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11 December, 2000

Cost Recovery Inquiry
Productivity Commission
Locked Bag 2

Collins Street East
Melbourne Vic §003

Submission to Cost Recovery Inquiry — ABARE Pricing

The attached is more a case study than a full submission. But it illustrates a general point
about how in the Commonwealth concern with cost recovery has lended to overcome any
notion of the economics of public goods.

Besides being a part owner of a small cattle station, T also teach public sector economics,
mainly to postgraduate students from Commonwealth agencies. Almost without exception
these students, from senior third division ranks and upwards, have no notion of the thcory of
public goods. They have no notion of marginal cost, deadweight loss, cxternalities or non-
rivalry. Nine out of ten times they will advocate, without thinking, that prices of government
publications should be set at average cost. The beancounters at DOFA have done a pretty
good job in knocking out of the public service any sense of public sector economics.

Should you want any of this material in a machine readable format, please let me know

(iam{@management.canberra.edu.au).

Sincerely,

LAM@—@QI—»‘ : | - . -

Ian A McAuley
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Kathy Walker

Publishing and Marketing
ABARE

Edmund Barton Building
Barton ACT 2600

Dear Kathy,

A couple of weeks ago I had a phone call from one of your staff, inquiring why I had ceased
subseribing to ABARE bulletins. T had, for many years, subscribed to dustrafian
Commodities and to Australian Commodity Statistics. 1 promised to writc to ABARE to
follow up.

The simplc answer is the price. Five years ago, when we last had an economically competent
government in Canberra, the price of Australian Commodities was $126.00; it is now $214.50
($323.40 for a web subscription). The price of Australian Commodity Statistics was $75.00;
it is now $129.80 ($237.60 for a web edition). Up to the time of the Howard Government the
prices had stayed morc or Icss constant in real terms.

| can see only two good outcomes from this pricing policy. It will intensify farmers’ anger at
the Howard Government, thus hastening its downfall, and it provides university teachers with
case material in poor public pricing — not that there is any shortage of bad examples. Indccd, 1
have used ABARL’s pricing as an example in an arlicle I recently wrote in Dissent (copy
attached).

As your agency’s economists would know, any price greater than the marginal cost of
production incurs waste — deadweight loss is the economic term. If your material is on the
web, then the marginal cost of production is essentially zero. Yet, in disregard of economic
principles, ABARE has put a very high pricc on this material. I have no doubt that this stems
from the pressure your ageney has come under from Finance and Treasury. DOI'A has no
notion of cconomic cfficiency, and Treasury has a long hatred of small business. (Australian
would be a much more orderly place if all those little farms cold be sold ofl to agribusiness
enterprises — it’s their version of Soviet style collectivization.)

ABARE does excellent research, but it is being blocked to all but the largest players who can
afford to pay ABARE’s subscription prices. Perhaps your staff belicve that farm lobby
groups, like the NFF pass this information on, but the NFF and its state bodies do nothing of
the sort, (They are little more than front organizations for the Liberal Party.)




One thing that is in ABARE’s control is to unbundle the data. 1 am interested only in beef
and in grains (because of the link between grains and beef). But your products come bundled
— with mineral and other commodity data. (I am sure you are aware that bundling is against
the spirit of the Tradc Practices Act.)

But, more basically, ABARE should make all the data free on the Web — as i3 donc by many
government agencies. That would be the most economically responsible policy. Economic
data is a non-rival public good with strong positive externalities; by depriving access to
polential users there is waste. Farmers, deprived of market information, will make unwise
decisions, with consequences throughout the industry and economy. Free provision would
also be equitable, because farmers are paying for this data — through their taxcs and through
taking time to provide information to government agencies, such as thc ABS.

T am copying this letter to the Productivity Commission, which currently has an inquiry on
cost recovery in Commonwcalth information agencies. Tam also attaching a copy of a letter |
sent to Warrcn L'russ around this time last year,

If you would like to discuss any aspect of this letter I would be most happy to come and
discuss the matter with you — in confidence of course, beeause 1 know how vindictive this
government can be against public servants who do not rigidly toe the line from Party
Headquartcrs.

Sincerely,

Ian A McAuley
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16 December, 1999

The Hon Warren Truss MP

Minister for Agriculture, Fisheries and TForestry
Parliament House

Canberra ACT 260

Dear Minister,

Four years ago, before the clection of your government, the publication dustralian Commodity
Statistics was priced at $75.00. ABARE has now raised its price to $120.00. Tknow enough about
printing to know that the marginal cost per copy would be around $10.00 at the outside.

