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Foreword

As this report makes clear, dogmatic belief in the relative efficiency or inefficiency of the public or 

private sectors are poor substitutes for evidence and analysis. What matters is what works and the 

evidence is that Australia’s system of public administration works reasonably well.

The cost of all three levels of Australian government, as a percentage of our national GDP, is 

amongst the lowest in the developed world. It is also substantially lower than the countries we 

traditionally measure ourselves against, including the US, UK, Canada and New Zealand. Public 

sector employment, as percentage of total employment, has stayed relatively constant for the 

last ten years, and has fallen since the 1980s. And the ‘products’ of the public sector in Australia, 

including our education and health services, and our targeted social security system, have 

produced some of the best outcomes in the world.

However none of this is to argue that we should be blind to the potential for improvements in 

the way public administration functions. This report highlights a number of examples where the 

implementation of one-dimensional ideas about efficiency have come at a very substantial cost. 

But across all three definitions of ‘efficiency’, there is room for us to do better. 

My experience at State and Commonwealth levels is that most public administrators are keenly 

aware of this need to do better. In part, this is because they see the inefficiencies caused by the 

‘programmatic confetti’ that has been sprinkled across core government functions by successive 

waves of political leadership, often with little evidence or outcomes to show for it.

It is to CPD’s credit as a think-tank that this report also identifies ideas 

about how improvements could be made, as opposed to just describing 

the problems. The areas highlighted, including reducing risk aversion, 

better performance management systems and improving the relationships 

between Ministerial offices and senior public servants, all ring true in my 

experience.

For example, we know that increased risk aversion leads to more complex 

and prescriptive process and regulations. It is also clear that poor public 

sector performance management systems end up rewarding relatively 

unproductive work. There are also a number of examples where a 

breakdown in the relationship between Minister’s offices and senior public 

sector staff has resulted in costly public policy mistakes.

Much of this is the result of a complex interplay between political leaders, 

the community and public administrators, with each group perceiving 

their actions to be reasonable. If the community refuses to accept any risk, then politicians will 

respond to those demands. If public sector performance management becomes overly engineered 

 dogmatic belief in the 

relative efficiency or 

inefficiency of the public 

or private sectors are poor 

substitutes for evidence and 

analysis . What matters is 

what works . . . 
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and prescriptive, then public servants will focus on outputs and not outcomes. If Ministers 

are encouraged to stop seeing their departments as a source of impartial advice, they will stop 

listening to it.

Even a brief reflection will show there are not quick and easy solutions to these problems and it 

will take change amongst all three groups to shift mindsets and expectations. 

But it is also worth remembering that the results of strategic public sector reform can be vastly 

more significant than a few input savings. Previous waves of strategic public sector reform in 

Australia have increased national prosperity by significantly boosting GDP as well as by improving 

the delivery of services. 

The true policy sceptic is interested in rational analysis and evidence-based inquiry. This report 

provides some of that analysis and evidence, as well as being a reminder that too much discussion 

about the public sector remains based on ideology, partisan cant and misperception.

Terry Moran AC 
President, Institute of Public Administration Australia

 The results of strategic 

public sector reform can be 

vastly more significant than 

a few input savings . Previous 

waves of strategic public 

sector reform in Australia 

have increased national 

prosperity by significantly 

boosting GDP . . . 



False Economies

7

Main Points
Every Australian needs to understand what politicians are talking about when they speak of the 
‘efficiency’ of government. Why should we care? Because this is our money, being spent on us and 
the things that matter to us. This report explores the implications of taking the concept of efficient 
government seriously. It looks at what efficiency is, how efficient our government organisations 
are, and considers ways in which efficiency can genuinely be improved.

Chapter 1, an updated version of the Decoding efficiency report, translates the jargon used in 
economic debates about the efficiency of government.1 It sets out a clear definition of efficiency 
as including:

» Technical efficiency: doing the most work with the fewest resources

» Allocative efficiency: allocating your resources to the right place, doing the right job

» Dynamic efficiency: being able to use new technologies and adopt new ways of operating

The chapter then examines how misunderstanding efficiency in government can lead to two errors:

» Inappropriate cuts that end up costing much more than they save: Cuts are made even 
when the negative consequences of the cuts outweigh the savings. This is because the 
cuts to funding or staff are easily measured and receive strong media attention, but the 
resulting reduction in service quality or accessibility is more difficult to quantify and not 
as noticeable.

» Inappropriate privatisation or outsourcing: Market-driven solutions are sought even 
when there are conditions present that will prevent a market from delivering efficiency. 
Six reasons why markets can fail to deliver are described.

The main message of the first chapter is that a sound understanding of efficiency is needed in 
public debates on what services to fund, and whether their delivery should be outsourced or not, 
in order to ensure we are getting public value for public money.

Chapter 2, an updated version of the Bang for our bucks report, examines the evidence of the 
efficiency of Australia’s public sector.2 It compares the Australian public sector with those in 
similar countries and concludes that the Australian public sector’s efficiency is above average, 
amongst the very best in the Organisation for Economic Co-operation and Development (OECD). 
Our public sector turns small resources into big results, its efforts are well-targeted and it has 
adapted relatively well to sustain this performance over decades.

The chapter then compares Australian public sector performance with the private sector. There 
are significant difficulties involved in such a comparison, but the evidence available indicates that 
the two sectors have a similar level of efficiency. However, the relative efficiency of the two sectors 
in any particular case will vary depending on activities and organisations, since the limited data 
available points to the conclusion that each does different jobs better.

The first two chapters include vignettes, drawn and updated from the Doing less with less report, to 
illustrate the impacts of increasing or reducing the role of government.3 The first two are examples 
of government investment saving more than is spent (and thus show the potential losses from 
cuts). The next two highlight the impact of public sector advice, research and leadership. The final 
vignette compares private and public sector efficiency. In summary, these vignettes show that: 

» In 2o11 Queensland invested $120 million into maintaining its public works skill capacity 
at a higher level than that of Victoria. Evidence suggests Queensland may have saved 
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nearly three times this amount, around $350 million, by drawing on this expertise and 
capacity to ensure better management of public works.

» Sydney trains save car commuters millions of dollars each year by reducing congestion. 
The congestion reduction also avoids 1 million tonnes of carbon emissions and reduces 
community health costs from air pollution by millions of dollars. NSW invests $1,364 
million a year in rail subsidies. Those subsidies help generate benefits to rail commuters, 
car commuters, and the wider community from trains totalling at least $2,071 million a 
year, even without taking into account less directly observable advantages.

» Without the fiscal stimulus package, designed by public servants and enacted during the 
Global Financial Crisis, Australia’s economic growth would probably have been negative 
for three consecutive quarters. The stimulus package prevented a recession and helped to 
ensure Australia’s economy did not shrink by some AUD$7 billion in 2010. Such shrinkage 
would have created significant waste through missed opportunities for productive use of 
existing capital and labour, meaning that the stimulus package greatly aided the efficiency 
of the economy as a whole.

» Leading the construction of the National Broadband Network (NBN), as all the major 
parties have accepted, is a job best done by government. 

» Research undertaken by the Productivity Commission, a publicly funded research and 
advisory body for the Federal Government, has shown public and private hospitals are 
similarly efficient, but with strengths in different areas. In diagnostics and prosthetics the 
public sector outperforms the private sector in terms of efficiency, whereas the reverse is 
true in pharmaceuticals and general hospital charges.

The third and final chapter, new material, makes clear that although Australia’s public sector is 
comparatively efficient, there is scope for improvement. Disappointingly, analysis of the National 
Commission of Audit and 2014-15 Federal Budget reveals that narrow approaches to questions 
of efficiency continue to block such opportunities. The ‘smaller and more rational government’ 
initiative has the benefit of identifying the public services that will be affected by cuts, but does 
not appear to be guided by any underlying rationale of what services government should be 
providing. The blunt Efficiency Dividend remains the predominant savings measure.

The heavy focus on cuts without sufficient consideration of the value of services means that other 
strategies for increasing efficiency are neglected. Attention is directed to two such possibilities 
for efficiency improvements in the Australian Public Service (APS): innovation and professional 
accountability structures.

Innovation is critical for efficiency in any organisation, since changes to adopt more efficient 
practises require some capacity to innovate. Innovations in public sector organisations are 
driven by different factors, and face different barriers, to private sector innovations. They most 
commonly originate from front-line and middle management, usually in response to internally 
identified problems. Though innovative practises are frequently bottom-up in nature, top-level 
support is very important. Two significant barriers to public sector innovation are an overly 
risk averse orientation within organisations, and a lack of resources invested in developing 
and implementing innovative ideas. Taking into account these driving and constraining factors 
suggests the following initiatives will encourage innovation in the APS:

» The creation of cross-agency teams to help drive innovative approaches to services

» Initiatives by agency heads to facilitate bottom-up innovations (such as temporarily 
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implementing more permissive standards to create a window for experimentation with 
new techniques by front-line workers)

» Taking a low risk approach to pilot programs (such as running multiple simultaneous 
pilots to reduce the political risk of a pilot being seen as ‘failed’)

» Awards and other schemes to give due recognition to innovative public servants

» An innovation investment fund to provide a public sector equivalent to venture capital, 
combined with mechanisms to capture and share information on implementing 
innovations

Accountability, the process of monitoring organisational goals and ensuring they are met, is also a 
key area for efficiency. Such systems ensure resources are being used to generate the most results 
and in the desired areas (technical and allocative efficiency). The current method for managing 
performance in the APS often does not provide clear guidance to public servants on how they 
can work toward their organisation’s goals. Greater capacity for designing (and redesigning) 
accountability structures is required. 

We recommend an alternative, experimentalist approach, which maintains a focus on outcome 
measures but authorises front-line discretion. Front-line staff should be given the opportunity to 
question the accountability structures employed and design new strategies and plans to modify the 
structure in their particular area. Discretion to design new strategies should become part of their 
role. The quid pro quo for this arrangement is that front-line staff provide detailed information 
on progress (against agreed metrics), and the discretion and monitoring functions are subject to 
peer review. This is advocated given that too much front-line discretion can be problematic in 
public sector organisations. Such an approach requires building capacity to operate in situations 
of greater uncertainty, which can be achieved by improving communication and organisational 
support. As well as being applied within the APS, this approach may also be beneficial for the 
relationship between ministers and the public servants they work with.

The following reforms are also recommended to improve overall accountability:

» An integrated national plan that broadly outlines the policies, government programs, 
and external partnerships needed to achieve its objectives, along with monitoring and 
evaluation mechanisms

» Further capacity in the APS for the process of goal specification and alignment with 
accountability systems, perhaps with the Australian Public Service Commission (APSC) 
playing a leading role 

» Increased use of client directed systems, such as those implemented under co-production 
initiatives

» Greater efforts to build organisational trust by improving aspects of the public service 
workplace environment that have been associated in the literature with increased trust in 
management, such as communication and organisational support
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Strong views

 I respect the professionalism of the public service. In the longer term, though, we 
have to rely less on bureaucrats and put more trust in the common sense of the 
Australian people. We need smaller, more efficient government.

Tony Abbott, Liberal Party of Australia4

 One of the key commitments of the Abbott Government is to reduce the size of government 
and to ensure that government services are as efficient and well-targeted as possible.

Mathias Cormann, Liberal Party of Australia7

 The efficiency dividend ... is now seriously impacting on the government’s 
ability to deliver services.

Christine Milne, Australian Greens Party6

 It’s not ‘efficiency’ to default on your social obligations. It’s not ‘waste’ to treat 
your people with respect.

Kim Carr, Australian Labor Party8

 [We are] committed to maintaining public service jobs at levels 
sufficient to ensure the efficient and effective maintenance of 
Government service delivery.

Bill Shorten, Australian Labor Party5

 We want to find better efficiencies in the public sector staffing levels so that we can 
increase front-line services.

