrative arm of government as a brake on excessive power being placed
in the hands of politicians. More recently, the purpose of maintaining the
divide has changed, with public choice theorists arguing that bureaucrats can
gain too much power if they are allowed too great a role in policy-making
(Niskanen 1971, 1973). This idea has been popularised as a managerial
solution for the public sector as focusing government on ‘steering’ rather than
‘rowing’ (Osborne and Gaebler 1992). In other words, governments should
make policy, enact laws and enforce regulations but should have as little to do
with actual service delivery and implementation as possible. Public sector
reform initiatives in many western countries have tended to ‘operationalise’
this principle by seeking to ensure that policy-related work is done in areas of
the bureaucracy that are organisationally separate from those responsible for
either implementation or, to a lesser extent, organisational management. Even
though the practice of creating elite policy units in Australia has declined
somewhat from its zenith in the 1970s, the general idea persists, sanctioned by
managerialist precepts of division of labour, specialisation and efficiency.
Coombs’ contrary view notwithstanding, the idea of separating policy
development from implementation has dominated much of the thinking
underpinning managerial reform of the public sector in Australia since the
early 1980s (see, for example, Task Force on Management Improvement 1992
and Reith 1996). Indeed, it is not merely implementation that is seen as
operationally distinct from policy development. Management—in the form of
corporate decision-making and governance and the organisation of human,
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financial and information resources—is also increasingly posited as ideally
carried out in a separate organisational framework from policy development
and implementation. It is this thought that lies behind the Coalition
Government’s compulsory information technology outsourcing program66 and
its 2000 Budget statement announcing a plan to ‘market [test] …
Commonwealth activities and services, commencing with corporate services’
(Fahey 2000a).
Figure 9.1 depicts these two models—integrationist and separationist—
in graphic form. The integrationist view sees each sphere as being centred on a
different point but overlapping at the edges with each of the other two.
Conversely, the separationist model sees policy as driving implementation and
both policy and implementation supported by management.
Figure 9.1: Integrationist and separationist models of policy,
management and implementation
Integration Model

Separation Model

Policy

Management

Management

Policy

Implementation

Implementation

Just because achieving such a separation is one of the objectives of many
reform initiatives does not mean that it is in fact possible to organise a
department or agency so that all policy development work is carried out by
one area and all management by another. Study after study has shown that
management, policy development and implementation are thoroughly
interconnected (Hogwood and Gunn 1984; Parsons 1995; Hill 1997; Randal
Stewart 1999). Indeed, at the micro level any public servant who exercises
judgement or discretion—that is, practically every public servant—exercises
some form of policy choice, however restricted.
It is this contention—the practical impossibility of separating policy and
management—that is the starting point for this chapter. Beginning with a
discussion of the outsourcing policies and practices of the current Coalition
Government and its predecessors, the chapter explores the specific case of the
Department of Finance and Administration (DOFA) as an example of an
agency which has embraced the outsourcing of management functions so
thoroughly that it is reasonable to expect that, at some level, the Department’s
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policy development role must necessarily involve outsourced providers of
corporate and information technology (IT) services. The chapter focuses on
DOFA’s ‘strategic alliance’ with PricewaterhouseCoopers (PwC) for the
delivery of human resource management services and decision support. The
conclusion reached, however, is that although the DOFA-PwC alliance has all
the rhetorical hallmarks of a closely integrated relationship—implying a close
discourse on matters of importance to the Department, up to and including its
policy role—the relationship is more akin to a fairly standard
purchaser/supplier contract, with PwC having relatively little actual
involvement in DOFA decision-making and policy deliberation. Initiatives
underway to revitalise the strategic character of the relationship, however,
suggest that this may change in the future.

OUTSOURCING AND POLICY MARKETS: A PROPOSITION
In the light of the trend towards outsourcing of higher level functions and
activities in the Commonwealth,67 it seems reasonable to posit the proposition
that outsourcing of management and strategic advisory services could result in
suppliers of these services being drawn into the policy development process
itself. Many consultants interviewed for this study reported that when they
were engaged to advise on an ostensibly operational or organisational matter
they were often drawn into discussions about the rationale for particular
structures or practices and that these discussions often involved questions of
policy. A consultant from one of the large accountancy and management
consultancy firms, for example, mentioned a department that engaged him to
review the organisation’s structure to identify gaps and overlaps. Almost at the
commencement of the assignment, however, it became necessary to clarify the
rationale for the department’s existence, especially in terms of the validity of
long-standing policy assumptions that had come under question with a change
of government. The consultancy rapidly became concerned not so much with
optimal organisational structures as the logic and consistency of the policy
assumptions underpinning those structures (interview, consultant, 1999).
Several senior public servants also acknowledged the increasing involvement
of consultants and service providers in the discussion of policy matters.
This proposition—that outsourcing management functions can lead to
the suppliers being drawn into contributing to policy development activities—
is the focus of this chapter. To test it, DOFA’s corporate support and
information technology outsourcing program was studied, especially its
contract with PwC for the provision of corporate support functions, including
human resource management.

BUSINESS PROCESS OUTSOURCING IN DOFA68
This section details the case of DOFA’s outsourcing program. At the centre of
the case is the relationship the Department has sought to construct with its
human resource management services provider, PricewaterhouseCoopers
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(PwC). The purpose of the case is to examine to what extent that relationship
has, could or will influence and shape the Department’s policy advising role.
DOFA was formed in early October 1997 through the amalgamation of
the Department of Finance (DOF) and most of the Department of
Administrative Services (DAS). The new Department has been involved in a
number of major reform matters in the life of the Howard Government. It has
also been involved in considerable controversy, ranging from fraud by
contractors to disputes within Parliament over access to commercial
information held by the Department. Since its creation DOFA has undergone
large staff reductions and has shed a number of functions through
privatisation and closure of some operations. It is important to understand this
process as it is both a key part of the context for and a consequence of the
Department’s outsourcing program.
The initial amalgamation involved dramatic staff reductions, especially
among former DAS officers and those employed in corporate areas. This was
in part a continuation of a long-running decline in staff numbers and
functional shedding in DAS. When DAS was created in 1987 it had over
18 000 staff. By 30 June 1997, DAS had around 5350 staff and DOF 590. As a
consequence of some former DAS functions being moved to other portfolios,
the continuation of DAS’ large scale redundancy program and the sale or
closure of several former DAS business units, DOFA’s staff numbered some
1530 by 30 June 1998—a reduction of almost 75 per cent in one year. As can
be seen from Table 9.1, corporate staff numbers have declined faster than
total departmental staff since 1997-98. At the same time, supplier expenses in
the corporate area have decreased—albeit not at the same rate as employee
expenses—after an initial rise. This reduction has been achieved largely
through the outsourcing program, with most support functions being
contracted out to the private sector.
Table 9.1: DOFA staffing

Department staff as at 30 June (actual)

Change
Change Change
97-98 to
98-99 to 97-98 to
99-00
1997-98 1998-99 98-99 1999-00 99-00
1,531
983
-36%
918
-7%
-40%

Corporate staff as at 30 June (est)

434

173

-60%

57

-67%

-87%

Corporate staff as % of department

28%

18%

-38%

6%

-65%

-78%

Employee Expenses (Corporate)

$000 $12,743 $16,756

31%

$4,169

-75%

-67%

Supplier Expenses (Corporate)

$000 $50,683 $73,756

46% $32,596

-56%

-36%

7%

11%

Supplier Expenses as % of Both
80%
81%
2%
Source: DOFA annual reports & advice from DOFA Corporate Group 1/12/2000
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DOFA’s management ethos is heavily influenced by a desire to ‘practise
what it preaches’. Under Dr Peter Boxall, the Chief Executive appointed by
the Howard Government in 1996, the Department has vigorously pursued
outsourcing, market testing and privatisation of several former DAS business
units. Outsourcing of corporate functions (what one DOFA executive referred
in interview to as ‘internal outsourcing’) began with information technology
services, which were outsourced to IBM-GSA (IBM Global Services Australia)
in September 1997. The contract was not let as part of a tendering process, but
as an extension of a contract already set up for the Department of Veterans
Affairs (Fahey 1997). The IT functions carried out by the former IT Services
business unit of DAS (including services provided to various non-DAS
customers, mostly within the Commonwealth) were discontinued.
DAS IT Services formed part of the Support Services business division,
parts of which (including personnel services) were being prepared for trade
sale at the time of the amalgamation.69 After amalgamation this process was
discontinued in favour of the outsourcing program already embarked upon by
DOF, as summarised in Table 9.2.
Table 9.2: Chronology of DOFA’s outsourcing of corporate functions
Function
Contractor(s)
Date
Internal audit services
Acumen Alliance/Ernst & Young
September 1997
Legal services*
Panel contract (second round)
August 1999
Information technology
IBM-GSA
September 1997
Property and facilities
KFPW
September 1998
Office services (registry etc.)
Outsource Australia
September 1998
Telecommunications
NEC
December 1998
Communications and public relations
Panel contract
March 1999
Human resource management
PricewaterhouseCoopers
May 1999
*Part of a wider program to open up the Australian Government Solicitor to competition

