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ABSTRACT

This study investigates a view of quality imposed from the top in a federal system. New
accountability relationships and reporting mechanisms have been introduced to make
providers more responsive to policy priorities and to the needs of clients of public services.
These changes have been driven by central agencies applying ideas from economics and
busiress in developing policy and implementation guidelines. Benchmarking results for
COAG and Commonweaith Government Service Charters are new accountability
mechanisms that include quality in performance reporting. Quality is defined in standards,

indicators, measures and information selected for reporting.

The main interest is services such as education, health and community care, that have
‘professional’ and ‘public’ qualities. Service agreements and contracts between different
levels of government and with autonomous agencies, specify units of service and
performance reporting is a condition of public funding. Increasingly funding is tied to
specified services to achieve defined outcomes. In practice, performance reporting has
encountered implementation problems associated with defining quality and selecting
appropriate information, Quality standards and indicators from business frameworks have

been transferred to these services.

The general topic is the transfer of business techniques, under the guise of managerialism,
to improve the quality of public services. Managerialism is founded on two propositions:
the superiority of business techniques and their universal application. The specific topic is
the transfer of quality standards and indicators from business to professional public
services. Professional public services are a difficult case and therefore a critical test of

universality.

The research question asks: What are the consequences of transferring quality standards
and indicators from business frameworks to professional public services? This is
investigated empirically in a comparative case study of quality indicators and measures for
benchimarking government services, and quality standards and information in
Commonwealth Government Service Charters. The significance of this study is the
centrality of performance réporting in new accountability mechanisms. The significance of

the cases is the scope of services and the scale of performance reporting.




As this study demonstrates, business techniques ignore ambiguities in management thezory
and underestimate the significance of different contexts. Quality is not a universal concept
and transfer is more complex than a private/public dichotomy. Different definitions of
quality taken from manufacturing to professional public services create a quality
conundrum that explains gaps in performance reporting. This is evident in the cases.
Information asymmetry is a problem in contracting and this has consequences for policy
evaluation and service delivery. Different definitions of quality change the balance in
performance reporting between the interests of funders, providers, professionals and

clients.

In theory, monitoring quality is a strategy to increase the responsiveness of service
providers to policy priorities and to the needs of clients. In practice, benchmarking results
and client service charters increase political control over service providers more than client

control. The study also found that best practice is not exclusively in the private sector.

xi
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CHAPTER 1

A QUALITY CONUNDRUM

1.1 Introduction

Education, health, community care for children and the frail and elderly, are all public
services that touch the lives of most citizens. In Australia’s federal structure these
services are primarily funded by government, but are delivered in complex networks of
public, private and non-profit agencies. The Commonwealth Government is the primary
funder of these services through Specific Purpose Payments (SPPs) to the States and

service agreement with non-government agencies.

Publicly funded services are the interface between governments facing budget
constraints and the community demanding better quality. Quality is equated with
service delivery and responsiveness to the individual needs of users (OECD 1987).
Consistent with the trend in Organisation for Economic Cooperation and Development
(OECD) countries, growth in public expenditure has resulted in financial and
management reform, and restructuring of delivery networks in pursuit of greater
efficiency, effectiveness and responsiveness (Keating 1999). What has become known
as New Public Management (NPM) is shorthand for the transfer of business techniques
and the iniroduction of contracting to manage the delivery of public services (OECD
1995; 1996 & 1999).

This study examines the view of quality, imposed from the top in a federal system, to
make providers of public services more responsive to policy priorities (political
responsiveness) and to the needs of clients (client responsiveness). New accountability
mechanisms that formalise performance reporting are changing relationships between
funders and service providers, and have introduced direct accountability to users of
public services. Quality improvement techniques taken from business contexts have
been applied to public services, to change the culture of providers and make them more
responsive 1o users as ‘clients’, ‘consumers’ and even ‘customers’ (PUMA 1995; 1996b
& 1999a). This study investigates these changes by examining two contrasting
accountability mechanisms and quality improvement techniques. Performance reporting
by the Steering Committee for the Review of State Service Provision (SCRCSSP) for
the Counctl of Australian Governments (COAG) (Review) has applied benchmarking to

change accountability to results. Commonwealth Government Service Charters (Service
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Charters) have introduced direct accountability to clients through customer service

standards and complaint processes.

The general topic is the application of business management techniques to public
services. The ‘generic’ management thesis 1s a fundamental proposition of what has
become known as ‘managerialism’ (Hood 1989, Considine & Painter 1997).
Managerialism is founded on two assumptions. One is the universal application of
management concepts and techniques, and a second is that ‘best practice’ is found in
the private sector defined by business and competitive markets. Supporters of
managerialism argue that applying business techniques to public services will improve
accountability and service delivery for clients (Osborne & Gabler 1992; Drucker
1995). Fatlure in practice is attributed to implementation problems explained by a gap

between intentions and results.

Concepts are ideas which receive names (Rose 1993), Generic management concepts
and techniques abstract from the particular to the universal. Critics of generic
management argue that transfer underestimates the significance of differences between
private and public services (Allison 1979; Mintzberg1996). Dolowitz & Marsh (2000)
identified ‘inappropriate or incomplete’ transfer as an important source of
implementation and therefore policy failure. This study suggests inappropriate transfer
may be explained by confusion in the policy that originates in management theory.
Ambiguity in the language of management confuses the transfer of concepts and the

application of techniques to different contexts including public services.

The specific topic is quality for public services. Performance reporting is the foundation
of accountability mechanisms and quality improvement techniques. This study considers
the transfer of quality standards and indicators from business to publicly funded
services. The main interest is in quality for health, education and community services.
Human services provided by professionals are acknowledged as a difficult case for
performance reporting (Chalmers and Davis 2001; Ryan 2001). The ‘professional’ and

‘public’ qualities of these services pose particular challenges for performance reporting.

The significance of the topic is the centrality of performance reporting in contracts and

service agreements for public services. Quality is always contentious for budget-
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constrained public services. Quality entered these debates without a great deal of
agreement about its meaning. There is more agreement about how to define and
measure productivity than quality. The way quality is defined and reported has
implications for accountability, policy and service delivery. The issues around transfer
relate tn the ‘professional’ and ‘public’ characteristics of services. Professional public
services are a difficult case and therefore a critical test of the generic management

thesis.

The research question is what are the consequences of transferring quality standards and
indicators from business to professional public services? The particular context of
services, as well as the generic attributes of quality improvement techniques, affects the
transfer from business to public services (Rose 1993). The issues are universal concepts
and the particulars of different contexts. Universal application ignores conceptual
ambiguity and hides the significance of specific contexts (Pettigrew 1993; Pollitt 1995).
As this study demonstrates, management concepts are ambiguous and a public/private

dichotomy does not capture the complexity of transfer,

The purpose of this chapter is to outline the problem and research questions, expiain the
research design, describe the structure of the thesis and introduce the argument. Section
2 explains the significance of the topic and identifies the research problems.
Performance reporting is central to accountability and quality improvement techniques,

including benchmarking and service charters.

Section 3 describes the research design. Case study s the most appropriate method to
deal with complexity and ambiguity in theory and practice (Gummesson 2001). The
purpose of this case study is to investigate the transfer of quality standards and
indicators from business to professional public services. Two cases were selected for
comparative analysis of how quality is made to count in performance reporting. The
first case investigates quality indicaiors used to benchmark the results of government
services for COAG. The second case investigates quality standards in Commonwealth
Government Service Charters. The concern is to examine how reporting balances the
different interests of government funders, service providers, professionals and clients,

and to consider the consequences for service delivery and policy.
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Section 4 explains the structure of the thesis. A matrix structure is used to accommodate
the different levels of contextual analysis, theory building and testing. Each chapter has
a distinct explanatory narrative (Pentland 1999; Rhodes 2000a). At the same time
Sections 2, 3 and 4 of each chapter develop an argument progressively from Chapter 2
to Chapter 8 of the thesis. Contextual analy:}: fundamental to case study as action is
deeply embedded horizontally in time and vertically in coniext (Pettigrew 1993). Any
case study is effectively constructed to answer three questions (Davis & Rhodes 2000),
and so the research question is considered in three parts:

1. What has happened?

2. Why?

3. What are the consequences?

To answer the first question, historical analysis is used to identify the timing and
sequence of changes in performance reporting in the broader context of administrative,
legislative, microeconomic and social policy reform. Service quality has been defined in
new accountability mechanisms and quality improvement techniques taken from
business to public services. However, confusion about the way quality is defined and

reported is evident in policy statements, implementation guidelines and evaluations.

In order to answer the second question, institutional analysis is applied to examine the
central agencies that set the direction and the ideas from business and economics that
have defined the boundaries of the development path (Chandler 2001). A pragmatic mix
of ideas about performance management from business, and ideas about contracting
from economics, have been applied by the central agencies responsible for developing

the policy and guidelines that have shaped implementation.

In answer to the third question, the issues around transfer are identified and considered.
Problems associated with transfer relate to separation, specification and evidence for
performance reporting. The issue is the universal application of concepts and
techniques, and the particulars of different contexts. Quality is an ambiguous concept,
and definitions in different improvement techniques have been taken from
manufacturing and services management and applied to public services. Different
definitions and complex relationships for public services explain gaps in performance

reporting that limit accountability and responsiveness. The quality conundrum identifies
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the particulars of the context of professional public services that have to be taken into

account in reporting on quality.

Confusion in practice, about what quality is and how it should be reported, stems from
different perspectives and contradictions in management theory. The problem is
defining quality and untangling complex relationships for services, As this study
demonstrates, this is not easy for services, and transferring definitions of quality and
provider-client relationships from business to public services only increases the

confusion.

In contrast to the relative coherence of economic theory, management theory consists
of contrary propositions that reflect different perspectives on basic concepts (de Wit &
Meyer 1994 & 1999; Palmer & Hardy 2000). This is because of the diversity and
ambiguity in the social world (Lewis 2000). Concepts of strategic and performance
management, taken from business and applied to public services, suggest a clarity that
does not exist in management theory. Mintzberg, Ahlstrand & Lamprel (1998), for
example, have identified ten different perspectives on strategic management. As
Wilenski explains, the problem is that conflicting theories lead to “muddled thinking
about practical problems” (1986, 62). The practical consequences are reflected in the

diverse array of techniques for management, and this is particularly so for quality.

Consequently, the first step in considering the consequences of transfer is to identify and
understand the conceptual ambiguity in the managerial techniques being applied to
public services. Paradox offers a framework for dealing with diversity and ambiguity in
the social world (Lewis 2000). Following Lewis (2000), paradox is both a guiding
framework and the subject of inquiry in this study. Paradox provides a conceptual
framework for investigating the practical implications of different definitions of quality.
Conceptual ambiguity and transfer to different contexts is the subject of inquiry in this
study. Four paradoxes, and the transfer of ideas from business and economics to
professional punlic services, create a quality conundrum that has implications for

performance reporting. The quality conundrum provides a framework to investigate the

consequences of transfer and significance of context in the cases.
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This thesis argues that applying quality standards and indicators taken from business to
professional public services ignores conceptual ambiguities and underestimates the
complexity of transfer. Ambiguous concepts and complex transfer create a guality

conundrum that explains gaps in performance reporting. Conceptual ambiguities are

one problem, complex transfer is another. So the second step in considering the
consequences of transfer is to identify the particulars of different contexts. The transfer
of ideas about quality improvement is not captured in a public/private dichotomy. On
the ‘private’ side, manufacturing and services are different perspectives on quality that
are applied to public services. On the ‘public’ side, markets and policy processes are

different perspectives on client responsiveness.

Performance reporting has to balance the different interests of funders, providers,
professionals and clients in quality. This balance has consequences for policy evaluation
and service delivery. This study has developed a conceptual framework that explicitly
recognises and deals with the paradoxical nature of management theories about quality.
The quality conundrum identifies the synthesis necessary for balanced reporting on
quality for professional public services. As this study identifies, this synthesis has to
strike a balance between different interests in two strategic relationships: funder-

provider interface and professional-client interface.

Information to signal quality is an essential element in service agreements between
different levels of government and contracts with autonomous service providers.
Specifying quality is one problem. This study explains how different definitions of
quality taken from manufacturing and services management, and applied to public
services, change what is reported as quality. Information asymmetry is a second
problem. This study illustrates how the problem of provider-client asymmetry inherent
in services exacerbates purchaser-provider asymmetry that characterises public services.
Different definitions of quality and asymmetric information explain gaps in reporting

that limit accountability and have consequences for policy and service delivery.

Governments providing funding, providers contracted to deliver services, professionals
with technical expertise and clients with individual needs have different interests, but
share responsibility for the quality of public services. Four fundamental paradoxes

create a conundrum in defining and reporting on quality for public services. Different
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definitions of quality change the balance in performance reporting and this has
consequences for policy evaluation and service delivery. The next section explains the

significance of the topic and identifies the research problems.

1.2 Context and issues

Quality is central to international debates about the consequences of public sector
reforms. NPM is shorthand for reforms to the way public services are funded and
provided, to make them more ‘results-oriented’ and responsive to users (Pollitt 1990a;
Hood 1991; Hughes 1992 & 1994). Ideas have circulated in an international NPM
policy community facilitated by the OECD program on Public Management and
Governance (PUMA). Australia has been identified as an ‘NPM heartland’, along with
the UK, New Zealand, US and Canada (Pollitt 1998), in which a clearly articulated
philosophy of manageralism and consumerism has driven public management (Pollitt
1990a & 1998; Walsh 1994; Kettl 1996 & 1997; Schick 1999).

Internationally, governments are searching for techniques to improve the cost
effectiveness of public services by making providers more accountabie for results and
more responsive to the needs of clients. Ideas travel easily in a global world and policy
transfer is evident between OECD countries (Common 1998; Dolowitz & Marsh
2000). An NPM Policy Community has been instrumental in transferring ideas and
sharing experiences. Since 1990, OFCD PUMA reports, analysing and evaluating
public management developments in member countries, have supported performance
management reforms including service quality initiatives (PUMA 1994; 1996a; 1997
& 1999b). In March 1996 the OECD held its first Ministerial meeting on Public
Management chaired by Alice Rivlin, then director of the US Office of Budget and
Management. The summary report of that meeting identified a number of similarities
in public management reform in member countries. Consistent objectives are more
efficient and responsive public services, and strengthening accountability for results
(Schick 1999). Strategies included decentralisation; re-examining the roie of
government; downsizing; contracting, market mechanisms and user charges; customer
orientation through explicit quality standards for public services; benchmarking; and

simplifying and reducing the costs of regulation.
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Australian officials have been active participants in the OECD’s PUMA network and
the Australian experience has featured in comparative case studies on the NPM
experience. PUMA’s perspective is explicitly managerial and member countries share
similar concerns (OECD 1987; PUMA 1994). There is evidence of convergence at the
ideological level, as managerial values underpin performance management (Walsh
1994; Pollitt 1995; Kettl 1997). Whilst NPM is an international trend (Hood 1991;
Hughes 1994), there is not a global model of performance management (Hood 1995a).
In practice, NPM is a set of policy measures widely adopted with local variations,

reflecting differences in political and institutional contexts (Pollitt 1995). |

Despite drawing from a similar toolkit influenced by private sector techniques,
significant differences in country contexts have resulted in divergent reform paths.
Pollitt (2001a&b) argues that while there is convergence in discursive talk about NPM,
there is divergence in decisions or actions. This is evident even in the NPM heartlands
of United Kingdom (UK), New Zealand (NZ), Australia and the United States of
America (USA). Variation is partly explained by country specific institutional
constraints. In Australia these are a Westminster system of responsible parliamentary
government, the distribution of power in a federal system and a tradition of public

provision of social welfare services (Davis 1997).

1.2.1. A view from the top in a federal system

Profound changes have taken place in the way public services are funded and delivered

in the name of effictency, effectiveness and responsiveness. In contrast to NZ and the
UK, Australia has adopted a more pragmatic and less ideological approach to reform
(Hood 1991). Reform has been driven by central agencies (Wanna, Kelly & Forster
1996 & 2000), and there is a long tradition of influential autonomous policy advisory
agencies (Davis & Rhodes 2000). The agenda has been clearly articulated in reports,
policy documents implementation guidelines and better practice guides, and these have

consistently stressed the need for balance in performance reporting.

Changing the culture of agencies delivering public services has been an explicit
objective of public management reform in Australia for almost three decades
(Wilenski 1986; MAB-MIAC 1992; MAB 1987). The origins can be traced back to the

Royal Commission into Australian Government Administration (RCAGA), instigated
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by the Whitlam Government in 1974, that reported to the Fraser Goverament in 1976.
The Final Report in 1976 (Coombs Report), set out a comprehensive agenda for
administrative reform and identified public services that are responsive to community
needs as a key issue. Wilenski (1986) described the 1970s as the decade of
administrative law reform, with its emphasis on accountability, review and procedural

fairness in the interests of good public administration.

The election of the Hawke Government changed the focus of reform from
administrative processes to performance management. In a decade of continuous
change from 1983 the language of management displaced that of administration, to
signal a shift in emphasis from administrative processes to results (Keating 1990;
Wanna, O’Faircheailaigh & Weller 1992; MAB-MIAC 1992; Wettenhall 1997). The
new language of performance management reflected the application of business
techniques 1o public services. There was a fundamental shift from traditional financial
accountability for budget expenditure to results, defined as service outputs and
program outcomes (MAB-MIAC 1992). Strategies included portfolio budgeting,
strategic planning and program evaluation techniques. Performance reporting was a
counterbalance to devolution of responsibility for resource management from central
agencies to departments and service delivery agencies (Keating 1990). Agencies
adopted a bottom up approach to improving service delivery and implemented a wide
range of quality initiatives, but there was no centrally coordinated quality improvement

program (Trosa 1996).

In a third phase of reform from 1993, the approach to performance management
shifted to competitive tendering and contracting (CTC). The language of competition
and markets has displaced corporate management, as the emphasis shifted from
corporate planning and portfolio budgeting to contracts and contestable service
delivery (Davis & Rhodes 2000). Initially, reform concentrated on Government
Rusiness Enterprises (GBEs) but gradually the principles of contracting and
contestability were extended to social welfare services (IC 1996; Davis 1997).
Contracting separates policy and service delivery and exacerbates fragmentation with a
service delivery model that favours competition between agencies (Davis & Wood
1998). A new resource management framework based on outcomes and outputs

replaced program budgets (Wanna, Kelly & Forster 2000). These reforms compel
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agencies to specify outcomes and cutputs, and there has been significant growth in
performance reporting. Strategies to improve service delivery for clients included
setting service standards, periormance reporting and encouraging active participation
in designing service delivery. Service charters, introduced in 1997, are the first
centrally coordinated quality improvement initiative in the Australian Public Service
{APS).

1.2.2. Changing accountability relationships and mechanisms

Federalism in Australia has always been characterised by complex patterns of
cooperation between two levels of government — the Commonwealth and the states
{Davis & Rhodes 2000). A challenge in this system is horizontal policy coordination
between programs and vertical coordination between different levels of government
and agencies that deliver public services (Davis & Rhodes 2000). Performance
reporting is a management technique for control in fragmented delivery systems (IC
1996). The Commonwealth government raises 75% of public revenue, but only 20% of
expenditure on service provision is through Commonwealth agencies (Wanna, Kelly &
Forster 2000). Consequentially, financial relations between the Commonwealth and
states have always reflected a broad purchaser-provider type model (Keating 1996).
The Commonwealth controls resource allocation to budget-funded public services
through service agreements in the form of Specific Purpose Payments (SPP) to the
states, and program grants direct to public, private and agencies (IC 1996; Simms
1999). Increasingly, funds are appropriated for ‘specified services to achieve defined
outcomes’ (IC 1996).

Performance reporting has been a central pillar of change since 1983 (APSB-DoF
1986; MAB-MIAC 1992; MAB 1997). Performance reporting is a technique for
continuous improvement in service delivery, and an accountability mechanism
(O’Faircheallaigh & Ryan 1992). Changing to accountability for performance has
focused attention on results, defined as ‘cost effective’ and ‘value for money’ services.
Improving quality is one way to improve value. Reducing the cost throvgh productivity
improvement is another. Reporting on quality is also a strategy to increase
responsiveness by making service providers directly accountable to clients. Reporting

15 fundamental to improvement techniques such as quality assurance, benchmarking

and service charters.
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In the new model of public management, client-oriented agencies define resuits in
terms of outcomes for users rather than budgets for service providers. The problem
examined in Chapter 2 is separating and assigning responsibility for quality in
purchaser-provider arrangements that characterise delivery of public services in a

federal system.

1.2.3 Changing performance reporting and information

Performance information is evidence about performance that is collected and used
systematically to make judgements (Barrett 1997a). In theory, specifying standards,
indicators and external reporting will improve the performance of agencies responsible
for delivering public services (PUMA 1994; SCRCSSP 1995; MAB 1997; DoFA
1998a). Performance reporting is intended to balance the autonomy of service
providers and professionals, by making them accountable to government funders for
results, and to clients’ needs in service delivery. In practice, information problems are

commonplace, and gaps in performance reporting limit accountability.