Scott Buchholz, Liberal Party of Australia9
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 While the [Gillard] Government has a strong focus on achieving efficiencies, we 
are continuing to invest in front-line services.

Penny Wong, Australian Labor Party10

 The reality is that government employees around the world are known not to be 
as efficient as the private sector. What the public sector can learn from the private 
sector is the need for a constant focus on efficiency.

Paul Fletcher, Liberal Party of Australia11

 The efficiency of the public system is about half of that of the 
private system.

Peter Lindsay, Liberal Party of Australia15

 Through the efficiency dividend, the Public Service is treated like no other agency or 
business in that they are continually required to pay between 1.25 per cent and three 
per cent of their annual running costs back to the government in the form of savings.

Stephen Jones, Australian Labor Party12

 We have seen for some time, public services everywhere being subjected to higher 
levels of scrutiny and criticism, and greater expectations of efficiency, service and 
responsiveness to governments and the public at large.

Melissa Parke, Australian Labor Party16

 ...recognising the important role of the Australian Public Service in upholding and promoting our democracy and its 
key role in ensuring stable government and, secondly, commending the Australian Public Service on continuing to be 
one of the most effective and efficient public services in the world. These are both commendable motions, and I think 
that members of this House would largely agree with them. Jamie Briggs, Liberal Party of Australia13

 A modern, contemporary employment framework ... will allow greater agility 
and responsiveness by the APS to the community and to the government. It will 
result in greater efficiency and more effective use of Commonwealth resources.

Gary Gray, Australian Labor Party18

 It was public servants who did so much to get us through the Global Financial Crisis with a temporary, timely, 
targeted fiscal stimulus program that was recognised by international economic authorities, such as the IMF, 
as being a world-beating fiscal stimulus program because it was put into place quickly and efficiently.

Andrew Leigh, Australian Labor Party14
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1: Decoding efficiency

 
Your money spent on you

Through a combination of income tax, GST and various other taxes and duties, the Federal, State 
and Local Governments take a percentage of every Australian’s income. (The average household 
pays about a quarter of its income in taxes.19) With this money these governments:

» teach 65% of our children – and substantially co-fund the other 35%20

» co-fund nearly all Australian university students

» provide 67% of hospital beds – and co-fund the private beds21

» co-fund medical services and medications

» regulate to ensure the safety and/or reliability of:

• food and beverages

• medicines

• buildings

• road, rail, water and air transport

• workplaces

• the finance sector 

» provide and police the justice system and the system of property rights

» undertake diplomatic and national security tasks, such as pursuing our interests in 
foreign relations, ensuring security through border controls and providing national 
defence

» provide infrastructure, such as the vast majority of roads

» supply essential community services, such as protecting vulnerable children,  
assisting those with disabilities and providing help when bushfires, floods,  
or other emergencies occur

» give financial assistance to those in need, for example, age and carers pensions

» run trusted information sources, such as the Bureau of Meteorology and the ABC

» run a myriad of other services that, directly or indirectly, affect every Australian everyday

Politicians make the major decisions on how the money is to be spent, but the big jobs of collecting 
the money and providing the services are done by the public sector; that is, public servants 
(teachers, police, health workers and their support staff, the defence force, case work officers, 
policy officers and many more) and the employees of government owned corporations like the 
ABC, the CSIRO, and water and energy providers. 

So this is your money being spent on you. Every Australian, therefore, has the right to know that 
the money is not being wasted; that it is being spent as efficiently as reasonably possible.
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Getting ‘efficiency’ wrong
Politicians and other public figures who comment on public sector efficiency are well aware of 
the need for an efficient public sector, and parliamentary and public discussions feature strong 
opinions on the topic, as the introductory quotes to this chapter illustrate. Unfortunately, the 
word ‘efficiency’ is often misunderstood or misused, leading to decisions that cause waste. In 
our day-to-day lives, all of us have experienced similar ‘false economies’, decisions intended to 
save time or money that end up costing more than they save, buying a cheap car part that has 
to be replaced more frequently or taking a cheap flight with many more stopovers. In public 
services the two most common kinds of false economies are: inappropriate cuts or savings and 
inappropriate privatisation or outsourcing.

Inappropriate cuts or savings: Often debates on efficiency focus on reductions in resources. 
These cuts are usually either staff cuts, such as promises to reduce the number of public servants 
by a certain amount, or general budget cuts, such as the ‘efficiency dividend’ which requires most 
Federal Government departments to spend 1.25% less to meet the same responsibilities each year 
(in many recent years the percentage has been larger and the 2014-15 budget has increased it to 
2.5%22). Cuts to the funding of an existing service or decisions not to fund a planned service are 
often referred to as ‘efficiencies’ or ‘savings’ when they are announced. However, cutting spending 
on activities that deliver more benefits than they cost, or failing to invest in projects that should 
be undertaken, can make government less efficient, not more. How this works is discussed below.

Inappropriate privatisation or outsourcing: A range of different terms have been used 
to describe these actions and there is no ‘correct’ definition, but it is important to be clear on 
the meanings of the terms as used in this report.23 Here ‘privatisation’ refers to the government 
selling a physical asset or an organisation and ‘outsourcing’ refers to paying a corporation or 
other organisation to undertake a service that was previously provided 
directly by the government. There are important differences between 
privatisation and outsourcing, but they are grouped together here 
because the same misunderstanding of efficiency is often used to justify 
their inappropriate use. Again, the way misunderstandings of efficiency 
lead to waste is discussed below.

Getting efficiency right
Note the use of the word ‘inappropriate’ in the descriptions above. To 
be clear, this is not an argument that outsourcing, privatisation, cutting 
spending or finding savings in the public sector are necessarily bad 
public policy. What is argued is that these measures can sometimes be 
detrimental to efficiency (and so a waste of taxpayer resources) and that 
a clear understanding of efficiency is necessary to avoid such problems.

In some cases cuts to government operations are the right decision, and in other cases they are 
the wrong decision. This statement might seem so obvious as to be not worth making, but too 
often the word ‘efficiency’ is used as though it means the same thing as ‘cuts’. This falsely implies 
that cuts are always the right decision.

Similarly, in some cases the outsourcing or privatisation of government operations is the right 
decision, and in other cases it is the wrong decision. Again, this statement might seem obvious, 

 To be clear, this is not an 

argument that outsourcing, 

privatisation, cutting spending 

or finding savings in the 

public sector are necessarily 

bad public policy .  



False Economies

14

but there is a widespread belief that the private sector is always more efficient than the public 
sector. This falsely implies that privatisation or outsourcing is always the right decision.

These two misunderstandings of efficiency not only bias some towards cuts and privatisation, they 
can also cause those who support the public provision of a service to argue against efficiency or 
argue it is not important. Rejecting efficiency offhand is just as significant a mistake as pursuing 
a biased perception of efficiency. Efficiency is a critical tool in achieving any aim, but only if the 
full meaning of efficiency is used.

Three kinds of efficiency
The field of economics has developed a thorough understanding of the concept of efficiency. 
Unfortunately, this knowledge is generally expressed in the jargon of the field and has not tended 
to inform the public debate on efficiency of the public sector. This is a shame because the concepts 
are readily expressible in plain English.

One kind of efficiency is doing the work you are doing with the fewest possible resources, getting 
‘more for less’ or ‘value for money’. This means producing each item and delivering each service 
with the least expenditure of time, money, materials, etc. Taking a quicker route to work, shopping 
at a supermarket that is cheaper and just as close, and printing documents double-sided, are all 
examples of increased technical efficiency.

Another kind of efficiency is about doing the right work, by allocating resources to produce and 
provide items and services of the highest total value. Value is often thought of as the amount 
of money someone is willing to pay, but this is not always reliable for all circumstances. Also 
important is best meeting needs in a wide range of circumstances, whether or not payment is 
involved. A print-out of a document that is read and used by many people can be more valuable 
than a print-out that is read by only a few, or no-one at all. Buying more nutritious and flavoursome 

foods gives more value than buying unhealthy and unappetising food. Using 
paper on printing the most useful documents and getting the best food for 
the weekly budget are examples of increased allocative efficiency.

A third kind of efficiency involves ensuring future needs are met and finding 
new ways to fill them. This includes ensuring that new technologies, new 
ways of operating and new ways of thinking are able to be used. Saving 
time and petrol by working from home, or using electronic paper instead 
of printing, can be examples of increasing dynamic efficiency. This kind 
of efficiency is in many ways the least understood. While technical and 
allocative efficiency are well-grounded in economic definitions, dynamic 
efficiency is a more fluid concept.

To illustrate the differences with a public sector example:

» Technical efficiency: Building a road using the best mix of labour and capital. Using 
picks and shovels when machinery can do a lower-cost job is technically inefficient.

» Allocative efficiency: Building a road where it is most needed. Even if a road is built with 
the optimal labour-capital mix and no waste, if it is in the wrong place, or if a more heavily 
trafficked road is neglected, that is inefficient in an allocative sense. Those resources could 
have been used elsewhere with better outcomes.

» Dynamic efficiency: Attending to transport needs as opportunities or needs change 
over time. That may mean taking on new modes, such as high-speed rail.
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All three kinds of efficiency are important. But often the pursuit of one can get in the way of 
achieving the others. This is particularly important in complex and continuously changing areas, 
which is very often the case in public services. A simplistic approach to efficiency often fails to 
recognise that resources are necessarily devoted not only to produce current outputs, but also to 
make sure these generate the most value to citizens (for example, by tailoring them to different 
needs in different locations or to different groups), and also to make sure that the outputs change 
and improve over time as new technologies and needs emerge.

The blind pursuit of technical efficiency is quite often disastrous for companies if they do not 
recognise these issues in their own investment plans, because competitors soon destroy them 
as their products or methods become outdated. An example was Kodak continuing to release 
new film cameras that may have been technically more efficient, but failing to invest in dynamic 
efficiency by developing digital cameras. It is equally disastrous, and sometimes more so, if public 
services are not run with the same eye to all three types of efficiency. How damaging is it to 
overall efficiency if our defence equipment is the wrong type for changing needs, if our schools are 
using the wrong models of education, or if our payments system is using outdated technology? 
Misunderstandings of these three kinds of efficiencies and their interactions lead to the two 
errors listed above.

Inappropriate cuts and misunderstanding efficiency
Most of the discussions of public sector efficiency are concerned with technical efficiency. Phrases 
such as ‘doing more with less’ show this, since doing more work with fewer resources is an 
improvement in technical efficiency. Unfortunately, beyond this rhetoric there is often a misuse 
of the word ‘efficiency’. This misuse occurs because the proposed plans focus on the resources 
being used, while not sufficiently considering the outputs being produced, the value in different 
settings of the outcomes being sought or the possibility of developing future capacities that are 
just as important to invest in as existing outputs. 

This means that promises are made that there will be cuts to the public sector, but that the services 
provided will not be affected. The cuts are usually measured in detail and get strong media 
attention, but the services are not so well-measured. Decreases in the quality or accessibility 
of the services are not as noticeable. Opportunities lost in the future are also unrecognised or 
undervalued, until we get there and wonder why our performance has slipped behind that of 
other countries, or why critical needs were not anticipated and met.

A large part of the reason for the focus on inputs is that they are relatively easy to measure. 
They can be expressed as dollars in a budget. Outcomes in the provision of public services are 
generally less easily measured. This is the case because, unlike many other markets in which 
a straightforward measure of profit can be applied, their value is based on a range of different 
factors, many of which are difficult to price directly. Public services often cannot be regarded 
as a simple discrete ‘product’ because their objectives are usually complex. For example, an aim 
of promoting local economic growth is complex because growth can be measured in a number 
of ways, each emphasising different values such as employment, wages, consumption, or 
investment. Other common public service aims, such as greater equality of income and wealth or 
the provision of public goods (like the justice system or the security provided by the military), are 
equally difficult to value. A recent Productivity Commission report on access to justice provides 
one example of such difficulties in its discussion of government-funded legal assistance and the 
problems of assessing its effects.24 There is clear evidence of the benefits of legal assistance – some 
international research finds governments can save over eight times the cost of legal assistance 
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through avoided downstream use of other public services – but precise quantification of impacts 
is very difficult. With many public services the value is there, but we cannot readily measure it in 
a way that directly compares with input costs.