As DOFA became more proficient at outsourcing it developed the
concept of ‘strategic partnership’ as a guiding principle in its efforts to engage
the private sector in both its own organisational support functions and the
delivery of various programs, such as the management of the
Commonwealth’s property portfolio, which was taken over by
PricewaterhouseCoopers Solutions in 2000 (Fahey 2000b). The partnership
concept has antecedents in industry as a means of coping with the exigencies
of large, complex and uncertain projects (e.g. major construction and
infrastructure projects). Within the Commonwealth, the idea of ‘win-win’
solutions—with suppliers and government entering into ‘relationships’, not
merely contracts—can be traced at least to the late 1980s (Mellors 1995a).
For DOFA, the idea became not merely to reduce costs and/or improve
services through a standard service contracting arrangement—the usual goals
of outsourcing—but to develop a mutually beneficial long-term relationship
aimed at sharing risks and benefits and combining the particular strengths of
the parties to improve their strategic position (Weir 2000; Wyatte 2000).
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The idea of partnering came to dominate DOFA’s presentation of its
outsourcing efforts (e.g. Loudon 2000) As such, a great deal has been invested
in making such relationships work well, and in ensuring that they are seen to
work well by external stakeholders (such as ministers, parliament and the wider
Commonwealth bureaucracy) as well as by DOFA staff whose careers have
been greatly affected by the outsourcing program. Impacts on staff arose from
a number of factors, including loss of jobs, having to implement and oversee
the supplier relationships and changes in the quality and character of support
services that had been outsourced.
Learning about strategic partnerships in government was not without its
difficulties. Many staff and managers in the Department have had to adopt
fundamentally different behaviours and modes of operating and there have
been cases where the results—whether in terms of service quality or cost
savings—have not been all that the Department had hoped (interviews, senior
DOFA officers, 2000). In particular, it has been necessary to renegotiate
aspects of the IT and HR management contracts through the annual joint
business planning process to ensure the Department’s needs were being met
(interview, Jenny Morawska-Ahearn, 11/11/1999).
Even at the tendering stage there could be problems. In the case that
forms the core of this study, in 1998 DOFA had to abandon negotiations with
a preferred tenderer for the provision of combined personnel and financial
services and repackage its approach to the market. In particular, it was decided
not to proceed with outsourcing most of the Department’s financial services
because the market did not appear to be sufficiently well developed to provide
combined personnel and financial services and because financial services were
seen as too critical to the Department’s core functions to be outsourced
(interviews, senior DOFA officers, 2000).
The Department also learnt that it needed to adopt a much more flexible
approach to negotiations with potential contractors. As a consequence it
developed a two-tiered contract negotiation process. While senior executives
discussed the strategic context of the relationship (summarised in a brief
twenty two page tender document), operational staff negotiated the specific
deliverables and service agreements, which were canvassed in much more
detailed documentation (interview, Mike Loudon, 18/8/2000). The result was
a May 1999 contract with PricewaterhouseCoopers to provide almost all of the
Department’s human resource management needs.
Both DOFA and PwC have expressed—and continue to express—high
aspirations for their relationship. Described as the ‘jewel in the crown’ of
DOFA’s outsourcing program (Outsourcing Center [Undated]), the human
resource management contract has been highlighted as demonstrating the
possibilities of the public and private sectors working together in a
commercially and strategically intimate way. For PwC this meant becoming
familiar with government policy processes, while DoFA has sought to draw on
the global reach of the massive multinational firm. For both it meant attending
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each other’s social functions and making joint presentations at conferences
and seminars (Weir 2000; Loudon 2000).
As the central agency responsible for competitive tendering and
contracting policy and advice, the partnership with PwC also represents
tangible evidence of DOFA’s ‘know how’ when it comes to strategic
outsourcing and competitive tendering and contracting, to the point where the
Department draws at least as much on its own practical experience as on
theoretical analysis when advising other agencies on CTC (interview, Dr Peter
Boxall, 7/6/1999). For PwC, the DOFA contract, while relatively small in
dollar terms, is intended to be the first in what the firm hopes will be a long
list of such relationships with government agencies in Australia (interview,
Carmel Macpherson, 17/11/2000). In 2000 PwC won a similar but larger
contract with another Commonwealth department, Agriculture, Fisheries and
Forestry Australia.
The political and public relations environment for the DOFA-PwC
relationship has often been negative. Opposition senators have sought in vain
to obtain information about the performance standards and other terms of the
contract (Senate Finance and Public Administration Legislation Committee
1999a), while The Canberra Times has repeatedly reported negatively on various
developments associated with outsourcing and DOFA in general (e.g.
Geiselhart 2000; Burgess 2000a; Campbell 2000) and the human resource
outsourcing project in particular (e.g. Burgess 1999a, 1999b). Even winning an
international industry award for its efforts in pioneering strategic outsourcing
in Australia was met with scepticism in the press (Burgess 2000b). This
generally hostile reception has raised the political and commercial risks of the
project while enhancing the parties’ determination not to let any
implementation difficulties overshadow what they see as the basic value of the
partnership idea (interviews, Jenny Morawska-Ahearn, 11/11/1999 and
Carmel Macpherson 17/11/2000).
Once the contract for HR services was signed, DOFA and PwC set
about building the strategic relationship. Although the document itself is a
fairly standard (albeit detailed) service provision contract, there was an express
determination to develop a close and highly strategic relationship (interview,
Mike Loudon, 18/8/2000). However, the key departmental players involved in
the negotiations—including the General Manager, Corporate and the relevant
branch head—either left their positions soon after the contract was finalised
or ceased to have any direct involvement in its implementation. As a
consequence, and according to a number of interviewees, the level of
commitment to the partnership concept declined. At the same time, a trend
emerged that saw the re-establishment of some of the in-house capacity to
manage human resource issues that had been shed as a consequence of the
outsourcing exercise. In particular, the HR strategies branch actually increased
its staffing complement after the initial reduction following commencement of
the contract. Interviews also suggested some tension at senior levels of the two
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organisations that may have impeded the early flowering of the putative
strategic alliance.
The first eighteen months of the contract do not seem to have borne out
aspirations. PwC has had relatively limited access to senior officers in the
Department. It was only in late 2000 that the firm gained a regular opportunity
to meet with DOFA’s highest departmental committee, the Management
Board. While the DOFA HR committee—on which PwC sits—might have
been seen as the obvious forum in which the relationship might have
progressed, this committee has met infrequently since the contract
commenced, apparently because of a lack of effectiveness as a vehicle for
strategic decision-making (interviews, Carmel MacPherson, 17/11/2000 and
Barbara Sullivan, 12/2/2001).
Overall, the evidence for PwC being intimately and constantly involved
in the Department’s strategic and policy considerations is scant. While PwC
has a stepped model for delivering its services so that at the top is a
comprehensive decision-support function (interview, Carmel MacPherson,
17/11/2000), DOFA has not sought to systematically avail itself of this
service, 70 let alone draw PwC personnel into early discussions of policy
options that might, for example, affect the Department’s need for skilled staff
or a changed staffing profile. Insofar as there is evidence of such involvement,
it has been largely at the level of ‘number crunching’, providing scenario
information on different possible profiles (interview, Carmel MacPherson,
17/11/2000). This contrasts markedly with common practice in the public
service (including in the author’s own experience) for human resource
management personnel to be involved very early on in considering the
implications of possible policy options, their operational impact and the
capacity of the organisation to implement them.
DOFA’s highly devolved management arrangements must be taken into
account. The Department is made up of a set of relatively autonomous
business groups, with each General Manager having considerable leeway in
staffing, resourcing and organisational matters. As such, the corporate centre
operates mainly as a coordinating and advisory unit rather than as a regulator
(interviews, Peter Boxall, 7/6/1999, and Barbara Sullivan 12/2/2001). In such
a highly devolved management environment it might be argued that the
potential for strategic policy input from the corporate area is itself limited and
that any limitations experienced in the PwC contract are largely a function of
this design factor within DOFA.
DOFA, however, remains a department of state and its Secretary has
chief executive powers under the Public Service and Financial Management
and Accountability Acts. As such, the corporate group supports him or her in
meeting various legal obligations, including through the preparation,
promulgation and monitoring of corporately sanctioned rules and standards of
practice. In this sense the corporate group remains a locus of organisational
and managerial power within DOFA and it is this power that potentially opens
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the way for strategic partners such as PwC to participate in the Department’s
decision-making processes. The fact that to date PwC has not done so to the
extent that might have been expected is only partly explained by DOFA’s
devolved management arrangements.
In order to understand the distance between the DOFA-PwC aspirations
for their relationship and the current reality, it is useful to examine the specific
terms of the contract. Even though the early intention was to develop the
strategic partnership almost despite the terms of the contract, both parties have
naturally sought guidance and certainty in the terms of the agreement when
there have been difficulties (interviews, Jenny Morawska-Ahearn, 11/11/1999
and Carmel MacPherson, 17/11/2000).
The DOFA-PwC contract is a fairly standard if complex service delivery
agreement, with a strong focus on value for money, effectiveness of services
and cost containment. It establishes the contractual basis on which the service
level agreements, annual business plans and balanced scorecard71-based
performance evaluation are all built. Signed on 18 May 1999, the contract
covers a three year term with scope to extend for up to two further years.
Although it is left undefined, ‘strategic partnership’ is alluded to in two places
in the document. Clause 13.1 (‘Co-operation’) commits the parties to
conducting themselves ‘in the spirit of cooperation and good faith’. The clause
goes on, however, to declare that ‘[f]or the avoidance of doubt, the spirit of
good faith does not override or limit the provisions of the Contract’. Perhaps
this qualification was the work of a cautious lawyer seeking to prevent his or
her client committing to something too vague to be actionable.
The second point at which the idea of a strategic partnership arises in the
contract is in the section dealing with the annual business planning process.
Sub-section 3.1 states that the Commonwealth (i.e. the Department) wishes to
establish a ‘strategic relationship with the Service Provider’. While the nature
of that relationship is not specified, its goal is stated as being the ‘efficient and
effective use of public moneys so that DOFA staff can focus on its core
business [and] ‘value for money’ service delivery’.
The contract’s exclusions clause is of particular interest. It details services
that could be provided by PwC (or another contractor; the relationship is nonexclusive) but only as out-of-scope items subject to separate fees and
arrangements. The two exclusions that are particularly germane to this study
are quoted in Table 9.3.
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Table 9.3: DOFA-PwC contract Schedule 15: Exclusions (Extract)
Legislative and
regulatory decisionmaking

Decision making authority in all areas; in particular legislative and
regulatory decision making.

Strategic HR and HR
Policy Setting

Strategic policy setting and HR policy development, for example:
• coordinating implementation, monitoring and evaluation of HR
strategies and plans;
• review and approval of exceptions to policy;
• setting the Commonwealth’s strategic HR information requirements;
• determine content for the Commonwealth’s annual reports;
• membership of strategic HRIS [Human Resource Information
Systems] User Groups.

Legislative and regulatory decision making would, of course, be
problematic in the hands of an outsourced supplier, as this would require the
formal delegation of powers normally retained within the public service to the
contractor.72 Extending this sanction to ‘decision making in all areas’,
however, opens up the possibility that this could extend this exclusion into
areas where such formal delegations are not relevant, including areas where a
‘strategic partner’ may need to apply decision making authority.
The express limitations on PwC’s involvement in strategy and policy
relating to HR matters seem even broader. This exclusion presumably is
intended to clearly specify those areas which the Department wishes to retain
in-house or to retain the right to engage other suppliers. There is nothing in
either of these exclusions that prevents DOFA seeking recommendations or
advice from PwC in these areas. Formal delegated authority is, of course,
routinely exercised by Departmental officials on the recommendation of PwC
staff. Similarly, DOFA does not develop its HR strategies without consulting
its HR partner, if only by virtue of PwC’s position on the Departmental HR
Committee.
Insofar as the contract itself is concerned then, the DOFA-PwC
partnership is a somewhat less ambitious enterprise than the term might imply.
The full ambit of the term, as it is canvassed in the literature, is examined later
in this chapter. At this stage it is sufficient to note that the DOFA-PwC
contract is a good deal less innovative than similar examples in the wider
business world (Dussauge and Garrette 1999; Child and Faulkner 1998), but it
is largely typical of some of the more ambitious business process outsourcing
arrangements in the private sector (Halvey and Melby 1999; Cook 1998).
Although development of the relationship has been halting, and the
concept of the strategic partnership has not been fully realised, there remains
scope for this to evolve in the manner originally envisaged, albeit at a more
gradual pace than might have been hoped before the contract was instituted.
There are clear signs that PwC is having greater input to DOFA’s decisionmaking, especially through regular meetings with the Department’s
Management Board, instituted in late 2000. At the time of writing, DOFA has
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also reorganised its corporate group so that there is no longer an HR strategies
branch: its functions have been subsumed under the oversight of the PwC
Relationship Director, with overall DOFA HR policy responsibility resting
with the Executive (interview, Barbara Sullivan, 12/2/2001; Suur 2001). In
effect, PwC is being drawn into a closer relationship with DOFA as a
consequence of the Department vacating some of the strategic field it had
found itself fulfilling in the early days of the contract.
Because of DOFA’s heavy use of Australian Workplace Agreements73
(i.e. individual employment contracts), the Department’s remuneration
committee has taken on greater strategic significance in the agency’s planning
than might otherwise have been the case. Remuneration is a significant tool in
shaping DOFA’s staffing profile and enhancing its policy and managerial
capacity. PwC plays a significant advisory role in that committee.
In general, the DOFA-PwC relationship appears to be improving. The
Department has expressed itself to be increasingly satisfied with the value for
money it is getting from PwC’s services and PwC has noted it is gaining
greater access to DOFA decision-makers. Having gone through a postimplementation decline, both parties are working to make the operational and
consultative environment conducive to a more broadly based relationship.
Driving this is the fact that both the firm and the department have invested a
great deal of money, time, effort and public reputation into what is seen as a
ground-breaking arrangement in the Commonwealth. It is therefore in both
parties’ interests to ensure that the rhetoric of partnership comes to be
matched by the reality of the relationship.
One last point that suggests there is a reasonable prospect for a more
intimate relationship in the future is the fact that DOFA is not reluctant to buy
in policy-related expertise to help its major policy efforts. In 1999-2000, well
over $12m was spent on consultants advising under the two departmental
outcomes that have the greatest policy content: ‘sustainable government
finances’ and ‘improved and more efficient government operations’. To give
an idea of scale, this represents almost ten per cent of the total price of $150m
for DOFA’s various policy advice outputs for the same year (DOFA Annual
Report 1999-2000). Clearly, DOFA’s culture and practice favours the use of
external consultants and advisers, and PwC has a significant edge as a partner
providing a crucial service in support of the Department’s operations and
policy role.

TESTING THE DOFA CASE AGAINST MANAGEMENT THEORY
It is useful at this point to examine in detail the DOFA and PwC notion of
‘strategic partnership’ against the relevant business and management theory.
The strategic partnership approach has strongly influenced management and
business practice in the past three decades. At a theoretical level, ‘relational
contracting’ has been seen as offering an answer to the various problems of
transaction costs and uncertainty (Williamson 1979), while practitioners often
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stress the need for the relationship to come before the contract (Mellors
1995a). More recently, a modest but influential literature has sought to analyse
and construct normative approaches to such arrangements (Dussauge and
Garrette 1999; Austin 2000; Conlan and Giovagnoli 1988; Dent 1999; Doz
and Hamel 1998; Harbison and Pekar 1998; Spekman and Isabella 2000),
including in the area of public-private partnerships (Rosenau 2000; Savas
2000) and contingent contracting (Bazerman and Gillespie 1999). As Dussauge
and Garrette (1999) note, the partnership model has attracted increasing
commentary because it has been instrumental in both prominent successes—
e.g. Microsoft built its success on the basis of its operating system agreement
with IBM—and notable failures or near-failures, such as the Concord joint
venture.
The terms ‘strategic alliance’ and ‘strategic partnership’, however, have
little precision in general usage. Dussauge and Garrette seek to confine the
concept by stressing that ‘Strategic alliances are links formed between two—or
more—independent companies which choose to carry out a project or specific
activity jointly by coordinating the necessary skills and resources rather than
… pursuing the project or activity on their own … [or] merging their
operations or acquiring and divesting entire business units’ (1999:4). This is in
contrast to the ‘pure’ outsourcing model, whereby functions and activities
cease being carried out in the client’s organisation and are placed under
contract with an outside supplier of specialised services (Halvey and Melby
1999; Cook 1998). It is particularly interesting to note that Cook (1998:13-14)
recommends against outsourcing several of the human resource functions that
DOFA either contracted with PwC to provide (e.g. HR administration) or that
DOFA expects PwC will provide in the future (e.g. HR planning). According
to the Cook framework, then, the DOFA-PwC arrangement is very ambitious,
pushing across the boundary of business process outsourcing and into the
realm of strategic partnership.
The model that the DOFA-PwC contract and emerging relationship
seems to fit most is that formulated by Dussauge and Garette of ‘vertical
partnerships’, whereby non-competing firms operating at two successive stages
of the production process come together in an alliance (1999:53-54). Often
such arrangements emerge from standard purchaser-supplier relationships.
According to Dussauge and Garette:
Vertical partnerships offer an alternative both to simple
transactions between suppliers and customers and to full vertical
integration. They are a form of partial vertical integration, since the
company does not rely on the market for its supplies or for finding
outlets for its products, nor does it integrate fully and become a
competitor of its own suppliers or customers. (1999:53)
In the context of the DOFA-PwC case, it is interesting to note Dussauge and
Garette’s cautionary note relating to ‘the relative bargaining power of the
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partners and, more importantly, of how this relative power may change over
time’ (1999:54). There is the risk that as PwC grows in confidence and
influence in the burgeoning business process outsourcing market, its sheer size
and market power will come to dwarf the current relative power that DOFA
enjoys as a lead client in this new field. The test of this risk will come when the
parties come to negotiate extension or closure of the contract in 2002, three
years after its commencement.
Against the background of both the theoretical perspective on business
process outsourcing and the strength and character of the parties’ aspirations,
it is worthwhile to reiterate why DOFA’s thorough going approach to
corporate outsourcing is of interest to this research. The Department’s
extensive use of outside providers and especially its commitment to the notion
of strategic partnership with these providers gives rise to the possibility that
contractors engaged to participate in strategic partnerships with public service
departments may, if the arrangement is extensive and intensive enough, be
drawn into participating in the client department’s strategic and policy
deliberations in such a way as to constitute a form (albeit not overtly so) of
marketisation of the policy process. Although the facts of the case to date do
not indicate a high level of involvement in policy-making by PwC, there is an
express intention to change this in the near future (interview, Barbara Sullivan,
12/2/2001).
It is also possible to posit a ‘counter factual’ scenario by altering a couple
of the variables in the case as it has unfolded to date. If, for example, the
contract document had been more innovative as an expression of the
partnership aspirations of the parties and if there had been continuity of key
personnel from the contract negotiation phase to the implementation phase,
then it is probable that PwC personnel would be much more involved in
policy debates in DOFA than they have been to date. It is likely, indeed, that
the current determination on both sides of the arrangement to reinvigorate the
relationship will overcome the impediments of the relatively narrow
contractual terms and the various interregnums due to personnel changes to
bring PwC into more intimate contact with DOFA’s internal policy-related
discourses. This, at least, is the expectation of current management in the
Department’s corporate group.