Performance information is central to control in fragmented systems. Increasingly,
program grants to agencies are service agreements or contracts for specific units of
service for particular groups of clients, and performance reporting is a condition of
funding (Ryan 1999; Lyons 2001). Purchaser-provider arrangements separate policy
and service delivery, and performance reporting is intended to reduce the gap between
government policy objectives and results achieved by autonomous service providers.
In theory, agreed objectives and transparent reporting against a balanced set of
performance indicators overcome the problem of incomplete information in
contractual relationships (PUMA 1994; IC 1996). In practice, performance reporting
problems are well documented in Australia (O’Faircheallaigh & Ryan 1992) and
internationally (Carter, Klein & Day 1992; Halachmi & Bouckaert 1996). Suitable
quality indicators and measures have inhibited balanced performance reporting for

public services (Smith 1993; PUMA 1997b; Carter 1998).

Reporting is the means by which performance is made to ‘count’ for something
(PUMA 1997d; Barrett 1997a). Performance reporting requires appropriate indicators
and measures. Agencies responsible for funding and delivering public services in

Australia are subjected to syster.atic performance measurement. Indeed, Australia is

11
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considered a leader in developing performance indicators (PUMA 1997b). In practice,
service agreements and contracts with agencies have encountered implementation
problems associated with the difficulty of defining quality and selecting appropriate

measures of service quality (Ryan & Brown 1998).

Performance monitoring is a quantitative methodology that specifies evaluation
criteria, standards or indicators and reporting requirements. Criteria for evaluating
publicly funded services are efficiency, effectiveness and equity. Productivity is an
indicator of efficiency and measures are based on economic definitions such as cost |
per unit of service and output per employee. Service quality is an indicator of - '.ﬂ
effectiveness, and measures are based on definttions from management and marketing, '
such as quality assurance and customer satisfaction. Procedural fairness is an indicator
of equity and measurement is difficult. The problem examined in Chapter 3 is the

relationship of quality to performance for public services.

1.2.4 Quality improvement and client responsiveness

Quality has been defined as responsiveness to the individual needs of clients, and the
intent of reforms is 1o increase “accountability to and control by clients” (OECD 1987,
32). To this end, quality immprovement techniques have been taken from business to
change the focus of delivery to a customer orientation (OECD 1987; Hood 1991;
Pollitt 1995; PUMA 1996b & 1997b). Osborne & Gaebler’s (1992) Reinventing
Government was instrumental in transferring the powerful ‘customer’ metaphor to
public services. The argument is that a more managerial and marketing mentality will o
increase productivity and responsiveness (OECD 1987; MAB-MIAC 1992; MAB 5
1997). Quality Assurance (QA), Total Quality Management (TQM), benchmarking and 5
customer service standards are examples (Gaster 1996; Pollitt & Bouckaert 1996;
PUMA 1996b).

Specifying quality in service agreements and contracts, and balanced reporting, are

fundamental to coordination and control in fragmented delivery systems. Within the

talk or rhetoric of ‘performance management’, there is a fundamental tension between

responsiveness to govemnment policy priorities and responsiveness to the needs of
clients (Kettl 1994 & 1997). Responsiveness to the needs of clients is described as

‘client-oriented management’, and responsiveness to government is described as

12
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‘results-oriented management’. The focus 1s on delivering ‘value for money’ public
services. Performance is evaluated by output and outcome indicators. Quality is one
dimension of value and cost is another. A consistent observation in Australian and
international studies of performance reporting has been the underdevelopment of
quality indicators (Pollitt 1988; Waish 1991a; Carter 1991; Carter & Greer 1993;
MAB-MIAC 1993a).

Techniques for reporting on quality taken from business have been applied to public
services (DoF 1993 & 1995). However, the transfer of ideas about quality
improvement is not captured in a public/private dichotomy. On the ‘private’ side,
manufacturing and services process models are different perspectives on quality,
applied te public services. On the ‘public’ side, markets and policy processes are

different perspectives on client responsiveness.

Consequently, there are two problems. The first is the conceptual and technical
difficulties of defining and measuring quality for services (Carter 1991). Specifying
and measuring quality is a problem for public and private services. The nexus between
quality, cost and value is different for services because of process consumption and
direct interactions between providers and customers as consumers {Grénroos 1990;
Gummesson 1998). Chapter 4 examines the problems arising from different definitions
of quality in manufacturing and services. The second problem is applying these
different definitions of quality to public services. Critics of managerialism argue that
quality standards and indicators from marketing and management do not take into

account the nature of quality for public services (Waish 1991b, 1994 & 1995).

1.2.5 Professional public services

Publicly funded services, and not income support, are the focus of this study. Health,
education and community services are the interface between governments and the
community. Government expenditure on these services is a significant proportion of
budget expenditure (Keating 1998). A fundamental issue for government is managing

community expectations for betier quality services, within budget constraints.

In policy documents, these services are described as ‘social welfare’, ‘human’ or

‘social infrastructure’ services (IC 1995b; SCRCSSP 1995 & 1997a). In services

13
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marketing and management, these services are classified as ‘professionai’ (Maister
1993; Silvestro er al 1992). These services have ‘professional’ and ‘public’
characteristics that pose particular challenges for defining and reporting on quality.
Chapter 5 examines the problems in specifying and reporting on these professional and

public qualities.

Specifying quality standards and indicators in ways that can be measured has impeded
efforts to include quality in performance reporting (DoF 1988 & 1994; MAB-MIAC
1992; DoFA 1995a). Until 1995, Australia lagged behind OECD countries in
development of quality indicators (MAB-MIAC 1992; PUMA 1996b). Previous
Australian studies of performance reporting attributed under-reporting of effectiveness
in general, and quality in particular, to a lack of indicators and suitable measures
(Howard 1991; Alford & Beard 1997). There have been many studies of performance
monitoring for particular programs, especially in health and education. In contrast,
there have been few systematic comparative studies of performance monitoring in
Australia (Howard 1991; MAB-MIAC 1992; Alford & Beard 1997}, and there has

been significant development in reporting on quality since these studies.

The significance of the research topic is the centrality of performance reporting in ' 1
contracts and agreements for delivering professional public services. The research .
problem is the confusion in theory and practice about what quality is and how it is - 1
defined and reported. Managerial or practical interest is in guality standards, indicators |
and information to monitor the performance of agencies responsible for delivering
public services. The explicit assumption in policy frameworks and implementation
guidelines is that ‘best practice’ perforinance management and reporting is in business,
Three issues around transfer, arising from conceptual ambiguity and the particular

context of public services, are separation, specification and balanced reporting.

This study investigates how quality is made to count in performance reporting for public o | %
services. The quality imperative is weaker for budget-constrained public services, and
performance reporting is one way to strengthen this. In theory, transparent performance

reporting improves accountability and responsiveness in service delivery to the needs of

clients. Performance reporting is ceutral to a wide range of quality improvement

imtiatives including accreditation, TQM, benchmarking, contracting and service
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performance reporting. In practice, reporting on quality has been impeded by conceptual

problems in specifying quality and technical measurement problems.

The purpose of this study is to investigate how quality is defined and reported for
public services. The concern is to analyse how different definitions of quality change
the balance in performance reporting, and to examine the consequences for
accountability. This is done by examining reporting on quality in two contrasting

accountability mechanisms and improvement techniques.

Parts of this study have been subjected to peer review at conferences and through
publications in refereed journals. The publications from this research are listed in
Appendix A. The next section explains the design of this study. A more detailed

explanation of case method and the issues in this design are provided in Appendix B.

1.3 Research design for a comparative case study

A research design is a framework that provides the logic that links the conclusions
from the data collected to the research question (Yin 1989). This research is structured
for explanatory research using the analytical logic of ‘case study method’ to justify
explanations (Yin 1989, 1984 & 1994). Case study is a systematic social science
research method that has a distinctive strategy for collecting and analysing evidence

(Yin 1993). A case study is the preferred method for theory testing where the

contextual boundaries are not clearly defined, and the researcher is unable to exercise

external control over the study of complex social phenomenon (Yin 1984 & 1994).

Case study as a research method has been described as naturalistic (Yin 1989), post-
positivist (Gove & Fisk 1992), direct (Mintzberg 1979), holistic (Gummesson 1991a),
qualitative (Creswell 1994) and ethnographic (van Maanen in Eisenhardt 1989). The
philoscphical foundation of the method is ‘modern empiricist’ (Hunt 1993), which
assumes that empirical testing provides grounds for accepting some knowledge claims
and rejecting others. Explanations in social science involve theory construction and
testing (Hunt 1993; de Vaus 1994; Chalmers 1999). Theory construction proceeds
from observation to theory by a process of induction. Methedological debates relate to

both the nature of theory and to observation or “facts’ (Stretton 1987; Chalmers 1999).
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Explanation in case studies is based on interpretive methods to justify claims, not
falsification of a hypothesis using statistical methods {Chalmers 1999). The design
logic that links the data collection and analysis to the research questions in case
method is analytical, not statistical. Analytical logic enables the researcher to make

inferences concerning causal relationships and to generalise the findings (Yin 1994),

Constructing a framework for analysis and choosing the objects or domains for
comparison are challenges for theory-based comparative studies in general (Lynn 2001).
In this study, the challenge was constructing a framework to examine transfer and
compare different techniques for monitoring quality for professional public services.
The research design had to confront two significant problems: quality is inherently
paradoxical and public services defy precise classification. Paradoxes and different
political and social contexts make comparative analysis of public management reforms
difficult (Dobuzinskis 1997; Lewis 2000).

All explanations in social science are selective (Stretton 1987). The selection of a
problem, its variables, the design and purpose of a research program and interpretation
of data are subjective (Gummesson 2001). Professional public services are deeply
embedded in complex service delivery systems. The selection of a case, or cases, for
comparative analysis is theoretical. As Gummesson (2001, 34) argues:

Cases are used to arrive at specific or general conclusions about certain phenomena,

recognising a multitude of variables, complex interrelationships and ambiguities in

social life.

Social causation has to deal with complex chains of cause and effect through time
(Stretton 1987). Different research methods have different procedures for inquiry and
ditferent tests for justifying explanations, A distinctive feature of a case study research
method is that theory-building and theory-testing occur simultaneously. Theory testing
proceeds via reasoning based on logical inference that leads to conclusions about
theoretical propositions. This contrasts with statistical inference that enables
generalisation from observations based on representative sampling. Explanations from

case studies depend on the conceptual framework for selection and analysis of

evidence or data (Lynn 2001).
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1.3.1 Case study: narrative and analytical logic

Case studies are usually reported as a narrative (Rhodes 1998) or chronicle (Chandler
2001). The narrative mode is “not a stylistic choice; it is inherent in the purpose of
case studies and the nature of their inquiry” (GAO 1990). Analytical logic links the
findings to the research propositions and question. Explanation is based on
justification of observed relationships, not falsification of a hypothesis (Chalmers
1999). Analysis is continuous throughout the research process, not a step after the data
collection. Aralytical logic is used to identify patterns and relationships, to assess their

meaning and importance and to build an explanation of events (Yin 1989; GAO 1990).

Case studies rely on consistent evidence to build a coherent, plausible relationship
between cause and effect (Yin 1989). The criterion for causality is the coherence of the
evidence and its consistency with the pattern being explained. This requires a very
high standard of inferential logic (GAO 1990; Lynn 2001). Three principles of data
analysis in case method employed in this study were the use of multiple sources of

evidence, creating a case study database, and maintaining a chain of evidence (Yin
1994),

Subjective judgements are based on interpretive methods (Nevett 1991; Dobuzinskis

A

1997). This means scientific realism, which Hunt (1994, 24) defines as the view that

“all knowledge claims must be critically evatuated and tested”. Qualitative rmiethods of

analysis in case study method rely on pattern-matching, explanation-building and

chronology.

Research on quality crosses disciplinary boundaries and the conceptual framework
used in this case study is interdisciplinary. This was developed from a review of
research on performance management and quality in the literatures on public
management, strategic management, services marketing, services management and
economics. The conceptual framework provides the analytical logic for seiecting and

interpreting the documentary evidence in the cases.
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1.3.2 Levels and units of analysis: a hierarchy of cases and classification for
comparative analysis

Different levels of analysis create a hierarchy of cases within a study (Yin 1994).
Section 2 of each chapter is a case study of the path of change in public management
reform that identifies three phases in the Australian experience. This is a ‘view from
the top’ of reforms that have changed the nature of purchaser-provider arrangements
for professional public services. This analysis progresses through a number of levels or
layers. Chapiers 2 and 3 provide the broader contextual analysis that expiains the shift d
to performance monitoring and measurement. Chapters 4 and 5 provide the specific
contextual analysis that explains the approach to reporting on quality for professional

public services. Section 3 of each chapter is in effect another case study of the transfer

of ideas and techniques from business management to public services. A private/public
dichotomy does not capture the complexity of transfer, which for quality is from
manufacturing to services. Chapters 2 to 5 provide the broader contextual analysis for

the cases in Chapters 6 and 7.

Whilst it is important to be clear about the focus of a case (Yin 1989), ‘units’ have

fuzzy boundaries in social science (Pettigrew 1993). Units are usually organisational

groups such as agencies or organisations. Standards, indicators and associated
measures to monitor quality for professional public services are the focus of this study.
Interest is in quality for professional public services. The cases in Chapters 6 and 7 o g
examine two contrasting approaches to accountability and quality improvement. The _

unit of analysis in the first case is the quality indicators and measures in the reports of

the SCRCSSP. The unit of analysis in the second case is the quality standards and
information on compliance in reports on Commonwealth Government Service

|
Charters. o | E

The issues around transfer, identified in Part I, are separation, specification and the
evidence to signal quality in performance reporting. Purchaser-provider arrangements
separate responsibility for service delivery outputs and policy outcomes. The question
i1s whether performance reporting links the quality of outputs to social policy
outcomes. Quality is defined in performance standards and indicators. Performance

reporting has to balance the interests of funders, providers, professiorzls and clients.
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The question is whether performance reporting overcomes information asymmetry

between funders and providers, and between professionals and clients.

Classification identifies the distinctive characteristics of a class. The purpose of
classifying public services is to gain a better understanding of the problems in
specifying and reporting on quality. A major difficulty encountered in this study is that
public services elude precise classification. Interest in this study is in professional
public services, not the public sector or public agencies. The problems in defining and
reporting on quality arise from the ‘public’ and ‘professional’ characteristics of these

services. Appendix C explains how this classification was derived.

A typology that recognises ‘professional’ and ‘pubiic’ attributes draws on
classifications from public and services management literatures. Public management
classifications are useful and identify dimensions on public-private continua with
implications for monitoring quality. However, it has been argued that there is as much
diversity between agencies within the public sector, as there is between the public and
private sectors {Carter, Klein & Day 1992). A significant source of this diversity is
explained by shifting the focus from sectors and agencies to services. Changing the
level of analysis from agencies to public services is a fundamental analytical shift in
this studyv. Services marketing and management classifications are useful in
highlighting dimensions on manufacturing-services continua, with implications for
monitering quality. Process consumption for services and credence attributes of
professional services explain information asymmetry in provider-client relationships

and performance reporting problems.

Changing from dichotomies to continua for classification is a second fundamental
analytical shift in this study. This highlights two debates that complicate the study of
the transfer of business techniques to public services. The public/private debate is
about the traasfer of concepts and techniques from economics and business to the
public sector and agencies. This debate originated in the public management literature
(Allison 1979). The manufacturing/services debate is about the transfer of a production
process model of performance management to services. This debate originated in the

services management literature. Professional public services connect these debates.
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The issue is the particulars or differences between services, and the issues around

transfer are not captured in a public/private dichotomy.

1.3.3 Contextual analysis: historical institutionalism and path-dependent change

Contextual analysis is fundamental to case study, and significant in explaining events
(Yin 1984; Pettigrew 1993). This study combines historical and theory-based
conceptual analysis (Lynn 2001) to analyse the transfer of ideas about performance
reporting from business to professional public services. The framework for selecting
context variables is analytical synthesis from interdisciplinary research (Pettigrew
1993). Two explanations of the pattern of reform are path dependency of historical

events and institutional theory (Rhodes & Davis 2000; Pollitt er al 2001).

Path dependency emphasises the timing and sequence of changes, which requires
historical contextual analysis (Pierson 2000). A broad conception of path dependency
is that prior events in a sequence influence trajectories and outcomes. A narrow
conception is that steps in a particular direction induce further movement in the same
direction (Pierson 2000). A broad conception of path-dependent change is applied in
this study and offers important insights from analysis of historical causes. Contextual
analysis in Section 2 of Chapters 2 to 7 identifies the ‘path of change’ (Chandler 2001)
or ‘trajectory of reform’ (Pollitt & Summa 1997; Pollitt & Bouckaert 2000) in
Australia. Chronologies are important in identifying the path dependence of change.
Appendix D provides a detailed chronology that identifies events, institutious and
ideas that have influenced the trajectory of reform. Election cycles, structural change in
portfolio responsibilities, microeconomic and social policy changes, and financial
management reform at the Commonwealth level are key contextual variables. A
significant driver of change has been the shift to outcomes and outputs budgets, and
performance reporting, as a condition of funding for federal grants, service agreements

and contracts for professional public services.

Structure is an important element of institutional analysis (Peters 1993 & 1999), and
the structure of interest in this study is the performance reporting mechanisms that are
the foundation of accountability and quality improvement. Institutional explanations of
change focus analysis on agents of reform (Pollitt & Summa 1997; Pollitt et ol 2001).

Ideas set the direction and define the boundaries of the development path (Chandler
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2001). Section 3 of Chapters 2 to 7 analyses the central agencies and the ideas from
economics and business management that have shaped policy and implementation
guides. Central agencies establish detailed frameworks for management (Davis 1995).
Ideas are clearly articulated in policy documents and implementation guidelines
developed by the Australian National Audit Office (Audit Office) and the Department
of Finance and Administration (Finance). The role of the Audit Office in the
accountability story has shaped the shift in performance reporting from financial to
efficiency and performance audits. Finance’s role and the budget story have shaped the
shift from program budgets, to measurement outcomes and outputs. Budget reform has
opened departments and agencies to central inspection and decisions (Davis 1995).
Performance reporting is changing strategic control from departments to central
agencies, which earlier managerial techniques failed to do, by capturing control of the
evaluation agenda (Zifcak 1994 & 1997). The Productivity Commisston (PC) is the
government’s principal advisory body on microeconomic reform, and a powerful
advocate for the primacy of the productivity imperative. The PC has been instrumental

in linking microeconomic and social policy reform.

1.3.4 Theory building: social paradox in management theory

Many different ideas have driven NPM, and reformers have “indiscriminately mixed
and matched ideas with little regard for the contradictions” (Kettl 1996, 260).
Contesting proverbs in public administration and management reflect ambiguity that
originates in management theory. Conflicting theories lead to “muddled thinking about
practical prohiems” (Wilenski 1986, 62). Identifying the ambiguities in management
theory is a first step toward explaining practical difficulties in defining quality and
gaps in performance reporting. A challenge for explanatory analysis is to sort out the
impact and consistency of management theories (Davis & Weller 1996). Strategic
planning and financial manzgement are top-down strategies based on economic
theortes of the firm. TQM is a bottom-up improvement program that calls for
devolution of responsibility (Grant, Shani & Kirshnan 1994). Both approaches require

performance reporting but the perspective on control is fundamentally different.

The rhetoric ‘let the managers manage’™ and ‘make the managers manage’ reflects the
tension in ‘manaring for results’, between responsiveness to political priorities and to

the needs of clients, that confronts service providers. Tensions in management theory
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have been describzad as paradoxes (Quinn 1988; De Wit & Meyer 1994; Handy 1994). !
The New Fontana Dictionary of Modern Thought defines paradox as a statement that
has contradictory consequences (Bullock & Trombley 1999). A paradox explores the
tension between two cxtremes or opposite positions as a first step towards synthesis
(de Wit & Meyer 1994; Selznick 1996; Lewis 2000). As Selznick (1996) argues,
dichotomies are pernicious but are a first step to reconciliation. Identifying tensions as

paradoxes reveals complex interrelationships that have to be managed (Lewis 2000). ;

As Poole & van de Ven (1989) explain, paradoxes in management theory are social

rather than logical. In philosophy, logical paradoxes are about iuconsistency in

premises and assumptions. Social science paradoxes are inconsistencies in observation
and interpretation of the real world. Paradox is used to identify different
conceptualisations of organisations and social systems (Poole & van de Ven 1989). In

this view each theory is an alternative or partial view of a multifaceted reality. In this

study, social paradox offers a way of dealing with the contrary propositions and

“ contradictions in management theory and practice.

Identifying the tensions in management theory is the first step in explaining the practical

difficulties encountered in striving for balanced reporting. In reporting on quality
managers must find ways of dealing with social paradox that originate in management
theory. This study identified four social paradoxes, summarised in Table 1.1, that reflect
ambiguity in the concepts of accountability, performance, service and clients. These

social paradoxes create a quality conundrum that has practical consequences for

performance reporting. The quality conundrum is a conceptual framework that identifies
the particulars of the context of professional public services that have to be taken into

account for balanced reporting on quality.