The resulting lack of attention to outputs means that the reduction in services may be greater than 
the cuts to the resources, meaning that cuts have led to reduced technical efficiency. For example, 

technical inefficiency can be created by cutting staff while expecting the same 
services to be provided. Doing so will usually place a greater burden on the 
remaining staff. If this makes the work less attractive there may be difficulty in 
hiring sufficiently skilled staff and salaries may have to increase. There may also 
be increased turn-over and more resources ultimately devoted to training new 
staff whom have a lower level of skill and experience than the staff they have 
replaced. At the same time, the productivity of some staff might drop due to 
lowered morale and motivation, and possibly even stress-related illnesses. An 
immediate saving from an inappropriate staff cut can be gradually (or in some 
cases rapidly) exceeded by the costs of increased salaries and training time, 
as well as the lowered productivity from reduced experience and motivation. 
This would be clearly seen if done by companies producing standard goods and 
services, but often cannot be so readily seen in the reduced quality of many 
public services.

Lack of attention to outputs can also result in important areas being neglected, while resources are 
put towards lower priority issues. If local roads in marginal electorates receive funding and a major 
highway is neglected, there may be more road accidents than if the highway upgrade were funded. 
This is a failure of allocative efficiency in that the more important work is being ignored. It also has 
a negative effect on technical efficiency because the costs on the health and disability budget of road 
accidents will be greater; this is in addition to the costs borne by accident victims and their carers. 

In some cases there may be a simple failure to allocate resources to important areas. One of the 
key roles of public services is to respond to emergencies. It looks more efficient when, in quiet 
times, capacity is cut in emergency services, health services, security services, or infrastructure 
services. This type of apparent efficiency has tragic consequences when problems arise, systems 
fail and responses are inadequate, and is a clear example of where the public sector must maintain 
reserve capacity that the private sector would find unprofitable.

Inappropriate cuts and savings can also significantly damage dynamic efficiency. The most obvious 
cases of reduction in dynamic efficiency are cuts to research and education. For example, from 
the early 1950s to the late 1970s Australia increased its investment in agricultural research, but 
increases since that time have been much smaller. There is evidence that this plateau in research 
funding has had a significant effect on agricultural productivity growth, which has decreased from 
2.2% per year to 0.4%.25 Failing to invest in research means new techniques and technologies are 
not created. Insufficient investment in education means a reduced capacity to implement and 
adapt to new discoveries. Other examples of cuts or savings damaging dynamic efficiency include 
the loss of skills from staff cuts; this is discussed in Box 3.2 below. 

Inappropriate cuts and savings can reduce efficiency due to a failure to acknowledge that efficiency 
involves results as well as resources (outputs as well as inputs). In a wide range of fields, we see the 
first things cut by blind efficiency measures can have serious consequences for technical, allocative 
and dynamic efficiency. The following case study provides a good example of a situation where 
cuts to public funds would cost more than they would save. It is interesting to note that many of 
those who would bear the costs might not know that they are benefiting from public funds.
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Governments often ensure the availability of low-cost public transport by providing subsidies 
that reduce the prices of tickets. Whether the actual vehicles are run by the government or 
a private company, low-cost public transport is a public service ultimately resulting from 
government funds. It is not generally appreciated that substantial benefits accrue from 
these subsidised services; benefits not just to the public transport users, but to the wider 
community, and especially to those who commute by car. This example looks at some of the 
benefits from Sydney’s trains.

In looking at the benefits of Sydney’s rail public transport the intention is not to make the 
argument that the current fare and subsidy levels are necessarily ideal. There is a great 
deal of sensible discussion on issues such as cost recovery rates, fare increases, car use 
charges and levels of investment in transport infrastructure. The example given here simply 
demonstrates that there can be substantial economic benefits from low-cost public transport 
supported by subsidies. 

The subsidies to public transport go towards both a general reduction in ticket prices and 
further reductions on tickets for particular groups, such as school student passes and 
pensioner tickets. It is probably well understood that the further reductions for specific groups 
are provided for social justice and equity reasons. What may be less well-known is that the 
general reduction in prices relates strongly to the external benefits of public transport – the 
benefits to non-public transport users and the wider community obtained from the operation 
of public transport.

A large part of these benefits go to those who commute by car. The former Treasurer, Wayne Swan, 
observed in his final budget speech: ‘Traffic congestion costs commuters time with their families 
and is estimated to cost our economy up to $20 billion a year by 2020 if not addressed.’26 A full 
bus takes around 30 cars off the road; a train removes its passengers from the road entirely. Both 
lead to less traffic congestion and a faster journey with reduced fuel use for those who commute 
by car. The reduced fuel use also results in significant reductions in emissions that benefit us 
all.While the logic of public transport reducing congestion and emissions is straightforward,  
it is more difficult to determine exactly how much benefit car users are deriving and by 
how much emissions are reduced. However, a report prepared for the Independent Pricing 
and Regulatory Tribunal (IPART) provides relevant information. This report was written to 
allow IPART to determine whether the correct level of subsidy was being given to CityRail.27 
In its effort to determine optimum subsidies the report used a traffic model to compare 
traffic congestion under current train use with hypothetical scenarios including having no 
CityRail trains. 

This procedure assumes that public transport affects traffic congestion because commuters 
shift to other forms of travel if their current mode of travel is unavailable. This assumption is 
not uncontroversial. It can be argued that over the long-term people adapt to their situation 
by changing where they live and work to avoid heavily congested roads or to take advantage 
of relatively clear routes. However, the extent to which adaptation occurs may be limited 
and occur very slowly, and such adaptations that might occur involve their own costs and 
benefits. Very few people can change jobs or homes quickly, and many will not go to the 
effort involved.

Box 1.1: Removing public transport subsidies can be a waste of time  
– for car commuters
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By comparing current train use with a hypothetical situation of having no CityRail trains, 
the report calculated the annual benefit to car users from trains to be $923 million. This 
benefit comes from reduced congestion, meaning that car commutes are faster; car drivers 
and their passengers save time (which was valued at $13.51 an hour) and use less fuel for 
their journeys. Having fewer cars on the road also benefits the community generally by $134 

million a year through reducing carbon and other emissions. Around 
1 million tonnes of carbon emissions are avoided annually (valued at 
$25/tonne). Health costs from other emissions, estimated at $109 
million a year, are also avoided. These external benefits are in addition 
to the yearly benefits obtained by the rail commuters themselves, 
which were calculated to be either $1,031 million or $1,414 million a 
year, depending on modelling assumptions.

The yearly total of the rail commuter, congestion and emission benefits 
from CityRail comes to $2,071 million or $2,454 million. By comparison, the subsidies that 
help to ensure the availability of this low-cost public transport amount to $1,364 million per 
year. The comparison is not entirely fair since it only accounts for these three benefits. There 
are less directly observable benefits that should also be taken into account: 

» Agglomeration, particularly for businesses in the CBD who benefit from being located 
in a cluster of other businesses and having a concentration of skilled workers28

» Reduction in the significant stress effects of congestion29 

» Avoidance of higher costs generated by a lack of investment in public transport 
infrastructure, such as further road construction and associated land acquisitions

These aspects of the broader economic, social and environmental performance of the city 
should be taken into account. Even without them, however, the benefits of public transport 
are greater than the subsidies, which demonstrate how government subsidies of public 
transport can deliver important advantages.

 the benefits of public 

transport are greater  
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Inappropriate privatisation or outsourcing and misunderstanding efficiency
Outsourcing and privatisation schemes are frequently undertaken with the stated intention 
of increasing efficiency. Sometimes this is done after a careful and independent analysis that 
determines the private sector is likely to be more efficient at the particular task. At other times it 
is done simply on the basis of the mistaken belief that the private sector is always more efficient 
than the public sector. This belief is sometimes called ‘private sector primacy’.30

A common misconception is that private sector primacy is supported by economic findings that 
markets always drive efficiency. This is an incomplete understanding of the economics of markets 
when applied in the fields for which public services have been built. Abstract economic models 
predict that well-functioning competitive markets will match supply and demand so that goods 
and services are produced at the prices and quantities that will be purchased. The result provides 
maximum satisfaction of consumers’ needs within their constrained budgets and ensures least 
cost by producers. This means no effort is wasted on the production of items or the provision of 
services that people are not willing to pay for. Furthermore, where there are limits to what can 
be made or provided, effort goes towards those goods and services that have the highest value in 
terms of the amount that people are willing to pay.
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The tough and invisible hand of the market, according to this model, ensures both allocative 
efficiency (markets provide only those things people want) and technical efficiency (high-cost 
producers go out of business). The model is limited, however, as the real world departs from the 
abstract model in many important ways. Sometimes the departures are minor, and the costs to 
bring about ideal outcomes would be greater than the cost of departures from the ideal. But in 
many cases the costs of ‘market failure’, to use the conventional economic term, are such that 
public intervention through government provision (e.g. roads), funding (e.g. health care) or 
regulation (e.g. the finance sector) is required. Markets have repeatedly been shown by economic 
analysis to fail to deliver efficiency in a range of circumstances. These are outlined below:

Non-competitive conditions

Public services are provided mainly in areas where standard competitive market conditions do not 
apply. Unlike services delivered through competitive markets, public services possess some unique 
characteristics: distributional outcomes are particularly important (for example in the tax-transfer 
and welfare support systems); services are thought best to follow need rather than willingness or 
capacity to pay (like justice or disability services); minimum service levels are desired even if they 
are high cost (like services to rural and remote communities, or to Australians travelling abroad); 
and certain collective goods are delivered that cannot be produced in a market (like defence and 
immigration). Public services often involve elements of regulation, or overwhelming commitment 
to the public rather than private interest (like parliamentary services, the military and police). 
Such services are not best provided in a framework where the primary motivation is profit.

Single buyer

In a public service outsourcing the government is often the only buyer, so this is not a genuine 
competitive market. The market power of the one buyer is often used to get very low prices from 
suppliers. This can be a benefit since the savings from these low prices allow more services to be 
provided to the community. However, this market power can be misused to drive prices so low 
that there are long-term costs. For example, many Australian charities and other not-for-profit 
bodies have been used to deliver low cost welfare services, but this has often been at the expense of 
program effectiveness or dynamic efficiency. Pricing is often too low to sustain adequate training, 
employ fully qualified staff, or to develop new service models. A range of service quality disasters 
have come to light over the years in areas like child care and nursing homes, requiring costly fixes, 
re-regulation and so on.

Alternative means of competing

As mentioned above, markets can drive technical efficiency in that they involve competition. 
Being able to produce the same quality of outputs at lowest cost is one way of out-competing 
alternative providers. However, there are numerous other ways to appear to be competitive, such 
as reducing quality in ways that are hard for customers to detect, spending more on marketing, 
greater access to capital, or maintaining superior access to buyers. This means that outsourcing 
to create a market will only improve efficiency to the extent that attempting to produce the same 
quality outputs at a lower cost is the dominant form of competition in the new market. Because 
of the complexity of measuring public service outputs it can be difficult for even a well-informed 
government buyer to ensure that lower bids for public service contracts do not simply result in 
lower quality services, rather than efficiency.
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Principal-agent problem
This problem occurs when an individual or organisation (an agent) is carrying out work on 
behalf of someone else (the principal). Where the interests of the agent and the principal are not 
exactly aligned, problems can easily arise. Because the agent is doing the actual work they will 
frequently have more knowledge about how the work should best be done (called information 
asymmetry) and it can be difficult for the principal to oversee the work effectively. The result is a 
tendency to produce outputs that are suited to the needs of the agent rather than the principal. A 
well-designed incentive system can ensure that the interests of principal and agent are aligned. 
However, as mentioned above, the objectives in public services are often complex and difficult to 
quantify. This makes designing effective incentive systems extremely difficult, and means that 
outsourcing works only for simply specified services; otherwise contractors tend to focus their 
attention on generating impressive performance according to indicators that may not relate well 
to the principal’s actual objectives.