IMPLICATIONS FOR POLICY MARKETS AND CONCLUSION
The tangential character of this case as an example of a putative policy market
in the making means that the conclusions it suggests about the theory of policy
markets must necessarily be similarly tangential. Nevertheless, the extensive
and growing use of outsourcing models both for business support and for
program and service delivery74 suggests that there is a prima face case for
expecting that such market-based initiatives designed to improve the quality,
effectiveness and efficiency of services and corporate management may well
draw the market into policy-making process ‘by the back door’. Against this
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background, it is possible to examine this case against the four models of
policy markets developed in Chapter Five:
1.

the knowledge, values and competition dimensions of policy;

2.

markets for strategic, program and operational policy;

3.

markets for different components of the policy cycle, as posited by
Bridgman and Davis (1998); and

4.

a typology of policy markets with six components.

The following sections examine the DOFA business process outsourcing case
against each of these models.
Dimensions of policy: knowledge, values and competition

As discussed in Chapter Five, policy development can be analysed in terms of
three dimensions: knowledge, values and competition (see Figure 5.2).
Business process outsourcing is such that it tends to involve competition for
the field rather than in the field. In the case of the DOFA-PwC arrangement,
there was a tender process whereby PwC won the contract to deliver DOFA’s
human resource management needs, but once that contract was established it
effectively confined DOFA’s choice of supplier to PwC. This is despite the
fact that the contract itself is non-exclusive and allows DOFA to contract with
other suppliers, especially for work that is defined as out of the scope of the
contract but that PwC could supply ‘out of scope’ on a fee for service basis.
The inertia in the system that has been established is such that PwC enjoys a
strong competitive advantage in winning such work with DOFA. It would, in
fact, require significant and persistent breaches (e.g. repeated failure to pay
staff on time) of the terms of the contract for DOFA to be able to terminate
the relationship early.
Despite these constraints on the extent and nature of market
competition, it is clear that the DOFA outsourcing program is aimed at
generating competition for the supply of services that were previously the
province of in-house monopoly suppliers. What is perhaps less clear is the
extent to which this has any bearing on the idea of market competition for
providing policy inputs. Insofar as PwC (or DOFA’s other outsourced
suppliers) are involved in policy-related discussions within DOFA, these seem
for the most part to be incidental to the core concerns of the contract. Of
course, the relationship (as distinct from the contract) certainly does encompass
an expectation of such an involvement, at least potentially. On the other hand,
the fact that such involvement was not overtly canvassed in the tendering
process (other than through the largely undefined concept of strategic
partnership that was expressed in the tendering and contract negotiation
process) suggests that there was little effective market competition for this
aspect of the relationship.
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This suggests that the relationship between the level of competition in
this putative policy market and the level of knowledge about the policy-related
matters it might encompass is problematic. Because the policy-related aspects
of business process outsourcing arrangements are not made overt in the
competitive phase it is likely that the level of knowledge, especially shared
knowledge about the nature of the policy problems that might be confronted
by suppliers in this market is similarly low. In other words, because the policy
aspects of such arrangements is largely unstated its character is largely
unknown both to the possible suppliers and to purchaser. As such, the
delivery of policy inputs does not form a significant part of the competition.
Markets for strategic, program and operational policy

Looking at the DOFA outsourcing case through the idea of policy levels is
illuminating. Insofar as there was express competition for the delivery of
policy inputs, it was mostly at the level of operations (pay and conditions
policy, staff development policy, etc.) and, to a lesser extent, programs
(especially because of DOFA’s devolved structures for the management and
delivery of its programs, whereby program managers are responsible for the
delivery of specified outputs and for management of the requisite inputs,
including human resources). The case therefore supports the proposition put
in Chapter Five (Figure 5.4) that there will tend to be greater market
competition lower down the policy ‘pyramid’, whereas high level, strategic
policy is more likely to be less influenced by the market.
Given DOFA’s and PwC’s plans it is possible that PwC (and perhaps
other outside suppliers of corporate services) will be drawn into DOFA’s
internal discourse about strategic policy issues. If this happens, however, it
cannot be represented as the marketisation of strategic policy in DOFA, as
such a development will be more a side-effect of competition further down
the structure than the result of express and deliberate contestation for the
provision of strategic policy analysis and advice. In effect, PwC and its fellow
suppliers would, under this scenario, be brought in at the strategic level not as
a result of market forces but as a consequence of their becoming part of the
policy network within which DOFA moves. Indeed, because PwC is expressly
replacing aspects of the pre-existing bureaucracy, its putative involvement in
strategic policy discussions should probably be seen more as a ‘neobureaucratic’ phenomenon than as one arising from market forms as such. In
other words, there is the real prospect that ‘outside’ providers such as PwC
may be brought into such intimate contact with the bureaucracy that they
effectively become part of bureaucratic structures, systems, procedures and
decision-making.
Policy markets and the policy cycle

The Bridgman and Davis policy cycle model (Figure 5.5) suggests that
business process outsourcing is likely to impinge on the policy process mostly
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at the level of implementation—because corporate support functions are
integral to successful implementation of most policy changes—and, to a lesser
extent, policy analysis—because data from corporate functions is often
important for analysis of policy options and their resource implications. To
date, the evidence is that DOFA’s outsourced providers are certainly involved
in implementation. PwC, for example, provides ongoing support for the
Department’s human resource management needs in its implementation of
government policies that it is required to deliver against.
It is less clear, however, that PwC has had a significant role to play in
analysing policy issues that may arise. This is despite there being scope for this
to occur: it is reasonable to expect, for example, that DOFA’s HR
management area would provide data and analysis on skills management,
recruitment, remuneration, position classification and staffing profile
implications of different policy options affecting, for example, the
coordination of competitive tendering and contracting. Again, there is scope
for this to change in the future, and DOFA’s express intention of drawing
PwC closer to the Department suggests that it may be only a matter of time
before PwC does become so involved.
Types of policy markets

As discussed in Chapter Five, there are six types of policy market that have
been identified for this study:
1.

pseudo policy markets (bureaucratic);

2.

pseudo policy markets (network);

3.

partial policy markets (‘marketplace of ideas’);

4.

partial policy markets
bureaucratic work);

5.

internal policy markets; and

6.

full policy markets.

(projects

and

supplementation

of

The outsourcing case displays aspects of the second and fourth types.
Because the market competition in business process outsourcing does
not directly involve competition for policy related work, it can be seen as a
pseudo policy market that is in reality a network. Suppliers of corporate
support and service delivery functions become de facto members of certain
policy networks by virtue of their close involvement in the institutions of
implementation and management support. PwC, for example, won a contract
to supply management related services. It is likely, however, that with the
passage of time PwC will become a participant in the network that has DOFA
at its heart. Policy areas that might be affected include public sector
management reform, budgetary policy and policy relating to competitive
tendering and contracting.
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This is an interesting variation on the theme of pseudo policy markets in
that the market player’s role in the network, should it emerge, will be as a
consequence of its operation in a market for related but separate services. This
is in contrast to the expectation implicit in the discussion in Chapter Five that
this particular type of policy market would emerge from a pre-existing network
adopting the ‘cloak’ of the market. PwC may find itself being drawn into the
network because of its role as a market player elsewhere in the system.
Business process outsourcing is clearly about supplementing bureaucratic
work. Indeed, the DOFA-PwC contract expressly specifies the purpose of the
contract as being to allow DOFA staff to concentrate on ‘core’ activities
without being unduly distracted by managerial concerns. Of course, the
bureaucratic activities being supplemented are, in the first instance, corporate
management functions rather than policy functions. Nevertheless, because of
the impossibility of separating policy and management discussed earlier in this
chapter, there is a tendency in arrangements such as the DOFA-PwC strategic
partnership for the non-government partner to be drawn into supplementing
policy related research, analysis and advising work that was previously the
province of departmental officers.
The potential problem here, as has already been noted, is that the
competitive aspects of this partial market are constructed primarily around
services that are not expressly linked to the policy process. As such, the ‘partial’
character of this particular type of policy market is twofold: first because only
limited areas of the policy development process are likely to involve the
outsourced supplier and second because the policy aspects of the relationship
are not fully articulated in the competitive market process and, as such, are
only partly subject to market modes of organisation.

CONCLUSION
Of the three major case studies, this is perhaps the most problematic for the
idea of policy markets. It was selected because various interviewees referred to
outsourcing (both business process outsourcing and service delivery
outsourcing) as representing a probable area where the market has impinged
on the policy-making process. What the DOFA-PwC case shows is that while
this is certainly the case, the nature of the competitive arrangements and the
difficulty of constructing a strategic relationship of the type towards which
both parties aspire mean that outsourcing for managerial services is at most
only a partial road to policy markets. Indeed, because relationships of this type
are generally not expressly and from the beginning constructed on an
expectation that the supplier will have a close involvement in policy
deliberations, they represent a ‘back door’ to policy markets.
Moreover, like all such avenues, the broad character of the policy market
that might arise from such arrangements is problematic. It is likely to suffer
from problems of legitimacy and accountability (as evidenced by the
continuing controversy around outsourcing in general and DOFA’s approach
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to it in particular) and from a lack of clear articulation of the roles of the two
parties once their relationship reaches the point where the outside supplier is
drawn into policy deliberations within government. To an even greater extent
than is apparent in the other two major cases examined in this dissertation,
this case shows the distance that lies between the models of policy markets
developed in Chapter Five and the complex, entangled nature of managerial
practice in this area.
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All research in the cultural sciences in an age of specialization, once
it is oriented towards a given subject matter through particular
settings of problems and has established its methodological
principles, will consider the analysis of data as an end in itself. It will
discontinue assessing the value of individual facts in terms of their
relationship to ultimate value-ideas. Indeed, it will lose its awareness
of its ultimate rootedness in the values-ideas in general. And it is well
that it should be so. But there comes a moment when the
atmosphere changes. The significance of the unreflectively utilized
viewpoints becomes uncertain and the road is lost in the twilight.
The light of the great cultural problems moves on. Then science too
prepares to change its standpoint and its analytical apparatus and to
view the streams of events from the heights of thought.
Max Weber

W

hether implicitly or explicitly, every author in this field has a view on
how things ought to be done. Where possible, the normative urge may
be suspended or at least placed in the background to allow the evidence
to speak for itself, but as Weber (1949) points out, even the most empirically
grounded research is ultimately rooted in ‘values-ideas’. If it is important to
resist prescription while carrying out empirical study, it is equally important to at
some point acknowledge and make explicit the normative preferences of the
researcher. This, at least, has been the mode adopted in this study. The
normative urge can be displaced but not eradicated. To pretend that this urge is
not one of the drivers of research is to risk presenting a distorted picture of the
empirical data. This final chapter therefore makes explicit some of the
normative conclusions that this research has generated, firstly, by reflecting on
the evidence and what it means for the theory and models of policy markets
developed in Chapter Five, and, secondly, by discussing the implications of the
policy market concept for practitioners, theorists and students of public
administration in Australia. Much of the discussion in this chapter is
summarised in Table 10.1.
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POLICY MARKETS: WHAT DOES THE EVIDENCE SAY ABOUT THE THEORY?
This section revisits the ideas and models developed in Chapters Three, Four
and particularly Five, drawing on the empirical evidence presented in Chapters
Six, Seven, Eight and Nine. The analytical mode of this study has been to
develop a theory of policy markets, explicate that theory in the form of a series
of possible models of the phenomenon, and test that theory and those models
against the available evidence, a comparison with New Zealand and a set of case
studies. Whereas the empirical chapters discuss what each means for the models
of policy markets developed in Chapter Five, what follows considers the
evidence as a whole, exploring its implications for the theory and the models.
Hierarchies, networks and markets revisited