[ don’t want to know why this has happened — I know. Your government has to finance tax cuts for
the privileged classes. ABARE has to share this burden, and publication prices are an easy target,
justified under the dogma “user pays™. The cconomists in ABARE are competent people; they know
that the price is moving beyond what is alfordable to all but the biggest farming enterprises. They
also know that a well-informed farm sector makes better decisions about production and sales, and
that therefore suppression of information has ils economic costs — not just on the individual farmers,
but more widely on our balance of payments, welfarce budgets and general economic stability.

Economists know this waste as “deadweight loss™; they know that information such as this should be
priced at no more than marginal cost — perhaps provided free on the Internet. (More colloquially, the
practice which ABARE has been forced into is known as “monopoly rip-oif”.} Bul your government
has altowed economic responsibility to take second place to an obsession with culting government
expenditure.

Little wonder farmers are angry. Every year they spend a great deal of unpaid time providing data for
the ABS, which feeds inta the ABARE. Then they are charged for the privilege of having access to
the aggregated data.

Farmers, unfortunately, don’t have a powerful voice in Canberra, (The NFF ccased being concerned
with farmers’ needs many years ago.) For you, as Minister, that’s unfortunate, for you are not
nccessarily hearing how Howard’s and Costello’s economic incompetence is causing so much anger.
T have observed Australian politics for a long time, and have seen many Ministers get quite nasty
surprises on election night after they have spent years shiclded from the truth by sycophantic
lobbyists and public servants. I suggest you save yoursclf from that surprise.

Sincerely,

lan A McAuley
Copy: (1} Mr Gavan O’Connor MP

(2) Australian Beef Association
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DUMBING DOWN
IN CANBERRA
A fju}de To the Publ.l(

fervice reform }nduﬂ‘ry

Ian McAuley explains the flawed premises under-pinning
public service reforms.

S0 too it is with public sector
‘reforms’. The basis of many of
these reforms is that the public
sector should emulale {he private
sector, to the point of ¢reating
fictitious private sector models
for emulation. By applying these
fictitious modcls, public sector
managers can inhabit Lhe world of
the inake-belicve private sector.
Just as Lhe urban middle class
cane pretend they are sharing in
the world of the ploughmen, so
too can public servants inhabit a
fantasy private scetor world.
Thev can be transformed from
bureaucrals to enfreprencurs.
Emulation of the private
seclor, or of An haginary private
srclor, lies at the heart ol recenl
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. public scctor ‘reforms’. There are
" two assumplions; one is that the
- private sector is intrinsically

- more cfficient than the public

sector, and the other is Lthal Lhere
ts one. clear set of privato
practices.

But, a8 was shown in the first

© of these two articles, there are

certain things that can be done
only on the public scetor, and

- certain other things that the
©oprivale sector can do but not as
- well as the public sector —

o situations of markes failire. And
: the notion of a private sector

ideal is naive. There 1s no une
‘private sector’ model -- covering
operalions from sandwich shops
through Lo steel mills, from

N THE MENUS of some delicatessens and outdoor eateries can
be found the ‘ploughman’s lunch’ — a rich meal of cheese,
bread and eggs, olten topped off by sundned tomatoes or
olives. It's a filling mcal, generally inappropriate for people
with a sedentary lifestyle. And, contrary to the bucolic notion
that one is sharing in the simple farc of a ploughman, there is
no evidence that il bears any relationship to what ploughmen
ever had for lunch.

operating call centres through Lo
designing software systems. And
similarly therc should be no one
‘public sector’ model, covering
aperations {rom a pre-school
through to a power utility, or
from o local government aged
care centre through to the
Commonwealth Treasury. Yel, Lhe
path of ‘refonm’ has tried to fit
one normative model on the
public sector — a model which,
like the ploughman's lunch, has
litlle connection Lo ils claimesd
Origins.

Many of the reforms’ can he
understood in this light — naive
altempts 1o mimie what some
belicve Lo be 'private sector’
practice,



" ANOTHER CANDIDATE
fOR DOWNSIZING!

SI5pck BE NIMBLE..

JACK GO UNDER
"LIMBO STICK.S >

SACK BE QUICK..