1.3.5 Selecting the cases and evidence

Case studies in public management are ‘critical experiments’ (Allison 1979) that are
used for theory testing and explanatory research (Yin 1994). Comparative analysis
necessarily sacrifices some of the depth of analysis in a single case to focus on
similarities and differences between cases. Two cases were selected to investigate

contrasting accountability and quality improvement techniques.
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Table 1.1 Four Social Paradoxes Create a Quality Conundrum

Paradox Perspectives | Tension | Debates Issues -~ -~
Accountability Responsibility Managerial Purpose (ends) Different
(audit for autonomy & monitoring - definitions of :
Who is control) professional budget control responsiveness; f
accountable for standards & improving and separating 3
quality of public service delivery. responsibility :
services? Responsiveness Political for quality in
(evaluate for priorities & Performance policy and :
improvement) client needs reporting service delivery i
{means) - audit networks. '
& evaluation _
Performance Policy outcomes Monitor results Vaiue for public Different 1
against program services - definitions of
What is the objectives economic & value for public
relationship social. services;
between quality Service outputs Monitor cost separating
and performance and quality of Performance outputs and
for public service delivery information for outcomes;
services? public services — | standardising
quantitative & outpus; and
qualitative measurement of
quality.
Service Service quality Monitor Nature of Different
technical and quality - definitions of
How is quality process quality manufacturing quality for
defined and and service services;
reported for Customer Monitor paradigms, process
services? service customer consumption;
perceptions of Relationship of and information
process quality quality to asymmetry in
performance- provider-client
provider and relationships.
customer views
Clients Consumers Consumer Process quality Different
needs, wants for public definitions of
What is the and satisfaction services - clients; and
nature of client {exit & choice) custorier service | equity
relationships & procedural dimnensions or
and process faimess process quality
quality for for public
public services? Citizens Citizen needs, Choice and services
rights and voice for client
empowerment responsiveness —
(voice & market &
participation) political
processes

The first case examines quality indicators and measures in performance reporting by

the PC, acting as the secretariat for the Steering Committee for the Review of

Commonwealth/State Service Provision (SCRCSSP). The Review is a cooperative
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development beiween the Commonwealth, State and Territory governments.
Efficiency and effectiveness indicators have been developed to benchmark the
performance of ‘social infrastructure services’. Benchmarking results is the
accountability mechanism, and performance reporting is external. Quality is a measure
of effectiveness. defined as ‘conformance to standards’ and “fitness for purpose’. The
significance of this case study is the unprecedented scale and scope of quality
indicators. The primary source of evidence for this case ts the Reports on Government

Service (SCRCSSP 1995, 1997a, 1998a, 1999, 2000a & 2001).

The second case examines quality standards in Commonwealth Government Service
Charters, introduced by the Howard Government in 1997. Ali Commonwealth
agencies dealing with the public are required to publish a charter of service quality
standards, set in consultation with clients, and report on performance in their annual
reports to parliament. The accountability mechanism is a service guarantee and
performance reporting is internal. Quality is defined as ‘customer service’ (Ellison
1999, 2). The significance of this case study is the systematic implementation of
complaint mechanisms. In the absence of choice between service providers, consumers
rely on complaints and appsal mechanisms to voice dissatisfaction. The primary
sources of evidence for this case are the service charter guidelines (DIST 1997b;
1997¢; MAB-DIST 1997), agency charters and annual reports, and two whole-of-
government reports (Ellison 1999 & 2000).

The cases are interpretive accounts based on evidence collected from the public record.
Path dependence of change was investigated using historical institutional analysis. Any
chronology is necessarily selective. Appendix D provides the chronology that
identifies events, institutions and ideas which have influenced the trajectory of reform.
Institutional explanations of the pattern of reform focus on the agents of reform (Pollitt
et al 2001). Section 3 of each chapter examines the institutions and ideas that have
influenced reform, by analysis of selected documents (Rhodes 1998 & 2000a).
Appendix E lists, in chronological order, the primary Australian documentary sources.
The sources of the documentary evidence selected include parliamentary committees,
central agencies, departments and independent advisory agencies. The documents
include White Papers, reports, policy statements, key speeches, implementation

guidelines, better practice guides and performance reports. The evidence in these
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documents supports the analysis of the transfer of ideas from business to public
management. CECD PUMA Documents that previde evidence of ideas circulated in

an international policy community are in Appendix F.

There is considerable debate about the nature of quality, and its relationship to
performance, for services (Zeithaml 2000). Confusion surrounding these debates is
exacerbated when quality improvement techniques are applied to public services. This
explains the confusion surrounding the selection of appropriate quality standards and
indicators for professional public services. In this study, the focus is on the
specification of quality and selection of standards and indicators, rather than
measurement instruments. Psychometric properties of particular measures of service
quality, a dominant theme in the service quality literature, are not investigated.
Establishing the conceptual dimensions of service quality logically precedes the

development of measurement instruments.

1.4 Thesis outline in a matrix structure

A matrix siructure is used in this thesis to accommodate the different levels of
contextual analysis, theory building and testing. The structure is summarised in Table
1.2 over the page. A more detailed outline of the structure is given in Table B1i in
Appendix B. There are two parts in this thesis. Part I, in Chapters 2 to 3, provides the
contextual analysis and develops the quality conundrum that is the conceptual
framework for analysing the cases. Part II, in Chapters 6 to 8, is a comparative analysis
of the way quality is defined and reporied. Benchmarking (Chapter 6) and Service
Charters (Chapter 7) are contrasting accountability mechanisms and quality
improvement initiatives that rely on different approaches to performance reporting.
Benchmarking resuits is examined in Chapter 6 and Service Charters in Chapter 7. A
comparative analysis in Chapter 8 examines the strengths and limitations of the

managerial techniques and the implications for policy and service delivexy.

As the title indicates, eaci chapter has a distinct explanatory narrative (Rhodes 2000a).
At the same time, the argument in answer 1o the three parts of the research question 1s
developed progressively in Sections 2, 3 and 4 respectively from Chapter 2 to Chapter
8. Section 2 responds to the first question of what has happened. A pattern in the

growth in reporting on quality for public services is identified in three phases in reform
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Table 1.2 A Matrix Structure Accommodates Complexity

CHAPTER SECTION 2 SECTION 3 SECTION 4 CONCLUSION
1. A quality What has Why? What are the Thesis
conundrum happened? consequences?
In theory balanced | Path of change is Central agencies Four social Quality for
performance from public drawing ideas from | paradoxes and professional public
reporting improves | administration to business and transfer from services is a
responsiveness to | performance ¢conomics shape manufacturing to critical test of the
policy priorities management and policy and professional pubiic | universality of
and to clients’ contracting implementation services create a performance
needs guidelines quality conundrum | management
2. Responsive Changing Central APS Complex Performance
Public Services accountability agencies accountability reporting has to
mechanisms and Performance refationships for balance
relationships management and public services responsibility and
principal-agent responsiveness
retationships
3. The Metering Changing financial | Finance Complex links Performance
Problesn for Public | management and Audit Office between service reporting has to
Services performance Performance delivery outputs link outputs and
reporting measurement and sociat policy outcomes
outcomes
4. The Quality Quality MAB-MIAC/MAC | Three different Services have
Variable for improvement Ombudsman/ definitions of technical and
Services frameworks from ACCC quality for services | process qualities
business Many models
5. Professtonal and | Contracting and PC ‘Professional’ and | Clients are
Public Service performance NCP links social ‘public’ aftributes | consumers and
Qualities reporting for social | policy to financial citizens
infrastructure/ management
welfare services reforms
6. Performance Performance PC Limits reporting to | Limits of a
Reporting for indicators and Benchmarking quantitative production process
COAG measurement results measures of quality | model and
performance
measurement
7. Service Charters | Service standards | DIST/Finance/ Limits reporting to | Limits of a
in the APS and complaint PSMPC process quality customer service
mechanisms Service guarantees model of client
responsiveness
8. Counting Problems in Limits contracting | Selection has Gaps in reporting
Quality or separatioi, and business consequences for limit accountability
Qualities that specification and frameworks for service defivery, and client
Count reporting reporting policy outcomes TESPONSiveness
9. New Ideas, Transfer is Professional public | Quality for Quality conundrum
Persistent Realities | complex services are a professional public | explains gaps in
difficult case. Services is a new reporting
arena for old
debates
In practice gaps in | Different Quality is Economic and Ambiguous
performance definitions of ambiguous and business models concepts and
reporting limit quality and a public/private assume a clarity transfer from
accountability and | information dichotomy does that does not exist | manufacturing to
responsiveness to | asymmetry chaiige | not capture the in theory or in professional public
client needs the balance in variation in service | practice for public | services crzate a
performance contexts services quality conundrum
reporting
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linked to election cycles, administrative, legislative and financial management reform

in APS. Path dependence of change is explained by social policy in a federal system
and two decades of financia! wsd management reform at the Commonwealth level.
Purchaser-provider arrangements in a federal system, and an outcomes and outputs

budget framework, mandate specification of service outputs and quality.

Section 3 of each chapter responds to the second question of why, by explaining the
changes. Institutional analysis identifies the ideas and agencies that have been
instrumental in shaping the approach to reporting on quality. A pragmatic mix of ideas
about performance management from business, and ideas about contracting from
economics, is evident in policy frameworks and implementation guidelines. A troika of
Finance, the Audit Office and the PC (Wanna, Kelly & Forster 1996) as agents of
reform explains the elevation of the productivity imperative and the shift to performance
measurement. In contrast, devolution of responsibility for management improvement to

agencies explains the diversity of approaches to quality improvement.

Section 4 of each chapter responds to the question of consequences by considering the
transfer of performance management, and quality improvement techniques, from
business to public services. In theory, transparent reporting on quality increases
accountability of service providers and improves responsiveness to the needs of
clients. In practice, different definitions of quality and gaps in performance reporting
limit accountability and responsiveness, and this has implications for policy and

service delivery.

The final chapter summarises the argument, considers the general lessons from the case
study, discusses the limitations and outlines an agenda for further research. The path
from public administration to public management, and on to governance, has changed
performance reporting. Changing from administration to management emphasises
results over bureaucratic process (Dawvis 1989). Shifting from managerialism to
contractualism does away with the ‘public’ in management (Travis 1997a).
Mangerialism brought the language and techniques of performance management and
quality improvement from business to public services. Contracting has elevated the

language of economics and quantitative approaches to performance reporting.
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There is more information now about quality for professional public ser{rices, and the
balance in performance reporting on quality has shifted from providers to the views of
funders and clients. However, different definitions of quality do explain gaps in
reporting that limit accountability and responsiveness to clients. A public/private
dichotomy does not capture the path of transfer from manufacturing to professional
public services. Professional public services are a limiting case for generic

performance management and a customer service metaphor for client responsiveness.

Performance reporting is an external accountability mechanism for control over
autonomous providers and professionals, and a technique to improve the
responsiveness to clients and to political priorities. Performance measurement is a
quantitative accountability mechanism and this is an old debate. The conceptual
richness of quality for professional public services does not transiate easily into
quantitative measures, scales or indices. As the quote attributed to Albert Einstein
points out, what gets counted as quality may not necessarily be what counts.
Furthermore, what is counted as quality has implications for who gets what in
allocating scarce public resources. Qualities that count are a value judgment that is

managed by political processes in democratic societies.

1.5 Conclusion

Information is fundamental to performance reporting, which is the foundation of
accountability and quality improvement. Information about quality is fundamental to
performance management. Reporting is important precisely because it does illuminate
results (Kettl 1997), and determines the place of quality in the value equation for
public services. The definition of quality in standards and indicators, and the
information selected for performance reporting, determine whose interests are taken
into account in allocating scarce budget resources, and who gets access to professional
public services. Specifying and reporting on quality is more difficult than productivity,
in part because there is less agreement about what quality is for public services.
Professional public services pose particular chailenges for specifying and reporting on

quality.

The research question is what are the consequences of transferring quality standards

and indicators from business to professional public services? The simple answer is that
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it all depends. This is because ambiguity in the language of quality management
confuses the transfer of concepts and the application of quality improvement
techniques to public services. Four social paradoxes and complex transfer create a
‘quality conundrum’ that has practical consequences for performance reporting.
Ambiguity in the concepts of accountability, performance, service and clients explains
the four social paradoxes. The particulars of different service contexts explain the
limits of transfer of business techniques from manufacturing to professional public

Services.

The social paradoxes that constitute the quality conundrum are at the very heart of
debates about the best way to fund and deliver services. There is a fundamental tension
between the role of performance reporting in agency theory and in quality
improvement. This reflects contradictions and deeply entrenched debates in
management theory that lead to confusion in practice. Micklethwait and Wooldnige
(1996) describe this as the ‘battle ground’ where scientific and humanistic approaches
to management compete. Quality improvement is the epicentre of this debate (Grant
Shani & Kirshnan 1994). Responsibility for outputs linked to policy outcomes, and
responsiveness to clients’ individual needs, pull service providers in different

directions.

The language of ‘purchasers and providers’, ‘outcomes and outputs’ and ‘customers’
suggests a clarity for professional public services that does not exist in practice.
Information asymmetry is more complex than suggested by the principle-agent model
(PUMA 1999b). Divergence between the interests of funders and providers, and
between professionals and clients, contribute to policy failure. In practice, incomplete
quality indicators and measures may increase rather than reduce the gap between

policy intentions and service delivery results, by distorting value judgements.

Frameworks from economics and services marketing and management do not resolve
the quality conundrum for professional public services. Contracts, a production
process model of performance management and custoiner service standards increase
rather than reduce the separation between funders and providers, between outputs and

outcomes, and between professionals and clients. Quality as an indicator of
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effectiveness is concemmed with program outcomes or results. Providers have

information about outputs, funders want information about outcomes.

Funders, service providers, professionals and clients have different interests and
different information about quality. In theory, transparent reporting on quality
improves accountability of service providers for specified outputs linked to outcomes.
In practice, standards and indicators limit accountability to what can be specified and
quantified, which is not necessarily the dimenstons that bave the greatest impact on

service delivery and policy outcomes.

Quality as an indicator of client responsiveness is concerned with service delivery.
Process is one dimension of quality for professional services. Assurance of technical
quality is another. Professionals have information about technical quality and clients’
about process quality. Balancing professional autonomy and responsiveness to clients
needs in performance reporting, has to be added to the balance between manageriai

autonomy and political responsiveness.

Health, education and community services are of vital i gortance. Quality, as this
study illustrates, is deeply paradoxical for these servic ... e first step in managing the
quality conundrum is to recognise that quality is not a .erf.oacal variable. Qualities are
negotiated between funders and providers in political processes, and between
professionals and clients who coproduce services. Services are unavoidably human,
and process consumption changes the relationship between costs, quality and
performance. Client-provider relationships are different for professional services, and
the technical expertise of professionals and the perceptions of clients who coproduce
services are different qualities. The quality imperative is different and has an equity
dimension for public services, and client satisfaction is at best a partial measure.
Clients have to trust the techmical expertise of professionals and expect them to
exercise a duty of care. Citizens expect to be dealt with equitably, and trust in

government is what is at stake.

NPM is a contradictory set of propositions (Hood 1991 & 1995a). These contradictions

are the contemporary equivalents of Herbert Simon’s administrative proverbs. Simon’s

30




Chapter 1 A Quality Conundrum

(1946, 150) critigue of administrative theory in the 1940s resonates in contemporary
debates about public management and governance:

A fact about proverbs that greatly enhances their quotability is that they almost
always occur in mutually contradictory pairs.

Most of the propositions that make up the body of administrative theory today share
unfortunately this defect of proverbs. For almost every principle one can find an
equally plausible and acceptable contradictory principle. Although the two principles
of the pair will lead to exactly opposite organizational recommendations.

Contesting proverbs are like social paradoxes that offer contrary advice. ‘Let the
managers manage’ and ‘make the managers manage’ reflects the tension between
political contro] and managerial autonomy in the ‘managing for results’. ‘Doing more
with less’ and ‘doing it nicer’, in the rhetoric of performance management, reflects the

tension between policy outcomes and responsiveness to clients.

In answer to the research question. different definitions of quality and informaticn
asymmetry explain gaps in performance reporting that limit accountability, and this has
consequences for policy and service delivery. The issues around transfer relate to
accountability relationships and the qualities of professional public services.
Accountability relationships are complex. Funders, providers, professionals and clients
share responsibility for performance. Funders are responsible for policy outcomes and
respond to political priorities. Service providers are responsible for service delivery
outputs and respond to managerial priorities. Professionals are responsible for technical
quality of services provided and respond to professional priorities. Direct accountability
to clients changes professional-client relationships by making professionals responsive
to clients’ individual needs and process quality. Purchaser-provider arrangements
separate and assign responsibility for the cost and quality of outputs linked to social
pelicy outcomes. Responsiveness to cliernts adds a new outward dimension te
accountability. Separation in contracting increases the tension between political control
and managerial autonomy. Performance reporting has to balance accountability
relationships in two directions: funder-provider interface and professional-client
interface. Information asymmetry in these two relationships also explains gaps in

performance reporting.

The quality conundrum assists in understanding the nature of quality for professional

public services and the causes of gaps in performance reporting. The way this
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conundrum is managed through the definition of quality in standards and indicators,
and the information selected for performance reporting, has implications for policy

evaluation and service delivery.
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CHAPTER 2

IN SEARCH OF RESPONSIVENESS

2.1 Introduction
This study is a “view from the top’ in a federal system that divides responsibility for
publicly funded services between three levels of government and agencies in the public,
private and not-for profit or community sector. The Commonwealth Government is the
primary funder of these services through SPPs to the States and service agreements with
non-government agencies. So in a sense, purchaser-provider arrangements for public
services are not new in Australia’s federal system (Keating 1996). However
performance management and contracting have changed accountability relationships
between funding agencies (funders) and service providers (providers). This chapter

examines these changes and the implications for monitoring quality.

The growth in performance reporting is explained by the shift to accountability for
results and the tvoad application of performance management to public services (Hood
1991; Pollitt 1995; Hughes 1998). Performance management changes accountability
relationships between governments that fund and agencies that deliver public services
(Pollitt 1990a; Hughes 1994; Zifcak 1994; Uhr 1999). Performance reporting is an
externa! accountability mechanism for control over autonomous service providers and
professionals responsible for delivering publicly funded services. NPM represents a
fundamental shift in accountability from a traditional bureaucratic model of public
administration to a managerial model based on ‘best practice’ in the private sector
(Hood 1991, Hughes 1994 & 1999). Responsiveness to clients needs adds an outward
dimension to traditional accountability relationships for public services. Performance
management and contracting have introduced new accountability mechanisms and
increased external performance reporting and measurement. This explains the growth in

quality standards and indicators to monitor the performance of service providers.

This chapter considers the question of who is accountable for quality, which has to be
understood in the broader context of shift to performance management under NPM in
Australia. The issue is separating and assigning responsibility for quality in the complex

purchaser-provider arrangements that characterise service delivery in a federal system.
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Section 2 examines the timing and sequence of public management reform at the
Commonwealth level. Federalism has always separated the roles and responsibilities
of funding agencies and service providers in Australia. However three decades of
reform in pursuit of efficiency, effectiveness and responsiveness have profoundly
changed the way public services are funded and delivered. Public management
represented a fundamental shift in accountability relationships from the traditional
bureaucratic administrative model to a performance management model (Pollitt 1990a;
Hood 1991; Hughes 1994; Zifcak 1994; Uhr 1999). Davis (1997a) identified

managerialism and contractualism as two distinct phases.

Path dependence of change is expiained by the shift from administration to performance
management and contracting. Three decades of structural change, financial management
reform and new accountability mechanisms have profoundly changed the way public
services are funded and provided. Relationships have been recast as contracts between
purchasers and providers. New performance-oriented accountability mechanisms have
changed the focus from administrative processes to ‘managing for results’. Performance
monitoring has been a central pillar of these changes (APSB-DoF 1986, MAB-MIAC
1992; MAB 1997).

Section 3 examines the institutions and ideas that have defined the boundaries of the
development path. Central agencies have developed frameworks for performance
management and contracting in policy and best practice implementation guidelines
(Davis 1995). The Audit Office has been instrumental in the shift from financial to
efficiency and performance audits. Budget reform has opened departments and agencies
to central inspection and decisions (Davis 1995). Finance has been the key agent
shaping the implementation of budget reform. Responsibility for management
improvement has been devolved to agencies, and the Management Advisory Board
(MAB) and its successor, the Management Ad¢visory Committee (MAC), have been

instrumental in developing best practice guides that have shaped implementation.

A pragmatic mix of ideas from economics and business has been clearly articulated in
policy documents and implementation guidelines developed by these agencies. The
practical expression of economic rationalism has been market-type mechanisms

including contracting, competitive tendering and competition between providers. The
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practical expression of managerialism has been the transfer, under the rubric of best

practice performance management, of benchmarks and service standards from business.

Reform has built incrementally from a mixture of local and international ideas (Wanna,
Kelly & Forster 2000; Davis & Rhodes 2000). However, core objectives of efficiency
effectiveness, and responsiveness have provided a degree of continuity and coherence to
continuous change (Davis & Rhodes 2000). Performance reporting is a mechanism for
external accountability and for quality improvement. Reform in Australia has explicitly

sought to sought balance these two agendas (MAB-MIAC 1992; MAB 1997).

Section 4 considers accountability relationships and mechanisms in the particular
context of public services, Public accountability is a fundamental difference between
public and private services. Within the rhetoric of ‘managing for results’, there is
tension between responsiveness to the political priorities of government and
responsiveness to the needs of clienis. Political responsiveness is described as ‘results-
oriented management’. Responsiveness to clients, described as ‘customer-oriented
management’, introduces a new outward dimension to complex accountability
relationships for public services. However, if this results in confusing accountability, it
will not necessarily increase responsiveness to clients(OECD 1987). The social paradox
(Poole & van de Ven 1989) identified in this chapter offers alternative or partial views

of accountability relationships for public services.

Accountability is fundamentally about control. Political and client control are
conflicting agendas that reformers in Australia have explicitly recognised and sought to
balance in introducing new accountability mechanisms (MAB-MIAC 1992). Funders,
providers, professionals and clients have different interests in and information about
quality. Complex relationships between funders and service providers, and multiple

accountabilities explain confusion about the means and ends of performance reporting.