Building on Colebatch and Larmour’s (1993) work on social organisation in
general, organising for policy-making can be divided into three broad ideal
types: hierarchies (or bureaucracy); networks (or communities); and markets.
Considering these types in the light of the evidence studied for this thesis,
several points can be made.
First, the evidence reinforces the ideal character of these types. The ‘real
world’ is far less clearly delineated than these apparently mutually exclusive
labels might suggest. Each of the cases studied, the New Zealand experience
and the insights gained through interviews with senior public servants, ministers
and others all point to the permeability of the distinctions between bureaucracy,
networks and markets. It is especially important to distinguish between rhetoric
and reality in this area. The language and many of the forms of the market may
be very apparent—even dominant—in a given example of policy-making, but it
does not necessarily follow that the market has displaced networks or
bureaucracy. As discussed in more detail below, pseudo markets that ‘disguise’
bureaucratic or, in particular, network modes are among the most common
forms of policy market found in the course of this study. Similarly, partial policy
markets that supplement rather than supplant the bureaucracy and its ways of
organising are also much more apparent than any of the ‘pure’ types of policy
markets identified in Chapter Five.
Second, bureaucratic modes, although under challenge, remain strong in
the Australian system. The Australian Public Service retains a powerful
institutional role in policy-making, especially in economic policy. Various
managerial reforms within the public service mean that some of the practices of
the private sector have certainly been adopted, including in those areas of
government where policy is developed. The essential structures and values of
hierarchy and command and control, however, remain in place. Even in areas
where the relevant departments and agencies have been pushed to the margins
of the policy process (e.g. in some aspects of social policy under the current
government), the basic institutions remain largely intact.
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Finally, although bureaucracy remains strong in Australia, it is under
challenge as the dominant organising principle for policy-making. The
challenge, however, is probably more from network or community-based
approaches to policy than from the market as such. By and large, bureaucratic
systems seem to be able to absorb and incorporate many aspects of the market
without having to radically change their own fundamental form, as evidenced in
the case of New Zealand in the 1980s and 1990s. This is probably because
managerialist ideas, including the use of competitive modes of organisation,
have been vigorously pursued in the Australian (and New Zealand) system of
government, as they have to a greater or lesser degree in many western
countries over the last two decades. As such, the market is understood and
incorporated into the thinking of many senior public servants without
necessarily disturbing their bureaucratic sources of power and influence. This
remains the case even when ‘economic rationalism’ dominates policy thinking
(Pusey 1991) and the core public service is subjected to vigorous ‘private
sectorisation’ (Halligan 1998). Policy communities, however, pose a more
serious and potentially far reaching challenge to vertically integrated, hierarchical
structures. This is because, as in the case of the Howard Government’s concept
of the ‘social coalition’ (see Chapter Two), processes that seek to draw on
networks of players tend to mitigate against departments and agencies
exercising their natural advantages of institutionalised memory, data retention
and analysis and proximity to ministerial decision makers.
Bringing community and business organisations into the policy-making
process would not, of course, pose a problem to the bureaucracy if the
mechanisms used to do this were incorporated within the structures and
systems of government agencies. Over the 1980s and 1990s, however, the
mechanisms of outside involvement have increasingly been taken out of the
hands of bureaucrats. Other institutionalised players within government
(especially ministers’ offices) and outside (e.g. the media, think tanks,
international bodies, lobby organisations, academia and consulting firms with
specialist or general expertise in public policy) have tended to ‘crowd out’
government departments, reducing their access to government and impeding
their capacity to channel ideas and issues to Cabinet (Halligan 1995). This
process has been aided by governments—most notably the Howard
administration—deliberately placing coordination and development roles in
hands other than those of the bureaucracy (e.g. in the preparation of the
McClure Report on welfare policy, discussed in Chapter Six).
In contemplating the relationships between bureaucratic, network and
market oriented ways of organising for policy, it is important to remember one
of the most interesting facts to emerge from the series of interviews conducted
for this study: the degree to which policy specialists follow career paths that cut
across all three modes. It is not unusual for a senior policy officer in the public
service to have had significant experience outside the departmental system,
including in academia, ministers’ offices, lobby groups or consulting firms. The
flow in the opposite direction is perhaps even stronger: people working as non-
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bureaucratic members of various policy networks have often had extensive
public service careers. This career fluidity reinforces the notion that
bureaucratic, network and market approaches are very permeable. It also means
that the personal commitment of the players to any given institutional
framework is likely to be considerably less than might otherwise have been the
case. As such, it is probable that there will be less resistance from key
participants to shifts in the power relationships between bureaucratic and nonbureaucratic institutions in the system. Policy makers will simply go where the
work is, rather than establishing a career-long attachment to any given
organisation or approach.
Policy markets: implications of the evidence for different models

This sub-section addresses the ways in which the evidence has modified or
altered the ideas behind the four ways of modeling policy markets explored in
Chapter Five, i.e. through:
1.

policy dimensions;

2.

policy hierarchies or levels;

3.

policy cycles;

4.

incrementalism; and

5.

policy types, of which six were identified:
−

pseudo policy markets (bureaucratic);

−

pseudo policy markets (network);

−

partial policy markets (‘marketplace of ideas’);

−

partial policy markets (supplementation of the bureaucracy and
projects);

−

internal policy markets (purchaser/provider splits); and

−

full policy markets.

The following discussion deals with each of these in turn.
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Table 10.1: Implications of empirical evidence for models of policy markets
Policy Market Broad Data and NZ Access Economics Waterfront Reform
Outsourcing
Overall Comments
Model
Comparison
(Chapter 7)
(Chapter 8)
(Chapter 9)
on Models
(Chapter 5)
(Chapter 6)
Case suggests there
Policy
Data not relevant to
Case undermines
Case is ambiguous on Based on the evidence,
Dimensions this model.
may be a negative
explanatory power of
this model seems to be
this model. Market
relationship between
competition was for
values and competition, services that were not
but is ambiguous.
specifically seen as
relating to policy
development.
Case appears to be an Case broadly supports
Policy
Some evidence of
contention that
example of
Hierarchies
marketisation at all
marketisation at lower
marketisation of the
levels, with a general
levels of the policy
entire structure,
orientation towards
hierarchy may draw
through to
lower functions (i.e.
implementation (albeit market-based suppliers
operational and
with caution on lack of further up the structure.
program policy).
true market
competition).
Policy Cycles Although this model
Case supports model’s Case supports model’s Case points to only
was not directly tested, contention that almost contention that almost limited examples of the
the use of marketall points on the cycle all points on the cycle market influencing
based sources can be are open to
are open to
different stages of the
inferred at almost every marketisation and that marketisation and that policy process.
stage of the cycle.
decision points around decision points around
the cycle may be
the cycle may be
outsourced.
outsourced.
this model by
highlighting contrary
influences of each
dimension on the other
two.
Access tends to
operate at the higher
end of the ‘pyramid’,
but case of limited
relevance because of
focus on single
supplier.

Policy Market Types:
Pseudo
Apparent in both
(bureaucratic) Australian and New
Zealand systems.

Pseudo
(network)

Some tangential
evidence in both
Australian and New
Zealand systems –
more able to be tested
in case material.

Partial
Some tangential
(‘marketplace evidence in both
of ideas’)
Australian and New
Zealand systems –
more able to be tested
in case material.

Case not relevant
except insofar as
Access is seen as an
extension of Treasury.

Case not relevant. The
bureaucracy was all but
removed from the
process.

This case modifies the
model insofar as
business process
outsource suppliers
can be seen as
‘privatised
bureaucracy’.

Case supports this
type. Access is very
much part of the
economic policy
‘network’ in Australia.

Case supports this
type. Selection of
consultants heavily
coloured by their
perceived political
allegiances.

Case represents a
variant on this type, as
the supplier’s putative
involvement in the
network may arise from
its being a supplier of
other services, not as
direct ‘player’.

Case supports the idea
of the policy ‘bazaar’,
especially for policy
solutions.

Case supports the idea Case not relevant.
of ‘Darwinian’ policy
markets, both in getting
issues on the agenda
and finding solutions.

Partial
Evidence of this type in Case supports this
(Supplement both the Australian and type. Access focus on
bureaucracy) New Zealand systems. undertaking specific

Internal
(purchaser/
provider)

New Zealand practice
strongly reflects this
type. Australian
evidence less clear,
except in areas such as
research.

Full

No evidence of this
type in Australia or
New Zealand.

projects aimed at
supplementing the
bureaucracy, not
supplanting it.
Case not relevant.

Case not relevant.

Case supports this
model, although the
approach was more to
replace than support
bureaucratic policy
efforts.
Case not relevant.

Case represents
‘partial’ markets: (a)
limited range of policy
processes involved and
(b) market is only
tangentially involved in
policy.
Case not relevant.

Case not relevant.

Case not relevant.
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of limited utility to the
researcher. The
relationship between
the dimensions is too
variable to be useful.
Overall, the contention
that policy markets are
likely to be found more
at the lower levels of
the policy hierarchy
was supported by the
evidence, although
there are suppliers that
target strategic levels.
There is evidence of
the market being used
in all stages of the
cycle. The decision
function tends to be
spread around the
cycle, not just held at
the stage so labeled.
There was little
evidence of this type of
policy market, although
at an overall level the
bureaucracy certainly
uses the language of
the market, even when
talking about very
bureaucratic modes.
This is perhaps the
most common form of
policy market found.
The network mode of
organisation seems to
lend itself to drawing on
the language and some
of the forms (especially
contracting and
monetary exchange) of
the market while
retaining its essential
character as a network.
Some evidence of this
model, but the
distinctions between
‘bazaar’ and
‘Darwinian’ forms is not
always clear or
consistent.
A very common form of
policy market, with
bureaucratic and
commercial providers
showing a ‘live and let
live’ attitude towards
each other.
Little evidence of this
mode in Australia.
However, market
modes of organisation
in the APS (e.g.
performance pay) may
see a shift in this
direction.
As there were no
examples of a fully
developed policy
market found, this
model remains
speculative (as
expected).
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Dimensions of policy markets: knowledge, values and competition

Of all the ways of modeling policy markets this is probably the least successful
as a means of explaining, understanding or exploring the empirical evidence.
The essential idea behind this approach is that market competition for policy
inputs such as research, analysis and advice forms a significant element in policy
development practice and can interact with the other two key elements in the
model: agreement on values; and knowledge of the issues under examination.
Based on the evidence in this thesis, this expectation is, by and large, valid. But
the nature of the relationship between these dimensions of policy appears to be
heavily determined by the specifics of any given case. As described in each of
the cases, the influences of the three dimensions on each other can be
contradictory and somewhat random (or at least so complex as to appear so).
The conclusion that can best be drawn about this model, then, is that it is
useful as a means of showing that there is a relationship between policy
knowledge, values and markets, but it does little to explicate the precise nature
of this relationship. As such, the model serves to place policy markets within
the ‘frame’ as an important component for study, examination and pragmatic
consideration, but it does not sustain any effort to explain their role or
character, especially in relation to other elements of policy-making. This, of
course, does not mean the dimensions of policy model could not be further
developed to support descriptive or heuristic analyses. Used in combination
with other ways of looking at policy-making (such as those discussed in the
following sub-sections), for example, this model does serve to broaden
understanding of practical experience. It is not, however, very robust as a ‘stand
alone’ approach.
Markets for strategic, program and operational policy

Hierarchies of policy are a much more familiar and common way of viewing
policy-making than the dimensions approach. As such, the model developed in
Chapter Five—which suggests that there is likely to be greater marketisation of
policy processes lower down the hierarchy—is generally more useful to the
student of policy-making. On the whole, the cases and other data examined in
this study supports this contention. Caution needs to be exercised, however, in
extrapolating from this observation about policy-making as a whole to seek to
anticipate or prescribe practice in any given instance.
There are two reasons for this. First, the data in this area is such that it is
not possible to generate statistical evidence against which to test the model. As
such, the model remains theory that would, in all probability, be supported by
practitioners and students of public policy. That does not mean, however, that
the theory is validated by practice, nor does it permit quantification of
marketisation at the different levels of policy. It is widely acknowledged that the
distinctions between strategic, programmatic and operational policy are not
always clear and, in any case, the unit of study is not clearly defined. It is not
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clear, for example, that a ‘count’ of policy-like decisions would, even if it were a
practical possibility, necessarily be an acceptable way of quantifying policy
activity within each of the levels.
Second, the number of exceptions means that the hierarchies model of
policy markets is unlikely to be predictive in any individual instance. Access
Economics, for example, is avowedly focused on high level economic and
industry policy. Other firms, including members of the ‘big six’ as well as
smaller ‘boutique’ operations also operate profitably and extensively at the
higher levels of the policy world. The waterfront case, too, shows that very
strategic decisions can rely heavily on market forms of organising for policy
development where ministers are so minded. The specifics of a case, therefore,
tend to be more informative than any generalisation about policy-making
systems. This is because such systems often display significant exceptions to any
such general observation.
Policy markets and the policy cycle

This is not so much a unique model of policy markets as a suggestion that the
phases of the Bridgman and Davis (1998) policy cycle—or any other ‘stagist’
model of policy-making, for that matter—are all, to varying degrees, potentially
open to the market approach. The evidence presented in Chapters Six, Seven,
Eight and Nine supports this contention. Various types of policy models can be
seen at play in every phase of the cycle. The evidence also supports the
contention that crucial decisions about process, content or objectives can be
placed in the hands of market-based suppliers of research and analytical
services. As such, there is a risk that accountability for such decisions may be
inadvertently ‘outsourced’, even if the formal decision on the policy as a whole
is made by elected and accountable officials.
There is therefore a normative dimension to this way of seeing policy
markets: it supports the contention that practitioners and decision-makers
should be very careful about the extent and character of the market elements
used in any given policy project. The waterfront case (Chapter Eight) is the
most obvious example of decisions—including key decisions on matters of
strategy, tactics and ends—being placed in the hands of people who were not
within the recognised accountability framework of government. By effectively
outsourcing almost the entire policy process in relation to the waterfront, the
Coalition Government placed in non-official hands the capacity to take
fundamental decisions about that policy. This does not mean that Dr Webster
was necessarily a ‘loose canon’ (although some may describe his role as such);
he had an arrangement with Minister Reith that, although irregular and
informal, nevertheless made it clear that he was the Minister’s agent in relation
to waterfront reform. As such he was subject to a form of accountability to the
Minister. In the absence of any official status or even a signed contract,
Webster’s accountability was perhaps attenuated, and it may have been
fundamentally inconsistent with the nature of other players’ accountability
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structures (especially the bureaucracy and, to a lesser extent, ministerial staff). It
was, nevertheless, a form of accountability that Minister Reith, at least, appears
to have been satisfied with. It is doubtful, however, that the waterfront case and
Webster’s role in particular could be held up as an example to be followed if a
government has a genuine interest in retaining control over policy processes and
ensuring robust public accountability for actions and decisions.
Such normative observations do not mean that the application of the idea
of policy markets to the policy cycle is in any sense explanatory or predictive.
This mode of analysis is unlikely to explain what is happening in any given case,
and policy processes are far too complex to be amenable to attempts to predict
their course, even if all the relevant information were available. Indeed, these
are well recognised limitations to the stagist approach itself, because of its ideal
character (Parsons 1995). As such, looking at the Bridgman and Davis cycle in
the light of policy markets gives rise to a further caution for practitioners: the
market should be approached with care, assessing the risk of excessive
diminution or distortion of the accountability principle at each stage of the
process. Indeed, the fact that important decisions are made throughout the
policy cycle is not a product of policy markets themselves, as this observation is
true whatever organisational modes are applied. Rather, the use of market-based
sources or research, analysis and advice amplifies the multi-decision character of
policy-making, raising crucial questions of accountability. In particular, there is a
risk that the more of the policy process is outsourced, the less adequate the
accountability arrangements may be.
Types of policy markets75