THE 80TTOM LINE

HE MOST pervusive of
such developments is the
primacy of the budget
‘hotiorm ine’ The miost ;
important mecasuie of any
program is the budgelary
outeomne. Producing napressive
mudgetary fipures has hecome
more important than the task of
2Conmule management. The macro
aspicds of This woere covered in the
first article (T¥SSENT No 2), bt
this hudgelary ohsession has
implications at a micro lovel for
the dav-to-day management of
public secior agencies. Thae guiding

netion is that becuanse Lhe privale
sector is driven by bottom line

i performance, then the public

sector should also be so droven,
Fortunately the hottom line
ubsession 15 not universal in the
private scotor. Bad, from time to
Lime, we see Lhe entrepreneur
whao, in order w0 nake an
impression on the fAnancial
markets, goes wll ool Lo credie an
impressive set of linancial ratios —

. A lask easily achieved by letimg

maintenance expeiditure slip, by

- reducing quality, by exploiting

frust and goodhwill with custoners

and cmplovees, by reducing ‘soft’
investments in marketing, research
and hurean capital and by
engagmg in a little creative
accountmg. To show a good shor
ter cash flow there are many
clever options, such as sclling
asscls and leasing them back.
These devices can fool the
fmaneial narkets for 4 year or Lwo,
but are: uliimately at the expense
of tong term corporate health,
Saton it 1 with the public
sector, If producing impressive
budgetsry figures were an end i
itsell, then the task of public
administration would be easy;
spemd less and Tod any way 1o
raise revenue. But to make the
‘hotlon ine’ ¢ policy objeclive in P
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its own right is absurd, for it
glosses aver the basic conflict
hetween financial management
and econoriic management,
which can often be in conflict. In
adopting a narrow financial focus
snich as the deficit or the ‘size’ of
government, serious economic
darage can result,

Financial ranagement. is about
managing budgets. Financial
dcconnting is no more than a pallid
representation of a prograrm’s full
costs and benefits. It is limited by
what accountants call the ‘money
measurement’ concept; that is,
financial aeeounting data measures
only what passes through an
agency’s ledger. Economnic
imanagement, however, is far
broader, particwarly in the public
seclor. Tt is about creating wealth
for the community, in ways which
generally do nol. pass through any
ledyer. There is no ledger which
capturcs the value of public health,
safe roads, clear waterways or an
educated population. These values
can be partially captured in cost-
henefit analvsis, but net in financial
acceounting figures.

Desgpite these knowr limit-
alions, financial accounting is in
the ascendancey in Lthe Comnon-
weallh, displacing the more
tnelusive disciplines of cost-benefit
analysis and considerations of
public good theory. There is a
process of false simplification, or
dumbing down, in The aceounting
reforms being introduced in the
e of acerual accounting and
accrual budgeting. Acerual
accounling is cortainty an improve-
mertt on the old cash aceounting
systom it replaces. Bul it is being
vested with false expeclalions dnd
magical powers. Public servants
are [old they can usc acerual
accounting to determine thae full
cost of their agencies’ activities,
wilh statements such as:

‘Accrual information also erables

the il costs of aj organization’s

operations and aclivities Lo be

mcasured 'L
and |

‘Accrual aceounting will provide

o clear picture of the full cost of

the goods andd services our

ageneies provide'
Such statements are dangeronsly
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" make such an error. In the private

o warned of the dangers of :

| discipline of financial
©accounting.? Yet the public

i ignoring the

©ment accounting,

© henefit analysis, which

- accounting are very limiled. They

i spend public money on upgrading
© a road or railroad may look like &

C social costs in terins of travel time.

. proporiion to the small amount of

I the pubhealion.

simplistic. They reveal a | Market fai[uye
fundamental ignorance in thatl they

vest too much credibility into ;
financial accounting.

As pointed oul int the first article,
many aciivities are in the public
sector because of markel failure.
That is, because the private sector
wonld not provide those services,
or, if it did, would not. provide them
efficiently. For example, the private
scetor, left to its own devices,
generally won't provide public
health services, for there is no way
in which the benefliciaries can pay
a privale provider for these
services. The private seclor will
under-provide goods with high
external benefits, such as research,
arul it tends to under-praovide
gooeds with long term returns, such
as education and environmental
protection. These (and smany miore
instances) are cases of what
econonusts call ‘market failure’,
and it is the economics of
market failure which
~should form the pritne
N guide to the
Y public/private split of
L aclivities inoa modern
i economy. If a publie
ageney could be
managed along purely
private scotor lines, m
fact, there is probably
- titdle juslificaiion for it
being in the public sector.