Accountability is an ambiguous concept and different definitions lead to confusion
about the purpose and nature of performance reporting. Conformance and compliance is
an audit perspective. Continuous improvement is an evaluation perspective,
Accountability for performance seeks a balance between audit and evaluation (Barrett
1997a & 2000). Responsibility is an audit perspective for control. Responsiveness is an

evaluation perspective for improvement (Barzelay 1997).
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Performance reporting is a mechanism for policy coordination, to reduce the gap
between policy objectives and results achieved by autonomous agencies and contracted
service providers. Performance reporting is also central to quality improvement
initiatives including TQM, quality assurance, benchmarking and client service charters.
Funders, service providers, professionals and clients share responsibility for
performance but have different interests in quality. Service providers have to balance
responsiveness to the political priorities of governments who fund services and

responsiveness to the needs of clients.

Federalism fragments program responsibility between different levels of government
and separates funding agencies and service providers, and complex accountability
relationships for public services create accountability traps (Uhr 1989). Market-type
mechanisms and business models of performance management change accountability
relationships. The accountability paradox identifies the tension between political control
for responsiveness to policy priorities and managerial autonomy to improve
responsiveness to the needs of clients in service delivery. Responsiveness to the
political priorities of elected officials and responsiveness to clients needs puil service
providers in different directions and require different performance information.
Contractuziism fragments service delivery, adding another layer of complexity to
accountability relationships and policy coordination in a federal system (Davis &
Rhodes 2000). Great faith is placed in performance reporting to improve accountability

and service delivery.

NPM has been described as a ‘cultural revolution’ by academic observers and
practitioners responsible for implementation (Yeatman 1987; Considine 1988; Codd
1991; MAB-MIAC 1992; Keating 1998). However, change has been evolutionary
over more than three decades (Wanna, Kelly & Fortser 2000). The next section
examines this historical context, Three phases identified from the detailed chronology
in Appendix D are summarised in Table 2.1 over the page. Parties in government and
Prime Ministers have influenced reform and elections have triggered structural and
policy change (Davis et a/ 1999). However the shift from public administration to
performance management and contracting has transcended short election cycles and
the terms of executive government. The next section examines the path of change that

explains the growth in performance reporting.
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Table 2.1 ) ]
Context: Election Cycles, Prime Ministers and APS Reforms

Election Ministry Reports, Administrative and
Cycle Legislative Reforms

PHASE 1: L’ANCIEN REGIME ~ AMINISTRATIVE LAW REFORM

1972-1974 (May}  First Whitlam Labor Government
1974-1975 (Nov)  Second Whitlam Labor Government RCAGA established (1974)
1975-1977 (Dec)  First Fraser Conservative Coalition ~ RCAGA Coombs Report (1976)

Government Administrative Appeals Tribunal Act 1975
Ombudsman Act 1976
1977-1980 (Oct}  Second Fraser Conservative Administrative Decisions {(Judicial Review)
Coalition Government Act 1977
1980-1983 (Mar)  Third Fraser Conservalive Coalition  Freedom of Information Act 1981
Government

PHASE 2: MANAGERIALISM - PERFORMANCE MANAGEMENT

1983-1984 (Dec)  First Hawke Labor Government FMIP performance management framework:
1984-1987 (Jui) Second Hawke Labor Government  Corporate Planning

Program Management & Budgeting (PMB)
Program Evaluation

Not Dollars Alone (HRSCFPA 1990)
1987-1999 (Mar)  Third Hawke Labor Government
1990-1991 (Dec)  Fourth Hawke Labor Government

S R

1991-1993 (Mar)  First Keating Labor Government The Australian Public Service Reformed
(FMIP Evaluation Task Force Report 1992)
PHASE 3: CONTRACTUALISM ~ MARKET TYPE MECHANISMS

1993-1996 (Mar)  Second Keating Labor Government  NCP Hilmer Repors (1993)
COAG National Competition Policy

Agreements (1995)
1996-1998 First Howard Conservative National Commission of Audit Report (1996)
Coalition Government Performance Improvement Cycle (PIC)

introduced for 1997-98 budget

Financial Management and Accountability

legislation 1997

Beyond Bean Counting: Effective Financial

Management in the APS (MAB 1997)

1998-2001 (Nov)  Second Howard Conservative Accrual-based outcomes and outputs budgets

Coalition Government from 1999-2000

Public Service Act 1999

2.2. A long march from Coombs
Responding to the individual needs of clients has been an enduring theme in public
management reform in Australia for almost three decades. New accountability

mechanisms have been introduced to make providers more responsive to the needs of
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clients. However, change has been episodic and the means has changed from
administrative law remedies to quality management techniques from business and, more

recently, market-type mechanisms.

Changing the culture of agencies responsible for delivering public services has been
an explicit objective of reform for three decades (RCAGA 1976; MAB-MIAC 1992;
MAB 1987). The origins of administrative reform have been traced back to the
Whitlam Government’s two short terms in office from 1972 to 1975 (Wilenski 1986;
Zifcak 1994). In 1974 the Government established the Royal Commission into
Australian Government Administration (RCAGA), to undertake the first
comprehensive review of public administration. The Commission set a2 new standard
of inquiry with a secretariat and res¢arch section of more than 70 staff, 50 projects
commissioned from consultants, five task forces and three advisory bodies. The final
Report, delivered to the Fraser Government in 1978, provided a comprehensive
blueprint for administrative reform based on fundamental principles of democracy,
efficiency and equity (Wilenski 1988). Wilenski (1988, 184), a key participant,
described the RCAGA as a “text book case of non-implementation”, attributed

primarily to a lack of political will.

The Coombs Report devoted an entire section to the issue of ‘responsiveness in
administration’ and was critical of service previders (RCAGA 1976 Section 6.3). The
Report stated (RCAGA 1976, 137):

... we consider officials can and should make a better job of listening to members of
the community, of advising their minister on what they hear and responding to it

themselves.

The emphasis in the recommendations was on accountability, managerial skills for
public servants, and more efficient and responsive service delivery. An appendix, The
Public Service and Political Control, prepared by Dr Hugh Emy, recommended a new
system of ‘accountable management’, giving greater autonomy for departments in
allocation and use of financial resources, but subject to powerful accountability in the

form of monitoring and auditing processes.

Wilenski (1988) described the 1970s as a decade of administrative reform inquiries.

However an enduring legacy of this period is what was then described as ‘new
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administrative Jaw’ which opened the public sector to greater scrutiny and direct

accountability to the public.

2.2.1 L’Ancien Régime. adminisirative reform

Between 1968 and 1973. three separate Committees (Kerr, Bland and Eliicott)
examined administrative law reform (Brennan 1998). These reports recognised that
existing avenues of redress for citizens having problems with administrative actions and
decisions were complex, expensive and difficult to access. In response to the
recommendations in these reports the Commonwealth established new review tribunals

and the Commonwealth Ombusdman’s Office (Smith 1998; CO 1997b).

Legislation commencing with the Ombudsman Act 1976 and culminating in the
Freedom of Information Act 1981 enshrined new accountability mechanisms in
administrative law. The intent of these mechanisms was to make government more
responsive to individual citizens (Simms 1999). Judicial power as a balasce to
bureaucratic power emphasised procedural fairness and external review (Wilenski
1988). The legislation set standards for fair administrative processes in public agencies
and established avenues of complaint and redress for individuals (Brennan 1998). The
Administrative Appeals Tribunal (AAT) provided citizens with direct access to review
of decisions. The Commonwealth Ombudsman (Ombudsman) was established to
provide protection for individuals against administrative power through the
investigation of complaints (Smith 1998). Prime Minister Fraser articulated the role of
the office as “directed toward ensuring the departments and authorities are responsible,
adaptive and sensitive (o the needs of citizens” (CO 1997b, 10). The Ombusdman does
not have determinative powers, and its jurisdiction does not cover citizens as third

parties to contracts (Smith 1998).

The basic premise of new administrative law is that the public interest is best served by
equity defined as procedural fairness. The effect was to open the public service up to
external scrutiny and increase accountability of public agencies ~ivectly to clients as
citizens (MAB-MIAC 1993b}). However, critics of the growth in administrative review
bodies argued that these were time consuming and focused on process at the expense of

results or outcomes.
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The election in 1983 of the Hawke Government was the trigger for a second phase of
reform, which shifted the focus from administrative processes to performance

management. The Hawke Govemment brought to the Treasury benches a

comprehensive manifesto for change (ALP 1983). The policy drew in part on the
Coombs Report (RCAGA 1976) and the 1976 Review of Commonwealth
Administration headed by businessman John Reid (Davis 1989). In a decade of
substantive and sustained reform .:»m 1983, a new model of public management
displaced public administration (Hughes 1994 &1998; Barrett 2600). The language of

management signalled a change in emphasis from administrative processes to results

and reflected the transfer of techniques from business to public services (McGuire 1989;
Keating 1990; MAB-MIAC 1992; Wanna, O’Faircheallaigh & Weller 1992; Wettenhall
1997).

2.2.2 Managerialism: corporate planning and program budgets

The principles for performance management were clearly articulated in two policy
white papers (Commonwealth 1983 & 1984). An explicit objective was to change the
culture of public agencies by changing accountability from inputs and processes to
results, and to link program funding to outputs and outcomes. The central reform
program, the Financial Management Improvement Program (FMIP), was described as
the public sector reform alternative to privatisation and contract-based management
(MAB-MIAC 1992). Corporate planning introduced the language and techniques of
business to achieve “results in terms of outputs and outcomes and value for money”
(Keating 1996, 4). The main objective was to increase the accnuntability of public
agencies to ministers, Cabinet and Parliament, while also improving performance. The
FMIP sought greater transparency in program management, improved evaluation of
programs against program objectives and a client-oriented culture for public service

delivery.

A central plank of FMIP was integrating policy and service delivery by linking corporate
planning and performance evaluation to budget coordination (MAB-MIAC 1992).
Programs became the basis for resource allocation decisions. Program Management and
Budgeting (PMB) introduced the disciplines of defining policy aims and objectives,
program structures and determining appropriate performance indicators for evaluation
(MAB-MIAC 1992). Responsibility for resource management was devolved to agencies.

Consistent with the trend to devolve responsibility for improvement, agencies adopted a
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bottom up approach to quality management and implemented a wide range oi initiatives
(Trosa 1996).

The quid-pro-quo for devolution of authority was new accountability mechanisms to
monitor and report on performance, including client feedback (APSB-DoF 1986; MAB-
MIAC 1992; MAB-MIAC 1993b). There was a fundamental shift from traditional
financial accountability for budget expenditure to accountability for results. However,

efforts to link program evaluation and performance monitoring to budget reporting were

impeded by inadequate performance indicators, in particular for quality (MAB-MIAC
1992 Chapter 8).

Twin agendas of strategic policy control anv: managerial autonomy for resource
management were reflected in the new language of ‘managing for results’, which
required a balance between devolution to ‘let the managers manage’ and performance
reporting to ‘make the managers manage’. Ministerial control over the public service
was a key objective of the FMIP (Wilenski 1986; Codd 1991). The new approach to
management was characterised as ‘results-oriented’, based on a shift in emphasis from

compliance to a greater degree of performance control (DOF 1984; MAB-MIAC 1992).

Under the FMIP there was a fundamental shift from traditional financial accountability

for budget expenditure to results, defined as service outputs and program outcomes

(MAB-MIAC 1992). Corporate planning brought business planning techniques to the
public sector, and budgetary reforms required agencies to develop performance
measures and evaluation strategies. Portfolio budgeting, strategic planning and program
evaluation techmiques changed accountability relationships. Accountability changed
from reporting on resources and inputs to cost-effective outcomes and results (MAB-
MIAC 1993). Responsibility for improving service delivery was devolved to agencies
and a wide range of quality initiatives were implemented (MAB-MIAC 1992).
Performance reporting was a counterbalance to the devolution of responsibility, for
resource management, from central agencies to departments and service delivery

agencies (Keating 1990).

Two reviews of the FMIP supported the shift to a results orientation and the changes in

public accountability processes. A parliamentary report, Not By Doliars Alone,

supported the program’s central objectives and recommended greater emphasis on
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effectiveness in performance information (HRSCFPA 1990). In response to a
recommendation in this report, the MAB commissioned a major cvaluation of the
impact of the FMIP. A Task Force on Management Improvement was established in
April and reported in December 1992 (Sedgwick 1995). Whilst not on tie scale of the
RCAGA, the final report, The Australian Public Service Reformed: An Evaluation of a
Decade of Reform, ran to 600 pages ar:d included surveys of staff, agencies and clients
(MAB-MIAC 1992). This self-styled ‘stocktake of the last decade of reform’ found
that corporate planning was substantially more advanced than performance reporting,
and teiterated Parliament’s concerns about the slow pace of development of
performance monitoring and the adequacy of performance information (MAB-MIAC
1992, 501). Echoing observations in the Coombs Report, the Task Force identified
performance information and responsiveness to clients as major challenges requiring

further reform.

As Davis (1989) predicted, corporate management was a staging post in the transition
rather than a destination. {1t a third phase of reform, the approach to performance
management shifted to competitive tendering and contracting (CTC). The language of
economics displaced management as the emphasis shifted from corporate planning and
pertfolio budgeting to contracts and contestable delivery of public services (Reith 1996;
Kemp 1998; Davis & Rhodes 2000). The 1990s could be described as the decade of
structural reform of public service delivery, driven by a microeconomic reform agenda
that gained momentum in the 1990s and culminated in an historic agreement on
National Competition Policy (NCP) between the Commonwealth and States through
COAG (Davis 1997a). A central pillar of this third phase was a new resource
management framework based on ‘outcomes and outputs budgets’ (Wanna, Kelly &
Forster 2000).

2.2.3 Contractualism: Market-type mechanisms, and outcomes and outputs budgets

CTC has to be understood in this broader context of microeconomic reform to open the
economy, including the public sector, to competition (Quiggin 1996a; Argy 1998). In
1992, the Keating Government appointed Professor Fred Hilmer, an economist from the
Australian Graduate School of Management, to chair the Committee of Inquiry into
National Com, ztition Policy. The central thrust of the Committee’s 1993 report was to
make GBEs more like private firms, and to create a ‘level playing field’ for competition

between public a:++ s vate enterprises. COAG accepted the principle recommendations
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and the National Competition Policy Act 1995 made inevitabie the application of CTC
to all levels of government and all sectors of the economy (IC 1996; Quiggin 1996b;
Scales 1998).

The election of the Howard Government in 1996 accelerated the trend to contracting
and was trigger for a new approach to performance management in Commonwealth
agencies ‘and federally funded programs. The Prime Minister immediately convened a
National Commission of Audit (NCA) io examine Commonwealth Government
finances and recornmend efficiencies. The Chairman, Professor Bob Officer from the
Melbourre Business School, had chaired an earlier Commission of Audit for the
Kennett Government in Victoria in 1993. Other members of the Commission came from
business and consulting firms, while research and administrative staff were provided
from the Department of Finance. The report was highly critical of government service
provision, arguing that there was significant scope for efficiency improvements and
recommended the broad application of CTC (NCA 1996). Nine areas for reform were

identified including education, health and commmunity services.

The Government’s response to this report was outlined by the Minister Assisting the
Prime Minister for the Public Service. A discussion paper Towards a Best Practice APS
outlined the government’s intention to change to (Reith 1996, 8):

“a new emphasis on contestability of services and outsourcing functions, the private and

non-profit sector can undertake better”.

The MAB Report, Beyond Bean Counting: Effective Financial Management in the APS,
set out the Howard Government’s new agenda for performance management based on
best practice in business (MAB 1997). The Government’s commiiment to introduce
choice and competition was implemented through CTC and the Performance
Improvement Cycle (PIC) introduced for 1997-98 bugget cycle. The PIC is a four step
process for agencies to review activities and decide which to retain, and which fali
outside the Commonwealth domain and should be devolving to a more appropriate level
of government, privatised or discontinued. Finance developed implementation
guidelines for agencies that recommended management improvement tools included
benchmarking, contracting to other agencies, competitive tendering and purchaser-
provider arrangements (DoFA 1998a; DoFA 2001a). Benchmarking and service

charters were identified as quality initiatives to improve accessibility, transparency and
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responsiveness of Commonwealth agencies. A ‘purchaser-provider’ model is one of
government purchasing specified outputs from agencies, public and private, to achieve
outcomes (MAB 1997, 9).

A package of legislation facilitating devolution of financial management took effect
from 1 January 1998. FMA Act 1997 introduced a new accountability framework for
departments, agencies and GBEs. The Auditor-General Act 1997 gives the Auditor-
General wide scope to conduct performance audits of all commonwealth public
agencies except GBEs. According to the Finance website, this legislation (DoFA
2001a):

... strikes an appropriate balance between devolution of management responsibility and

the need to :_old managers accountable for their performance.

CTC compels agencies to specify program outputs and outcomes, and changes the focus
of accountability from internal evaluation to external audit (Zifcak 1997). As a direct
consequence, there has been significant growth in performance reporting. Separating
funding and service delivery, contracting and competition between service providers is
the preferred strategy of the Howard Government (MAB 1997; Kemp 1997; Moore-
Wiiton 1999a). Markets are the preferred method of allocating public resources, and
where this is not feasible, substitutes for competition such as benchmarking are to be
applied (Davis 1997a). Client responsiveness is achieved by choice, and wherever
possible the road to choice is by transferring functions to the private sector (Kemp
1997a). Where services are retained by the public sector, benchmarking performance
and improvement targets are the preferred technique for improving responsiveness to
clients. Commonwealth Government Service Charters, the first centrally coordinated

service quality initiative for APS agencies, were announced in March 1997,

Since the onset of reform in 1984, Australia has explicitly grappled with the balance
between program effectiveness or outcomes and service delivery or operational
effectiveness, by seeking to integrate management improvement and budget reform.
Performance reporting is the essential link between ‘letting managers manage’ and
‘making managers manage’ (MAB-MIAC 1992, 326). The Public Service
Commissioner (PSC) (1998, 3) in the first Stare of the Service Report reiterated the
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balance between devolution and accountability is of central importance in achieving a

highly performing, professional public service.

According to the Secretary of Prime Minister and Cabinet (PM&C), CTC shifts the
balance to a greater emphasis on performance and results, while maintaining the
appropriate requirements for probity, compliance and good process. Managing for
results is now reliant on “developing robust indicators to assess performance in terms of

outcomes for clients” (Moore-Wilton 1999b, 3).

The new language of managing for results is ‘outcomes and outputs’ (Moore-Wilton
1999a, 3). CTC has resulted in greater participation by the private sector in providing a
wider range of public services. In the words of the Auditor-General, “the APS has been
steadily evolving towards a more private sector orientation”, reflected in outsourcing
functions and greater use of private sector methods and techniques, “to ensure a greater

orientation towards outcomes” (Barrett 2000, 2).

A pattern i1s evident in the changes in accountability processes since 1976.
Administrative law reform in the 1970s introduced direct accountability to clients for
processes. Corporate management shifted the focus to accountability for results, but
relied on internal evaluation and performance reporting. Contacting has changed the
emphasis to external monitoring and audit. Perfonmance reporting has replaced
corporate planning as the main coordination or steering mechanism. Devolution has

given agencies more flexibility to develop their own rules to suit program needs.

The official accountability for performance story, under the rhetoric ‘managing for
results’, is really two stories. ‘Make the managers manage’ is the audit story that
requires agencies to comply with budget requirements imposed by central funding
agencies. This has been refiected in the growth in efficiency and performance audits,
and in performance reporting on results or outcomes in the budget papers. ‘Let the
managers manage’ is the devolution story that gives agencies greater responsibility for
resource management, to improve productivity and quality for ‘cost-effective’ service
delivery. This has been reflected in the growth in performance reporting on services
delivered, or outputs. There has been a clear shift in performance reporting from
intecnal evaluation to external monitoring. As the official reports recognise, balancing

audit and performance imperatives is not easy.
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As discussed in Chapter 1, Australia is part of an NPM policy community that has
shared ideas and experiences. Since 1990, the OECD’s Public Management
Committee (PUMA) reports, on public management developments in member
countries, have supported managerial reforms including service quality initiatives (see
Appendix F). Policy transfer, reflected in commonality of purpose and the language of
economics and business, is evident in official documents (Kettl 1994 & 1998; Zifcak
1994; Walsh 1995). Despite drawing from a similar toolkit influenced by private
sector techniques, significant differences country contexts have resulted in divergent
reform paths (Pollitt & Bouckaert 2000). One explanation of variation is the timing
and sequence of change discussed above. Another explanation is country specific
institutional constraints. In Australia these are a Westminster system of responsible
parliamentary government, the distribution of power in a federal system and a tradition

of public provision of social welfare services (Davis 1997).

Ideas need promoters with authority to influenace and implement ceform (Schick 1999).
Reform in Australia has been driven from central agencies by technocratic concerns
rather than political ideology (Wanna, Kelly & Forster 2000). The next section
introduces the central agencies that have shaped policy and implementation of

performance management and contracting for public services.

2.3 The pragmatic Australian way

Policy has been clearly set out in White Papers and Reports, and central agency
guidelines have established the frameworks for implementation (Davis 1995). Three
central agencies shaped the path of change from evaluation to audit and measurement.
A troika of three powerful agents of reform, Finance, the Audit Office and the PC,
explain the ascendancy of the productivity imperative, and of external performance
reporting and measurement. Responsibility for coordinating management improvement
initiatives has been shared between Finance and agencies in the PM&C portfolio, in

particular the MAC and its predecessor the MAB.