The main advantage of a typology of policy markets is that it helps distinguish
where a given case is or is not an example of policy markets in action and what
type or types of policy markets are in evidence. Typologies are generally not
explicitly normative. In this case, however, there are normative underpinnings
to the types described. In particular, the idea of pseudo policy markets implies a
judgement that such arrangements are less legitimate than arrangements where
the ‘true’ nature of the process is more overt.
Against this background, then, pseudo policy markets of the bureaucratic
and network type can be seen as particularly problematic. This is especially the
case in relation to policy networks that are presented as markets. Policy
networks can be problematic in terms of clear accountability and public probity,
as they can involve players who face various conflicts of interest in exercising
influence in the policy process. ‘Dressing up’ a policy network as a market,
therefore, can be seen as trying to legitimise or disguise these problems. This
was certainly the case in relation to Webster’s and, to a lesser extent, Trebeck’s
roles in the waterfront reform initiative (Chapter Eight). Bureaucratic systems
that adopt some of the ‘veneer’ of the market are generally less problematic
because (a) they are less common and (b) there can be some confidence that at
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least the bedrock of the traditional public accountability framework remains
intact (although this is by no means certain).
Based on the evidence discussed in this dissertation, partial policy markets
seem to be less common than the pseudo varieties. Nevertheless,
supplementation of bureaucratic systems and approaches is increasingly
common. There was a near-consensus among those interviewed for this study
that the use of private sector suppliers of research, analysis and advisory
services to complement and test work done in the bureaucracy is both
increasingly common and, on the whole, desirable. This is borne out by the high
and increasingly sophisticated use of consultants by the Commonwealth
government (see Chapter Six) and the increasing public (or at least media)
acceptance of private sector and quasi-commercial analysis (e.g. Access
Economics, the Centre for International Economics, the Allen Consulting
Group and NATSEM). Despite occasional rhetorical gestures to the contrary,
this trend seems to have broad bipartisan support within Parliament.
Of course, this does not mean that such an application of the market
principle to policy-making is unproblematic. ‘Partial’ is a very imprecise
concept, and there is the risk that key decision-making powers may be
inadvertently or deliberately outsourced, as discussed under the policy cycle
model above. Drawing on the market in this way also has major implications for
the management of policy activities, with the design, letting and management of
contracts taking on much greater significance for policy officers within
departments and agencies than was previously the case.
The second type of the partial policy market developed in Chapter Five is
the ‘marketplace of ideas’. This is of a very different character to the
supplementation model in that it is based on the recognition that the metaphor
of the marketplace of ideas has come to influence practice in such a way that
aspects of real market structures—e.g. ‘bazaar’ and ‘Darwinian’ modes—can be
detected in some cases. In the light of the evidence, however, this type lacks
clarity both in terms of distinguishing between ‘bazaar’ and ‘Darwinian’
approaches and in distinguishing between it and other types of policy markets.
Reflecting on the evidence, it would seem that this is less a clear type of policy
market as an explication of two overlapping ways of seeing the policy contest
itself. As such it should probably be seen not as a type of policy market as a way
of describing policy-making as a whole. It remains essentially metaphoric and
general in character and lacks the specificity required to make it a sustainable
candidate as a type of policy market.
Unlike the New Zealand case, the idea of an internal market for policy
advice is not very evident in Australia. The only sense in which such an internal
market might be said to exist at the Commonwealth level in Australia is through
the agency of the various market-based, private sector oriented managerial and
budgetary reforms undertaken in Australia over the past two decades (see
Chapter Two). Individualised reward systems such as performance based pay
and Australian Workplace Agreements (i.e. individual employment contracts),
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accrual-based accounting and budgeting and generally more business-oriented
practices and values have tended to create an atmosphere of competition and
quasi-commercial self-interest in the APS that could, in a broad sense, be seen
as approximating an internal policy market. In particular, the recently
implemented outcomes and outputs resource management and budgetary
framework casts ministers as purchasers of their departments’ outputs,
including policy advice (DOFA 2000b).76 To some extent, this can be seen as a
move towards internal markets for policy advice. However, there is no evidence
of inter-agency contestation along market lines as a result of the outcomes and
outputs framework being implemented, although this may occur in the future as
the new system evolves and the notion of ‘pricing’ policy advice (implying as it
does choice and exchange) takes hold.
Models of policy markets as a whole: what do they tell us?

The advantage of the modeling approach to the idea of policy markets is that it
allows for greater precision in what is being discussed and why. The
disadvantage is that the models imply a level of distinctiveness between
different cases that is not in fact apparent. All of the cases explored in this
dissertation exhibit elements of two or more of the models, and two or more of
the types posited under the typology modeling approach (as detailed in Table
10.1). There also seem to be gaps in the explanatory power of the models when
applied to the cases. The DOFA outsourcing case, for example, follows a path
and exhibits characteristics that are not encapsulated or predicted in any of the
models.
This suggests there is a ‘meta-lesson’ to be drawn from this study: that
even taking a multi-modal approach to studying a phenomenon as complex as
policy markets is unlikely to be sufficient to cover all the exigencies of realworld practice and experience. It may be, of course, that the suite of models
developed were simply inadequate and a further or different set of models
might be more applicable. However, it seems likely that the broad lesson would
remain: no set of models, much less no single model, is likely to be able to
explain or depict all the potential intricacies and ambiguities of policy markets.
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s a practice-based discipline, it is important for those who study public
administration to explore the practical implications of their studies.
These implications are most obviously to be seen in terms of practice
and application, although there are also observations that can be made about
the process and practice of the discipline itself. This section addresses both
these concerns in turn.

IMPLICATIONS FOR PRACTITIONERS
In Australia, public sector management has traditionally been a matter of
pragmatic adaptations and shifts in practice and approach. There have
certainly been episodes of major reform that have altered the face of the APS,
but for the most part the Australian approach has been a case-by-case affair,
with relatively few centrally imposed, whole-of-government moves of a radical
nature (the Coalition Government’s troubled IT outsourcing initiative being
one of the more notable recent exceptions). As such, the practitioner’s
response to policy markets is likely to be best in tune with the overall
pragmatism of the Australian public service ethos.
Even though many interviewees within government—ministers and
officials—expressed enthusiasm for the market as a potential source of
innovative and effective policy ideas, there is no evidence that either the
current or alternative Governments have any intention of formally
institutionalising the market for policy development. This applies in both
directions, as the Federal Opposition has not declared any plans to take
systemic steps to reduce the influence of market-based players in the policymaking process, despite its strident criticism of the Howard Government’s
approach in the waterfront reform and other cases. There is, after all, little
political sense in taking an in principle stance opposing a practice that may,
once in government, turn out to be a useful tool for achieving policy change.
This lack of detailed policy in relation to market-based sources of advice
and analysis leaves the bureaucracy with considerable leeway in its approach to
policy markets, even as it also increases the uncertainty in an already complex
environment. In general, individual policy officers and senior officials will
continue to have to make rapid, sometimes only partly informed judgements
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about when and how to seek market-based inputs to any given policy
development exercise. On occasions, of course, their choices will be
constrained by ministerial preference, but this is likely to remain the exception
rather than the rule; ministers are likely to only take a directive role in such
matters where the issues at stake are central to the Government’s political
interests. Given this, there are several points that can be made about how
officials and governments in general may need to approach the evolving
market for policy research, analysis and advice in Australia.
First, the fact that the policy system in Australia is a complex mixture of
bureaucratic, network and market forms provides both an opportunity and a
challenge. It is an opportunity in that a strategic approach to policy
development can enable the various strengths of these three modes to be
drawn on at different phases of the process, counterbalancing—at least in
theory—the problems that each can generate. The market, for example, can be
drawn on to augment the technical and analytical capacities of the bureaucracy
and to counter the tendency of policy networks to favour the better organised
and most self-interested participants. The challenge, however, is to ensure the
less desirable aspects of each mode are not magnified by such an approach.
There is a risk, for example, that using consultants and other market-based
sources at too many points in the policy process may place in external hands
excessive decision-making power that may be manipulated towards the ends of
various vested interests. Similarly, bureaucrats who see the potential for future
employment with a consultancy firm may be less vigilant in their management
of the contract process than might be desirable.
These risks and opportunities need to be managed on a case by case
basis, as each policy event is unique in its details, rendering anything but the
most generalised prescriptions problematic. Perhaps the most useful
observation to be made in the light of the advent of market modes in the
policy process is that the management skills of senior officials and even
ministers take on considerable importance in such an environment. Tools
designed to identify and manage risk and to organise effort towards clearly
articulated objectives and outcomes take on considerable importance in the
modern policy world (Randal Stewart 1999). The ‘black box’ of policy
development will increasingly be opened up to examination, contestation and
explanation through such developments, rendering policy-making a highly
specialised managerial field rather than an activity separate from the more
mundane issues of organisation and process. As a result, the concerted efforts
of many in the system to separate policy from management may be
undermined, ironically partly as a consequence of the assertion that policy
represents one of the ‘core’ elements of the Australian public service. The
Coombs Commission’s efforts to integrate policy and management may
actually be achieved, even if perhaps not in the form envisaged in the mid1970s (RCAGA 1976:79).
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The second point to be made about the implications of policy markets
for practitioners is that the complex and uncertain nature of the phenomenon
is likely to further complicate officials’ and ministers’ roles. This is a somewhat
perverse effect, as it might be reasonable to expect that buying specified policy
related services should be a less complex and difficult task than generating
those outputs ‘in-house’. However, the variety of types of policy markets and
their lack of exclusivity, together with the disparate ways of seeing such
markets (as exemplified by the four ways of modeling policy markets explored
in this thesis), make the management and coordination task more uncertain
and unpredictable, not less. ‘Consumers’ of such services (i.e. senior officials
and ministers) are therefore likely to experience greater heterogeneity in their
choices, rather than being able to differentiate between reasonably
homogenous products and services on the basis of relative quality and price.
In other words, the diverse ways of describing and approaching the market for
policy advice—ranging from pseudo structures to relatively well defined
projects and tasks—make the task even more complex than it would be in a
vertically integrated system, where the internal suppliers are likely to have a
general understanding of the system and how it works that is shared by those
who rely on their services. As Schön and Rein (1994) observe, one of the most
difficult tasks in policy-making is understanding and responding to the various
‘frames’ that participants bring to the process. Policy markets may make this
task more difficult, not less. Conversely, a plethora of frames raises the
possibility that a greater variety of more innovative policy solutions may arise
from the policy process.
This diversification effect, however, should not necessarily be seen as a
consequence of the ‘marketness’ of policy markets. It is, rather, a result of the
network-like characteristics of policy markets. Indeed, as observed in Chapter
Four, market theory suggests that there is a tendency towards homogeneity in
products and services in markets because buyers seek to differentiate on price
and quality. In colloquial terms, markets encourage apples to be compared
with apples, with choice arising from quality and cost. Insofar as this is the
case in markets for policy related research and analysis, there is a risk that
policy choices may be narrowed rather than broadened. As argued in Chapter
Five, there is scope for the problem solving models of consultants to blend
with rationalist approaches such as the Bridgman and Davis (1998) policy cycle
to create a form of ‘group think’ whereby policy consultants and their clients
share a world view that blinds them to alternative ways of seeing the system
and the problems it addresses. Participants, therefore, need to challenge their
own modes of operating from time to time, to test whether they risk being
locked into a narrowed perspective that may be convenient and internally
consistent, but unable to generate innovation or encompass alternative ways of
seeing policy issues.
The need to be vigilant and sceptical about the role of the market in
policy-making is amplified by the fact that although the central concern of
markets is competition as a means of generating efficient and innovative
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solutions, it is in the interests of participants—especially suppliers—to
minimise competition. As such, buyers in such markets risk being captured by
a few suppliers. This risk may well be compounded by the natural tendency for
buyers already facing complexity and uncertainty in the policy arena to prefer a
choice of less rather than more suppliers as a means of reducing at least one
cause of complexity and confusion—a tendency that may have been one of
the factors behind the greatly restricted choices made by the Government in
the waterfront case (Chapter Eight). Buyers in such markets therefore need to
take care not to assume the market will simplify their task and to become
familiar with the supply side of the system, challenging price, quality and
approaches of suppliers.
One important way of improving a buyer’s knowledge of the market is to
ensure that in-house capacity is retained. Because of the complexities and
ambiguities inherent in most policy activity it is important for senior officials
and decision makers to have a good grasp of the details of how policy analysis
is conducted. One of the concerns expressed as part of the late 1990s New
Zealand review of policy advice was the decline in in-house capacity in some
agencies and an overall problem with policy coordination across departments.
Similar concerns have been expressed in Australia, mainly with reference to
‘downsizing’ and outsourcing initiatives that commenced under Labor in the
early 1990s and accelerated by the Coalition since its election in 1996, but also
in relation to the burgeoning use of consultants (Howard 1995).
Many interviewees noted that the quality and robustness of the market
for policy related services is likely to be enhanced by the public service
retaining high quality policy capacities even when drawing extensively on
private sector suppliers. Consultants referred to a professional concern for the
well-being of the government’s own policy capacity, even going to the point of
asserting that well informed buyers with considerable in-house capacity were
preferable to departments and agencies that were ‘policy shells’, incapable of
specifying a task, evaluating a tender or managing a contract in anything but
the most mechanistic way.
A further caution for practitioners arising from policy markets is that
there is considerable risk that excessive recourse to the market risks
outsourcing decision-making powers that should, under a regime of public
accountability and probity, be retained within government. This is a
paradoxical outcome, as the managerial reforms that have fostered the market
as a means of alternative organisation for government activities (including
service delivery, corporate services and policy development) are partly aimed at
weakening the influence of the bureaucracy, with the expectation that elected
officials will be more able to assert the democratic will of the people. In effect,
the public choice agenda discussed in the Introduction risks having the tool of
managerial reform turned back upon the very democratic interests it purports
to defend. It is therefore important for ministers and parliaments to be vigilant
not merely against the bureaucracy exerting undue influence over the system
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of government decision making, but also against market-based organisations
and individuals doing the same thing. Perhaps the most obvious way to do this
is to ensure that when procuring policy analysis and advice governments
should be aware of the option to make an ‘and’ decision, supplementing work
done in the bureaucracy, rather than an ‘or’ decision, risking transferring
monopolistic decision-making powers from government to a few market
players.
As an overall observation, managing policy markets is likely to carry with
it many of the issues arising from managing (or perhaps more accurately,
participating in) policy networks. As observed by several authors (Butler 1983;
Börzel 1998; Considine and Lewis 1999; Hindmoor 1998; Levacic 1991; Skok
1995), the overlap between market and network forms is considerable, 77 and
bureaucrats and ministers seeking to obtain valuable contributions from the
market-place will often need to treat suppliers as putative if not actual
members of the policy network. One advantage, then, of the policy market
approach is that it affords the opportunity for the decision maker and his or
her agent to coordinate and channel some contributions to the policy
discussion through such mechanisms as confidentiality clauses and the
contract specification process.