Why has such bad practice
come about? One can answer
simply that it's the ideology of
neoliberalisin, bul thal's 4
superficial explanation. More likely.
it's because Australia lacks a well-
understood and agreed notion of
the role of the public scuetor, Mest
people know that somehow the
governmenl has 1o be involved in
defence and welfare, and that the
goverrament need not be involved
in market activities like tourist
accommaodation and retaling. Bt
cven people with a degree in
CODIIMICS are Not necessaril
oxposed to the economies of

No well-managed firm would

sector Lhere is a clear distinction
between financial aocourting,
which is aboul external
accountability, and managereenl
accotnting, which is about
cosling and decision making.
Costing and decision-making has
to be undertaken using a variety of
gkills and judgenent; there is no
accounting svstem or compiter
progrant which can reveal a full
eosl’. This point is stressed by
accounting professionals such as
[Harvard's Rubert Kaplan, who has

managerial accointing being
supplanted by the mechanistic

serviee, inall its .
managerial reforms, is
discipline of manage-  /

I
I
and ils public policy
equivalent, cost-

3 /
brings Lo bear those
rosts which do not pass
through Lhe tedger

Because of the money
measuremernl convention, the
costs revealed by financial

do not {ake into account non
market costs. A declsion not Lo

financial saving, but it will impose

Saving on public pharmaceutical
expenditure by removing drigs i
from the Pharmaceutical Benefits
Scheme will look good in the
ledger ol the health department,
but 1l may result in a large shift. i
eosts Lo the poorest members of
saciety. A decision to charge a - marked failure,

high price: for a government i Ome can oo an entire major in
publication nwy look good lor the I oeonomics withoul baving to depart
Burean of Agricultural and Mmoo The asswnptions of o well-
Resource Beonomics bul, if o finetionang, compelilive ket
results in farmers finding When comnentators like Michael
cominolity and market Puscy criticise the dorunanes of
information is nnaffordable, it will | economics in public policy, they are
have costly conseguences for the | really criticising the pancity ol

farm sector, quite ont of . eennomie thought and educaion in
Anstralian universities, partynlarly
in relalion to the econmnivs of the
pnhlic sector,? ‘

revenue raised Trom charging for




Australia has no institution like
France’s Ecole Mationale
DrAdmaristration, which can
develop a sct of professional public
service skills and knowledge. Nor
are university postgraduate courses
in public administration well
patronised. For most studenis,
particularly those with numecrical
ability, the MDA {Master of
Business Administration) is a much
more attractive option than the
MPA (Master of Pubilie
Administration), and the MPA Is
usually centred on ‘soft’ disciplines,
such ay the persomicl management
{under the neologism ‘human
resource management’}. Most
financial managemoent training for
the public sector is about financial
accounting, rather than

MANAGERIALISM

ET THE managers

‘ manage’ was the mmollo
ol the mit eighties
reforns, If managers
cowld he freed rom

constraing s imposcd by
unnceessary regllations, such as
control on inpuls, line item
budgets (which meticulously
specified what was to be spoent on
sdlaries, overiime, travel,
comamunications ete.), and statf
ceithngs, they would be abie 1o
exercise their creative talents Lo
improve the efficiency of ther
O HITALIGNS.

The designers of the Financial
Management Improverment
Program in the mid eighties and
subseguent reforms, withiout
necessarily being aware of the
souree of thelr ideas, drow on a
private sector managerient
practice known as ‘Management by
Objectives’ (MBO), first desceribed
by Peter Drucker in 1450 % A key
aspect, of MBO is that management
exists in a hierarchy of objectives
-— thugher level managers have
general, high level objoctives,
which get broken down mio
simpler objectives down the line.
Fach manager is given specitic
ohjectives, and doesnl have 1o
worry about the wider
miplications.

MBO works very woll wlhere the
work of a number of units comes
togelher 1o forrn o undfred whole, Tt
is a gond way 10 organise dn

i leaseback proposals @ The capacity
" to do such analysis is standard fare
-~ inan MBA course, but not in MTPA

managemenl accounting, ard cosl-
benefit analysis is relegated to
obscurity as a highly specialised
discipline. Tony Harris, former
Auditor General in NSW, found that
private firms were able to exploit :
the publiv sector, becanse public i
servants werce not cquipped with
the financial training to analyse
contracting out, BOOT (build, own,
operate and transfer) and

courses. Just as loan sharks target
the naive and poorly educated
consuImers, so Lo do their corporile
equivalents find public scrvants an
easy target for schemes which ,
exploit the public purse.

autormobile faclory or a hamburger
chain. Tn pablic sdministration,
however, its usces are limited, for it
tends to encourape parochialism
and cost-shifting. The manager in
& sirict MBO environment has a

- confined, narrow focus, (Drucker

hirnsell was Jater to waun of the
dangers of unthinking applications
of management technigues in the
public scctor.™)