The language of the key reports and guidelines has consistently stressed the need for
balance between accountability for control, and devolution for performance
improvement. Whilst speeches and policy documents advocated balance,

implementation guidelines reflected the concern of the particular agency. An
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independent Auditor-General, supported by the resources of the Audit Office, provides
objective assessments to parliament of publicly funded programs, in the form of
financial and performance audits. Finance concentrated on financial management and
accountability for results in the context of strategic control of budget resources. PC/IC
is a powerful advocate for microeconomic reform and the primacy of the productivity
imperative in judging the success of publicly funded programs. MAB was the key
advocate for management improvement and its publications were intended to encourage

a best practice philosophy in the APS.

2.3.1 Central agencies shaping policy frameworks and implementation guidelines

Australian National Audit Office (Audit Office} and the accountability agenda: The
Auditor-General and the Audit Office, as the custodians of public accountability, is
independent of the executive and reperts directly to parliament (Barrett 2000). As
resource management was devolved to portfolio heads, new controls under the rubric of
‘accountability for performance’ have been imposed. This has been reflected in an
expanding role for the Audit Office, culminating in the 1997 legislation (Barrett 1992,
1997b & 2000). This legislation gives the Auditor-General wide scope to conduct
performance audits of Commonwealth agencies, but not GBEs or non-government
agencies contracted to deliver public services. The Audit Office has also been
instrumental in the joint development of implementation guidelines (ANAO 1996a &
2001). A shift in focus froi,: compliance and conformance to identifying performance

improvement is reflected in ‘Better Practice Guides’ (Barrett 2000).

Department of Finance (Finance) and the budget agenda: Created by a split in the
Treasury functions in 1976, the Department of Finance (DoF) became an independent
central agency with a distinct culture and functions (Wanna, Kelly & Forster 1996). A
separate Minister in the Cabinet, and a secretariat for the powerful Expenditure Review
Committee (ERC), enhanced the status of Finance as the prime manager of the
Commonwealth’s finances and resources (Wanna, Kelly & Forster 2000). In the
restructure following the election of the Howard Government, became the Department
of Finance and Administration (DoFA), with additional responsibilities that included

the coordination of Service Charters.

Finance captured contro! of the performance management agenda through budget

reform (Schick 1999, Wanna, Keily & Forster 2000). Initially interest was on
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expenditure control and new budget processes, 1o balance the devolution of resources
management to agencies. From 1986-87. interest changed to program evaluation and
value-for-money performance measurement (Wanna Kelly & Forster 1996). In the
contractualism phase, Finance has been the key driver of change in setting the
guidelines for implementation of CTC and for performance reporting under the

outcomes and outputs budget framework (Wanna, Kelly & Forster 2000).

Finance initially shared responsibility with the PSB for coordinating implementation of
the FMIP. However, with devolution of responsibility for staffing resources to agencies
and demise of the PSB, Finance emerged as the lead agency in shaping implementation
of the FMIP (Wanna, Kelly & Forster 2000). Whilst Finance has supported a client
perspective in developing improvement strategies (DoFA 1998a), the policy focus was
on strategic control of financial and resource management to reflect government
priorities. Performance evaluation and monitoring by central agencies is intended to
reassert strategic control over budget processes (Painter 1987). The FMIP emphasis was

on program budgets to align goals and activities (Davis 1995).

Management Advisory Board (MAB), Management Advisory Committee (MIAC) and
the management improvement agenda: Central financial control has been mirrored by
the devolution of responsibility for management improvement, including quality
initiatives to agencies. After the demise of the Public Service Board (PSB) in the July
1987 restructure, responsibility for policy advice and coordinating management
improvement was transferred to a new MAB. Established under the Public Service Act,
MAB is an advisory body with no executive responsibility. MAB brings together
representatives of central agencies and operating departments (Codd 1991). The
Secretary of the Prime Minister’s Department also chairs MAB, positions both held by
Dr Michael Keating from 1991 to 1996, and Max Moore-Wilton from 1996 to 2002.
Membership of MAB included ti:z Secretary of the Department of Finance and
Industrial Relations, the Public Service Commissioner and five members nominated by

Prime Minister from other departments, the private sector and urions.

MAB had no dedicated supporting staff and most of its work was undertaken by the
MIAC subcommittee, which replaced the FMIP Steering Committee in December 1989
(HRSCFPA 1990, Barret 2001b). The MIAC was established to advise MAB on

management issues and initiatives in the APS. Chair of MIAC was a Deputy Secretary
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from an operating department, and membership included senior officers for a range of
departments. MIAC was responsible for a major evaluation of APS reform in 1992, The
Australian Public Service Reformed: An Evaluation of a Decade of Management
Reform (MAB-MIAC 1992).

Reports in MAB-MIAC publication series are best practice guidelines for management
in the APS, including The Better Practice Guide 1o Quality in Customer Service (MAB-
ANAO 1997). However, the shift to contractualism changed MAB’s focus. Beyond
Bean Counting: Effective Financial Management in the APS - 1988 and Beyond (MAB
1997) reported on a benchmarking survey of best practice financial management which
“confirmed the view that Commonwealth financial management practice is behind best
practice exhibited in the private sector” (MAB 1997, forward). In 1998, MAC replaced
MAB. The first MAC publication, Performance Management in the Australian Public
Sector A Strategic Framework (MAC 2001), continues the theme of the centrality of
performance reporting in linking strategic planning, outcomes and outputs budgets and

management improvement.

The Ombusdman is also located in the PM&C portfolio and has also been active in
management improvement in the APS. Since 1982 the Office has also investigated
complaints about agencies’ handling of requests from the public under the FOI Act. As
an advocate for citizens rights, the Ombudsman deals with individual cases and
personal experiences, but also reports and makes recommendations on the underlying
practices and procedures (Smith 1998). However, its jurisdiction does not cover citizens
as third parties to contracts. The Ombudsman has played a role in the development of

service charters, the Case in Chapter 7.

Productivity Commission (PC) and the cempeiition agenda: Located in the Treasury
portfolio, the PC is the pre-eminent agency advising the Commonwealth government on
microeconomic reform, Created in 1996 by the Howard Government, the PC carried
forward the mantle of its predecessor, the Industry Commisston (IC), whese analysis
and advice supported the microeconomic reform agenda of successive governments
from the 1970s (Quiggin 1996). The PC is an independent agency and its policy advice
1s based on transparent consultative processes of public inquiry and reporting (Banks
1998 & 1999a; PC 1998a). Reports by the IC (1995a & 1996) set out the guidelines for

applying NCP to public services. The PC applies a public economics framework,
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developed for evaluating industry assistance, to social infrastructure services and the
social dimensions of public policy (Banks 1999a). The Commission’s role is not
confined to advice, and in its capacity as chair and secretariat for the SCRCSSP, the

case in Chapter 6, it has had a major influence on performance reporting.

Together these agencies have shaped the implementation of performance management
and the broad application of contracting to public services. A marked change is evident
in pelicy frameworks and implementation guidelines since 1983, as the language of
business has been transferred to public services. Changing from administration to
management emphasises results over bureaucratic process (Davis 1989). Shifting from
managerialism to contractualism does away with the ‘public’ in management (Davis
1997a).

2.3.2 Ideas from business and economics

Hood (1991, 5) described NPM as a “marriage of opposites” and identified two
different streams of ideas, ‘new institutional economics’ and ‘business-type
managerialism’. New institutional economics generated reforms based on the transfer of
market-type mechanisms to public services. The principal-agent model of
accountability, developed to understand private contractual relationships, has been
transferred to relationships between agencies responsible for funding and providing
public services. Managerialism generated reforms based on the idea of transferable
management expertise, discretionary power to achieve results and measurement of
outputs. Managerialism was the more powerful influence on public management reform
in the second phase from 1983. Economic rationalism, in particular contracts and

performance measurement, dominated the reform agenda in the third phase from 1993.

Managerialism: business management techniques and private sector benchmarks:
Pollitt (1998, 56) argued that one of the most striking features of managerial texts is the
“businessification of the language of public administration”, and identified four
assumptions in managerial speeches and texis:
1. public sector organizations are in need of reform;
2. a body of proven management ideas and techniques is available to guide the
reform process;
greater efficiency is desirable and will flow from applying these techniques; and.

4. defining citizens as consumers or customers is progressive.
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Finance embraced the philosophy of managerialism from the outset (Keating 1989 &
1990; Holmes 1989; Barrett 1992; Sedgwick 19966; Boxall 1998a). Michael Keating,
Secretary of Finance from 1986 to 1991 and then of PM&C from 1991 to 1996; and, Pat
Barrett, who moved from Finance to become the Auditor-General, were strong

advocates for managerialism.

Managerialism is not a coherent theory. As Carter (1998) suggests, managerialism
contains two fundamentally conflicting arguments. The first is managerial control,
expressed in the powerful metaphor “make the managers manage”. The second is
managerial autonomy, expressed in the powerful metaphor “let the managers manage”.
Decentralisation or devolution of responsibility from the centre enables service
providers to be more responsive to the needs of clients. Kettl (1996, 259) argued:

The cutting edge reform in the early 1990s has been the development of performance

management systems in which operating managers are given greater discretion in return

for accountability to top officials for performance against agreed indicators.

Managerialism is an ideology, rhetoric or doctrine and a set of techniques or practices
(Pollitt 1990a; Hood 1991; Hughes 1992). As an ideology, managerialism is based on
two assumptions (Palmer 1998):
1. Private sector techniques are inherently more efficient and should be applied to
public sector activities.
2. Management is a universal activity and the context is of secondary importance
to the specific techniques.
The appeal of managerialism is in the techniques (Pollitt 1990a). Benchmarking,
Balanced Score Card (BSC), TQM, quality assurance and customer service initiatives
are Just some of the techniques developed by consultants in the context of business
management that have been applied to agencies providing public services. The
influence of managerialism is explicitly acknowledged (MAB-MIAC 1992) and
reflected in policy statements and guidelines (see Appendix D).

A robust debate between academics and practitioners in the Australian Journal of

Public Administration focused on these two assumptions (Considine & Painter 1997).

Painter (1987) describes how managerialism invaded the public service to reassert
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political control. The mechanisms involved were budget reform and corporate planning.
Wettenhall (1997) examined the influence of business consultants and MBA trained
senior bureaucrats, in bringing the ideas of business to managing the APS and to the
delivery of public services. Pussey’s (1991) study documented the rise of what have

Self (1976) labelled pejoratively ‘econocrats’. There has been no equivalent survey of

PSS b T

the spread of business management techniques from MBA programs.

] Practitioners responsible for implementing reform in Australia explicitly
acknowledged and defended managerialism (Holmes 1989; Keating 1989; Barrett
1992). They argued managerialism can and does improve public sector management,
and reforms can and do take into account the special character of the public sector.
i The most trenchant critics of managerialism have been academics who argue that

management methods are borrowed from the private sector without considering

o T pede” ST

essential differences in the public sector context (Corbett 1996; Mintzberg 1996). As
Corbett contends (1996, 249):

“both sides in this vigorous debate hold an important part of the truth and neither side

will admit the other is saying something quite reasonable”.

i Critics of the transfer of business techniques under the guise of managerialism argue
that managing services in the public sector is fundamentally different to managing

services in the private sector (Allison 1979; Walsh 1995; Corbett 1996). The

differences are attributed to political authority, multiple stakeholders with conflicting

objectives, the nature of coordination and public accountability (see Appendix C), and

this limit the transfer of managerial techniques to public services (McGuire 1989).

A clearly articulated philosophy of managerialism and consumerism has driven public
management reforms in many OECD countries (Kettl 1994; Pollitt 1990a; Walsh 1994
Schick 1999). However, this philosophy reflects a mix of economic rationalist policy
prescriptions and rationalist techniques of strategic management, transferred frem the
experience of private business in competitive markets. The transfer of strategic

management prescriptions (McGuire 1989) predates new institutional economics but

arrives at similar conclusions about clear goals and performance reporting relationships
(Davis 1997b).
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Economic rationalism: new institutional economics. Ideas from economics are reflected
in the microeconomic reform agenda, which gives primacy to competitiveness to
improve productivity growth and enhance living standards (O’Neill & McGuire 1999).
The idea of market discipline is reflected in the recommendations and advice of the
IC/PC (19952, 1996 & 1999b) to introduce choice and contestability as the ‘first best

solutions’, and ‘yardstick competition’ where competition is not possible.

A second set of ideas, from new institutional economics, that have shaped public
management reform are public choice and agency theory (MAB-MIAC 1992; Davis
1996; Althaus 1997). Agency theory is a particular strand of public choice theory, and
its influence is reflected in key reports and policy documents (NCA 1996, IC 1996).
Agency theory originally dealt with the problem of separation of ownership from
management in private corporations and capture by sectional interests (Donaldson

1991). The central concern is the loss of managerial control over agents by principals
{Althaus 1997).

Agency problems are explained & goal divergence, or different interests, and
incomplete or asymmetric information. A two-fold solution of contracting and
performance reporting is proposed. In theory contracting separates and clarifies roles
and responsibilities, and performance reporting improves information flow from the
agents to the principals. Purchaser-provider arrangements, a variation of the principal-
agent model, that seek to separate political responsibility of government purchasers for
policy outcomes, and managerial responsibility of providers who deliver specified
services to achieve designated outcomes. Performance reporting is a mechanism for

control over service providers (Bouvaird 1996).

Contracting service delivery is based on the logic of what is described as the
‘purchaser/provider split’. Government is the purchaser of public services, sets policy
outcomes on behalf of the community, specifies contract conditions and regulates
agreements in the public interest. Purchaser-provider arrangements are included under
the rubric of ‘market-type mechanisms’ that introduce competition or contestability for
service delivery. A fundamental feature of new institutional economics is the centrality
of markets and exchanges, based on negotiated contracts between principal and agents
(Simon 1991). Contract incompleteness is explained by incomplete or asymmetrically

distributed information (Simon 1991).
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Quiggin (1996b) explains two a priori reasons why contracting might lead to reductions
in quality. First there is the incentive for governments to reduce quality and costs by
contracting. Secondly there are incentives for private contracts to provide minimum
service. Specification of quality and performance reporting are the means to overcome

these perverse incentives.

These ideas have also been subjected to criticism, mainly by academics (Self 1976 &
1993; Stretton & Orchard 1994). Pusey (1991) describes the ascendancy of economics
in central agenctes instrumental in the implementation contracting, competitive
tendering and output budgeting. A fundamental criticism of the application of
manageralism and economic rationalism under the rubric of NPM is the attempt to
displace politics from managing public services (Zifcak 1994; Considine and Painter
1997).

The respective merits of managerial and contractual approaches are related debates. The
managerial debate is about whether *best practice’ is to be found in the private sector.
The contractual debate is about the best way to provide public services to the
community. Contracting and competitive tendering represents an attempt to shift from
administrative or managerial allocation of services and to market allocation (Stretton &
Orchard 1994). Economists argue for market allocation #nd distribution on the grounds
of efficiency. The argument for administrative or managerial allocation is on the
grounds of equity (Stretton & Orchard 1994). This is a fundamental clash of values
(Wilenski 1986) that is reflected in different perspectives on the purpose of public
services (Stretton & Orchard 1994).

2.3.3 Performance management and a principal-agent model of accountability

A pragmatic mix of ideas about performance management from business, and ideas
about contracting from economics have driven reform at the Commonwealth level.
However, the impact has not been confined to the APS, and reform has encompassed
publicly funded welfare services delivered by state, territory, local government,
community sector and private agencies. The Commenwealth has applied new
accountability mechanisms to program funding in SPPs and service agreements. The
problem for the Commonwealth, as ‘funder’ or ‘purchaser’ of services, is how to

control agents — public, private or nonprofit. Two solutions are embodied in

54




Chapter 2 In Search of Responsiveness

performance management and contracting. The first is improving performance
information between governments as principals and service providers as agents. The

second is separating and assigning responsibility in complex service delivery networks.

Improving performance information was the focus in the managerialism phase and
central agencies looked to business for performance indicators and information.
Frameworks for performance management have been a key feature of implementation
guidelines and evaluation reports and have appeared in various forms: ‘Corporate and
Program Management Cycle’ (MAB-MIAC 1993a, 8); ‘Performance Framework’
(MAB 1997); ‘Performance Management Framework” (MAC 2001) and
‘Commonweaith Resource Management Framework’ (DoF 2001a). Within these broad
frameworks are more specific frameworks for improvement. In the cuzzent performance
management framework the emphasis is on CTC. Contracting is based on the principal-
agent model of accountability relationships which separates policy agencies from
service delivery contractors or agents. Separation and performance reporting are
supposed to prevent capture by agents or providers (Walsh 1995; Athaus 1997; de
Carvalho 1997).

Managerialism assumes a rational technocratic approach to decision making. Economic
rationalism assumes the separation of policy and management activities (Considine &
Painter 1997). Contracting assumes that 1_ading and service delivery can be separated
(Davis, Sullivan & Yeatman 1997). The strategy is to reduce the role of government in
service delivery by changing from direct provision to delivery by autonomous agencies.
Economic rationalism assumes that competition and contracts will improve the

efficiency, effectiveness and responsiveness of services to clients.

These ideologies represent a fundamental change in the role of government that has
been described as a shift from welfare based on a ‘providing’ to welfare based on an
‘enabling’ (Deakin & Walsh 1996). Changing to accountability based on performance
measurement and audit has been described as a shift from an ‘enabling’ to an
‘evaluative’ state (Henkel 1991). The shift from a providing to an enabling state
(Deakin & Walsh 1996), reflected in the change from program to contract management,
means that government is replacing direct controls with indirect control. It is

compensating for the loss of direct control over service delivery by enforcing control
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over resources through specification of outputs and outcomes, and performance

monitoring.

However, in Australia’s federal system of government, responsibility for funding and
delivering public services is fragmented (Lyons 1994; Simms 1999). The
Commonwealth is responsible for the largest share of funding (IC 1995a& %+, SCRCSSP
1995a), but service delivery is fragmented in complex systems involving three levels of
government and public, private and community agencies. This necessitates complex

systems for public accountability, policy coordination and service delivery.

In summary, the Audit Office and Finance have been the lead agencies shaping the
changes to accountability. A pragmatic mix of ideas about contracting from economics
and performance management from business is evident in the key reports and
implementation guidelines. As the Auditor-General explicitly states, the APS has been
steadily evolving towards a more private sector orientation with contestability of

services and outsourcing, and is adapting private sector methods and techniques (Barrett
2000a).

The general issue in this study is the universal application of concepts and technocratic
frameworks to the particular contexts of public services. The issues around transfer
relate to ambiguity in key concepts and the nature of relationships in public service
contexts. A principal-agent model of accountability relationships relies on transparent
performance reporting to overcome the problem of asymmetry. As discussed in Chapter
1, in contrast to the relative coherence of economic principles, management theory
consists of contrary propositions about performance management that reflect different
perspectives on basic concepts such as efficiency, effectiveness and responsiveness. A
fundamental tension between rational and power-behaviour models of decision making
in the strategic management literature pulls organisations in different directions (de Wit
& Meyer 1994, Palmer & Hardy 2000). The next section examines the consequences of
applying agency relationships and performance management frameworks to public

services.,

2.4 A question of balance
A federal system divides responsibility between governments, so in one sense

purchaser-providers arrangements are not new (Keating 1996). However, contracting
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increases the separation, as more agents are included in accountability relationships, and
this fragments program responsibility among multiple contractors (Ryan 1995; Rhodes
1997). Separation between funding agencies and service providers is one explanation of
implementation pitfalls, resulting from gaps between government policy and the
outcomes delivered by agencies (Chalmers & Davis 2001). Performance monitoring is
one way of reducing the gap between intentions and outcomes. So the success of
contracting depends on clear lines of accountability and appropriate performance
reporting.

Performance reporting is integral 10 accountability in agency relationships (IC 1996).
One pertinent question is the role of performance reporting in balancing the twin
agendas in managing for results. A second question is the particulars of the public

services context.

2.4.1 Strategic control and managerial autonomy

There are two parts to the provision of public services. The first is policy decisions
about the level of funding and access or eligibility. The second is distribution or service
delivery. Economic theory separates allocation and distribution, and critics argue that
productivity or efficiency goals displace effectiveness against social objectives (Self
1976, Stretton & Orchard 1994; Argy 1998).

As discussed, within the rhetoric of ‘managing for results’ there are two conflicting
agendas (Keating 1989), and performance reporting has to balance
1. Accountability: strategic control to ‘make the managers manage’
2. Performance improvement: managerial autonomy to ‘let the managers
manage’
Balancing managerial control and autonomy means different roles for performance

standards and indicators (Carter 1998).

Accountability for performance is a strategy to centralise strategic control over scarce
budget resources. Financial management is the system of control for budget resources
and performance monitoring is the main instrument of accountability. Performance
improvement relies on devolution of responsibility and authority for service delivery to
agencies and program managers. Program evaluation is an internal accountability
mechanism 1o provide a basis for judgements about efficiency and effectiveness so as to

identify improvements. The focus is on improving the efficiency and effectiveness of
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service delivery processes. Responsiveness to clients requires devolution as close as
possible to the operational interface between providers and the individual clients using

public services.