IMPLICATIONS FOR STUDENTS OF PUBLIC POLICY-MAKING
In addition to being aware of the market’s implications for practice, there are
several ways in which policy markets may influence research in the field of
public policy-making, representing as it does both a potential alternative way
of organising for policy-making and a complicating factor that may distort the
picture presented by the empirical evidence. This section briefly addresses
these two points.
Researchers need to be aware of the market as the ‘third force’ in policy
systems, along with bureaucracy and networks. The literature in this area tends
to emphasise the duality of bureaucracy and networks, sometimes seeking to
bring the two into some form of ‘unified theory’ (such as ‘New
Institutionalism’, discussed in the Introduction). This is understandable, as
market forms are generally less clearly defined than bureaucracies or networks,
and seem to be present mostly as secondary elements. Nevertheless, while the
market may not be as apparent as the other two organisational modes, it is
having an increasingly significant impact on practice. As with many aspects of
social and economic organisation in the last few decades, the market has
become a serious option for organising policy development processes. As
such, students of policy-making need to develop an awareness of the market in
the field; its strengths and weaknesses, its complications and its ambiguities.
By the same token, it is important to be wary of rhetoric. The language
of the market is pervasive in government; that does not mean that government
is necessarily making greater use of the market than, say, bureaucracy or
networks for its policy efforts. As displayed by the various case studies, much
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of what may appear to be market-like structures may in fact disguise the
deeper presence and more fundamental influence of bureaucracy and,
especially, networks. Even where actual market-based practices are
employed—tendering, contracts or the price mechanism—these may not
signify a dramatic change in the established bureaucratic systems. Indeed, in
some cases they can be used to facilitate the influence of certain participants in
a given policy network at the expense of others, rendering the market a tool of
the network rather than an organising principle in its own right.
The final point to observe about the market for policy analysis and
advice is that it has the potential to colour the researcher’s judgement for the
simple reason that he or she may have been or may at some time in the future
become a supplier in the market (or indeed a purchaser if a political career is in
prospect). Academic disinterest may therefore be undermined by economic
participation.78 An awareness of the market-like elements of policy-making can
help in establishing the requisite intellectual distance by helping to clarify and
ultimately discount the influence that self-interest can have on research and
analysis in this field.

GOOD GOVERNANCE AND POLICY MARKETS
As observed at the outset of this thesis, Kettl points to the paradox of marketoriented prescriptions for reforming government:
The competition prescription … does not so much reduce
government as fundamentally change its role. Government’s
manifest problems stem not so much from following the
competition prescription but from being unable to follow it
intelligently. In many cases the problems proponents of the
competition prescription rail against are the result of government’s
growing reliance on the private sector and its lack of capacity to
manage public-private relationships. (1993b:6)
As a variant on Kettl’s theme, it might be said that policy markets do not so
much render policy-making more efficient as fundamentally change how
policy is made. Managing the market for policy related services requires
intelligence and care, otherwise the sorts of problems that Kettl points to may
arise in the policy development aspects of government, as well as in its
program delivery and service provision roles. Good governance in a multifaceted democratic system such as Australia’s requires considerable care and
sophistication among politicians and officials. Increasingly, it places similar
demands on non-government participants in policy systems, including those
whose motivations include personal profit and commercial interest as
providers of research, analysis and advisory services.
Policy markets are not, however, dominant in Australia’s system of
governmental decision-making. On the basis of the research carried out for
this thesis, they appear too indistinct and ambiguous to displace other, more
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established modes. Rather, the ‘competition prescription’ has quietly infiltrated
the policy ‘heartland’ of government both as a rhetorical tool shaping the
language of participants, and as a set of organisational arrangements that can,
on occasion, substantially alter the dynamics of many policy development
exercises. The marketisation of policy is not a revolution, but it is a trend that
can alter the terrain of the policy maker’s world. As such, both practitioners
and students of public policy need to be aware of policy markets—in all their
multifarious forms—as a potentially important if rather ambiguous influence
on the policy process. In this way policy markets can be managed and
organised towards achieving better policy outcomes without dominating and
distorting the fundamental role of government.
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Three types of interviews were conducted for this research. The first type was
with current and former senior public servants and consultants. These were
largely open-ended discussions aimed at gaining a better understanding of the
general field of inquiry and the issues that affect the policy development
process in the Commonwealth.
The second and most numerous type of interview was conducted with
current senior public servants and consultants as well as a number of
ministers. Interviewees in this class were mostly concerned with the
Commonwealth, although several were also involved in the Victorian and New
Zealand systems. These interviews were semi-structured in that there was a
common set of questions or areas of inquiry. These were:
•

How do you respond to the proposition that the policy
development process is becoming more like a market?

•

What in your experience supports your observations?

•

How do you expect the trends you have identified to develop in
the future?

The third class of interviews related to the specifics of particular cases
under study. These were structured to match the information needs of the
case.
Interviewees were selected on the basis of their position (for example,
every serving Commonwealth departmental secretary was approached for an
interview), former position or, most commonly, on the basis of being referred
to by two or more other interviewees.
Each interviewee was given the opportunity to make their interview
confidential and, where requested, transcripts and interview records were
cleared with interviewees.
The following table details the interviews conducted. One interviewee is
not included here because they asked to remain anonymous. In total, 77
interviews were conducted. Of these, 37 interviewees were middle ranking or
senior public servants (including 17 agency chief executives), 6 were ex-public
servants, 19 were consultants or former consultants and three were current or
former ministers. There were also several interviewees from other categories,
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including one lobbyist, one member of parliament and two journalists. Several
interviewees had experience across these categories.

Mr Tony

Ayers

Mr Paul

Barratt

Position
Chief Review Officer, New
Zealand Education Review Office
Former Commonwealth
departmental secretary
Secretary, Department of Defence

Mr Pat

Barrett

Commonwealth Auditor General

Mr Stephen

Bartos

Mr Roger

Beale

Ms Judy

Betts

Mr Bill

Blick

Mr Tony

Blunn

Mr Peter

Boxall

General Manager, Resource
Management Framework, DOFA
Secretary, Department of the
Environment
Competitive Tendering and
Contracting Unit, DOFA
Inspector General of Intelligence
and Security
Secretary, Attorney-General’s
Department
Secretary, DOFA

Ms Julia

Burns

Mr Tony

Butler

Mr Geoff
Dr CheeWah

Carmody
Cheah

Mr David
Ms Anne

Chessell
Davies

Mr Michael

Delaney

Ms Helen
Mr Peter

Dent
Dunne

Prof
Meredith

Edwards

Mr Andy

Evans

Mr Jerome
Ms Patricia
Ms Pamela

Fahrer
Faulkner
Fayle

Dr Brian

Fisher

Mr Stephen

Gurr

Dr Allan

Hawke

Dr Judith

Name
Aitken

National Manager, COMCAR,
DOFA
Director, Competitive Tendering
and Contracting, Department of
Infrastructure (Victoria)
Director, Access Economics
Assistant Director, Policy,
Department of Treasury and
Finance (Victoria)
Director, Access Economics
Senior Journalist, Sydney Morning
Herald
Executive Director, Motor Trades
Association of Australia
Consultant, ACIL Economics
Member of Parliament (New
Zealand)
Deputy Vice-Chancellor,
University of Canberra
Project Manager, State Services
Commission of New Zealand
Principal, Allen Consulting Group
Partner, KPMG
First Assistant Secretary, Market
Development Division,
Department of Foreign Affairs and
Trade
Director, Australian Bureau of
Resource Economics
Manager, Department of Treasury
and Finance (Victoria)
Secretary, Department of
Transport and Regional Services
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Type
Senior public
servant
Ex-senior public
servant
Senior public
servant
Senior public
servant
Senior public
servant
Senior public
servant
Middle level
public servant
Senior public
servant
Senior public
servant
Senior public
servant
Senior public
servant
Senior public
servant

Date
4/10/98

Consultant
Middle level
public servant

5/6/00
23/7/99

Consultant
Journalist

17/4/98
18/9/00

Lobbyist

7/4/99

Consultant
Ex-minister

17/4/98
8/10/98

Ex-senior public
servant and
consultant
Senior public
servant
Consultant
Consultant
Senior public
servant

2/4/98

Senior public
servant
Senior public
servant
Senior public
servant

17/8/98
17/6/99
27/4/99
27/3/98
18/5/99
31/3/98
8/5/99
4/5/99
7/6/99
24/8/00
22/7/99

5/10/98
19/7/99
22/7/99
7/5/99

17/5/99
23/7/99
18/5/99
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Mr Alan

Name
Henderson

Position
Deputy Secretary, Department of
the Prime Minister and Cabinet
Deputy Secretary, Department of
the Treasury
Director, Asset and Liability
Management Branch, Department
of the Treasury, New Zealand
Managing Director, Howard
Partners
Executive Chairman, ACIL
Consulting
Director, Competitive Tendering
and Contracting Group, DOFA
Consultant (New Zealand)
Secretary, Department of Veterans
Affairs
Former Commonwealth
departmental secretary
Minister for Education, Training
and Youth Affairs and Minister
Assisting the PM for the Public
Service
Management Consultant
Senior Policy Analyst, Department
of Treasury and Finance (Victoria)
Branch Manager, Strategic
Intelligence, DOFA
Advisor, Strategic Development
Branch, State Services Commission
of New Zealand
Client Manager,
PricewaterhouseCoopers-Business
Process Outsourcing
Secretary, Department of
Agriculture, Fisheries and Forestry
General Manager, Australian
Government Solicitor
Commonwealth Ombudsman

Dr Ken

Henry

Mr Lewis

Holden

Mr John

Howard

Mr Denis

Hussey

Mr Robert

Irvin

Mr Kevin
Mr Neil

Jenkins
Johnson

Dr Michael

Keating

Dr David

Kemp

Mr Tony
Ms Kerry

Lamond
Lee

Mr Mike

Loudon

Mr Lindsey

MacDonald

Ms Carmel

MacPherson

Mr Ken

Matthews

Mr Peter

May

Mr Ron

McLeod

Mr Barry

Mewett

Mr Mike

Migus

Ms Jenny

MorawskaAhearn

Partner, Government Services,
KPMG, Canberra
Director, Strategic Management,
Ernst and Young, Canberra
General Manager, Corporate,
DOFA

Sen. Kerry

O’Brien

ALP Senator for New South Wales

Mr Maurice
Mr John

Ormsby
Patterson

Mr John

Peachey

Mr Andrew

Podger

Consultant (New Zealand)
Secretary, Department of
Infrastructure (Victoria)
Manager, Department of Treasury
and Finance (Victoria)
Secretary, Department of Health
and Family Services
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Senior public
servant
Senior public
servant
Senior public
servant

Date
9/6/99

Consultant

16/2/99

Consultant

17/4/98

Senior public
servant
Consultant
Senior public
servant
Ex-senior public
servant
Minister

25/5/00

21/5/99
4/10/98

8/10/98
12/4/99
14/12/98
5/8/99

Consultant
Middle level
public servant
Senior public
servant
Middle level
public servant

17/3/99
23/7/99

Consultant/
contractor

17/11/00

Senior public
servant
Senior public
servant
Senior public
servant
Consultant

7/5/99

25/2/99

Consultant

29/3/99

Senior public
servant and
former
consultant
Member of
parliament
Consultant
Senior public
servant
Senior public
servant
Senior public
servant

11/11/99

18/8/00
5/10/98

3/6/99
18/5/99

30/10/00
8/10/98
21/7/99
23/7/99
20/5/99
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Name
Pryor

Mr Malcolm

Pye

Mr Glen

Rees

Mr Peter

Reith

Mr Michael
Mr Simon

Rosser
Schiwy

Mr Steve

Sedgwick

Dr Peter

Shergold

Mr Peter

Simpson

Mr Hank

Spier

Mr Neville

Stevens

Dr Andrew

Stoeckel

Ms Barbara

Sullivan

Mr Lembit

Suur

Mr Noel

Tanzer

Mr John

Taylor

Mr David

Trebeck

Mr Ian

Tucker

Mr James
Mr John

van
Smeerdijk
Wallis

Dr Hugh

Watson

Ms Pamela

Williams

Interviews
Position
Consultant, Allen Consulting
Group
Branch Manager, Corporate
Strategies, DOFA
General Manager, Aboriginal and
Torres Strait Islander Commission
Minister for Employment,
Workplace Relations and Small
Business
Partner, KPMG, Canberra
IT Contracts Manager, DOFA
Secretary, Department of
Education, Training and Youth
Affairs
Secretary, Department of
Employment, Workplace Relations
and Small Business
Assistant Commissioner, Australian
Taxation Office
General Manager, Australian
Competition and Consumer
Commission
Secretary, Department of
Communications, Information
Technology and the Arts
Executive Director, Centre for
International Economics
Director, PwC Relationship,
DOFA
General Manager, Corporate,
DOFA
Former Commonwealth
departmental secretary
Former Commonwealth AuditorGeneral
Executive Manager, ACIL
Consulting
Senior Consultant, Outsourcing
and Contract Management,
Department of Treasury and
Finance, Victoria
Principal, Allen Consulting Group
Executive Officer, Vice
Chancellor’s Office, Australian
National University
Manager, Human Resource
Management, Sydney Organising
Committee for the Olympic Games
Journalist, Australian Financial
Review
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Consultant

Date
19/7/99

Senior public
servant
Senior public
servant
Minister

8/7/99
4/4/99
11/4/00

Consultant
Middle ranking
public servant
Senior public
servant

11/2/99
11/800

Senior public
servant

17/5/99

Senior public
servant
Senior public
servant

3/5/99

Senior public
servant

24/5/99

Consultant

8/7/99

Senior public
servant
Senior public
servant
Ex-senior public
servant
Ex-senior public
servant
Consultant

12/2/01

19/4/00

Consultant

23/3/98

Consultant

19/7/99

Ex-ministerial
adviser

28/9/00

Ex-consultant

2/6/99

Journalist

3/9/00

7/5/99

10/6/98

15/2/01
13/3/98
13/8/98

APPENDIX B

Survey of management
consultants

As mentioned in Chapter Six, a survey of management consultants was
conducted as part of the research for this study. The response rate was such
that little statistical reliance could be placed on the results of the survey, but
the data remains of interest and serves largely to support the main argument of
the thesis.