Most public sector agencies are
nat stand-alone. A key
characteristic of the public sector
is nteraclive complexily and
interconnectivity. What happens in

- one part will affect other parts. For .

exaiuple, althongh employmenl,
Drograms, superannuation policy
and tax collection are handled in
sepdrale agencies, decisions made
i one of these ageneies will have
effects in the other agencies.
Trade ard agricultural policies are
inextricably wowven together, but
for sdmitisiralive converenee

* they are handled i separate

agoencies. The pablic sector needs

Eoa large arnount of coordination,

and people, at all lovels, who
understand svslem complexily and
who cari see the big picture.
Alistair Manl desembes system
conplexity usiig the colourtul
metaphor of the frog and the
bitvele S One cun bring a bicyele 1o
optimun performance by
allending Lo ks parts: what, one
does to the chain sprocket is
larpely mdeperalenn of whal one

dues to the front wheel bearing.
But one cannot do the same to a
frog, which is a complete,
complex, interconnected organism.
Mant provides several examples,
matnty Trom the UK public sector,
in which managers, looking after
their own defined areas of
responsihility, caused huge damage
to wider systems. That is why
thers is meril in what is known as
a4 ‘carcer public serviee’, inwhich
peaple at all levels in all agencies
have sume knowledge of the broad
contexl of public administration.

Tewvie

There wis 4 line wher the public
service was looked upon as a
carcer service 1 its own right.
[nddesd, that was the philiasophy
Lehiiel the 1853 Northcote-
Trovelvan Report, a manifesto for
The UK and colonial bureaucracios,
including Australia’s. One of the
kev plunks was that Lhe sepvice
should be organised ‘as a single
serviee, and not as a disintegrated,
fragmentary service'? Up Lo the
19905 there were voestiges of this
phillosophy In Australia, with
peactices such gs gradual e
recruitinent o the service as a
whrde, management tranmg which
redicd o mobilily belween
adoencies (and the private scetor}
and slandardised classifications
across agencies. Now the service is
truly tragmented. Mobility betweaen
dagencies has Tallen, and whal
wobilily rernains is maindy armong
tichmeal service stalf rather than
prdiey 1Al 20 Stall are emploved
uneler enterprise agreements with
nudnadual agencies (a situation
which resilted in confusion i the
adininistrative rearrangements
folivwing the 1998 election).
Temre of service was one of the
casnaliies of the reforms.

{lonlrary to the view thid
Insecurily prods people Lo
perfarmance, there 1s a strong case
for vesting the public serviee with
adesrer of stability, as a counter
1o anintrinsically unstable political
sel ul institutions. No private
company wonkd siavive Tor lomg o
11 were faced with a hostie
Lakeover hid every three voears,
and possibly more often. The
pubiic service should provide a
senree of ongoing expert annd
dispassionate advice, (Elecied
government is pnder no obligation p

DISSEXT SUMMER 200072001
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to heed such advice, however.)
Primc Minister Menzies considered
a professional. politically detached
public service as an administrative
assct, !

Notions of professionalism,
stability and tenure, however, are
now seen as part. of an old order.
The new public scrvant is an
entrepreneur, not an analyst, He or
she is responsive to two prime
demands — the political demands
of execulive government, and the
budgetary demands of the
Department of Finance and
Administration. While clder
statesmen like RHobert Menzies and
respected academics like Alan
Blinder and Robert Reich may
defend the notion of a professional
bureaucracy, Lhe fashion is in the
apposite direction. ' Admittedly,
tenure in the public service was
abused in the old systom - 1t was
used to support. featherbedding,
and the public service carried
many unproductive staft. But such
abusc cstablishes a case Tor
reforming tenure, not aholishung it

A Political Secretariat

The ather trend has been the
politicisation of the public service.
Public servants have always had 4
close interface with execulive
governmend, bl the public would
be shovked if over they knew how
much worl of public servants is
spent on providing political
services Lo execulive government
- drafting replies 1o constituents,
wriling speeches, and writing
briefs to protect ministers from
Opposition eriticism. As the
experiences with the Cealition’s
pre-clection tax proposals
demonstraled in 1098, the public
service can casily become 4
political secretarial lur the
governing party,

In losing a professional and
disinterested public service we
luse our only long term, stable
source of disinlerested advice on
public policy. Goverrunents have
many sources of advice —
lobbyists, backbencheors, and party
apparatchiks, bur all come with a
strong vested interest and, in
general, they represent the volees
nf conceentraled interests rather