De-skilling
Public service agencies as designers of programs and purchasers of services begin to de-skill as they 
have diminishing roles and experience of the front-line, and this exacerbates the principal-agent 
problem. Procurement and recruitment skill problems emerge, and several have been reported in 
recent years. Difficulties arise with designing and implementing new services, particularly when 
policies are crafted without proper consideration of practical constraints or with inadequate 
knowledge of innovations in delivery that open up policy options.31 Some departments have 
reached the point that they must turn to contractors even for the smallest tasks that ministers 
might give them. To a large extent, it is only because so many private contractors are former 
public servants that the necessary skill is available at all. As these public service trained workers 
start to age and retire there is a much thinner pool of replacements coming through, depending 
on how much capacity has been retained in the various areas of service.

Loss of economies of scale
Many fields of public activity involve networks and scale efficiencies. These often are most 
efficiently delivered as single public systems. An example may be the much lower administrative 
cost per dollar disbursed by Medicare (a nation-wide health insurance scheme) relative to the 
multitude of higher cost private health insurance schemes. Other examples arise in road networks, 
statistical collections, meteorology services and many others.

The private sector is not inherently more efficient than the public sector in the delivery of public 
services.32 Taking a full view of efficiency, there is no evidence that private schools are more 
efficient than public schools,33 that private health and hospital services are more efficient than 
public health and hospital services,34 or that private regulation and codes of practice work better 
or are better enforced than public regulation in many fields. In some situations privately provided 

services may be more efficient, but in others they are less efficient. This means 
that decisions on whether or not to outsource or privatise need to be made only 
after independent, robust and comprehensive analysis of the likely impacts on 
efficiency and other key policy goals. Such analysis should try to identify all costs 
involved, including costs transferred to users of government services. The future 
must have as much weight as the present in the assessment. Making choices in 
this way is, of course, more difficult than a simple rule-based preference for a 
certain sector, but is likely to lead to better results. The following case study is a 
good example of where the presence of some of the above described factors (non-
competitive conditions, alternative means of competing and loss of economies of 
scale) means the case for government involvement is clear.
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Box 1.2:  A clear need for government leadership  
– the National Broadband Network (NBN)

The private sector is not well-suited to leading the construction of big networks. The best way 
to build a national network, regardless of whether it is communication or transport, is through 
the leadership of a national government. That does not mean that there cannot be substantial 
private involvement. A great deal of the work of rolling out the NBN is being done by private 
contractors. But for a number of reasons, three of which are outlined here (uncertainty over 
the timing of economic returns, need for consistency in roll-out and avoiding duplicated 
networks), public sector leadership is vital to settling key objectives 
and standards of delivery.

The most significant problem for private sector leadership in 
constructing an NBN is the uncertainty of the timing of economic 
returns. The value of a network does not increase in a predictable 
fashion. The first private telephones were a novelty, but not very useful. 
A hundred phones across an entire country are unlikely to connect you 
to many people you know. Perhaps even a thousand phones will not be 
useful, but at some point the network is of enough value that everyone 
wants to be part of it and the way we communicate is changed forever. 
At that point the network becomes economic to run, but the timing of 
that point is impossible to predict. This is a high risk for private sector 
investors, who generally cannot bear this timing uncertainty.

Another problem is with consistency and reliability. It would be 
extremely difficult to find a private company big enough to take on 
the entire task of rolling out a NBN (and even if that were possible, 
it would create a monopoly and remove any possible benefits 
of private sector competition). If a network is built by a variety 
of organisations there will be differences in the kind of network 
installed and the way it is set up in different areas. This will constrain the way in which the 
network can be used. For example, an organisation may wish to invest in high quality video 
conferencing because of the savings that can be made by having employees telecommute. 
However, if it is uncertain that all employees will be able to use the system successfully 
from home, depending on where they live, then the investment will likely not be made. The 
consistency involves a number of factors, not just the speed, but aspects such as its ‘jitter’ 
(tendency to have slow periods and bursts of speed) and ‘latency’ (delay in transmission). 
Inconsistencies in these respects can make communication much less intelligible and cause 
data losses. A government-driven national roll-out with a guarantee of certain minimum 
standards gives a consistency that broadens the potential applications of the network.

Inconsistency and unreliability are of particular concern for rural communities, since it is in 
these smaller markets where reduced incentives for private investment make these problems 
more likely. These problems are a disincentive for businesses to operate in rural areas. If 
a level of consistency is guaranteed, not only do rural areas benefit, but arguably strain on 
capital cities is reduced.

A further problem is the likelihood that competing networks may be built alongside each 
other. An example of this is the needless duplication involved in having separate Optus and 
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Telstra mobile phone tower networks. This leads to many areas having two towers when 
only one would be required for the number of mobile phones in the area, while other areas 
miss out. Not only is building duplicate networks a waste of resources, the costs of which 
are largely passed on to consumers through higher charges, but it can cause numerous other 
inefficiencies. For example, both Telstra and Optus offer ‘cable internet’ connections which 
operate through a hybrid fibre-coaxial cable (HFC) network. Because Telstra and Optus 
each have their own HFC network it is not possible to change providers remotely. Instead it 
involves a technician visiting the premises in order to run a second cable and install a second 
socket in the wall.

The case for Federal Government leadership in providing an NBN is so strong it has more-
or-less been accepted by all major political parties. Most of the media debate on NBN 
policies during the 2013 Federal Election focused on whether there was a false economy 
in the Coalition’s NBN plan of rolling out fibre-optic cable to ‘nodes’ for most streets and 
connecting to the existing copper network from there, rather than connecting fibre directly 
to almost   every house under Labor’s plan. Less commonly discussed is the Coalition’s 
acceptance that Australia should have an NBN and that the primary responsibility for 
providing it must lie with government.35 This position has been maintained since the election. 

Although the Coalition has said that it will remove the regulations that currently prevent 
competing networks from being built, there is as yet no estimate of the extent to which the 
private sector is likely to take up this opportunity. The Coalition is holding the position put 
by Abbott prior to the election: ‘let a competitive market deliver the speeds that people need 
at an affordable price with government improving infrastructure in the areas where market 
competition won’t deliver it.’36 The National Commission of Audit report recommended 
that the NBN Co. only be privatised after roll-out was completed.37 This means that across 
the spectrum of politics, regardless of beliefs about big or small government, there is broad 
agreement that leadership of the construction of Australia’s next significant network is best 
provided by government. 

Effectiveness and equity
There is another factor that applies to both of the errors discussed above (inappropriate cuts 
and inappropriate privatisations or outsourcing), and that is governments giving insufficient 
consideration to two concepts that are related to efficiency: effectiveness and equity. These two 
concepts reflect the expectation that the public sector serves the wider economy and society. 
Consideration of efficiency needs to take this into account.

A good definition of effectiveness is: the relationship between purpose and results. In other 
words, an action undertaken by the public service, or a public sector organisation, is effective if 
it achieves the objective that was intended.38 This means if a health department implements a 
vaccination program to reduce the occurrence of a disease, the program is effective if it does reduce 
the number of infections.

In relation to public services, equity most commonly refers to both the equal treatment of equals 
(where there are similar levels of need and the service is equally accessible to all) and the unequal 
but fair treatment of unequals (where services account for the special needs of particular groups 
in the community).39 Equity can involve equity of access, so all Australians are expected to have 
adequate access to services, and equity of outcome, whereby all Australians are expected to receive 



False Economies

23

 two concepts that are 

related to efficiency: 

effectiveness and equity… 

reflect the expectation  

that the public sector 

serves the wider  

economy and society  

similar outcomes resulting from service use. For example, a vaccination 
might be made freely available to all (equity of access), or may be made 
available free to certain vulnerable groups, such as children or those with 
an underlying medical condition, so that those groups are as safe from the 
effects of the disease as the general non-vulnerable population (equity of 
outcomes). For many Australians, equity also has other dimensions. These 
can be important for many policies, and include spatial equity (particularly 
for those in remote and rural areas), intergenerational equity and social 
dimensions such as gender equity.

To make clear the relationship of these concepts with efficiency, consider 
the hypothetical example of a new vaccine (either newly developed or newly 
introduced into a country or region). The vaccine might be most effective at 
reducing the number of infections if it is delivered to everyone at around the 
same time. However, it might cost more to provide it in a burst than it does 
to spread out the provision over a longer time period, because many nurses have to be trained to 
administer the vaccine rather than just few who can travel around administering the vaccine over 
time. Providing the vaccinations all at once means that the cost of each vaccination is higher and this 
might seem inefficient. But a cost cutting measure to train only a few nurses, and have them travel 
to different communities and administer the vaccine, would reduce the effectiveness of the program 
(and potentially the equity since remote communities might be disadvantaged by getting the vaccine 
late). Even though providing the service in a burst means more resources used per vaccine, this may 
still be efficient if the additional effectiveness and equity are worth the increased cost. 

In practice, it can be very difficult to establish the connections between inputs and outcomes 
because they tend to be influenced by a range of factors and there is often delay between the 
outputs being provided and their effects starting to show. However, wherever possible the effects 
of cuts or outsourcing on the public service’s broader role need to be assessed to ensure a narrow 
pursuit of efficiency does not damage effectiveness or equity.

The Federal Government’s stimulus package in response to the Global Financial Crisis (GFC) 
provides a good example of why the public service’s wider role needs to be taken into account 
when assessing its efficiency, as set out in Box 1.3. 

Box 1.3:  It’s not just the size of your stimulus package,  
it’s the way you use it

Australia was one of only three advanced economies that avoided recession during the 
GFC, which has ensured the Federal Government’s fiscal stimulus package has been widely 
acclaimed. ‘One of the best designed Keynesian stimulus packages of any country’ stated 
Joseph Stiglitz, former World Bank Chief Economist, Clinton administration economic 
advisor and recipient of the Nobel Memorial Prize in Economics. An open letter circulated 
in 2010 and signed by more than fifty professors and lecturers from Australia’s leading 
universities praised the Federal Government’s actions in stimulating the economy, avoiding 
a recession and preventing mass unemployment.40 The IMF also commended the ‘quick 
implementation of targeted and temporary fiscal stimulus’.41 It was considered to be ‘among 
the most effective in the OECD’.42

Joseph Stiglitz provides a cogent argument in support of the package and the efficiency with 
which relevant government agencies undertook delivery.



False Economies

24

 If you hadn’t spent the money, there would have been waste. The waste would 

have been the fact that the economy would have been weak, there would have 

been a gap between what the economy could have produced and what it actually 

produced – that’s waste. You would have had high unemployment, you would 

have had capital assets not fully utilised – that’s waste. So your choice was one 

form of waste verses another form of waste. And so it’s a judgment of what is the 

way to minimise the waste. No perfection here. And what your government did 

was exactly right.43

The calculations of the Commonwealth Treasury support Stiglitz’s analysis. Estimates indicate 
that growth would have been negative for three consecutive quarters without fiscal stimulus. 
Originally the fiscal stimulus was forecast to increase GDP growth by two percentage points 
in 2009 and to detract around one percentage point from growth in 2010; the estimates have 
changed only slightly since then.44 This suggests the effect of the stimulus package was to 
avoid the waste of our economy being $7 billion smaller, from factors such as unemployment 
and capital asset underutilisation.45

It is interesting to note that although Australia’s stimulus package was one of the largest as a 
percentage of GDP, a number of countries with large stimulus packages did not perform very 
well subsequently. The OECD has concluded that the effectiveness of the stimulus was due 
to both the size of the measures and the speed with which it was introduced. The targeting of 
the stimulus to households (particularly those on modest incomes) and to school buildings 
(which can be undertaken rapidly) also contributed to the speed of its effect.46 Design was 
critical, and required sufficient public service capacity to plan, cost, establish and monitor 
large projects against very tight time-frames.