THE SURVEY
In early 1999, survey forms were dispatched through the Institute of
Management Consultants (ACT Chapter) (IMC) to 425 management
consultants whose address details were available on the IMC’s database. The
questions were structured so as to isolate the various classes of work that
might be related to policy development activities within the Commonwealth
Government. The questions asked in the survey follow.
Section 1: General nature of your business
1.1
1.2
1.3
1.4
1.5

1.6

How long have you been a management consultant?
1-5 Years
6-10 Years 11-15 Years 16+ Years
How many consultants (full or part time) are employed in your current firm?
One (sole operator)1-3
4-10
11-20
21+
What is the annual turnover of your firm?
<$200k
$200k-$500k
>$500k
Have you ever worked within the public service?
Yes
No (go to question 1.7)
If so, in what service and for how long?
Australian Public Service
ACT Public Service
Other State/Territory Public Service
Other (Please Specify)
1-5 Years
6-10 Years 11-15 Years 16+ Years
During your time as a public servant, did you occupy a senior and/or policy position?
Yes
No
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What is your main line of business (indicate more than one, if necessary):
Policy Analysis/Advice/Development
Strategic Management and/or Business Planning
Accounting and/or Financial Management
Economic Analysis
Organisational Management
Human Resource Management and/or Training
Information Technology/Systems
Performance/Program Evaluation
Auditing Services
Research Services
Group Facilitation
Other (Please specify)

Section 2: Nature of your business with the Federal Government
2.1
2.2
2.3

What proportion of your business would be with public sector clients?
Nil (Please do not answer any further questions and return this survey)
0-10%
10-25%
25-50%
50-75%
75-90%
90-100%
100%
Of this work, what proportion is for the Commonwealth government?
Nil (Please do not answer any further questions and return this survey)
1-10%
10-25%
25-50%
50-75%
75-90%
90-100%
100%
Looking at the list below, please indicate which represent your main business with the Commonwealth and
what proportion it represents of your work with the Commonwealth:
0-10%

10-25%

25-50%

50-75%

75-90%

90%+

Economic Analysis
Strategic Management and/or Business Planning
Accounting and/or Financial Management
Policy Analysis/Advice/Development
Organisational Management
Human Resource Management and/or Training
Information Technology/Systems
Performance/Program Evaluation
Auditing Services
Research Services
Group Facilitation
Other (Please specify)
2.4
In carrying out work for the Commonwealth, have you ever been called upon to work on policy-related
matters?
Yes
No (Please do not answer any further questions and return this survey)
2.5
If so, has this work usually been an express, major part of the project, or a minor or circumstantial part?
Express/Major
Circumstantial/Minor
2.6
When carrying out policy related work for the Commonwealth, has the prime client usually been:
A senior departmental officer/group
A middle ranking departmental officer
A minister or his/her office
Other (Please specify)
2.7
In your experience of policy related work for the Commonwealth, has it mostly involved (circle more than one
if necessary):
Policy evaluation
Basic research
Technical analysis (economic modeling)
Formulation of options
Formulation of recommendations
Consultations with interested parties outside government
Consultations with interested parties within government
Other (please specify)
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2.10
2.11
2.12
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Which policy arena(s) have you mainly worked in with the Commonwealth?
Economic policy
Taxation or fiscal policy
Social policy or welfare policy
Education policy
Health policy
Foreign affairs
Defence policy
Policy relating to outsourcing, privatisation or commercialisation (as opposed to
implementation)
Other (Please specify)
Would you say you have been engaged on policy work by the Commonwealth mainly because of:
A lack of or poor in-house expertise?
A lack of in-house resources?
A need for independent analysis/advice?
Other (Please specify)
Over time, would you say that the amount of policy related work being outsourced by the Commonwealth is
increasing, decreasing, or staying about the same?
Increasing
Decreasing
About the same
In the future (say the next five to ten years), do you expect that the amount of policy related work outsourced
by the Commonwealth will increase, decrease or stay about the same?
Increase
Decrease
About the same
Do you have any comments or views on the substance of this survey?

SURVEY RESPONSES AND ANALYSIS
Because of the very low response rate (only 28 forms were returned,
representing a seven per cent response rate), the data obtained through the
survey was, unfortunately, insufficient to sustain any particular conclusions
about the experiences and views of management consultants as a whole. It is
possible that this low response rate was due to the fact that the survey forms
did not have postage paid return envelopes enclosed (because to do so was
outside the budget for this project) and because the incentive for responding –
that respondents would find out more about their industry and its direction in
this particular market – was insufficient to warrant most of the recipients
making the effort to respond. Statistical validity, however, is not the only
potential interest in the data generated by the survey. It is of interest to see the
nature of the responses from the 28 who did reply.
Because of the small sample, responses have not been cross-tabulated.
As a result, this appendix provides analysis at the level of individual questions
with responses aggregated only within questions, not between questions. This
means, for example, that it is not possible to determine what proportion of
respondents who have been consultants for less than five years were
previously employed in the public service.
This report follows the structure of the questionnaire and concludes with
a summary of findings about the group of respondents.
Section 1: General nature of your business

By far the largest proportion (59%) of respondents have been management
consultants for five years or less. When combined with question 1.2 (size of
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the business)—which shows that 79% are in businesses with three or less
consultants—this suggests that, in common with many small businesses in
Australia, these operations are generally fairly short-lived. Another possible
explanation, however, is that it may have recently become easier or more
attractive to set up such a business. This hypothesis would be supported by
the very high percentage (89%) of respondents with previous public service
experience (question 1.4), the majority of whom (88%) described their public
service positions as having been of a policy and/or senior nature.
The majority of respondents’ businesses (72%) have a turnover of $500k
or less. This is also probably a reflection of the relative high proportion of
businesses with three or less consultants.
Section 2: Nature of your business with the Federal Government

Sixty-nine percent of respondents indicated that they have 50% or more of
their business with the public sector. Of these, 17 (or 52%) have 50% or more
of their public sector work with the Commonwealth Government. The nature
of this work varies a great deal, and question 2.3 (which addressed types of
work with the Commonwealth) allowed more than one response. The overall
picture is that most respondents’ work with the Commonwealth is in the areas
of strategic management and business planning, human resource management,
evaluation and group facilitation. Policy work as such (which is a key focus of
this survey) is of middling significance, with four or five responses each in the
10-25%, 25-50% and 50-75% ranges.
In carrying out this work (independently of its ostensible nature), 18
(69%) out of the 26 respondents who indicated they perform work for the
Commonwealth confirmed that they have been called upon to work on policyrelated matters (question 2.4). Just over half of these indicated that this work
was a major or express component of the task for which they were engaged
(question 2.5).
Turning to the specifics of the policy work carried out, most indicated
that their main policy-related activities were in the areas of consultation with
parties outside government (25%), the formulation of policy options (20%)
and the formulation of policy recommendations (18%) (question 2.7, which
allowed for more than one response). Interestingly, policy evaluation, basic
research and the provision of technical advice on policy matters all rated fairly
low. Insofar as any general observations can be made on the survey results,
this runs counter to what might have been expected given the literature on the
use of outside experts in policy development and review.
In terms of policy areas, most seem to have worked in social or welfare
policy (23%) and outsourcing or privatisation (23%) (question 2.8, which
allowed for more than one response). This conforms broadly with my
expectations, as both these areas of Australian public policy-making have
historically involved experts both from the private sector and academia.
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The most common reason given for having been engaged to carry out
policy-related work was the need for an independent perspective (54% of
responses), well ahead of the two other common reasons provided in the
literature for using outside experts (i.e. lack of in-house resources or lack of inhouse expertise). It is open to speculation whether the respondents’ clients
would have seen the matter in the same way. It is, after all, in the consultants’
interest to have independence as the core criteria as this is less easily delivered
through in-house changes in structure or recruitment.
Respondents generally agreed that the trend towards engaging private
consultants to carry out policy related activities is increasing (59%) and will
probably increase further into the future (75%) (questions 2.10 and 2.11).
While this may reflect optimistic business planning on the part of respondents,
interviews with senior public servants as part of the my doctoral research
program suggest that there is a similar expectation among clients.
Details of responses
Sent
Responses
% Responses
Question 1.1
No.
Percent

425
28
7%
1-5 Years 6-10 Years
16
59%

Question 1.2
No.
Percent

Sole

Question 1.3

<$200k

No.
Percent

8
29%

11
33%

Question 1.4
No.
Percent

Yes

Question 1.5 (a)

APS

No.
Percent
Question 1.5 (b)
No.
Percent
Question 1.6
No.
Percent

25
89%

24
71%

5
19%
2-3

$200$500k
13
39%

3
11%
11-20

4
14%
>$500k

0
0%

21+
2
7%

Declined

6
18%

3
9%

No
3
11%
ACT

Other
State

7
21%

2
8%

22
88%

16+ Years

3
11%
4-10

14
50%

1-5 Years 6-10 Years

Yes

11-15
Years

2
8%

Other

3
9%
11-15
Years

0
0%
16+ Years

3
12%

No
3
12%
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Question 1.7
Policy
Strategic
Accounting
Economic
Organisational Mgt
Human Resource Mgt
Information Tech
Evaluation
Auditing
Research
Group Facilitation
Other

No.

Question 2.1
No.
Percent

Nil

Question 2.2
No.
Percent

Nil

Question 2.3
Economic
Strategic
Accounting
Policy
Organisational Mgt
Human Resource Mgt
Information Tech
Evaluation
Auditing
Research
Group Facilitation
Other

0-10%

Question 1.2
No.
Percent

0-10%
2
7%

0-10%

10-25%

1-5 Years 6-10 Years
16
59%

Question 1.4

<$200k

8
29%

11
33%
Yes
25
89%

25-50%

25-50%

5
19%
2-4
14
50%
$200$500k
13
39%

50-75%

50-75%

11-15
Years

75-90%

100%

75-90% 90-100%
4
6
15%
23%

100%

90+%

1
1
5
2

1

1
1

1
1
2

1

16+ Years
3
11%
11-21

4
14%
>$500k

2
8%

75-90% 90-100%
3
8
11%
29%

2
1

3
11%
4-11

5
18%

5
19%

3
3
1
1
4
1
3
1
1
2
1

2
3
4
1
3
2
2
4

50-75%

5
18%

3
12%

6

2
3
1
2
2
1

25-50%

0
0%
10-25%

1
4%

1
3
1
3
4

Sole

Question 1.5
No.
Percent

10-25%

2
7%

0
0%

Question 1.3
No.
Percent

No.
Percent

Percent
4%
19%
5%
1%
12%
12%
6%
12%
3%
5%
12%
7%

4
18
5
1
12
12
6
12
3
5
12
7

0
0%
Declined

6
18%

No
3
11%
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Question 1.5 (a)

APS

No.
Percent

24
71%

Question 1.5 (b)

ACT

Other
State

7
21%

1-5 Years 6-10 Years

No.
Percent

2
8%

Question 1.7
No.
Percent

Yes
22
88%

Question 1.8
Policy
Strategic
Accounting
Economic
Organisational Mgt
Human Resource Mgt
Information Tech
Evaluation
Auditing
Research
Group Facilitation
Other

Other

3
9%
11-15
Years

2
8%

0
0%
16+ Years

3
12%

No
Response
17
1
68%
4%

No
3
12%

No. Percent
4
4%
18
19%
5
5%
1
1%
12
12%
12
12%
6
6%
12
12%
3
3%
5
5%
12
12%
7
7%

Survey findings

As has already been pointed out, it is not possible to generalise from the small,
self-selected sample in this survey. Nevertheless, the following characteristics
of the response group can be discerned:
•

a preponderance of relatively recent arrivals in the consultancy
industry who are part of small firms with moderate turnovers but
who also tend to have had extensive, high level and/or policy
related experience in the public sector (mainly the Australian Public
Service and the ACT Administration);

•

the most common lines of business are:
−

strategic management and/or business planning;

−

organisational management;

−

human resource management;

−

program/performance evaluation; and

−

group facilitation;
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•

a high proportion of work carried out for the public sector, and a
similarly high proportion of that work carried out for the
Commonwealth Government;

•

a wide spread of types of business with the Commonwealth
Government, with the main lines of business identified above
dominating (although there is a moderate amount of policy
analysis/advice/development);

•

a significant majority of this work for the Commonwealth includes
policy-related matters, often as an express or major part of the
project;

•

the most common forms of policy related work are:

•

•

−

consultation with interested parties outside government;

−

formulation of options; and

−

formulation of recommendations;

the most common areas of policy related work are in:
−

social or welfare policy; and

−

outsourcing, privatisation or commercialisation (as opposed
to implementation); and

the majority perceive that the amount of policy related work being
outsourced by the Commonwealth is increasing, and that this trend
will continue into the future.

By and large, none of these results are surprising, and if they held true
for a larger survey population, would serve to confirm the picture gained from
the interviews conducted for this study.
I would like to take this opportunity to thank the ACT Chapter of the
Institute of Management Consultants for their extensive assistance in the
conduct of this research.
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Endnotes

Introduction: The marketisation of policy-making in Australia
In the process, too, I had to overcome a distrust of theory (and theoreticians) that is common
among practitioners (Painter 1998b).
1

Hughes (1998b) goes further, portraying the current Australian system as having evolved into a
somewhat unstable ‘post-Westminster’ system.

2

The term was used in a 1995 report on policy markets in New Zealand Blakeley et al. (1995). It was
also used by Hanson (1999) to describe a proposal for a stock-market style arrangement for collective
decision-making.

3

Chapter One: Research methodology
Saint-Martin also rejects the notion of a ‘consultocracy’, although he acknowledges the growing
access and influence of management consultants in Britain and Canada (France—the third country in
his study—displays little or no such access for management consultants).