DISSENT SUMMER 2000/2001

than the community as a whole —
investors and workers in parlicular
industries, electors in marginal
seats. As Mancur Olson points oul,
reliance on such sources of advice
can stullify governments into a
rote limited to intermedialion
botween specific inferest groups,
at the expense of the wider public
purposc.t? A professional public

AND INCENTIVES

LONG WITH MBO has
come a plethora of
performance measures.
While Lthe management
texts warn about the risk
of MBO producing its own
paperwark burden, the public
service seems to be deafl to such
warnings. The ‘reform’ industry
has become in itself a large,

unaccounted, bureaucratic

overhead. One public servant
deseribes the process as akin to

: pulling up a sapling every month

to see how il’s growing’. John
Micklethwait and Adrian

¢ Wooldridge, wrilers for The

Feonoist, describe the

performance obgession:
Moention Managemeoent Ltheory to
Crford professors who spend half
their time reporting back Lo
Whitehatt or 10 doctors who arc
ndged by how many ‘iliness
cpisodes’ they have treated and
vou are greeted by a tirade.
Frervbody in the upper reaches
of the public sector seerms 1o
agree on the awfulness of
managers: on the hideousness of
their language, the harmfulness of
1heir incthods, and the sheer
second ratencss of their
intellerts. The only question is
wly governments have allowsd
themeelves Lo he hoodwinked by
this bunch of failed businessmen
into wasting so much money, '

: Ome of the genuine reforms in the

public sector has been a relaxation
of the forus on inputs (line item
budgeting) to a focus on oulpnts
and nuteomes. But the culture of
close, quantified control has
remained; it has simply been

-~ transferred to output and cutcome

reportitgg. The implicit assumption

. behind snch a reporting burden is

that it 15 only through a sel of

service can act as a counter to this
concentration of influence, by
representiny, dispassionately, the
interests of the many and the
weak, and Lo bring thosc voices to
{he political table.!* From such
processes can corne more inclusive
and econormically responsible
public policy.

explicil controls that performance
gan be guaranteed. If there had
been some generdl faihure by
goverrnnents 1o deliver better
outcomes in education, hieaith or
road safety, then such attention
waould be warranted. But there g
no such evidence. Evidenee from
the 1J5, in fact, suggests that with
the possible exception of crime
thore has heen consistent and long
established improvement in
putcomes which are influenced by
government. policy - — road safety,
health, literacy and manv obher
arcas.!® Improvement dicht't wait
until At Gore decidoed to read
Osborne and (Gaebler's cull epistle
on ‘reinventiryg government”'”
Outcorne improvement was going
on long before the peddlers of
prophetic hype and
managementspeak were born.

Trust And
Tramsaction Casts

Tryving to achieve efficiency
impravement. through explicil
eontrols is ultimalely self-
defeating, tor the costs of those
controls (what economists refer Lo

. s ‘transaction costs’) soon

Copntwelgh any Improvernents

resulting from their impostiion.
There are other possible paths to
reform, such as building trust in
institutions. The altermative of

| developing and encouraging higher

trust and a sense of responsibility,
however, seemns Lo he quaintly old-
fashioned. As Francis tukuyama
points oul, trust is an asset which
reduces the transaction costs (or
‘paperwork’ in evervday langnage)
of control 18 Specifically referring
o the public scctor Micklerhwail,
and Wooldridge, ¢iting the wdeas of




Henry Mintzberg, point out that
‘civil service professions have
traditionally exercised control
through shared values, incilcated
throngh long training; now i, is
assumed that their only values are
financial '1®

Trust in institutions is one of
the casualties of the ‘reforms’. The
Australian Taxation Office, for
cxample, in selling ABN records (o
privale banks snd accounting
firms. has eroded trust. Yet trust is
one of the essential ingredients of
a welk-Tunetioning taxation system,
FFor the sake of a small amount of
revenue, which would make its
performance hottom line look

more pleasing to the beancounters,

the Tax Office has eroded one its
prime asscls,

Performance measuremertl 1s
intrinsically complex, but such
complexity is brushed aside in the
push {or governmments Lo develop
indicators of efficiency,
effectiveness, outputs and
oulcomes. Such Lerms are bandied
about by people with little
knowledge of the complexily
inherent in such measnres.
Eminent ceonomists, such as
Gearpe Shigler, have warned thal
cven e seemingly simple concept
of technical efficiency may be
meaningless 20T e Mficiency
dividends' are produced through
extra unpaid overtime, or a
deferral of annual leave, this is
hardly an improverment in
elficicncy; rather it’s a case of
working larder, not smarter,
Substituting capital for labour
hav inereass labour
prodectivity, bul in the
pul:lic service it has
necessarily incredsed
cffivieney, as .
measnred by more
connples {hat still
partial} mcasures
such ar total Factor
priviuctivicy. ¢!