Additional explanations have been suggested for Australia’s performance during the GFC. Some 
of these also point to the critical role of a high-quality public service, particularly in two respects:

» Banking regulation - None of our major banks failed, and Australia was one of only 
two advanced G20 countries that did not need to make a government injection of 
funds to the banking system (though, as in many countries, the government did issue 
guarantees for bond issuance and deposits). OECD analysis shows that our regulations 
were not stricter, but they were well implemented. Our banking system ‘benefited 
from years of rigid supervision by “better than world-class” financial regulators’.47

» The Reserve Bank - Appropriate actions by the Reserve Bank, and supporting 
government monetary policy, helped to maintain the stability of the financial system 
during the GFC, and was no doubt a key factor (though indications are that the full 
effect of monetary policy is usually delayed and was muted by the nature of the 
financial shock).48

Other explanations for Australia’s success have been offered that imply less of a role for 
government, such as population growth, structure of the economy and demand from our 
major trading partners, especially China. Indeed, China’s demand is the main reason usually 
given as an alternative explanation for why we did so well. The economist Steve Keen has 
argued this cannot be the case: if our current economic position had been the result of China’s 
strong economy (itself boosted by a substantial stimulus program) then export industries 
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would have experienced employment growth first, followed by the rest of the economy. The 
reality is the growth was driven by industries benefiting most from the stimulus.49

The likelihood is that all these factors played complementary roles, 
with the non-government aspects being fed by, and feeding into, 
the effectiveness of government actions. It should be kept in mind 
that the ‘non-government’ aspects may have involved a significant 
government role in the long-term, for example, immigration policy 
affecting population growth and international trading relations 
facilitated by diplomacy. 

There are some who continue to dismiss the efficacy of the 
government’s action during the GFC, criticise waste in the stimulus 
package, and argue against its overall size. These are worthy topics 
of discussion to ensure further improvement. Nevertheless, evidence 
suggests the timely government intervention in a slowing global economy was a necessary 
condition for the avoidance of recession, preventing mass unemployment, and safeguarding 
an economy that remains one of the strongest in the developed world.

Conclusion
Given the scale and significance of the work that the public sector undertakes, its overall efficiency 
is clearly important. However, permitting mistaken notions of efficiency to drive policy will result 
in ‘efficiency reforms’ that actually increase waste. To avoid these mistakes, policies on public 
sector efficiency must:

» Focus as much on results as on resources (outcomes as well as inputs) of public service 
programs; when cuts are announced, evidence should be provided that the same services 
can be maintained with fewer resources, or the likely reduction in services should be 
outlined at the same time

» Ensure that short-term efficiency gains will not result in larger long-term efficiency losses

» Conduct independent and thorough investigation into the advantages and disadvantages 
of in-house and outsourced service provision before any outsourcing decisions are made

» Conduct independent and thorough investigation into the advantages and disadvantages 
of public and private ownership of public service organisations or infrastructure before 
any privatisation decisions are made

» Consider society-wide costs, not just direct costs to government budgets, so that public 
service cuts do not impose costs on the population that are greater than the savings.

Our public sector suffers the plight of the anorexic. No matter how thin it gets there are voices 
saying it is too fat. The word ‘efficiency’ is often misused to mean ‘cuts’, and some cuts to public 
services can end up costing us much more than they save. 

Our public services do a lot for us. They need to be efficient, effective and fair. This will not be 
achieved by endless cuts or by blind faith in market solutions. We need to consider results as 
much as resources, we need to think long-term, we need to consider carefully the benefits and 
disadvantages of outsourcing and privatisation, and we need to be aware of society-wide costs, 
not just direct costs to government budgets.
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2: Bang for our bucks

Efficient government?
Australia’s public sector is among the most efficient in the world. Although it is difficult to 
measure efficiency precisely in the provision of public services, data from respected international 
organisations reveal that Australia performs very well compared to similar countries on all 
three kinds of efficiency discussed in Chapter 1. This should not be a surprise given the kinds of 
expectations Australians have of their governments (whether Federal, State or Local). Although 
comparisons are often made between Australia and the high-taxing countries of Northern Europe, 
particularly when considering the performance of our public sector in areas such as health and 
education, our taxation levels are actually far closer to low-taxing countries such as the USA and 
South Korea. Australians expect Northern European services on a USA budget, and largely this is 
what they receive.

As pointed out in the first chapter, government bureaucracies are often falsely assumed to be 
inefficient. This kind of thinking might interpret international comparisons as showing that 
Australia is the best of the worst. However, as was also discussed earlier, the assumption that 
the private sector is always necessarily more efficient than the public sector is not supported by 
theory or evidence. In what follows we also compare the efficiency of the two sectors. The limited 
evidence available in Australia shows little difference in overall efficiency.

The fact that the Australian public sector is highly efficient does not mean that there is no room 
to improve. Even the most efficient organisations may have areas of work, or aspects of activities, 
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that could be improved. After setting out in more detail the evidence of efficiency just outlined, 
the final chapter of this report will concentrate on two aspects of the APS where there may be 
opportunities for increased efficiency. When reading these sections it is important to keep in 
mind the broader context. In general the APS runs efficiently and the potential reforms discussed 
here represent enhancements. While striving for improved performance is important, previous 
achievements should not be taken for granted, or worse, reversed.

International comparison
The difficulties in measuring efficiency have previously been mentioned. Quantifying the inputs, 
or resources, is usually straightforward. It is the outcomes, the results, which are frequently 
difficult to measure. This remains the case when comparing across countries.

Technical efficiency: Resources and results

Comparing taxes internationally is complex because most countries, including Australia, have a 
combination of different taxes, and every country’s mix is different. However, the OECD provides 
comparative data on wage taxes and total taxation that supply a decent picture of our position. 
Despite common perceptions, Australia actually has a low level of taxation compared to countries 
with similarly structured economies.

While there are some complexities in comparing the amount of revenue different countries gain 
from taxation, it is possible to get a clear picture of Australia’s relative level of taxation. Contrary 
to some common perceptions, Australia is a low-tax country. Figure 2.1, below, shows Australia’s 
total taxation as a percentage of GDP (the data is from 2011 as this was the most recent year with 
complete information).50 In 2011 we were the fifth lowest taxing country out of thirty-four in the 
OECD.

Figure 2.1: Total taxation as proportion of GDP for OECD countries (2011)
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The outcomes of the different governments are harder to quantify. A number of international 
organisations have created different measures of various aspects of government performance. 
Two of the most well-known are those produced by the World Economic Forum and the World 
Bank. The Basic Requirements Sub-index of the Global Competitiveness Index (GCI) produced by 
the World Economic Forum incorporates measures of the strength of public institutions, the level 
of infrastructure, the macroeconomic environment, health outcomes and primary education, and 
so is a good indicator of government effectiveness across a number of areas.51 The World Bank’s 
World Governance Indicators include a Government Effectiveness measure, which aggregates 
a range of other measures by organisations such as the Economist Intelligence Unit and the 
World Economic Forum.52 Because it is a broad ranging aggregate measure it will be used here as 
the measure of government effectiveness. In any case, there are strong similarities between the 
results given by different government effectiveness measures.53 Table 2.1 below gives the ranks 
within the OECD on the two measures just discussed. Of the thirty-four countries, nineteen of 
the rankings are within two places of each other, and only two countries have rankings with a 
difference of more than seven.

Table 2.1: OECD countries ranks in two measures of government effectiveness

WGI 2011:  
Government  

Effectiveness

WEF-GCI:  
Basic  

Requirements  
2010-2011

Finland 1 3

Denmark 2 5

Sweden 3 2

New Zealand 4 10

Switzerland 5 1

Norway 6 13

Netherlands 7 6

Canada 8 8

Luxembourg 9 7

Australia 10 9

Belgium 11 15

Austria 12 11

Iceland 13 25

United Kingdom 14 14

Germany 15 4

United States 16 19

Japan 17 18

Ireland 18 21

France 19 12

Israel 20 24

WGI 2011:  
Government  

Effectiveness

WEF-GCI:  
Basic  

Requirements  
2010-2011

South Korea 21 16

Chile 22 22

Estonia 23 17

Spain 24 23

Slovenia 25 20

Portugal 26 26

Czech Republic 27 27

Slovakia 28 29

Hungary 29 31

Poland 30 30

Greece 31 33

Italy 32 28

Turkey 33 34

Mexico 34 32

n	countries with ranks on the measures  
within two places of each other, countries 

n	countries with differences in ranks  
of three to seven places

n	countries with a difference of eight or greater
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It should be noted that the World Governance Indicators also include indicators of ‘regulatory 
quality’, ‘rule of law’ and ‘control of corruption’. All could potentially be regarded as part of 
the outcomes of government and thus a measure of its effectiveness. However, we will focus 
on the indicator that specifically measures government effectiveness. This indicator ‘captures 
perceptions of the quality of public services, the quality of the civil service and the degree of its 
independence from political pressures, the quality of policy formulation and implementation, 
and the credibility of the government’s commitment to such policies’.54 Note that this measure 
does not attempt to determine the contributions of different levels of government. It is a measure 
of the effectiveness of the entire public sector of each country. Comparing Australia with the same 
set of OECD countries in 2011 (the same years as the tax revenue comparison) places us as the 
10th most effective government, behind the Netherlands, Canada and Luxembourg but ahead of 
Belgium, Austria and Iceland.

Importantly, Australia is the only OECD country to be in the top ten most effective governments 
and the bottom five lowest taxing governments. This is strong evidence that we have a far more 
efficient government than most of our peer countries. The follow scatter diagram illustrates this 
by plotting rank in effectiveness against reverse rank in taxation. The countries plotted closest 
to the top right hand corner have the highest technical efficiency. Only Switzerland is closer 
to that corner than Australia, meaning that on this measure we have the second most efficient 
government in the OECD.

Figure 2.2 - OECD countries ranked by lowest taxing and highest effectiveness (2011)
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The precise position of different countries on the graph can be debated, 
for several reasons. Some countries may prefer certain measures making 
up (or not included in) the government effectiveness indicator. There 
may be disputes over the particular methodologies used to calculate the 
measures making up the government effectiveness indicator, as well as the 
methodology of the World Bank’s aggregation. Notably, superannuation 
payments are not counted as a tax because they provide personal benefits 
to the contributor, and it could be argued this boosts Australia’s apparent 
efficiency in one area of public services. This means the above graph is 
merely indicative. The clear indication, however, is that Australia does well 
in technical efficiency terms, delivering high outcomes for low inputs.

A 2005 paper by Antonio Afonso, Ludger Schuknecht and Vito Tanzi came to similar conclusions 
when it examined the efficiency of the public sector in 23 OECD countries, including Australia.55 
The paper used a variety of socio-economic measures as indicators of different aspects of 
government performance, including administrative, education, health and public infrastructure 
outcomes, as well as government achievements with regards to income distribution, economic 
stability and economic performance. These indicators, along with public expenditure were used 
to give an overall public sector efficiency score. Of the 23 countries, Australia ranked third.