4

Chapter Two: Public sector reform in Australia
5 The common practice of equating ‘core’ activities with functions that should not (or even cannot) be
outsourced is increasingly unsustainable. The core/non-core ‘test’ has been reduced to a tautology:
non-core functions are those that are or could be outsourced (see Kettl 1993b:210) on the US Office
of Management and Budget’s version of this circular argument. A better test, it would seem, is that of
control and risk: functions that should not be outsourced are those that are, by their nature, optimal
when control is best achieved through vertical integration (or ‘doing it yourself’) and/or the risk
attendant with the outsourcing option are outweighed by the benefits (discussed in detail in Chapter
Four).
6

Except, perhaps, where local firms have been overwhelmed by international competitors.

Chapter Three: What is public policy and how is it made?
Another common factor, of course, is that these are recent Australian authors writing for a mainly
Australian audience. As this dissertation is sited in the same broad discourse, these works operate as
yardsticks in arriving at my own definition.

7

See also Kettl (1993a) and Foster and Plowden (1996) for discussions of the history of public policy
and administration in the American tradition.
8

Parsons (1995:57-58) identifies three similar types of policy models, but his typology is less purposive
and more descriptive than that used here.
9

It could be claimed that a number of models also seek to interpret the purpose or meaning of public
policy in terms of the values and moral foundations of a society. For the purposes of this study,
however, such a hermeneutic objective can be set to one side.

10

A fourth mode of analysis—what policy means—is a hermeneutic question which can be set to one
side here.
11

Values theorists tend, in any case, to conflate ‘desirable end states’ and ‘modes of conduct’ when
relating these components to other aspects of the idea of a ‘value’ (Schwartz 1994:20).

12
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Boston’s article, including the implications of distinguishing between strategic and operational
policy, is examined in detail in Chapter Five.

13

While Bridgman and Davis include the coordination function in their model, it is a fairly narrow,
technical role, with an emphasis on coordinating the machinery of government itself. What is in mind
is a function which is not in their model as such, but which they do discuss in a chapter on ‘Managing
the Policy Process’ (1998).
14

Of course, exceptions to these observations can also be found. Various governments have, for
example, seen fit to carry out rationalist processes in order to seek significant policy change at a high
strategic level, while much programmatic rule making works by an accretion of successive adjustments
without the ‘root’ (Lindblom’s term—Lindblom 1995:142) of the issue ever being directly addressed.

15

Chapter Four: Markets: information, uncertainty and risk
The view that the perfect market is merely an ideal and not real is not uncontested. Pindyck and
Rubinfeld (1995) suggest that there are near-perfect markets, such as for food and food products.
Given, however, the propensity for governments to use subsidies and other mechanisms designed to
correct various competitive failures in such markets, their assessment seems somewhat misjudged.

16

Some analysts argue that the many-to-many ideal may not be a necessary condition for the market
to operate effectively (Baumol, Panzar, and Willig 1988). See Shepherd (1995) for a rebuttal of this
view.

17

18 This perspective is disputed but not significantly weakened by Zerbe and McCurdy (1999), as
discussed later in this chapter.

This simplified representation of the calculus of risk is derived, in broad and modified form, from
the literature on expected utility theory and its various modifications: see von Neumann and
Morgenstern (1953), Shoemaker (1980), Tversky and Kahneman (1985) and Bernstein (1996).

19

Hayek propounded a similar idea at about the same time as Simons first outlined the idea of
bounded rationality, although Hayek’s analysis was aimed more at the question of how to manage an
entire economy, not individual elements (Hayek 1984).

20

21

The substance of Boston’s argument is addressed in Chapter Five.

Chapter Five: Theorising policy markets
22 Boston addresses the same issues in at least one other place (Boston 1995), but the 1994 work is a
fuller examination.
23

I am indebted to Dr Hugh Clapin for this observation in a personal conversation in March 1999.

In using the term, of course, management consultants may be seeking legitimacy for an often
maligned profession rather than asserting it as an accurate description of their business.

24

25Estimated

to be just over one per cent in New Zealand in 1991 (Boston 1994:5); a proportion that
probably holds in similar systems such as Australia’s.
While the CTC policy is meant to place departmental functions under competitive pressure by
testing them against the market, tactical responses by the bureaucracy are clearly possible, and difficult
to detect.

26

Chapter Six: Policy advice services in Australia and New Zealand
Although Dunn’s figures have been questioned by Maley (2000), the general pattern he describes is
widely recognised.

27

Prime Minister John Howard made a similar, even stronger comment at the same conference
(Howard 1997:11).
28
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Dr Kemp reiterated his position in a later policy statement on public sector reform (Kemp 1998a),
but elsewhere he has stressed the ‘core’ nature of policy advice in the APS, perhaps (but not
necessarily) implying a limit to its contestability (Kemp 1998c).

29

Even under the outcomes and outputs accrual based framework, instituted in 1999, it is not
mandatory for departments to identify their spending on policy advice outputs. Even those who do so
employ significantly differing costing approaches, rendering such information problematic at a whole
of government level.

30

The six departments were Prime Minister and Cabinet ($31.221m), Treasury ($62.126m), Finance
and Administration ($34.755m), Education, Training and Youth Affairs ($43.472m), Family and
Community Services ($45.280m) and Employment, Workplace Relations and Small Business
($17.533m).

31

For example, policy work done in ministers’ offices is not captured by this information, nor is much
policy work done in program delivery areas.

32

This figure can be compared to the more rigorous estimates by the New Zealand State Services
Commission (discussed later in this chapter), which concluded that policy advice in that country cost
approximately NZ$343 million in 1991-92, or just over one per cent of total government expenditure
(cited in Boston 1994:4-5). The equivalent proportion of the Australian Commonwealth budget would
be around $1.5 billion, suggesting the estimate of $600m spent on policy advice as probably at the
lower end of the scale.

33

I have followed Michael Howard in excluding the Department of Administrative Services and the
Australian International Development Assistance Bureau in the Department of Foreign Affairs and
Trade, which engaged many consultants for specific construction or aid related projects. Their
successor organisations (parts of the Department of Finance and Administration and Ausaid) have
also been excluded from the 1998-99 figures quoted here.

34

This rate of growth can be compared with international trends in the management consulting
industry, which is estimated to be growing at around ten per cent per annum or more (Wooldridge
1997).

35

36

A phenomenon first noted by Howard (1995).

37 The rate of mergers and business name changes among the large accounting and management
consultancy firms is fairly high, but at the time of writing the ‘Big Five’ are: KPMG,
PricewaterhouseCoopers, Ernst and Young, Deloitte Touche Tohmatsu, and Accenture (formerly
Andersen Consulting).

Due to a low response rate, the data derived from this survey cannot be said to statistically represent
the experiences and views of the profession as a whole, but it does serve to reinforce the evidence
gleaned through interviews conducted with consultants and senior public servants. See Appendix B
for details.

38

The fieldwork for this section was conducted in late 1998. Events since then (most notably the
election of a Labour government in late 1999) have been taken into account through document-based
research and analysis.

39

As is discussed later in this chapter, however, the idea of the ‘policy market’ was taken considerably
further in later work by New Zealand officials in the mid-1990s under Dr Roger Blakeley.

40

41

Discussed in Chapter Four.

42 It

is of passing interest that this report is one of the few examples of an official document expressly
referring to the concept of a ‘policy market’, despite the term being relatively common in conversation
and discussion among officials.

43This

recommendation does not seem to have been heeded.

Jonathan Boston was a member of the Blakeley group. Insofar as their report represents Boston’s
own view (which may not be very far at all, given the nature of committee reports), it contradicts or at
least modifies the position he outlined in one article and two book chapters at around the same time
as the Blakeley Report was produced (Boston 1994, 1995; Boston et al. 1996).

44
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45 Such

strengths include high technical skills in discrete policy areas.

The interim Report was eventually released, with modifications, as an SSC Occasional Paper,
Essential Ingredients: Improving the Quality of Policy Advice in June (SSC 1999a).

46

With the notable but short-lived exception of a number of Policy Management Reviews carried out
in the early 1990s (Edwards 1998) and a Public Service Commission review of the quality of policy
advice published in 1995 (PSC 1995). These, however, were essentially managerial in flavour; there
was little consideration of contestability in the policy process.
47

Those ministers who do engage such assistance sometimes use the services of private consultancy
firms for the task.

48

This rather optimistic view of New Zealand official openness is somewhat undermined by some
salient cases which indicate that in some areas at least the policy development process remains closed
and very private. See, for example, Eichbaum’s (1998) study of stakeholder participation in
governance issues.
49

This uncertainty about the future of public sector reform in New Zealand extends well beyond the
issue of policy development, as noted by Boston (1998).
50

Chapter Seven: Access Economics: a policy advice firm
51

In the same year the firm was mentioned in 193 articles in the Australian Financial Review.

Access also acts as an investment advisor in such areas as asset allocation and investment for
superannuation funds and transactions in unlisted Australian property and infrastructure asset
markets.

52

The list is slightly biased towards public sector examples because of confidentiality requirements
stipulated by private sector clients.
53

Indeed, the formation of the Productivity Commission was more in the nature of an administrative
consolidation rather than a rationalisation of functions or capacity.
54

Chapter Eight: Waterfront reform: ministerial demand?
55

Dr Webster declined to be interviewed for this study.

The Shadow Minister most intimately involved in this case, Lindsay Tanner, is pursuing a Freedom
of Information claim for documents relating to this case. Although the Federal Court recently decided
on one aspect of the claim in Mr Tanner’s favour (Black CJ, Burchett & Finklstein JJ 2000), it is likely
to be some months before some of the relevant consultants’ reports come to light, especially as the
most recent decision will be challenged in the High Court by the Government. Nevertheless, it has
been possible to piece together most of the pertinent information from other sources, including
material leaked to the press during the waterfront dispute.

56

It is important to draw a distinction between the process and the highly contentious and still
confidential content of the policy advice it generated: the former is the core interest of this chapter,
while the latter is significant only insofar as it informs understanding of the rationale and specifics of
the process.

57

Trinca and Davies (2000:1-2) repeat a story of leaks to the MUA that—if true—may undermine
Trebeck’s perspective.

58

Of course, if Trinca and Davies’ evidence is anything to go by (and it is largely uncorroborated),
some public servants’ links with the union movement were in fact strong enough for the MUA’s
national secretary, John Coombs, to receive an anonymous ‘tip off’ from a ‘Canberra bureaucrat’
about the Government’s plans to break the power of the Union in November 1997 (2000:1-2). Like
other players in this case (such as the stevedoring firms), the public service was neither monolithic in
its outlook nor consistent in its behaviour.

59

Presumably the first ACIL contract had similar levels of remuneration, although this is by no means
certain. The low likelihood of any competitor being able to adequately follow on from the first

60
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consultancy let in May 1996 may have afforded Trebeck a stronger bargaining position on fees by mid
1997.
This subcontract was never actually signed (Williams 1998b; interview, John Wallis, 28/9/2000), but
it seems probable that it was used as the basis for Webster’s involvement in the project.

61

Mr Reith’s involvement, and his capacity to influence events, was to be considerably strengthened
when Mr Sharp resigned as a consequence of the ‘travel rorts’ affair on 24 September 1997. Shortly
afterwards (on 9 October), the maritime division of the Department of Transport and Regional
Development was transferred to Mr Reith’s portfolio, consolidating ministerial authority over the
waterfront strategy in Mr Reith’s hands.

62

Webster was supposedly talked out of resigning by the Secretary of the Department of Transport
and Regional Development, Dr Allan Hawke (Trinca and Davies 2000:50-51).

63

64 With which Minister Sharp, as the contracting client, appears to have been satisfied (interview,
David Trebeck, 19/4/2000; Trinca and Davies 2000:32)

By way of completing the story, in the September quarter of 2000 Australia’s wharves reached the
benchmark of 25 container movements an hour set by Minister Reith as his objective in waterfront
reform. This was achieved with a fully unionised workforce (Bachelard 2000).

65

Chapter Nine: Business process outsourcing: policy markets by the
back door?
Although the Howard Government has, on the basis of recommendations in the Humphry Report
(2000) on IT outsourcing, decided to decentralise implementation of the program, contracting out IT
services remains compulsory.

66

67

See Chapter Two for an extended discussion of this trend.

This case material was gathered through a research process involving examination of written records
and a number of interviews with Departmental and PricewaterhouseCoopers staff. In order to gain
access to some material, a formal agreement was struck with DOFA to give the Department a right of
veto over the case summary insofar as it may have errors of fact or include information that is
commercially confidential. The interpretation and analysis, however, is entirely the author’s and does
not represent the views of either DOFA or PwC. For completeness, it should also be recorded that
during part of the fieldwork period the author was employed as a consultant in an unrelated area of
DOFA.
68

I was a DAS employee for almost ten years until the end of 1996, at which time I was National
Marketing Manager for DAS Support Services. As such, I have an interest in this case that goes
beyond academic curiosity. I also have professional experience that augments and shapes some of this
discussion.

69

Of course, the contrary view is also possible to sustain on the available evidence: that PwC did not
actually have the capacity or inclination to deliver these higher level services, even though they are part
of the firm’s marketing ‘pitch’.

70

The Balanced Scorecard is a performance management tool developed in the Harvard Business
School in the early 1990s (Kaplan and Norton 1996).

71

72

Which may even be legally impossible.

73

Well over half of DOFA’s staff are employed under AWAs (DOFA 2000a).

For example, the Jobs Network, whereby in the late-1990s the previous government monopoly in
the delivery of employment programs was broken up and the work distributed among for-profit and
not-for-profit private sector organisations.

74

Chapter Ten: The theory and practice of policy markets
75 As noted in Chapter Five, the fully developed policy market is essentially an ideal form, postulated
mainly to allow contrasts to be drawn with the other, more evident types. As such, the evidence has
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no particular bearing on this type. For this reason the idea of the fully developed policy market is not
specifically discussed in this section.
Whether ministers are prepared to actively fulfill such a role remains a moot point (Jenny Stewart
1999).

76

Conclusion: Some implications for practice and research
Indeed, markets and hierarchies are not mutually exclusive, as pointed out by Bradach and Eccles
(1991).

77

This, at least, was a factor that had to be accounted for in this study, given my own past
participation as a public servant as well as my present and prospective professional interest as a
consultant.

78
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