Performance-based
Pa

One of the mast Inappropriale
mstitations in the public service
has beencindividual performanie-
s pav. [noa survey of senior
public senvats, performeancs
s o pay was fonod Lo be cne off
the wast well accepted reforus =2
Wredl teeepled managsient

research suggests that

- performance-based pay is nof a

guarantced motivator. For people

i who are intrinsically molivated,

- and devaluing, thus decreasing

perhaps through lovalty to a
professional set of standards,
extrinsice rewards such as
performance based pay wil
generally be seen as patronising

their motivation.? 1L is not only
waslell: it is also de-motivating to
somce of the most enthusiastic and
professional stalf

Bul perhaps professional
standards are incompatibie with
the new manageriadisei. Sell-

i starters and enthusiastic staff arc

less malieable than myrmidens
who will respond, in true Pavlovian
stvie, to the caprices of political
opporiunism, AL Lthe time of
writing, the head of the
Department and Cabinet, was
proposing to increase senior
executive salaries to the hailt
million dollar range 24 Such a
proposal begs one to question what
has changed m the public service
that it can no longer attract
Lrusled, competent and dedicated
people as il has in the past;
perhaps it has become a very
unattractive place for such people
1 wiork.

CONTRACTING ouT

INALLY, there is the ’
‘refnrn’ of competitive
tendering and contracung
out. The Justificalions are
i terms of opening up
services 1o compelitive

contestabiliLy, allowing agencies

Lo retreat to specialise in their

core competencics, an.l obhlanmg .

Lhe henefits to be foand in best
private sector practice,

Eviderice on the sueeess of
contracting out, howoever, is
mixed. Whert it comes to simply
specified services, such as 1rash
collection and cleaning.
conlracting out seems to rosult
i cosl savings: Tor more complex
activitics, however, there is no

firtn evidence of cost saving
K and sone evidenes of

reduction in guality.™
Certainly the
‘ C Commenwealth has

o ) heul aver :
o backwards to help
 polential private

Cosectar canlraclars.

. h‘ in the Conunercial

Support Program of the
Defence Tepartmaent, Tor
example, the govermunent
actuatly publishes 1ws rosl
estimates for standard
components, such as hourly
Lihour rates, nsing costing
methods whichotend to oversiate
the government's cosls becanse
they include full overbicad
ahisorption. All the privare
conmpetitors have o dojs to
caonte in belos the mflatod
internal estimates,

Stinilarly the Commonweallh
is divesting iisclf of property
ownership. [t has signalled that il
will gell buildings Lo Lhe privale
scotor, and lease them back,
unless the return required by the
private owners is oo high — oo
high' in this case being an annual
relurt of 20 pereent 29 10 has sold
custom built buildings, just for
the sake ol reducing reported
debid. To tuke & domestic anadogy,

~imagine selling your house and

renting il back, just sa vou could
say youl had paid off vour
mortgage. [f vour mortgage had
hoen al, sav, 8 percent and the
new owiier was Jetting a 19
percent return, this would hardly
be an inlelligend move, Bul Lhat
is just what is advocated, and
praciised. by the Commonwealih.
in the name of reducing debit.

W hite some contracting oul
resulls in g privale seclor

Cowindfall, some benefits no-one,

nther than lawvers and

Cacennntants, There is little, if

any, arcoutilability for the
transaciiont cosls associated with
cordractivg out through
corapetitive tender. These costs
inctude proparing spiecificalions,
selecting tenderers, handling
legal complainls of unsuccessial
tenderers, and supervising
condracts (Iromacally, such cosls
are uften counted as ‘corporate
aoverheads', and have to be
absorbed by internal business
unitys conpeling for government
wark ) Nor s there any publue
accountability for the costs
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borne by unsuceesstul fenderers,
which are nsually passed onin
tenus of higher prices when Lhey
do evenbimally win goverocoenl
CONLTHeT S

1 R N

Care activities
Coneracting oul s olten justified
o0 A ‘core busivess” argument.
The notinn that nrganisaiions
shoukd retreat to aoset of core
activitics, howoever, 1s based on s
misurelerstandiig of
managentent threory,
Organisations with mony
activities exisl precisely because
the control svstenes within
Organisazions munze
transaction costs and allow for a
high degree of flexihility. To take
another domestic analogy, most
peaple own a car, even though
thev are not specialised drivers,
The alternative of nsing taxis for
all travel s unacceptable,
boecause of the loss of flexibility
and Lhe cost ol bhooking cabs and
handling the ninnetary
lransactions,