Performance reporting is expected to balance political contro!l and managerial
autonomy. In practice, two agendas in performance management create tension between
control for strategic coordination and devolution for operational improvement and
responsiveness to clients. This tension is recognised in management theory (de Wit &
Meyer 1984; Palmer & Hardy 2000) and in public management (PUMA 1997d; MAB-
MIAC 1992). Managerialism as expressed in key reports assumes management
techniques are universal and best practice is the private sector (NCA 1996 Chapter 2;
MAB 1997). However, critics in strategic management (Mintzberg 1994) and in public
management (Self 1993 & Lynn 1996) point to ambiguity in the fundamental concepts

and the significance of different contexts that managerialism ignores.

The conflict between responsiveness to clients and responsiveness to political priorities
is recognised explicitly in official reports (SFPARC 1995; PUMA 1997d). As Davis
(1995) points out, Cabinet is the forum which makes political and policy choices for the
state; its decisions are the ‘currency of administration’. A basic principle of
management for results is delegation of responsibility for specific resources and
accountability for their use in the pursuit of designated objectives (Gray & Jenkins
1993). In theory performance management creates a system of decentralised

responsibility with an integrated system of control (Gray & Jenkins 1993, 62).

Performance reporting is the practical expression of accountability relationships.
Transparent performance reporting is central to public accountability which is the
fundamental difference between public and private services (Hughes 1994; Barrett
1997b). Purchaser-provider arrangements are one variant of the principal-agent model
of accountability (Pollitt 1990a; Hood 1991). The key assumption is that performance
reporting can serve the different interests of principles and agents (Radin 1998). Agency
theory assumes that agreed objectives and transparent performance reporting against a
balanced set of indicators overcome the problem of information asymmetry between
principals and agents (PUMA 1994; DoF 1995; IC 1996; PUMA 1999b). In practice

accountability relationships between multiple principals and agents are complex.
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-

2.4.2 Accountability relationships for public services
Accountability frameworks are a fundamental difference between the public and private
sectors (Hughes 1994). The Auditor-General is quite explicit (Barrett 2000, 18):

... openness and transparency are essential elements of public sector accountability and

the public sector has to operate in the public interest.

Public agencies are accountable under public or administrative law, while private
agencies are accountable under private or contract law (Mulgan 2000). Accountability is

more transparent and stringent in the public sector (Barrett 1997b).

Public accountability raises two issues for performance reporting. One is the separation,
and another is balancing what the Auditor-General describes as the ‘accountabiiity-
performance dichotomy’ (Barrett 2000, 19). As already discussed above, the separation
of ownership (principals) and service delivery (agents) can result in what is called
‘agency problems’ for both public and private services. The problems are the
relationship between the principal and the agent, and responsibility for performance (1C
1996). The basic notion of accountability is a principal-agent relationship “where the
agent carries out tasks on behalf of principals and reports on how they have done”
(Hughes 1994, 228). In practice however, there are fundamental differences between the
public and private sector context. Principal-agent relationships are more complex in the
public sector and this has implications for tests of accountability (Kettl 1994; IC 1993a;
Myers & Lacey 1996).

Contracting increases the complexity of accountability relationships for public services.
Multiple stakeholder relationships do not fit easily into the principal-agent model of
governance. However, as Figure 2.1 over the page illustrates, there are two key
relationships for public services. Provider-client relationships are one dimension of
accountability and the issue is responsiveness to clients’ individual needs. For services
such as health, education and community care this interface is between professionals
and clients. Customising services for quality is a strategic imperative in this

relationship.

Funder-provider relationships are a second dimenston of accountability, and the issue is
political responsiveness to public policy priorities. Cost-effectiveness is a strategic

imperative. for budget-constrained public services. This conceptualisation of
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accountability relationships opens up the potential for two sources of information

asymmetry in accountability relationships.

~ Figure 2.1
Accountability Relationships

Political Control
upward accountability
responsive to policy priorities

Professional Autonomy Client Control
inward accountability, - outward accountability
responsive to professional responsive to user
codes and standards needs
3
Managerial Autonomy

downward accountability
responsive to service delivery
(operational} priorities

Source: Adapted from Figure 9.3 in Flynn, N. (1993) Public Sector Management.
Second Edition, New York, Harvester Wheatsheaf.

Funder-provider relationships - balancing political control and managerial autonomy:
Accountability implies a relationship of authority and control (Mulgan 1997). Political
accountability of the elected government through parliament to citzens is regarded as an
essential element of democratic government and governance (Glynn & Murphy 1996;
PUMA 1996¢). In theory, the relationship is between parliament and citizens. In
practice responsibility for policy and services embodied in publicly-funded programs is
delegated to the elected government. Political accountability involves those with
delegated authority being answerable to their fellow citizens (Day & Klein 1987, 2).

The issue is pohitical control of policy outcomes reflecting ministerial and parliamentary
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priorities. Described as upward accountability (Corbett 1996), the basis of political
accountability is legal rationality (Davis 1997a).

Managerial accountability involves “making those with delegated authority answerable
for carrying out agreed tasks according to criteria of performance” (Day & Kiein 1987,
2). Described as downward accountability (Corbett 1996), the basis of managerial
accountability is technical rationality (Davis 1997a). Changing from administration to

manag. ment has shifted the focus from compliance with rules to results.

Client responsiveness introduces outward or direct accountability (Corbett 1996) to
citizens, defined as clients/consumers/users/customers. New administrative law opened
the public sector to greater scrutiny and direct accountability to the public. Access to the
Ombudsman gives clients a voice though mediation in resolving complaints. Charters
are a new accountability mechanism that recognises the need for acceptable standards of
service, independent monitoring, the opportunity to complain effectively and obtain
redress for service failure (Reid 1992). Martin’s (1997, 12) three sided model of
‘performance-related accountability’ adds external accountability to ‘customers/
consumers/clients’ to intermal managerial accountability for service delivery and
external political accountability to parliament for policy outcomes. However, there is

more, as accountability to clients introduces a second relationship into the matrix.

Professional-client relationships - balancing professional autonomy and client control:
Responsiveness to the needs of clients has focused attention on service provider-client
relationships. For many public services, the direct client interface is with professionals.
The distinction beiween professional and managerial accountability is significant for
this study. As Flynn (1993, 191), argues there is tension between managerial and
professional values as professionals look outward to users. Henkel (1991), in the
context of reforms in the UK, argued that performance management is a strategy to
centralise strategic control over resources and to reduce the power and autonomy of

proiessionals.
However, there is also inward accountability for professional standards and codes of

conduct. Service providers are caught between the conflicting priorities of elected

policy mekers and clients (OECD 1987). Professionals who make decisions on access to
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services and standards of care have to balance the conflicting pressures of quality and

productivity.

Decentralisation and fragmentation of service delivery divides political authority, and
increases the complexity of accountability structures. The question raised in this chapter
is who is accountable for quality. This analysis suggests accountability is shared in two
relationships between the four key agents depicted in Figure 2.1. Therefore, there is a

balance to be struck in performance reporting between these different interests.

Whilst supporters of a purchaser-provider model of accountability relationships claim
too much for performance reporting, critics ignore the problems of capture that
separation of policy and service delivery is intended to overcome (Corbett 1996). The
particular problems identified for the services of interest in this study are capture of
performance by professionals, and service delivery that is not responsiveness to clients’
needs. What the critics rightly point out is that shifting from public management to
purchaser-provider arrangements dilutes public accountability and therefore may not

increase client responsiveness as intended.

2.4.3 Accountability paradox: responsibility and responsiveness

Ambiguity in the definition of accountability and complex relationships for public
services has practical consequences for performance reporting. Accountability for
performance does not resolve the tension in performance reporting between political
control and managerial autonomy. Accountability is a means to both responsibility and
responsiveness and performance reporting is the mechanism. Responsibility and
responsiveness are broader concepts than accountability (Mulgan 1997; Uhr 1999;
Martin 1997). The constitution provides for political review by parliament under a
system of responsible government. The doctrine of responsible government provides
for democratic control over the exercise of power. In the Westminster model of
responsibility, the executive is accountable to the Parliament. Responsibility derives
from the rule of law and principles of natural justice (MAB-MIAC 1993Db).
Responsibility for service delivery is delegated to different levels of government and

autonomaous agencies.

Responsiveness to clients adds another layer of complexity by introducing a new

dimension to accountability for public services. Providers have to balance responsibility
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to funders for outcomes and responsiveness to clients needs. The intent of the FMIP

reforms was more efficient, more responsive and more accountable public service
(MAB-MIAC 1992).

Accountability exists where there is a hierarchical relationship within which one party
accounts to the other for the performance of tasks or functions conferred (MAB-MIAC
1993b). The system of accountability is what ties the administrative part of government
with the political part and ultimately to the public (Hughes 1994). In theory, in the
Westminster model there is a chain of accountability from public servants and agencies
via ministers, cabinet and parliament to the public, that is citizens (MAB-MIAC 1993b;
Mulgan 1997). |

In practice there are a variety of accountability relationships and processes (Uhr 1989;
Wanna, O’Faircheallaigh & Weller 1992), reflecting different responsibilities (Mulgan
1997). Accountability is a complex web of interrelationships, described as an
‘accountability map’ (MAB-MIAC 1993b) or ‘accountability matrix’ (Macmillan
1999). Parliamentary committees, the Australian Auditor-General and the Ombudsman
are different accountability processes (Uhr 1999). The Auditor-General is an
independent statutory officer of the parliament and audit is the accountability
mechanism. The Ombudsman is an independent statutory officer of the executive and
complaint is the accountability mechanism (Rose 1999). Audit and complaints
mechanisms serve different interests and this can create tension (Brennan 1998, Rose
1999).

Potential barriers to accountability include the failure to clearly specify goals, multiple
objectives, unclear lines of authority, and too many and too complex reporting
mechanisms (MAB-MIAC 1993b; Barrett 2000). The inability to clearly designate roles
and responsibilities weakens accountability in practice. Government agencies are more
accountable than private sector agents, as decisions are open to scrutiny by parliament,
the Audit Office, the Ombudsman, the courts, the AAT and the media (Barrett 1997b).

The issue for this study is the nature of accountability relationships for agencies
providing public services. As indicated in Figure 2.1, there are two key relationships for
public services, and information is fundamental to accountability in both relationships.

Political control and improving service delivery are different ends. The potential
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conflict between two different accountability structures is explicit in policy statements

and the Audit Office implementation guidelines.

This results from two different and potentially conflicting perspectives on the idea of
responsiveness. The first perspective is responsiveness to ministers and cabinet
priorities. Strategies for political responsiveness aim to increase political control by
including effectiveness, defined as results or outcomes, in accountability for public
services. Political responsiveness requires agencies delivering public services to be

accountable upwards to policy priorities.

A second perspective is responsiveness to tli individual needs of clients. This requires
agencies delivering public services to be directly accountable outwards to clients
(OECD 1987). Strategies for client responsiveness aim to increase consumer contrgl by
including client satisfaction and perceptions of quality in accountability for public
services. Agencies providing public services are caught between responding to the
different and potentially conflicting priorities of elected policy-makers and clients needs
(OECD 1987, 15). Clients are primarily concernea with the quality of service delivery.
Policy makers are concerned with results or program outcomes. Lynn (1996) argues this
tension between client oriented service delivery processes and results is inherent in
public management, and this is not easily resolved. The tension between monitoring for
accountability and for performance improvement is a variant of an old tension in public

administration/management between results and process (Lynn 1996, Kettl 1996).

Accountability is a feature of asymmetric authority relationships such as between a
principal and an agent. In theory, performance reporting solves problem of information
asymmetry in principal-agent relationships (Simon 1991). Where a principal cannot
personally investigate what is happening with resources entrusted to an agent, an
independent auditor is engaged. The Auditor-General performs this responsibility for
the Parliament. Annual Reports and Budget Papers; scrutiny by  Auditor-General,
Ombudsman and Parliamentary Committees; and external review by the AAT and other
specialist Tribunals, are all external accountability processes. Performance reporting by
the SCRCSSP for COAG, the case study in Chapter 6, is an external accountability
process. Agencies’ annual reports and portfolio budget papers are accountability
processes that rely on internal performance reporting. Service charters, the case study in

Chapter 7, are an internal accountability process. The focus of external performance
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management systems is information for policy evaluation and accountability to
Parliament. The focus of internal performance management systems is information for

performance improvement.

Different perspectives on responsiveness and responsibility explain the accountability
paradox. The tension is between political control and managerial autonomy. The issue is
balancing political, managerial, professional and client accountabilities that pull in
different directions. Purchaser-provider arrangements separate responsibility for policy
and service delivery, and rely on performance reporting for accountability. Infornmation
asymmetry between purchasers and providers creates gaps in performance reporting
(PUMA 1999b). According to agency theory, efficient design principles to overcome
the problem of information asymmetry in contracting are clear definition of roles and
responsibilities, ex ante specification of performance indicators, and ex post
performance reporting (PUMA 1997b).

In summary, the issues around transfer raised in this chapter relate to accountability
relationships and reporting mechanisms for public services. Contracting out public
service delivery to autonomous public and private organisations has focused attention
on performance reporting (Alford & O’Neill 1994, Hughes 1994, PUMA 1997a &
1997b). However, market-type mechanisms for public services create service delivery
networks in which accountability structures are more fragmented and complex, and this

makes this makes policy coordination difficult (Rhodes 1998).

Complex accountability relationships for public services lead to confusion about means
and ends in performance reporting. Accountability has responsibility, or conformance,
and responsiveness, or performance, dimensions (Barrett 1997b). Great faith has been
placed in reporting to balance conformance and performance, and to balance between
political responsiveness to policy priorities and responsiveness to the needs of client.
Responsibility is shared between funders and service providers, and accountability to

clients adds a new outward dimension to performanc. 2 . porting.

In theory, agreed objectives and transparent performance reporting against a balanced
set of indicators overcome the problem of information asymmetry between principals
and agents in contracting (PUMA 1994; DoF 1995; IC 1996; PUMA 1999b).

Performance reporting also changes the inward focus of service providers to an outward
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client-orientation. In practice, complex relationships for public services create
accountability traps that limit responsiveness (Uhr 1989). Purchaser-provider modeis of
accountability relationships assume a clarity that does not exist in practice. Information
asymmetry between purchasers and providers is one explanation of gaps in performance
reporting that limit accountability. As will be discussed in Chapters 4 and 5,

information asymmetry between providers and clients is another.

2.5 Conclusion

Accountability is fundamental to good governance in democratic societies (MAB-
MIAC 1993c). Administrative reform and NPM have changed relationships by opening
agencies to greater external scrutiny and direct accountability to clients. Contracting
increases fragmentation in service delivery networks and changes the interface with
clients to private and not-for-profit agencies (Ryan 1995). Contracting also changes the
basis of accountability from administrative procedures to performance measurement
and audit (Henkel 1991; Zifcak 1974; Pallot 1999). The contract state is a more
evaluative state (Henkel 1991; Walsh 1995).

However, complex accountability relationships for public services lead to accountability
traps (Uhr 1989). Contracting fragments responsibility among multiple contractors and
separates policy agencies from service providers raising the prospect of gaps between
intentions and outcome (Chalmers & Davis 2001). Separating policy and service
delivery has plagued previous models of public administration. The issue is not only
contracts with autonomous service providers, but service agreements between different
levels of government. Performance monitoring aims to close the gap between
government policy intentions and outcomes achieved by contracted service providers
(Chalmers & Davis 2001). Closing this gap requires clear assignment of responsibility

for outputs linked to outcomes, and performance reporting.

Performance reporting is an accountability mechanism for control of scarce public
resources and a technique for improving service delivery for clients. Quality is defined
as service delivery and as responsiveness to the needs of clients. So a question for the
cases in Part Il is whether quality indicators and standards increase consumer control

over service delivery.
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This chapter has examined accountability relationships for public services which have
complex principle-agent relationships. Transparency is a test of accountability and
performance reporting is a key link in the accountability chain. The shift to
accountability for performance has been driven by central agencies. As Australics:
reformers have explicitly recognised, there is a balance to be struck between political
responsiveness to policy priorities and managerial responsiveness of service providers
to client needs (RCAGA 1976; MAB-MIAC 1992; ANAO-DoF 1996).

Performance reporting is fundamental to accountability relationships and quality
improvement techniques. Insider supporters argue that monitoring improves
accountability and service delivery by making performance reporting transparent
(MAB-MIAC 1992; ANAO-DoF 1996; Barrett 1997a; Bartos 1995). Critics argue that
performance reporting is part of a wider shift under NPM from political to managerial
accountability. Zifcak (1994) argues this is a narrowing of the definition of

accountability.

Performance reporting has to balance accountability reiationships in two directions:
funder-provider interface and professional-client interface. Information asymmetry in
these two relationships explains gaps in performance reporting that limit accountability
and have consequences for policy and service delivery. However, contracting increases
the gap between policy and service delivery. A contract model assumes clear separation
of funders responsible for policy outcomes and service providers responsible for service
outputs. The practical issues for balanced performance reporting are separating the
responsibility of purchasers and providers for quality and selecting robust performance

measures, and reformers have looked to performance reporting in business.

Budget processes mediate and reconcile policy objectives and resources for public
services. Therefore the next chapter examines the place of quality in performance

management models in the context of changes in financial management and budget

processes.
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CHAPTER 3
THE METERING PROBLEM FOR PUBLIC SERVICES

3.1 Introduction

Performance reporting is the practical expression of accountability, and provides the
evidence of results. A consistent objective of public management reform over three
decades has been to change the focus of service providers to results, defined as
outcomes, and performance reporting has been the means. In the second phase of reform
identified in Chapter 2, the spotlight was on the application of managerial approaches to
facilitate systematic evaluation of performance. In the third phase, the increasing
application of contracting has changed the focus from internal evaluation to external
audit. Service agreements and contracts that formalise evaluation criteria have changed
the basis of performance reporting. The benefits claimed are increased efficiency, and
effectiveness, and services that are responsive to client needs. New accountability

mechanisms shift the focus in reporting to results and clients.

Budget funding for programs ard services is the practical expression of government
policy priorities. Performance management requires some means to judge whether or
not expenditure on programs is meeting public policy objectives. Evidence is the new
currency in policy evaluation in debates about cost-effectiveness and comparing service
delivery by public and private providers. Qualitative evaluation and performance
measurement use different evidence to make these judgements (PUMA 1996¢c; World

Bank 2000), and increasingly these judgements are based on performance measurement.

Information is the foundation of performance reporting, and is important precisely
because of the influence on political priorities and community perceptions (Eckersley
1998). In theory, transparent performance information and external reporting will
improve the performance of agencies responsible for delivering public services (PUMA
1994; SCRCSSP 1995; MAB 1997; DoF 1998a). In practice, agencies have encountered
implementation problems associated with the difficulty of defining perfonnancé and

achieving balance and clarity in performance reporting.

This chapter considers the question of how quality is defined in performance
management frameworks for public services. This has to be understood in the broader
context of financial management reform at the Commonwealth level in Australia. The

issue is the relationship of quality to performance in the context of public services.
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Section 2 examines the timing and sequence of changes that explain the shift from
internal evaluation to external performance measurement which has changed the
approach to reporting. Two decades of budget and financial management reform at the
Commonwealth level have changed the way public services are funded, from historical
costs to results or performance. A consistent theme in the path of change from public
administration to governance, described in Chapter 2, has been changing accountability
from inputs to resuits (MAB-MIAC 1992 & MAB 1997). The shift to ‘outcomes and
outputs’ budgeting in the third phase of reform explains the growth in external

performance reporting and quantitative measurement.

Performance reporting links funding to service delivery outputs and public policy
outcomes. Service agreements and contracts require specification and measurement of
quality of outputs linked to outcomes. Performance monitoring changes the basis of
accountability to criteria specified in standards or indicators. Performance monitoring is
changing reporting from internal evaluation to external audit, and from qualitative to
quantitative evidence (Zifcak 19y 3 1997).

Section 3 examines the central agencies and the ideas that defined the boundaries of the
development path, by shaping policy frameworks and implementation guidelines.
Finance, with control of budget coordination, and the Audit Office as the principal
external auditor, together have set the direction. Finance and the Audit Office are at the
centre of the budget story that explains the changes in performance reporting and shift
to standardisation and measurement. The language of business and economics is
reflected in the ‘outcomes and outputs’ budget framework. Agencies are required to
report performance against this framework. This is a gengric performance management
model] that specifies the cost and quality of standard umits of service and values
outcomes. Performance monitoring is a quantitative methodology that requires a
framework of indicators and associated measures. Efficiency and effectiveness are
generic performance criteria. Efficiency measures inputs in relation to outputs in
physical and or monetary terms. Productivity is a measure of efficiency. Effectiveness

values outcomes against objectives in quantitative or qualitative terms.

Section 4 considers reporting relationships and mechanisms in the particular context of
public services. Performance management is an instrumental framework based on a

production process model that standardises and quantifies performance. Definitions

69




Chapter 3 The Metering Problem for Public Services

such as ‘cost effective services’ and ‘value for money’ disguise the complex and
contested nature of performance for public services (Carter 1989; Walsh 1991). The
issue is taking performance criteria and measures from business to public services. The
relationship between costs, quality and value is complex and this requires a different
appreach to measuring efficiency and effectiveness. Funders, providers and clients have
different interests and perspectives on quality and value. The social paradox (Poole &
van de Ven 1989) identified in this chapter reflects ambiguity in the concept of

performance that leads to confusion in defining and reporting on quality.