Allocative efficiency: Doing the right work
Assessing the allocative efficiency of Australia’s public sector is more difficult, but there are positive 
indications that the public service is efficient in allocating resources. Australia is well regarded 
by the OECD for having a well ‘targeted’ welfare system; this means that a greater proportion of 
government-provided benefits and subsidies go to those who are disadvantaged. For example, in 
2005 Australia had the lowest level of government transfers (18.6%) going to the wealthiest half 
of the population. The OECD average was 45.4%.56 Of course, some of the countries that distribute 
more money to higher earners have deliberately chosen a universal approach, whereby benefits 
or subsidies are an entitlement attached to citizenship and participation, not disadvantage. This 
approach inflates the average OECD transfers to the wealthy. Regardless, Australia’s level of 
targeting is an indicator of its ability to direct its resources to where they are most needed.

The analysis by Afonso, Schuknecht and Tanzi on public performance also took into account 
allocative factors and found Australia was above average on this measure.

Dynamic efficiency: Adapting over time
The extent to which the public sector takes advantage of new modes of operating, its dynamic 
efficiency, is particularly difficult to assess. However, if a public sector is maintaining or improving 
its technical efficiency relative to that of other countries, one might presume a corresponding 
increase in dynamic efficiency. Equally, if a public sector’s dynamic efficiency was poor compared 
to other countries, one would expect it to fall behind those countries on other measures of 
effectiveness and efficiency over time. Examining Australia’s taxation revenue and government 
effectiveness, we can observe its ranking has improved over time, which suggests that relative to 
other countries, the Australian public sector has been adapting well to change. There is perhaps 
an open question as to whether all governments have a substantial dynamic efficiency problem. 
Resolving this question will become more important given the pace of change and connectivity of 
modern governments.
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Figure 2.3 - Australia’s OECD Rank in effectiveness and low taxation over time

Source: Adapted from OECD, Revenue Statistics 1965-2010: 2011 Edition, 2011;  
and World Bank, Worldwide Governance Indicators, 2013.

Sector comparison 
Despite the difficulties of measurement there is sufficient data to make the case that Australia’s 
public sector compares well internationally to other public sectors. However, there is far less data 
available on the relative efficiency of Australian public and private sector organisations. 

Limited Australian data

An obvious way to compare the public and private sectors is to look at situations where services 
provided by government are partially or completely privatised. This means private and public 
organisations performing a similar role could be compared. Although Australia has had a large 
number of government functions privatised,57 very few cases have sufficiently good data to 
compare government provision with private and community sector provision. Box 2.1 and Box 
2.2 outline two brief examples of these difficulties:

2002 2003 2004 2005 2006 2007 2008 2009 2010

Effectiveness Rank Low Taxation Rank

2

4

6

8

10

12

14

16

18

20

22

24

26

28

30

32

34



False Economies

33

Box 2.1: Privatising Federal Government legal services

Over the past 15 years private providers have increasingly supplied the legal services required 
by Federal Government departments and agencies. For much of the 20th century, public 
sector legal demand was primarily supplied by the Attorney-General’s Department (AGD), in 
particular the Australian Government Solicitor (AGS).58 Following the recommendations of 
the 1996 Logan Review, which concluded that the role of government legal service providers 
should be confined to legal matters in the public interest, the AGS was transformed into an 
independent Government Business Enterprise operating as a private entity.59 The reforms 
also expanded use of a user-pays model, enabling government departments and public 
authorities to contract their litigation matters and legal advice to private law firms.

At the time, the privatisation of legal services was largely justified on the basis of cost-
effectiveness.60 Evidence suggests that after these reforms the level of expenditure on legal 
services rose substantially.61 This might seem to indicate that privatisation has led to an 
increase in legal costs. However, other evidence points to a rise in private sector legal costs 
over the same period. In both cases the data is flawed. The private sector data come from a 
series of ABS surveys, and the report that collates them specifically warns that changes in 
methodology of the survey mean that comparisons between years are not reliable.62 In the 
public service the estimate comes from comparing four different sets of reports conducted 
at various times; it is acknowledged none are likely to be comprehensive.63 Also, there has 
been little research on the drivers of the increased demand for legal services. Therefore, it 
remains unclear whether the sectors can be compared at all, or whether their demand is 
responding largely to different drivers. It is impossible to tell from the limited evidence 
whether privatisation has partially restrained rising legal costs for the public service, or if it 
has added to them

Box 2.2: Public and private employment services

In May 1998, the Federal Government instituted a comprehensive overhaul of employment 
services in Australia. The public Commonwealth Employment Service (CES) was replaced by 
the Job Network (JN). In 2008 a restructure was announced and the JN became Job Services 
Australia (JSA). The JSA retained the same fundamental architecture. Both programs were 
composed of over 100 for-profit and non-profit organisations that tendered bids to offer 
employment services within Australia. The rationale for privatising the CES was fourfold. 
By increasing competition, it was thought that labour market assistance programs would: 
operate more flexibly; at lower cost; whilst delivering more personalised service; and, above 
all, produce more sustainable employment outcomes.64

The most visible sign of JN/JSA’s success has supposedly been the maintenance of a low 
headline unemployment rate, particularly during the Global Financial Crisis. Over the 
past decade, the headline unemployment rate has averaged 5.4%.65 By contrast, the mean 
unemployment rate between January 1990 and December 1997 was approximately 9%.66 
However, difference in economic conditions certainly affected this, since the JN/JSA was 
introduced at a time when Australia was enjoying a sustained period of economic growth, 
with a corresponding inevitable decrease in unemployment.67 Moreover, the weight given to
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unemployment obscures the high rate of underemployment. The number of people identified 
as underemployed since 1994 has increased by 50%.68 Australia’s rate of underemployment, 
7.2% of the work force, is the highest in the OECD.69 As Monash University researcher Veronica 
Sheen states, the effect of this is that ‘where hours of work are insufficient, even though the 
hourly minimum wage is relatively high, the financial situation of such job-seekers remains 
unaltered’.70

Research into the JN/JSA’s achievements has given mixed results. A 2008 study conducted 
on long-term outcomes for JSA participants by the Department of Education, Employment 
and Workplace Relations (DEEWR) found that 78% of program participants who had retained 
a job for three months went on to remain in work sixteen months later. On the other hand, 
DEEWR noted that at the end of sixteen months, only 50% of participants had been successful 
in obtaining full time work.71 Little research has been conducted on job placement outcomes 
in the long term; that is, how quickly the unemployed swing between employment and income 
support benefits.72 Within the JN/JSA system, job placement outcomes are measured on a 
time scale of three to six months following commencement of a role, which has limited utility 
as a measure of sustainable employment.73 An evaluation of the JN in 2006 found that there

had been a 10.1% impact by the labour market programs in assisting long-term unemployed 
individuals obtain employment over and above what might have occurred without assistance; 
in other words, individuals participating in the scheme had a 10.1% greater chance of finding 
employment than if there was no assistance at all.74 In 2011 an evaluation of the JSA showed 
it had overall employment outcomes of 30%-40%, but this is mostly short-term and casual 
work, and the evaluation does not compare against a baseline.75

Regardless of whether these achievements are taken to indicate the success of the JSA, there 
is no comparable data from CES operations. This means there is no way of determining 
whether the JSA has been more or less successful than the public sector entity it replaced.

In addition to the difficulties in obtaining data on the relative performance of public and private 
sector service delivery, these cases also reveal privatisation is often imposed without a suitable 
evaluative framework. When a change is implemented, there should be an evaluation procedure 
to answer the question: ‘how will we know if the change has succeeded?’ This should involve data-
capture techniques to confirm or reject a hypothesis – the hypothesis in this case being that the 
private sector provider is cheaper or more effective.

Cost savings from structure not sector

Although Australian data is limited, looking at international studies of privatisation gives an 
answer to the question of how well public sectors generally compare to the private sector in terms 
of efficiency. Advocates for privatisation have made strong claims about its ability to generate 
efficiency, but such claims in many cases do not stand up to rigorous analysis. One study, which 
examined over a hundred case studies and reports on outsourcing, provides clear empirical 
evidence on the question of sector efficiency.76 It found there was, on average, a cost saving from 
contracting out. However, the saving was similar regardless of whether it was private contracting 
or in-house contracting by competing units in the public service. Earlier in this report it was 
pointed out that competition can, but does not necessarily, drive efficiency. In these cases it did, 
but it did so regardless of whether organisations were publicly or privately owned.

What this means is that the gains from complete privatisation can also be achieved by introducing 
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contestability within the public sector or by only partial privatisation. (It should be kept in mind 
that the introduction of contestability can increase efficiency, but may not always do so.77) While 
the gains may be the same, there can be additional losses from failing to keep some level of public 
sector capacity in provision of services, as Box 2.3 illustrates:

Box 2.3: Public sector works are cheaper with public sector skills

The Building the Education Revolution (BER) program, implemented as part of the Rudd 
Government’s stimulus package, was the biggest single program of school building upgrades 
in Australia’s history. Some media outlets strongly argued that the value for money outcomes 
of the BER program demonstrated the merits of small government and that governments were 
not suited to delivering nation-building projects.78 The reality is the reverse: governments that 
have attempted to downsize too heavily have delivered projects with lower value for money.

Evidence for this assertion was set out in the Centre for Policy Development’s paper by Tim 
Roxburgh, ‘Public works need public sector skills: The lost lessons of the BER program’.79 One of 
the findings was that States with the lowest levels of public works related skills capacity (i.e. less 
public sector employees with skills related to public works) ended up paying more for the works 
undertaken. By extrapolating this finding to public works generally, we can see how maintaining 
public works capacity in government can lead to substantial savings well in excess of the costs.

The final report of the BER Implementation Taskforce provided comprehensive information 
on the value for money achieved by different States.80 It is instructive to compare Queensland, 
which maintained a relatively strong public works skills capacity, and Victoria, which had a 
very low capacity.81 Queensland public schools benefited from a dollar per square metre rate 
of $2,753, while Victoria paid $3,114 per square meter. Victoria spent an average of 13% more 
on each square metre of public works undertaken as part of the BER.

There are a number of potential reasons for this difference. However, looking across the five 
most populous States, the two States with the highest costs (Victoria and NSW) were those 
most reliant on external contractors.82 The BER Implementation Taskforce concluded that 
public works capacity was a critical factor, and its reduction represented a ‘false economy’.83 In 
other words, the savings made by having a reduced number of skilled public works employees 
are less than the costs incurred, because more money is spent for the work done.

It is possible to test this claim by approximating the savings and costs involved across all 
public works of different States in a year. These salary costs can then be compared with an 
estimate of the savings in public sector building in the same year, to assess whether public 
sector workers deliver more value for money. 

The costs can be calculated by comparing an estimate of the skilled public works annual 
staff salary costs of a high capacity State like Queensland with the estimated salary costs of a 
low capacity State like Victoria, using census data from 2011 (the year after most of the BER 
program activities had finished). Calculating how much less Queensland would spend if it had 
the same staff costs per head of population as Victoria gives an approximation of the potential 
annual savings in staff salaries. Looking at the likely additional amount Queensland would 
have spent on its public works gives an idea of the potential annual increased costs in contracts. 

This gives an inherently very conservative estimation of the extent of the false economy for two 
reasons. Firstly, the calculations assume that Queensland would have a proportional capacity 
by spending a similar amount per person as Victoria. In reality, Queensland’s population is
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more geographically dispersed than Victoria’s, which adds substantial expenses. It is likely 
Queensland would have to spend significantly more per person to achieve the same capacity 
as Victoria. Secondly, the calculations assume that the only value of increased public works 
skills capacity is reduced costs in public works contracts. In practice, many of the skilled 
employees will also be using their skills to undertake building work that would otherwise 
need to be outsourced at similar cost. This means the amount of savings from reduced salaries 
given below is almost certainly an overestimate. 