In fhie public service, in fact,
the whole notion of core bisiness
ig, in fuel, somewhat elusive.
Market lfallure cdoes not follow
reat, comparttuentalised forms.
Many disparate activitics end up
in the public sector ag Herbert
Leonard of Harvarls Kennedy

Sehool says the hant jobs are lett

to the public sector. Government
departments are therefore grab-
hags of lnoscly connected
activities. Some large activities,
such sx Medicare claims
processing, can be separately
identified, but there are many
small, residual funerions, That 1s
the nawure of povernment.
MeDonalds mayv be able Lo decide
it will restrict itselt to tast food
and stay out of Lhe gourmet end
of the market, but Customs
cannot decide it is going Lo stick
to imporl. processing and give up
drug interception because 1L's Loo
difficult and costly. (That is one
reason why techniques such as
contimuious improverment, which
apply to mass production
functions, are niot particularly
suited to most government
functions.)
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loss of competencies

Contraciing oul lsals toalong
tern loss of competencies in te
pihlic service. Onee furnelions qre
contracredl ont @il that rewains is
a o of contract manapers, whie
have no more than low level
goeneric wanagerial skills, and whr
are iweapable of assessing Lhe
technical aspeets of tenders and
contracts. The Institution of
Engliteers has commented onthre
de-engineering of the puhlic
service  engineering and
techiteat jobs have been stripped
ot of public sector agencies. :
When they have been replaced
thes bave been roplaced by
mergers . lacking in tecknical
skills.?" Similarly, many rompetent
pohey analysts have been lost to
the public sectar, amud have been
takoen on by consnlting firms
which contract to the governmenl.
This imposes high transaclion
costs, for the Tees charged by the
consulling firm have to cover
tenwdering, casls, and rhe i
comsnlants are generally on a |
learning curve for each new job -
working on sporls adninistration '
last month, foreign policy this
month, and aged care next manth.
The assels ol spectdisation,
continuity and persornal

experienee have heen lost,

CONCLUSION

PROFESSIONAL public
serviee is a valuable assel.
We come Lo appreciate it,
perhaps, only when we ‘
ohserve the effects of ils |
demise. |

[t the name of ‘reform’ thers
has been a large anmiount of
daneage done to Australia’s public
service. While some of Lhe reforms
have had grounding in good
tanagement practice, many have
not. Many have becomne
interiwined with the barren
idcology of reducing Lhe size of
governmenl. Some have tried to
pmulate private sector practices,
without apprecialing the context
within which those practices
apply.

Australia needs to build a
normative maodel of peblic scrvice.
For a long time that model was
implicit in an unwritlen contract

|nternal Reform

In all the rhetorie on contracting
omit there hias been a good deal of
faith put into the benefits of
competitive conlesiabilicy ¥ There
has been virtually ne discussion
on the alternative. avd that s
internal reforn. The implication
sesms to be that public service
managers are oo incompetent 1o
mprove the performance of their
v work units. No one who has
managed iv the pablie sector
wonldil deny that reforne is
difficult, but is this beeanse of
some inbrinsic incompetenee?
More likely, it is because of
govarnment imposed costs and
restrictions — heavy paperwork
in the natne of ‘accountabildy’,
the provision of political support
M execufive government,
requirements 1o use privite
seclor services rather than
developing in-house experlise,
and {inancial reguiations which
sacrifice performance 1o the
achicvement of impressive short.
term finaneial reports. These
encurnber the manager who wants
to bring about gemune reform,
and there is no shortage of private
sector competitnrs who hive a
vested interest in seeing that the
pnblie sector roraing
encumbered,

hetweell execulive government
and the public service, bul there is
nothing left of thal contract, and,
apart from some vague and
inappropriate notion of
competitive conlestability, nothing
ts replaced it. There is a sound,
rational, set of economtc theory
Lhar defines a role for the public
scctor in a market economy, but
that theory is not within the
guitling principles of the new
public service. That omission is
coslly, for the result is ultimately
impoverished economic and social
policy. a

Jare MeAuley 1s o lecturer en pubdic
gantor wunugerment and finance al
the Uninersity of Canberra.

Reforercas and footnotes jor this
paper ave avdilable om reguest
Srom ISSENT.