Performance reporting provides information or evidence that is used systematically for
evaluation and comparison, and is fundamental to accountability and quality
improvement techniques. Performance is defined in standards and indicators, which are
different reporting mechanisms. Definitions and measures of productivity taken from
economics, and definitions and measures of service quality taken from business, have
applied to public services. In practice, agencies have encountered implementation
problems associated with defining and selecting appropriate measures of service quality
{Ryan & Brown 1998).

Three issues are evident in debates about suitable frameworks, balance and clarity in
performance reporting. The first is the ends or purpose, and the tension is between
information for audit and control, and information for evaluation and improvement. As
discussed in Chapter 2, performance reporting is expected to balance accountability to
government for policy ontcomes and accountability to clients for service delivery. The
second issue is definition, and the issue is the relationship of quality to performance in
the context of public services. Performance is defined by efficiency, effectiveness and
equity criteria, and the relationship between quality and value is complex for public
services. The third issue is performance reporting and the various approaches that
provide different evidence of quality. Specifying indicators and monitoring results
provides different information in contrast to setting minimum standards and auditing

compliance.

The next section examines the change in performance reporting for agencies responsible
for funding and delivering public services. The shift from managerialism to
contactualism, discussed in Chapter 2, has changed the nature of performance

information from qualitative to quantitative, and reporting from internal to external.
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Path dependence of change explains the rise of performance measurement. However,
change has been evolutionary and incremental and is explained by financial
management reform (Wanna, Kelly & Forster 1996 & 2000). Table 3.1 on the next page
provides a summary of the main initiatives and reports in the context of the three phases
of reform identified in Chapter 2. These reforms have changed the basis on which
public services are funded from historical cost to performance, defined as outcomes and
outputs. Consequently performance reporting has changed from internal evaluation to
external audit, and from qualitative evaluation to quantitative enumeration. Under the
umbrella of the FMIP portfolio budgets, strategic planning and evaluation increased
reporting. CTC accelerated the shift to external reporting and quantitative measurement.
Outcomes and outputs budgets change the basis of funding from inputs consuméd to
outputs produced. Monitoring quality links the performance of service providers to

outcomes and outputs for clients.

3.2 Down the measurement road

The changes in performance reporting have to be understood in the context of two
decades of financial management reform ai the Commonwealth level that has changed
the basis of purchaser-provider arrangements by shifting funding from historical costs to
results. Initially, demand was for information for corporate planning and program
evaluation, and subsequently for contract management and performance auditing. As
explained in Chapter 2, the origins of administrative reform can be traced to
recommendations in the Coombs Report, and these included changes to financial

management and performance reporting.

3.2.1 ‘Effectiveness, economy and efficiency’

A major criticism of administrative practice in the Coombs Report was inadequate
performance information and reporting. The recommendations foreshadowed many
subsequent changes including program budgeting and annual reports for
Commonwealth agencies. The report also canvassed many of the problems that would
be experienced in the subsequent attempts to change the focus of agencies from inputs
and resources to outputs and results. In particular there was considerable discussion of

the difficuities in defining and measuring performance for public services.
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Table 3.1
Context: Financial Management and Performance Reporting Reforms

L’ANCIEN REGIME - AMINISTRATIVE LAW REFORM

1972-1975

Whitiam Labor

Governments

1975-1983 RCAGA Report (1976) Chapter 3 The Efficient Use of Resources
Fraser Recommendations for budget and
Conservative performance reporting reforms

Coalition Appendix {C Program Budgeting
Governtnents Appendix 1E Public Sector Management and

Related Information Requirements
Administrative Appeals Tribunal
Act 1975
Ombudsman Act 1976
Freedom of Information Act 1981

MANAGERIALISM - PERFORMANCE MANAGEMENT
1983-199t (Dec)  FMIP ‘Managing-for-Results’

Hawke Labor Corporate Planning
Goveruments PMB
Program Evaluation
1991-1993 (Mar)  FMIP Evaluation Task Force Report  Chapter 6 Financial Management and
Keating Labor (MAB-MIAC 1992) Budget Reforms
Government Chapter 8 Planning and Reporting Reforms
Corporate and Program Management Cycle
(MAB-MIAC 1993a)
COAG established SCNPMGTE resuits benchmark economic

infrastructure services

CONTRACTUALISM ~ MARKET TYPE MECHANISMS

1993-1996 (Mar)  Hilmer Report on NCP (1993) SCRCSSP benchmark results for social
Second Keating COAG Nationa! Competition Policy infrastructure services (Case Study )
Labor Agreements (1995)

Government

1996-1998 Commonwealth Government Service
First Howard Charters (Case Study 1)

Conservative Performance Improvement Cycle '

Coalition for 1997-98 budget cycle

Government Financial Management and New reporting requirements for
Accountability legislation effective =~ Commonwealth agencies and GBEs

from | January 1998

1989-1999 first full accrual-based Specify price, quality and quantity of outputs

budget
Public Service Act 1999 New reporting requirements for agency
Annual Reports
1999-2000 first full accrual-based - Provide performance information on
outcomes and outputs budget achievement of outcomes and contribution of
outputs to outcomes
Changed arrangements for PBSs
Performance Management Corporate Planning and Governance
Framework (MAC 2001) Outcomes and Qutputs Structure

Business Planning Reporting
Performance Review and Feedback
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The report also tackled the thorny issue of performance criteria in the context of public
services. The concepts of economy, efficiency, effectiveness and equity were used in
the report and its recommendations. However, Coombs articulated a very clear position
on the relationship between effectiveness, economy and efficiency (RCAGA 1976, Vol.
1, 31-2):
For the purposes of this Report, effectiveness is one of two distinguishable elements in
efficiency. Effectiveness is concerned with the relationship between purpose and result.

Thus, an action or program is effective if it achieves the result for which it was initiated.

But efficiency involves additionally a consideration of the resources used in achieving the
result. A program is efficient only if its effectiveness is achieved with an economic use of
resources. Efficiency is also therefore concerned with the relationship between resources used
and the results achieved: between input and output. 1t comprehends both economy in this sense

and effectiveness.

Performance information and reporting has come along way since the Coom"s Report.
Scrutiny by the Auditor-General, Ombudsman and Parliamentary Committees opened
agencies to external review. In addition to the administrative law reforms discussed in
Chapter 2, reporting has been driven by the changes in budget processes and new
approaches to policy and program evaluation. A significant change in the Fraser era was
the introduction of efficiency audits in 1979. Another innovation in this period was the
introduction of Portfolio Explanatory Notes (PENSs) in the budget papers (Noon 1992).
From 1978 all Commonwealth agencies were required to provide an Annual Report to
parliament, however mandatory reporting requirements were not introduced until 1985
(MAB-MIAC 1992; Wettenhall 1999). Although PENs and Annual Reports are based
on internal reporting, these did increase accountability and open agencies to greater

parliamentary scrufiny.

3.2.3 ‘Managing for results’

With the introduction of the FMIP there was a fundamental shift from traditional
financial accountability for budget expenditure to results, defined as service outputs and
program oufcomes (MAB-MIAC 1992). Strategies included portfolio budgeting,
strategic planning and program evaluation techniques. Performance reporting was a
counterbalance to devolution of responsibility for resource management from central
agencies to departments and service delivery agencies (Keating 1990; Wanna, Kelly &
Forster 2000).
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FMIP and PMB shifted emphasis in performance reporting from compliance to results
{Barrett 2001a). Policy guidelines used the terminology of ‘performance information’,
rather ‘performance indicators’, as in the UK and NZ. This was explicitly to emphasise
evaluation and the role of qualitative as well as quantitative data in making policy
judgements (Bartos 1995). Under the FMIP evaluation became mandatory and from
1990 Portfolios Evaluation Plans (PEPs) had to be included with the budget statements
(Barrett 2001b). Not surprisingly, departments and agencies regarded evaluation as the
most difficult element of ‘managing for results’ (DoF 1988; Barrett 1992).

A program structure was introduced to link strategic decision making and operations by
setting budget allocations against specific objectives. Portfolio Budgeting devolved
allocation decisions from Cabinet to portfslio ministers, who faced new reporting
requirements in Portfolio Budget Statements (PBSs). Program Performance Statements
(PPSs) replaced PENs to focus on the effectiveness of the government’s programs
(MAB-MIAC 1992). On the audit front there was a fundamental shift with the

introduction of performance audits (Barrett 2001b).

Good performance information is essential for accountability and management (APSB-
DoF1986). Developing performance information was an integral part of PMB in the
FMIP (ASPB-DoF1986; MAB-MIAC 1992). However, parliamentary and internal
reviews expressed concerns and frustration about the slow pace of development and the
inadequacy of performance indicators (HRCSFPA 1990; MAB-MIAC 1992). The 1990
parliamentary report, Not Dollars Alone, observed that most of the performance
information available at that time related to processes and efficiency rather than results.
The report identified areas where performance information is particularly difficult
(HRSCFA 1990, 76):
1. Policy
. Complex client counselling

2
3. Programs of a social/quality nature
4. Service delivery

5

. Commonwealth/State programs

The difficulties experienced in practice were those identified by Coombs a decade

earlier, namely the problems of results in a public service context and performance
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measurement (Holmes 1989; MAB-MIAC 1992, 55). In the words of the Secretary
Depariment of Firance (Sedgwick 1996a, 3):
...the focus on results has squarely put the emphasis on requiring clear
spectfication of objectives and a clear specification of the tests by which the
achiewement of objectives can be assessed. Perhaps the weakest link in the
accozntability chain so far has been the second aspect of that duality: namely the

specification of the tests.

As discussed, managerialism emphasised the application of business management
techniques w-ithin the public sector, and this was reflecied in the language applied to
evaluation and performance information, in policy and implementation guidelines
(MAB-MIAC 1992 & DoF 1994). Efforts to link program evaluation and performance
monitoring to budget reporting were impeded by inadequate performance indicators
(MAB-MIAC 1992). Successive parliamentary and internal reviews expressed
concerns about the slow pace of development of performance monitoring and the
adequacy of performance indicaiors (DoF 1988; HRCSFPA 1990; MAB-MIAC 1992).
Independent studies found that whilgt there had been a substantive shift in performance
reporting from inputs to resulis, effectiveness indicators were underdeveloped
compared to efficiency (Howard 1991; Alford & Beard 1997).

Nevertheless the developments in performance reporting and evaluation in this period
laid the foundations for the subsequent shift to contracting, and there were significant
developments in the third phase of reform identified in Chapter 2 (MAB-IPAA 1998;
PUMA 1997 & 1998a).

3.2.3 ‘Outcoraes and outputs thinking’

The election of the Howard Government accelerated the shift to contestable service
delivery and <CTC became the official policy in the first term (MAB 1987; Davis &
Rhodes 2000). CTC and the new resource management framework, based on outcomes
and outputs budgeting, replaced the FMIP (Wanna, Kelly & Forster 2000). The new
framework changed the way agencies report performance, and for the first time linked
performance information in Annual Reports and Portfolio Budget Statements (PBSs)
(MAB 1997, DoFA 2000a). Together these reforms compel agencies to specify

outcomes, outputs and purformance indicators. In the new language of ‘purchaser-
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provider’ arrangements, funds are appropriated to deliver specified services to achieve
defined outcomes (DoF1995; IC 1996).

A new resource management framework for departments, and agencies developed since
1998, has changed the structures by which agencies measure, improve and report
performance (MAB 1997; DoFA1998a). Many of the key elements were drawn from
the National Commission of Audit Report and the discussion paper Towards a Best
Practice Australian Public Administration, both released in 1996 (MAB 1997).
However, the detailed framework was developed by Finance and the main elements are
(DoF A 2000a; 2001a):
1. Accrual Budgeting and Reporting

QOutcomes and Qutputs Framework

PIC and CTC

Annual reporting of planned and actual performance
Service Charters

e, e AT s

vk W

The Secretary of Finance explained the framework as foilows (Boxall 1998a: 40):

The new framework requires agencies to specify and cost their outputs against planned

outcomes and identify performance indicators and targets. Qutcomes and outputs will
therefore form the basis of an agency’s operating budget and extermal reporting
framework. ... planned outcomes need to be clearly defined so that progress towards

their achievement can actuaily be assessed.

2 The financial framework is set through the FMA Act 1997, and related Ministerial
Orders and Guidelines (DoFA 2001a). Accrual-based outcomes and outputs budgeting
has replaced PMB and outcomes have a legal status. GBEs are accountable under

separate provisions of the Commercial Authorities Accountability (CCA) Act 1997,

PIC and CTC, the new performance management framework, changed the management
improvement agenda by shifting the focus of evaluation to external performance
monitoring and audit. This is reflected in policy and performance reporting guidelines
by a change in emphasis from performance information to indicators and measures
(DoF 1998a & 2000a). Outcomes and outputs framework, called the ‘performance

management cycle’ (DoFA 2000a, 29), connects with the wider information on the
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quality, quantiiv and price of outputs to broader outcomes {DoFA 2000a; Ayres &
Russell 2001).

As a consequence of the changes, the concept of the ‘portfolio budget’, central to the
FMIP, was quietly dropped (Wanna, Ryan & Ng 2001). More significantly, the output-
priced budget system fundamentally reverses the relationship between government and
departments and agencies. Governments change from being a price taker from
departments and agencies, to a price maker with considerable say in the quantities and
qualities of outputs purchased (Wanna, Kelly & Forster 2000, 269). Quality in this
framework is defined as an output dimension. The new budget arrangements require

clearly measurable, or at least assessable,e outcomes and outputs (Barrett 2000).

The Public Service Act 1999 completed the reform package by setting out new
reporting requirements. For the first time there is a direct link between information
provided in Annual Reports and in PBSs (MAC 2001). As the General Manager of the
Budget Group in Finance explained (Bartos 2000b, 5):
The reporting and analysis mechanism for the new framework is through comparison
between the Portfolio Budget Statement, released with the Budget that provides current
forward estimates of the costs and performance of outcomes and outputs for that
particular agency, and agency Annual Reports that show the actual cost and
performance of the specified outcomes and outputs. The new accrual budgeting
framework allows direct comparison of budgeted performance and actual performance
as both documents present information in accrual terms with the specified outcomes and
outputs for each agency. Gver time, agencies and external accountability bodies will
become increasingly familiar with the framework and the opportunities it affords to

examine agencies’ performance and effectiveness.

Frederick Taylor would be proud of this masterpiece of engineering in which
government specifies outcomes and funding agencies specify the cost, quantity and
quality of outputs that deliver these outcomes. The reporting framework generates
information on the quality, quantity and price of outputs (DoFA 2000a; Ayres & Russell
2001). The 1999-2000 Budget and Annual Reports was the first cycle requiring
agencies to report under the new framework. The 2000-01 Budget was the first to fund
agencies on a cash basis for full cost of delivering public goods and services (Wanna
Kelly & forster 2000).

77




Chapter 3 The Metering Problem for Public Services

Whilst it will take time for agency reporting adapt to the new framework, this
fundamentally changes the budget logic to a ‘results-based’ philosophy with emphasis
on ‘output prices’. Price was defined imtially as “the market value of a good or product”
(Bartos 2000b, 8; DoFA 2000a). In the 2002-03 budget guidelines price was redefined
as “the amount the government or community pays for the delivery of agreed outputs”
(DoF A 2003). There are two challenges for funding agencies (Bartos 2000b):

1. identify outputs needed to achieve planned outcomes, and

2. specify the required quantity, quality and price.

The framework not only makes the role of performance information more explicit
(DoFA 2000a), but directly iinks this to the budget process. As the Auditor-General
explicitly states, the new framework is intended “to provide a ‘clear read’ across
planning, budgeting and reporting documents” (Barrett 2000a, 10). Combining accrual
accounting and outcomes-outputs budgeting put pressure on managers to “define more

clearly measurable, or at least assessable, performance outcomes and outputs™ (Barrett
2000a, 10).

The cumulative effect of reform over almost two decades has been to change the basis
of funding from historical costs and inputs to outputs and results. Accrual accounting
and outputs-outcomes budgeting has substantially increased financial reporting to
Parliameint (Barreit 2000a). However, in the contractualism phase, evajuation has been
refocused through the PIC and CTC, which regaire benchmarking and market testing of
service delivery. Program evaluation was a central feature of PMB under the FMIP.
However, the shift to contracting in the 1990s has changed the role and focus from
internal evaluation to external auditing. Evaluation declined in importance with the
demise of the annual PEP, required since 1987, and decentralisation of evaluation to
agencies in the late 1990s (Barrett 2001b).

The growth in performance auditing has moved the focus from compliance and
conformance to identifying performance improvement is reflected in Better Practice
Guides (Barrett 2000). Performance auditing is a type of program evaluation, as it does
make judgements about the efficiency and effectiveness (Barzelay 1997). However, as
the Auditor-General recognises, performance auditing is a narrow interpretation of
evaluation that does not make judgements about the appropriateness of policy and

programs (Barzelay 1997; Barrett 2001b).
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Performance reporting has been central to financial management, and agencies
responsible for funding and delivering public services in Australia have been subjected
to systematic performance reporting for almost two decades. Indeed, Australia is
considered a leader in developing performance indicators (PUMA 1997b). Budget
reform has driven the changes in performance reporting and opened departments and
agencies to central inspection (Davis 1995, 120). A consistent objective has been to link
resource allocation more closely to the political priorities of government
(O’Faircheallaigh & Ryan 1992, xii).

Performance reporting provides evidence of results against objectives. As discussed in
Chapter 2, reporting mechanisms are the foundation of accountability relationships.
Annual Reports and PBSs are the principal accountability mechanisms from
departments, though government, to parliament. Annual reports are from departmentai
secretaries to the portfolio minister and are tabled in parliament. PBSs are authorised by
the Minister for use by parliament in consideration of the budget (PM&C 2000). PBSs
and Annual Reports are now linked by the outcomes and cutputs framework (Barrett
2000a; PM&C 2000). The main reporting mechanisms and their features are

summarised in Table 3.2 over the page.

Annual Reports and Budgets are internal accountability mechanisms, and agencies have
to comply with specified reporting requirements set out in guidelines developed by
Finance and the PSC. The budget reforms since 1998 have changed the way
departments report to ministers and parliament (Moore-Wilton 1999a). The Secretary of
PM&C described Annual Reports as “a once-a-year score card” (Moore-Wilton 1999b),
and these have become the primary means for reporting on specific initiatives including
Service Charters, introduced in 1997. Performance reporting in Service Charters is the
subject of the second case in Chapter 7. A new addition under the Public Service Act
1999 is the annual Srate of the Service report by the PSC to the parliament which

provides a ‘whole-of-government’ perspective on performance (Moore-Wilton 1999b;
PSC 1999).

The main accountability mechanisms based on external reporting are Parliamentary
Reports, Audits Reports and the Ombudsman. Performance reporting by the SCRCSSP

for the COAG is a parallel external reporting initiative. This is the first systematic
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attempt to benchmark the performance of government services and has been broadly

applied to services funded by the Commonwealth, States and local governments (Scales
1997, IC 1997a). This is the subject of the first case in Chapter 6.

Table 3.2

Performance Reporting Mechanisms

Mechanism : ! for reporting .| & guidelines . i criteria <. .| information (.
Portfolio Budget Portfolio Budget Program Quantitative measures
Statements (PBRS) | niinisters, Appropriation expenditure, Qualitative
Annual Budget departments and | Bills and planned outcomes | information
Papers agencies Senate Estimates | and outputs

Committees
Annugzl Reports to | Departments PS Act 1999 Program outcomes | Quantitative measures
Parliament and agencies PM&C and outputs Qualitative

Guidelines information

Service Charters
State of the Public Service PS Act 1999 Whole-of- Quantitative measures
Service Commissioner Government Qualitative
Annual Report by | and PSMPC information
PSC to Parliament
ANAO Audit AG FMA Act 1997 | Compliance Financial audits
Reports to Audit Office appropriation bills
Parliament Efficiency and Performance audits
effectiveness
Ombudsman Office of the Ombudsman Act | Equity (procedural | Quantitative
Annual Report to | Commonwealth | 1976 fairness) complaint statistics
Parliament Ombudsman Complaints Qualitative case
studies

SCRCSSF SCRCSSP and | COAG Efficiency and Performance
Annual Keport for | Secretariat in SCRCSSP and effectiveness indicators and
COAG the PC Working Groups | criteria quantitative measures

Whilst change has been evolutionary a pattern is evident. A consistent objective of

budget reform since 1984 has been to link resource allocation more closely to the

political priorities of government (O’ Faircheallaigh & Ryan 1992, xii). From the outset,

Australian reformers have placed greater emphasis on institutionalising the link between

evaluation and budgeting than other NPM heartlands (Barrett 1992). Budget reform has

introduced new performance reporting mechanisms that have opened departments and

agencies to more central inspection {Davis 1995). The shift from corporate planning and

pregram budgeting, to CTC and outcomes and output budgeting, has changed the

balance in performance reporting from internal evaluation to external audit (Zifcak

1697). However, the scope of auditing has broadened from efficiency to performance.
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Market-type mechanisms for performance improvement such as benchmarking, CTC
and market testing of government activities change the balance from evaluation to
monitoring. The emphasis in the Finance guidelines on performance reporting has

changed from information to indicators and measurement.

The official story is that performance reporting has shifted to outcomes and outputs. The
challenge is linking performance and financial management (Pollitt 1999 & 2000), and
this is precisely the intent of outcomes and outputs budgeting and the PIC (DoFA
2000a; MAC2001). Contracts formalise resource allocations, evaluation criteria and
indicators to monitor performance. Managing for results is now more reliant on
indicators and measurement to assess performance in terms of outcomes for clients
{Moore-Wilton 1999a). This is reflected in increased use of service standards and

customer satisfaction measures (IC 1997a).