The costs, as of August 2011, of Queensland maintaining its skills capacity can be estimated as 
$175 million a year from census data on the number and income level of public works related 
professionals (Carpenters and Joiners, Architects and Landscape Architects, Plumbers and 

estimated cost of $67 million for Victoria. If we assume Queensland would require a smaller 
workforce proportional to its lower population, then Queensland could furnish itself with 
a similar level of capacity as Victoria by spending around $54 million. This means that the 
potential savings to be made by reducing Queensland’s greater public works capacity would 
be around $121 million a year.

Data from the ABS shows that the value of all public sector building in 2011 for Queensland 
was $2.7 billion.85 (This includes all construction of new buildings and alterations and 
additions to existing buildings, but excludes other engineering construction activities such 
as roads, bridges, railways, earthworks, etc.) It is difficult to say whether the same level of 
additional cost reported for the BER would apply to all public building, but if a 13% saving is 
typical, then Queensland would have had $350 million of additional costs in 2011 if it had had 
a skills capacity similar to Victoria.

This analysis suggests that while Queensland spent approximately $120 million more than 
Victoria on public servants with public works skills in 2011, this increased capacity may have 
generated savings as high as $350 million that year. It should be stressed these numbers are 
broad estimates only. However, the estimated savings from greater value for money in public 
works are nearly three times the estimated costs of maintaining public sector skills. If it were 
possible to account for the broader benefits, such as the quality of policy and planning advice 
derived from those skills, it is likely the value would be higher still.

Taking into account different jobs

Another factor complicating comparisons of public and private sectors is the different objectives 
that may be associated with undertaking the same service. Even where they may seem to be doing 
the same job, public sector providers of services are often expected to fulfil objectives beyond 
simply providing the core service. This means they are actually doing a harder job.

One example of this is found in an overseas study that compared a number of British nationalised 
industries with leading British private industries and similar foreign industries. For the first two 
decades nationalised industries did better than they had when under private ownership.86 However, 
a follow-up study ten years later found some of the nationalised industries were performing 
poorly.87 One of the reasons for this (apart from difficult economic conditions during this time) 
was the government imposition of ‘national interest’ policies on these enterprises. These made 
them serve the national interest, through activities such as keeping unprofitable operations open 
to prevent unemployment, at the cost of being less competitive and raising prices for consumers.
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A similar Australian example can be found in the Vocational Education and Training sector. Here 
the publicly owned TAFEs and private RTOs (registered training organisations) both provide 
vocational education. Superficially, TAFEs and RTOs are doing the same work. Below the surface, 
there are critical differences. In 2012, 7% of TAFE students nationally had a disability or long-
term condition, compared with 4% for private providers, and 20% of TAFE students were living 
in rural and remote areas, as opposed to 14% of students at RTOs.88 TAFEs do more training to 
remedy skills in short supply; in Victoria, for example, in 2012, 29% of TAFE students were being 
trained to fill jobs in areas suffering from skill shortage, while less than 20% of students at RTOs 
were gaining skills that address industry shortages.89

These differences mean greater expenses for TAFEs. The areas where skills are in shortage (such 
as Mining; Information, Media and Telecommunications; Electricity, Gas, Water and Waste 
Services; and Construction) are likely to have more expensive training requirements due to the 
need for large-scale machinery, expensive IT equipment, specialised tools, or costly consumables 
such as lumber.90 Providing education in regional areas means smaller numbers of students and 
lower economies of scale. Ensuring adequate disability access and support for a greater number 
of students represents an additional cost. TAFEs are also more likely than RTOs to provide 
counselling, careers assistance, childcare and indigenous or multicultural assistance. Despite 
this clear evidence of the differences in what is being provided, and academic critiques of the 
underlying economic justification for privatisation in this area,91 expanded roles for the private 
sector are being recommended without clear justifying evidence of benefits.92 

The likelihood that public sector organisations are undertaking additional work compared to their 
private sector equivalents means comparing the sectors requires a sophisticated approach. A good 
example is the Productivity Commission’s report on hospitals, summarised below in Box 2.4:

Box 2.4: Strengths in different areas – public & private hospitals

It might seem that Australia’s hospitals would provide an opportunity for a relatively clear-cut 
assessment of the claims of those who argue for ‘private sector primacy’ due to an assumption 
that the private sector is always more efficient than the public sector. Here we have both 
sectors operating similar institutions in the same industry. It should be straightforward to 
compare the two sectors’ performance. In 2009 the Productivity Commission attempted to 
do this, producing a detailed and comprehensive report comparing Australia’s public and 
private hospitals.93 A significant challenge for this report was factoring in the differences 
between private and public hospitals. Although the two sectors operate in the same industry, 
there are number of differences between the sectors and the jobs they do:

» Size: There are far more very big (201 beds or more) and very small (0-50 beds) 
public hospitals, whereas the 51-200 range is roughly evenly split between public and 
private.

» Location: There are slightly more private hospitals in the major cities, but outside 
these areas public hospitals dominate. There are no private hospitals in ‘Remote’ or 
‘Very Remote’ areas.

» Activities:
• Public and private hospitals focus on different kinds of care (private hospitals, for 

example, undertake more rehabilitation, while public hospitals engage in more 
palliative care).

• Public hospitals tend to do more teaching.
• Public hospitals do the vast majority of accident and emergency work.
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» Demographics: Children and young people comprise a larger share of the case load 
of public hospitals; in private hospitals the age group with the highest proportion of 
patients admitted is 50 to 64 years.

The Productivity Commission’s report attempted to account for these differences in its 
comparison. As part of this, a multivariate statistical analysis was run to allow a weighted score 
to be assigned to each hospital based on the in-hospital mortality rate.94 The averages of these 
scores were then calculated for various sizes of public and private hospitals. Comparing these 
scores revealed no significant difference for large hospitals, but it seems that small private 
hospitals do slightly better than small public hospitals. Importantly, much of this difference comes 
from the small private hospitals run by not-for-profit entities. A calculation of total technical 
efficiency shows similar results for public and private hospitals. The report acknowledged this 
measure is merely an indicator given the relevance of other criteria that should be taken into 
account, such as the number of hospital-acquired infections and re-admissions.

The report also calculated costs for each episode of care for an admitted patient. These costs 
were weighted based on case-mix to give comparable figures. The results were varied: public 
hospitals were shown to keep costs down on diagnostics and prosthetics, whereas private 
hospitals achieved lower costs on pharmaceuticals and general hospital charges.

The overall picture of this comparison of public and private hospitals is that the efficiency of 
each is very similar, with both having areas of strength compared to the other. The advantage 
of this situation is that both sectors can learn from each other to improve efficiency. This is 
a good example of the benefits of public and private sector participation in an industry. The 
example also demonstrates the error made by those who insist the private sector is always 
superior in efficiency.

Conclusion
Australia’s public sector, as a whole, is relatively efficient. It compares favourably to public sectors 
in similar countries. Although some interpretation of the data is possible, differences between 
countries make it difficult to establish precisely where Australian sits internationally. However, 
available evidence suggests the Australian public sector has at least above average efficiency, and 
may be one of the more efficient in the OECD.

This chapter has also shown that the public sector has, at least in some cases, a similar level of 
efficiency to the private sector. International literature affirms that the differences between the 
efficiency of the public and private sectors are not large and may be non-existent. Sufficiently 
sophisticated comparisons of similar public and private sector activities in Australia are rare, 
but one such investigation by the Productivity Commission has shown a similar level of overall 
efficiency between the sectors. It is likely that the efficiency of the two sectors relative to each 
other in a given case will depend on situational factors relating to the work being done and the 
organisations involved.

This positive assessment should not be taken to imply that no improvements to public sector 
efficiency are necessary. Any high-performing organisation should be aiming to improve its 
products or services, taking the advice of an old adage: making the good better and the better 
best.95 There are a number of areas where opportunities for significant efficiency gains exist. The 
final chapter outlines two such areas of opportunity. 
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3: Good, better, best

Beyond the National Commission of Audit and Federal Budget 

Improving our already highly efficient government will require consideration of all aspects of 
efficiency discussed in Chapter 1. This chapter narrows the focus by considering how efficiency in 
the Australian Public Service (APS) might be enhanced. It begins by offering brief observations 
on two sets of recent documents which deal substantially with the efficiency of the APS: the 
2014-2015 Budget Papers, and the National Commission of Audit’s Reports and Terms of 
Reference. Examination of these documents reveals that many of the unhelpful generalisations 
about efficiency outlined in Chapter 1 are still being made. The chapter then moves beyond these 
documents to discuss reforms that would genuinely improve the long-term efficiency of the 
provision of public services. Two types of reform are outlined whereby significant efficiency gains 
are possible:

» Innovation – improving APS capacity to change, adapt and improve.

» Professional accountability – improving APS capacity to ensure, and demonstrate, that its 
goals are being achieved.

This chapter finds that APS innovation can be driven by strategies to combat overly risk averse 
approaches. These strategies include: cross-agency teams dedicated to driving innovation in 
particular service delivery areas, techniques agency heads can utilise to facilitate bottom-up 
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innovations within their organisations, approaches to pilot programs that reduce political risks, 
and prestigious awards and other schemes to give recognition to innovative public servants. 
Also likely to encourage innovation is the establishment of an investment fund dedicated to APS 
innovation, to provide a public sector equivalent to venture capital.

Presented next are a number of initiatives to facilitate a new approach to accountability in the 
APS, one that is outcome-focussed, utilises front-line expertise and recognises the vital role of 
organisational trust to ensure that organisational goals are being met. The initiatives canvassed 
include: building further capacity in the APS for the process of goal specification and alignment with 
accountability systems, and setting up an integrated national plan or similar process for setting 

long-term government objectives. They also cover increased engagement 
with service users, changing the role of front-line staff in giving input to 
accountability systems, and greater efforts to build organisational trust by 
improving aspects of the public service workplace environment. Finally, 
the applicability of some of the above recommendations to public service 
and ministerial office interactions is discussed.

These are, of course, not the only possible efficiency reforms. There are 
reforms in specific areas that may improve efficiency significantly. Defence 
procurement, and information and communications technology are two 
examples. The two overarching reforms, for innovation and professional 
accountability, are chosen as the focus of this chapter because they are 
vectors through which greater efficiency (among other objectives) can be 
pursued in any or all areas of government activity.

Federal Budget 2014-2015

Commentators across the political spectrum acknowledge Australia’s government finances 
have a structural deficit. Disagreement persists on whether this deficit is a ‘spending problem’96 
or a ‘revenue problem’,97 and analysis concentrates on the relative extent to which government 
expenditures are increasing or tax revenues are decreasing. This debate partly misses the point by 
focussing too heavily on the past. What is needed is a debate about what we should do in the current 
circumstances. This debate must not be blind to historic and foreseeable trends, but should place 
the question about the role of government front and centre. Equally important, in this respect, are 
efficiency of government questions. Once government objectives are determined, consideration 
needs to be given as to how we can achieve these objectives with minimum resources. Budgets, 
and their associated papers and statements, should provide significant contributions to these 
efficiency questions.

A key theme of the 2014-2015 Federal Budget (hereafter ‘Budget’) was ‘smaller and more rational 
government’, with a large number of items throughout the Budget Papers explicitly related to it.98 
Indeed, the Minister for Finance, Senator Mathias Cormann, released a Ministerial Paper on this 
very topic the night of the Budget to provide an overview of the initiatives under this theme.99 The 
Foreword to this paper makes it clear that increased efficiency is this initiative’s  primary aim, yet 
it is obvious that only some aspects of efficiency were considered.100 Detail is given on the savings 
to be achieved and the unnecessary duplication of some existing arrangements, but on the whole 
there is minimal discussion on the value provided by those bodies abolished, consolidated, merged 
or transferred. No information is given on the priorities for the selection of particular bodies above 
others. No selection criteria are implied, apart from a stated desire for ‘leaner business-like ways 
of operating’ and a commitment to release ‘an Australian Government Governance Policy later in 
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2014’.101 In substance then, the decisions appear to emerge more from a largely unstated or hidden 
agenda about the role of government rather than an explicit analysis of the efficiency of government.