Ideas need promoters with authority to influence and implement reform (Schick 1999).
The next section examines the central agencies and ideas that have shaped policy and
the implementation of budget and perforinance reporting for public services. Finance
and the Audit Office, with support from the PC, have fashioned performance

management and measurement though their policy and best practice guidelines.

3.3 ‘More than a new wrinkle’

Kettl (1997), reflecting vn the global revolution in public management, argued the
introduction of performance measurement under managerialism is more than a new
wrinkle. As discussed in Chapter 2, budget and financial reform in Australia has been
driven by technocratic concerns rather than political ideology (Wanna, Kelly & Forster
2000), and a pragmatic mix of ideas from economics and business management has
been clearly articulated in policy documents and implementation guidelines (Davis
1995). Nevertheless the contracting has elevated an economic definition of efficiency

and performance measurement.

3.3.1 A troika of agents and the productivity imperative

As discussed in Chapter 2, Finance has been at the centre of a Troika that has been
instrumental in elevating the productivity imperative and measurement in judging the
success of publicly funded programs. Finance embraced a managerialism phitosophy

from the outset (Keating 1989 & 19%0; Holmes 1989), and captured the performance
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management agenda through control of the budget process (Wanna, Kelly & Forster
1996; Schick 1999). With the increasing devolution ¢ ggsource management to
agencies, Finance’s position on performance information has narrowed. As discussed in
Chapter 2, PIC is the new improvement framework and the language of ‘value for
money’ has been added to effectiveness. Value encompasses quality as well as cost.
Finance has drawn on the arguments in the PC report on CTC that public agencies can
ensure quality services are delivered by specifying quality objectives and monitoring the

performance of contractors (IC 1995).

Better Practice Guides published by the Audit Office have been instrumental in shaping
the implementation of performance-based accountability (Barrett 1997a). According to
the Auditor-General, examination of performance information is an integral part of
periormance audits conducted by the Audit Office and it has used its reports to
articulate ‘good practice principles’ (Barrett 1997, 103). The Contract Management
Better Pracitice Guide (ANAO 2001) calls for cost or efficiency and service quality
standards to be developed so that performance that can be compared, and suggests

quantitative measures are easier than quahtative or judgemental ones.

Notwithstanding the independence of the office, the current Auditor-General came to
this position from a long career in Finance, and the two agencies have jointly developed
the better practice guide Performance Information Guide (ANAO-DoF 1996). These
guides have in turn drawn on ideas in PC reports. The stance of the PC is essentially an
economic perspective on performance that elevates quantitative above qualitative

evidence in performance reporting.

Together these agencies have shaped the implementation of performance management
and the broad application of contracting to public services. The approach has drawn on
ideas from business and economics circulating in the NPM policy community facilitated
by PUMA.

3.3.2 International policy transfer

As discussed in Chapter 2, performance management is part of an international
movement to focus policy makers and service providers on results against public policy
objectives (PUMA 1996d; World Bank 2000). Australia, together with the UK, has a

longer history of using performance information more explicitly for external as well as
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internal purposes (PUMA 1994). However, in contrast to NZ and the UK, the intent in
Australia has always been to measure outcomes (DoF 1988; SCRCSSP 1995; Schick
1999). A 1996 international survey identified Australia as a leader in performance

measurement reporting (PUMA 1997b).

The quest to link budgets with program evaluation is an old one (Barrett 1992). PMB
drew on recommendations in the Reid and Coombs Reports (O’Faircheallaigh & Ryan
1992; Wanna, Ryan & Ng 2001), which in turn took lessons from initiatives in
government and the private sector from the 1960s in the US and the UK (Carter et.al.
1992; House 1993; Grey & Jenkins 1995; Lynn 1996; Garbor 2000). Management by
Objectives (MBO), Program Analysis and Review (PAR), Planning, Programming and
Budgeting System (PPBS), and Zero-Based Budgeting (ZBB) were all output oriented.
The critique of these budget systems was that planning and budgeting were invariably
divorced from each other. The failure of many these initiatives has been atiributed, in
part at least, to inherent difficulties in performance measurement in the public sector
(PUMA 1994).

These issues resonate in assessment of more recent experience (O’Faircheallaigh 1992).
PUMA (1996¢) identified two issues from recent international experience in
performance management. The first is how to measure and evaluate the actual level of
performance. The second is how to make the actual level of performance count for

something and ensure that performance improves.

For guidance on performance measurement, public agencies have looked to business.
Drucker (1997) articulated universal principles of management in the 1950s and was
influential in establishing management as a profession transferable to any organusation
or sector (Garbor 2000; Guy & Hitchcock 2000). Performance management techniques
in Drucker’s view, apply equally to public and private agencies. The practical effect has
been the application to public services of a succession of business techniques from
Drucker’s MBO in the 1960s, to the current vogue for a BCS, Benchmarking and
Customer Service Standards. Managerialism is on full display in the current
performance management framework tha: links outcomes and outputs budgets to

corporate planning and balanced score card systems (DoFA 2000a; MAC 2001).
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According to Drucker (1997) the performance problem for public service institutions “is
that efficiency and effectiveness are endangered by reliance on budget allocations not
linked to results”. In contrast, business is paid for satisfying customer wants and what
they are willing to pay for, so choice guarantees resulits. In the absence of competiticn
and choice, performance reporting that links resources to budget priorities, benchmarks
and performance measures is a substitute for price signals to drive efficiency and

effectiveness.

The origins of performance measurement can be traced to scientific management and
Taylorism (Garbor 2000). The emphasis on measurement has lead to the criticism that
performance management is ‘neo-Taylorism® (Pollitt 1990a; Grey & Jenkins 1995,
Trosa 1997). Hughes (1999) suggests an alternative explanation is that performance
management reflects an older tradition of ensuring value for scarce public money.
However, standardisation and quantification, the halimarks of Taylorism, are reasserted

in the outcomes and outputs framework.

Economics has supplied efficiency indicators and measures, but more fundamentaily,
the ideas about contracting that have shaped the approach to performance management.
As discussed in Chapter 2, economic rationalism is reflected in agency theories of
purchaser-provider relationships, and the central concern is the loss of managernial
control over agents by principals (Althaus 1997). The rationale for performance
reporting is to overcome information asymmetry between principals or funders and

agents or providers and to reduce ‘shirking’ (Carter 1998).

Alchian and Demsetz’s (1972) seminal article on the economics of information
identified two problems for performance reporting in confracting. In the language of
economics these are described as ‘metering’ and ‘team production’. To meter is “to
measure and also to apportion”, and the measuring and weighting of productivity and
quality are considered in this chapter. Team production is where “the product is more
than the sum of separable outputs of cooperating resources”. Team production is a
characteristic of services, and is considered in Chapter 4. As is the practice in
economics, Alchian and Demsetz make no distinction between outputs and outcomes,

simply defining output as ‘the effect’.
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Performance management requires identification of the performance criteria and some
means of ¢valuating results. For public services this means policy objectives have to be
stated in terms of outcomes to be achieved, and service delivery results have to be
evaluated against efficiency and effectiveness objectives (IC 1995). Whilst there is
general agreement on the need for systematic assessment of the results against

objectives, there is considerably more debate about precisely how this should be done.

The purpose of evaluation is to assess the value or success of public programs and
services (House 1993; Pollitt 1995). Performance evaluation techniques assume tiat
(DoF 1993 & 1994; Owen & Rodgers 1999):

1. objectives are clearly defined;

2. criteria can be specified; and,

3. standards and indicators exist that link activities to objectives.
Criteria can be specified in standards or indicators, which are different approaches to
monitoring. Judgments can be based on quantitative measures or qualitative
information. Monitoring is a particular forin of evaluation where judgements are based
on measurement (Owen & Rodgers 1999). Performance riuaitoring and quality
assurance, discussed in Chapter 4, are also different approach.: 9 minimising contract
failure (1C 1996).

The language of business and economics is reflected in the new performance
management framework. According to MAB (1997, 7), “government purchases
specified outputs from agencies, mublic and private, to achieve outcomes”, and “best
practice effective financial management is in the private sector”. Whilst a different
performance management framework was at the centre of the FMIP and PMB (MAB-
MIAC 1993a), there is consistency with the new outcomes and outputs framework in
the intent to focus on results by linking performance reporting and financial
management (MAB 1997). However, the ‘Outcomes and Outputs Framework’,
introduced in the 1999 Federal Budget, changes the basis of performance information
and elevates productivity. The Qutcomes & OQutputs Framework Guidance Document
sets out performance reporting requirements at two levels (DoFA 2000a, 29 & 36):

1. the effectiveness in achieving portfolio outcomes, and

2. the productivity of a given output in terms of the combined and

interdependent effects of its price, quantity and quality.
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Outcomes are defined as the impact of programs. Budget appropriations are based on
outcomes linked to policy objectives (Bartos 2000a). As discussed above, in theory
performance reporting enables comparison between intentions in PBS and actual
performance reported in Annual Reports (Barrett 2000a; Bartos 2000a). Qutputs are the
‘actual deliverables’ or ‘products and services’, described as the ‘engine room’ of the
framework. Outputs indicators provide information on the productivity of a given
output. Productivity is defined as the balance between the price, quantity and quality of
an output. Finance is also quite clear about the intent to fundamentally change the
budget logic to a ‘results-based’ philosophy which emphasises ‘output prices’ (DoFA
2000a). This requires full costing to set the ‘price’ of outputs. In the new outcomes and
outputs framework, the full cost of ‘deliverables’ is funded on an accrual basis (Guthrie
1999, Wanna, Kelly & Forster 2000; Avres & Russell 2001). Responsibility for
determining outcomes and outputs is devolved to portfolios and agencies. However,
costing for a given quantity of outputs is agreed with Finance, which consequently

retains control,

This is an instrumental model of performance management that specifies, standardises
and quantifies performancc. The explicit intent is “balance and clarity” in performance
information (DoFA 2000a, 28). The need for consistent performance information is
driving the shift to performance measurement, and the most significant change is a
greater focus on prices and measurement in reporting on outputs (Bartos 2000a&b).
Criticism of evaluation based on performance measurement relates to two issues. One is
that indicators focus on efficiency at the expense of effectiveness criteria. A second

criticism is that measurement limits evaluation to what can be quantified.

3.3.3 A production process model and performance measurement

‘Accrual-based Outcomes and Outputs Framework’ (MAB 1997) or ‘Outcomes and
Outputs Structure’ (DoFA 1998a; MAC 2001) is the new basis for performance
reporting. This is a production proccss model illustrated in Figure 3.1, that assigns
responsibility for performance by separating and specifying outputs linked to outcomes.
Inputs, outputs and outcomes are the currency of performance measurement in this
model (Cater, Klein & Day 1992). Standardised service outputs and quantitat’
outcome measures enable comparison of the ‘cost effeciiveness’ of service outputs that

contribute to policy outcomes (Carter, Klein & Day 1992; Smith 1996; Talbot 1999).
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Figure 3.1
Process Model of Performance Measurement
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Separating and standardising inputs, outputs and outcomes is a production crientation
based on manufacturing concepts (Grénroos 2001). Central agencies have adopted the
technical language of performance management to describe the links between programs
and results using the concepts of inputs, outputs and outcomes (ANAO 1999b; DoF
2000a; PM&C 2000). inputs are the resources used in service delivery, processes are
what is done, outputs are what is produced and vutcomes are the impact. Outpuis are
services delivered and outcomes are the results against objectives. According to the
Auditor-General, performance tnformation addresses the relationship between inputs,
processes, outputs and outcomes (Barrett 1997b). Furthermore, performance
information is used for monitoring and evaluation, and these are complementary

approaches to assessing efficiency and effectiveness (Barrett 1997b).

This distinction between outputs and outcomes, generally ignored in the management
literature, has attracted considerabie attention in the evaluation literature. Qutputs are
the goods or services produced by agencies, on behalf of government, for external

organisations or individuals. Outcomes are the res.lts, impacts or consequences of
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actions by the Commonwealth on the Australian community (Barrett 1997b; PM&C
2000).

The purpose of measuring performance is to assess the vaiue of activities and make
judgements about where to invest scarce public resources to best effect. Outputs
measure activities in quantitative terms. Finance has added another degree of separation
by distinguishing between two types of outcome measures. One is ‘overall outcomes’
that measure the results of government programs. The second is ‘effectiveness’ that
measures “the government’s contribution to overall results principally through its

administered items and its agencies’ outputs” (DoFA 2000a, 31).

Finance’s position on quality has also narrowed from an effectiveness indicator (DoF
1995) to an output measure (DoFA 2000a). This approach separates efficiency and
effectiveness, and separates quality of outputs from effectiveness and outcomes. As
Chapter 4 explains, separating quality of outputs from effectiveness or outcomes is a

problem for services characterised by team production.

Quality in a production process model is a variable that can be standardised and
quantified. Qutput indicators provide information on “the productivity of the combined
and independent effects of its price, quantity and quality” (DoFA 2000a, 35). As
Finance explicitly acknowledges this “balance or equilibrium is extremely elusive in
practice” (DoF A 2000a, 36).

In summary, Finance has been the lead agency , and a pragmatic mix of ideas from
economics and business is evident in the key reports and implementation guidelines.
The general issues around transfer relate to conceptual ambiguity in key terms and the
nature of relationships in public service contexts. As Pollitt (2000} argues, the fallacy of
‘management theory’ is that there is a coherent set of principles that provide the key to
improving efficiency, effectiveness and responsiveness of service delivery. Standards,
indicators, targets, benchmarks and measures are concepts that are used indiscriminately

in guidelines, which only adds to the confusion about what is being reported as
performance. As discussed in Chapter 2, a fundamental tension between audit for
control and evaluation for learning is evident in the management theory (Palmer &
Hardy 2000), and this is reflected in debates about qualitative and quantitative

approaches to evaluation (Owen & Rodgers 1999).
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A production process model assumes that outputs and outcomes can be separated,
standardised and quantified. The broad application of this framework for performance
management and performance measurement raises two sets of issues. The first relates to
the conceptual and technical difficulties of performance measurement. Changing from
performance information to measures does reflect the fact that success is increasingly
judged by measurement (Pollitt 2000). However, as Carter (1991) argues the problems
of performance measurement that places a numeric value on outputs and outcomes, cut

across a public/private dichotomy.

A second set of issues relates to the suitability of business frameworks for the particular
context of public services, and this is the main concern in this study. Critics argue there
are limits in applying principles taken from business to the public sector (Allison (1979;
Kettl 1994; Mintzberg 1996). The issues around transfer relate to the definition of
performance, and the balance and clarity, in reporting for public services. The problem
is the complex relationship between costs, quality and value. Whilst not easy for private
services, this is particularly difficult for public services that have multiple stakeholders
with different perspectives on performance or results. The problem is different
perspectives on results that lead to confusion in selecting suitable information for
performance reporting. The next section examines the consequences of applying a

production process model and performance measurement to public services.

3.4 Wicked problems and contested values

Rittel coined the evocative term ‘wicked problems’ to describe the organisational
complexity that faces corporate planning and strategy in business, and policy makers in
public contexts (Mason & Mittroff 1981; Quinn 1988). The characteristics of these
problems are interconnectedness, complex relationships, uncertainty, ambiguity,
conflict and societal constraints. Mason & Mitroff (1981) suggest that wicked problems
of organised complexity have two major implications for policy making. There must be
broad participation in policy-making processes and this must be based on a wide
spectrum of information gathered from diverse sources. Information in performance

reporting is the main concern in this study.

As discussed in Chapter 2, in theory agreed objectives and transparent performance

reporting against a balance set of indicators overcome the problem of information
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asymmetry between principals and agents (PUMA 1994; DoF 1995; 1C 1996, PUMA |
1999b). The key assumptions are that performance information is objective and that
indicators can serve the different interests of multiple principles and agents (Radin
1998). In practice problems stem from the ambiguous nature of performance (Alcian &
Demsetz 1972). This reflects not only the different interests of funders, providers and
clients, discussed in Chapter 2 and identified in Figure 2.1, but also different approaches

to performance reporting.

As discussed above, in the new outcomes and outputs framework, funders are required
to specify die quality of outputs linked to policy outcomes, and service providers are
required to report on performance. Performance is defined in output and outcome
indicators. The practical problems are separation, specification and balanced reporting.
The links between outputs and outcomes are complex and, even where these links can
be specified there are often measurement problems (Pollitt 1988; Carter 1991;
Waldersee 1999).

3.4.1 ‘Tin openers and dials’

Performance indicators should be simple to use but capture the complexity (Carter
1991). The analogy of ‘tin openers’ and ‘dials’ 1s used to distinguish between
prescriptive and descriptive performance indicators for momnitoring and evaluation
(Carter 1991; Carter, Klein & Day 1992). Prescriptive indicators are dials that are
precise measures which link inputs and outputs to results. Descriptive indicators are tin
openers that record change and prompt further evaluation. The language of performance
standards and indicators suggests dials, but in practice most are tin openers (Carter
1991).

The language of inputs-processes-outputs-outcomes, performance indicators and
measures suggests a clarity that does not exist in practice. Efficiency and effectiveness
criteria, illustrated in Figure 3.1 above, are defined in standards and indicators which are
different approaches to performance reporting. A standard specifies a minimum
requirement, while an indicator is a statistic or parameter. These are different
approaches to defining quality that provide different evidence of performance.
Benchmarking results, considered in the first case in Chapter 6, uses indicators and
measures for performance reporting. Service Charters, considered in the second case in

Chapter 7, use standards and information on compliance for performance reporting.
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Implementation guidelines in the APS generally adopt the Auditor-General’s definition
of performance information (Barrett 1997a: PM&C 2000, 14):
Performance information is evidence about performance that is collected and used

systematically which may relate to appropriateness, effectiveness and efficiency and the

extent to which an outcome can be attributed to an intervention.

Performance information can be qualitative and quantitative evidence, but it should be
verifiable (Owen & Rodgers 1999). Quantitative information has a numeric value, while
qualitative information describes characteristics (MAB-MIAC 1993¢). Performance
measures are more precise than indicators and assume there is a direct causal link
between an intervention and a measurable change in performance (Owen & Rodgers
1999).

Three issues are evident in debates about appropriate performance information. The first
is the criteria used to evaluate performance. Efficiency and effectiveness are generally
identified as the two elements of performance. Efficiency relates inputs to outputs, and
productivity is an indicator of efficiency. Effectiveness relates outputs to outcomes,
defined as results against objectives. Critics of evaluation practices argue that
performance indicators focus on efficiency by measuring the productivity of resources
used, rather than on effectiveness by measuring outputs and ocutcomes (Carter 1991,
Howard 1991). As discussed, an input-output-outcomes model separates efficiency and

effectiveness.

The second issue is specifying the links between resources, activities and results. An
input-ousput-outcome model standardises and quantifies service units, costs and quality.
In theory, performance standards and indicators are neutral, technical artefacts, but in
practice these are partial, imperfect and indicative (Bouvaird 1996). Specifying criteria
that link service delivery or program outcomes to public policy objectives is often
difficult. The problems in developing appropriate indicators o monitor performance

impeded the implementation of performance management strategies under the FMIP

(Barrett 1997). Significant gaps in performance information have been a persistent

theme in reviews of implementation progress (MAB-MIAC 1992; 1993a; 1993c¢).
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The third issue is measures to rank and compare performance. Even where the link
between processes and results is clear, there are often measurement problems (Pollitt
1988, Carter 1991; Waldersee 1999). Measurement in the form of indices, scales and
score cards suggests objectivity in performance information. Supporters of performance
indicators and measurement recognise the conceptual and technical difficulties in the
public sector context (Carter 1989, 1991 &1998; Carter, Klein & Day 1992; Smith 1993
& 1996). Even the mangerialists recognise that measuring results is difficult for public
services (Osborne & Gaebler 1992; PUMA 1994 & 1996b; DoF 1995; IC 1996).

As discussed in Chapter 2, performance information underpins accountability and
improvement, and the challenge is balanced reporting. Appropriate standards and
indicators are a prerequisite to good policy and inaccurate or misleading indicators
create a distorted picture that leads to poor policy (Eckerstey 1998). The accuracy and
validity of performance information is a key issue where this is used in policy
evaluation and to decide resource allocation (PUMA 1994). The issue is whether
definitions taken from business are useful in the context of public services, or whether
these distort performance (Eckersiey 1998). Stringing together a performance
measurement sysiem from different paradigms leads to confusion {(Bouvaird 1996).
Multiple and contested objectives, and specifying the links between intermediate
outputs and outcomes, make it difficult to set ‘yardsticks’ to measure and compare
performance (Carter, Klein & Day 1992; MAB-MIAC 1993a). Policy guidelines

pragmatically call for balanced performance reporting.

3.4.2 The ‘bottom line’ for public services

Taking performance reporting from business to the particular context of public services
increases the confusion about criteria and evidence of performance. Performance
reporting has to link public service outputs to public policy outcomes. Information is
required on quantity, quality and value of public service outputs. Value asks how much
input achieves how much output or what outcome (Bridgeman & Davis 1998, 116). The
assessment of ‘value for money’ has changed fron: nrogram evaluation of outcomes
(DoF 1993) to measurement of outputs that contribute to outcomes (DoFA 1998a &
2000b).However, ‘cost effectiveness’ or ‘value for mone