The Minister for Finance describes four principles, drawn from the National Commission 
of Audit’s recommendations as ‘significant principles that could be applied to both existing 
government bodies and proposals to establish new bodies’. These include: ‘whether a current or 
proposed body performs a public function properly belonging to the Commonwealth’; ‘whether a 
government body is necessary to provide the function’; ‘whether functions can be grouped more 
efficiently into a small number of government bodies’; and ‘whether government bodies have 
the appropriate type of legal structure to achieve their purpose in the most efficient and effective 
manner’.102 Sunset clauses for government bodies are also contemplated. Whatever the wisdom 
of these principles, they are not determinative of why certain bodies have been deemed surplus 
to requirements (such as the Clean Energy Finance Corporation and the COAG Reform Council) 
instead of others. The formulation of these principles, particularly the first relating to functions, 
merely raise questions rather than guide the answers.

The bodies impacted are drawn from a range of different portfolios. The two largest savings are in 
Foreign Affairs and Trade (efficiencies from the consolidation of AusAid within the Department 
of Foreign Affairs and Trade saving $397.2 million) and in Health (savings of $142 million from 
abolishing Health Workforce Australia and consolidating its functions into the Department of 
Health). These two items make up more than 80% of the savings. All of the other items produce 
relatively small savings (none over $23 million). Some are doubtless necessary. Nevertheless, 
the assumption appears to be that smaller government and larger multi-function agencies are 
necessarily more efficient; this does not appear to have been an examination of how best to 
achieve aims with minimum resources, but simply an attempt to minimise resources.

To the Federal Government’s credit, compared with non-specific measures such as the Efficiency 
Dividend (see Box 3.1 below) the cuts made as part of the ‘smaller and more rational government’ 
initiative do have the advantage of clearly specifying what government programs are to be 
affected. However, in a budget of over $400 billion they are not highly significant. For example, 
the total ‘smaller and more rational government’ savings achieved by cessations and mergers are 
$530 million.103  This is less than 20% of the savings produced by the Efficiency Dividend (some 
$2.8 billion),104 an across-the-board cut that affects services regardless of their utility. The Budget 
increases the Efficiency Dividend by 0.25% in the 2014-2015, 2015-2016 and 2016-2017 financial 
years. This is on top of a previous increase by Labor to 2.25%,105 resulting in a total efficiency 
dividend of 2.5% in those years (see Table 3.1 below). It specifies the savings are to be ‘targeted in 
areas such as reduced advertising, consultancy and travel costs and deregulation efficiencies’.106 
Box 3.1 and 3.2 reveal how high (and uniform) Efficiency Dividends can lead to staff cuts that 
counteract efficiency.

Box 3.1:  The Efficiency Dividend

A number of different strategies have been employed by various governments to promote 
efficiency within their public services. Unfortunately the data on which strategies have 
been most successful is relatively poor.107 The main mechanism used to drive efficiency 
improvements across the APS as a whole is the Efficiency Dividend. 

The majority of Commonwealth public sector bodies are subject to an annual Efficiency 
Dividend that reduces administrative budgets by a certain percentage each year on the 
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assumption that ‘efficiencies’ will be found to do the same work with fewer resources. The 
Efficiency Dividend has been in place for over twenty-five years, originally implemented by 
the Hawke Government. It is not unique to the Commonwealth, most state governments have 
applied an Efficiency Dividend in the past, and it is also used in overseas jurisdictions.108

The amount that budgets are reduced by is usually 1.25%, but it has varied (see Table 3.1 
below). While the Efficiency Dividend may have provided budgetary savings and spurred 
administrative imagination, evidence shows that it has had a number of unintended negative 
outcomes and is not effective in achieving efficiencies while maintaining the delivery of 
quality public services. A series of reports have given increasingly poor evaluations.109 More 
recently, the National Commission of Audit criticised the measure as a ‘blunt instrument’ and 
advised against high Efficiency Dividends, advocating that saving should be made as a result 
of conscious choices about government’s role.110

As stated, alternative strategies for driving efficiency exist, and given the growing consensus 
on the flaws of the Efficiency Dividend, these should be trialled. One possible strategy is to 
implement rolling budget audits. These regular reviews would provide an evidence base for 
identifying potential inefficiencies and developing mechanisms to address them.111 Such a 
strategy has the potential to drive significant efficiency gains, but implementation is not 
straight-forward and it is essential that the structure of the reviews be carefully considered. 

The reviews should include internal 
participants drawn from various 
areas (e.g. policy, front-line delivery, 
finance, IT and strategy) and 
different seniority levels. It should 
also involve an external body, such 
as the Australian National Audit 
Office, to give the advantages of 
objectivity, independence and a 
broader perspective.

Another option is formal agreements 
on efficiency targets and plans to 
achieve them, made between senior 
managers, relevant ministers, 
employees, unions and stakeholders 
for each agency. These are not the 
only alternative strategies. Others 
exist, and combinations of strategies 
are possible.112

Table 3.1:   
The efficiency dividend over time

1987-1994 1.25%

1994-2005 1.00%

2005-2008 1.25%

2008-2009 3.25%

2009-2011 1.25%

2011-2012 1.50%

2012-2013 4.00%

2013-2014 1.25%

2014-2015 2.5%

2015-2016 2.5%

2016-2017 2.5%

Source:  
Updated from N Horne,  The Commonwealth 
efficiency dividend: An overview113
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Box 3.2:  APS staff cuts - History repeats?

The Efficiency Dividend has operated alongside periodic and often considerable adjustments 
to APS staffing levels. The last period of significant cuts to the APS was under the Keating 
and Howard Governments. Between 1991 and 1999 the APS reduced staff levels by around 
50,000, representing nearly a third of the APS workforce.114 The Howard Government, having 
made significant cuts, found that it had too little investment in public service capacity and 
the numbers of APS staff increased by 42,000 over the next 7 years.115 The result of the initial 
deep cuts was a considerable loss of dynamic efficiency as key skills were lost to the service 
and learning challenges were faced by the incoming staff.

It is interesting to note that in the two years after its first budget the Howard Government 
reduced the APS by just over 18,000 staff. The 2014-15 budget anticipates that over the next 
two years the APS will reduce by 16,500 staff. The Abbott Government came to power in 
September 2013 with an election promise to cut 12,000 public sector jobs.116 The forward 
estimates left by the previous Government already imposed deep and largely indiscriminate 
cuts to operating budgets and staffing. Advice received from the Department of Finance in 
November 2013 showed that funding and program cuts instigated prior to the election by the 
previous government would lead to an estimated loss of 14,473 public sector jobs.117 Decisions 
in the 2014-15 Budget mean that around 2,000 additional jobs will likely be lost by 2016-17.118

The impact of these cuts is already being felt. In June 2014 the Australian Bureau of Statistics 
(ABS) announced reductions to its work program as a result of the directive to reduce 
expenditure by $50 million over three years. Among the programs discontinued is the highly 
rated and much cited Measures of Australia’s Progress. Research, development and reporting 
of social conditions statistics will also be reduced. In announcing the changes, it was stated: 
‘While the ABS has been able to implement efficiencies in its operations, these are insufficient 
to meet the expenditure target. As a result the statistical work program will be reduced from 
2014-2015.’ The ABS is not alone, of course. 

The effect of the increased Efficiency Dividend and significant staff reductions reveals an 
overriding imperative to improve the budget position. The danger is that the Federal 
Government is withdrawing from (or curtailing) a range of services at a time of accelerated 
structural change in the global economy and a step change in industries at home and abroad. 
Changes in the APS may be required, including downsizing in some areas. What is needed 
most of all, however, is a governing logic that moves beyond government being ‘bigger’ or 
‘smaller’. The overall impression right now is that ‘the government is navigating an economic 
highway while dimming the lights’.119

If one averages the cuts and increases to the APS in the years since the start of the Howard 
Government, one finds a growth rate of 1.41% each year. Incidentally, this is slightly lower than 
Australia’s population growth over the same time period, which was 1.43%. Population growth, 
of course, is only an approximate indication of the need for growth in APS staffing levels. Many 
other factors play a part, such as levels of inequality and public expectations. However, using 
this rough guide, growth in the APS has nearly kept pace with the size of Australia’s population. 
Unfortunately, the process of keeping pace has not been linear. The deep cuts and rapid 
increases in staffing levels damage the efficiency of the APS. Such staffing fluctuations reduce 
the level of skills and experience in the APS, negate its ability to detect real opportunities for 
efficiency improvements, and limit its adaptability to changing circumstances. 



False Economies

44

 
Table 3.2 left shows the fluctuations in 
APS staffing numbers, it also shows the 
growth and shrinkage each year once 
changes in coverage have been excluded. 
Simply looking at APS staff numbers 
reveals the broad trends, but for a more 
accurate idea of staffing level changes it 
must be kept in mind that organisations 
or parts of organisations are occasionally 
moved into or out of coverage under 
the Public Service Act (1999). In other 
words, some of the changes in staffing 
numbers are not due to cuts or growth in 
the APS, but simply the result of changes 
in what is formally deemed to be part of 
the APS. In most years these changes are 
small, but occasionally large numbers of 
staff are affected by coverage changes. 
Taking these into account shows how the 
APS staff capacity changed each year.

Source: APS Statistical Bulletins  
2012-13, 2010-11, 2007-08120

Figure 3.1: APS Staffing Growth
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Table 3.2: APS staff numbers

Year Staff
Change  

(excl. coverage) Growth

1997 134,052

1998 121,004 -11,479 -8.56%

1999 113,836 -6,809 -5.63%

2000 113,535 1,212 1.06%

2001 119,528 5,993 5.28%

2002 123,391 3,864 3.23%

2003 131,769 8,343 6.76%

2004 131,481 -518 -0.39%

2005 133,609 3,464 2.63%

2006 146,237 7,288 5.45%

2007 155,427 8,646 5.91%

2008 159,738 3,763 2.42%

2009 161,769 2,071 1.30%

2010 164,351 2,561 1.58%

2011 166,152 1,546 0.94%

2012 168,164 1,772 1.07%

2013 167,257 -919 -0.55%
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The National Commission of Audit

The continuing declared interest of politicians in pursuing efficient government was evidenced 
in the setting up of the National Commission of Audit (hereafter the ‘Commission’) by the 
Abbott Government. The Commission’s Terms of Reference state five goals. Three are concerned 
with increasing technical efficiency while the other two relate to reducing the scope of Federal 
Government activities (arguably based on allocative efficiency considerations).122

Unfortunately, the limited Terms of Reference led to the consideration of only some of the aspects 
of efficiency discussed in Chapter 1. The entire exercise was cast within the context of seeking 
to reduce overall government expenditures. Terminologies of technical 
efficiency predominated, such as ‘value-for-money’, ‘government living 
within its means’ and ‘achieve savings’. Only one side of the equation was 
considered, with all the focus on reducing government expenditure, and none 
on potential investments in developing more efficient or effective methods 
that could increase public sector and economy-wide efficiency.

The Terms of Reference similarly limited consideration of allocative 
efficiency. Despite saying ‘government should do for people what they 
cannot do, or cannot do efficiently, for themselves’ the Commission was only 
asked to contemplate whether some currently delivered services should not 
be undertaken. It was not asked to investigate whether there are services that 
the Federal Government should undertake that it is not currently delivering. 
Largely missing was the broader national perspective on efficiency that 
typically underpins decisions on public programs and policies in the first 
place. For example, the public sector roles in health, education, justice and 
regulation are often vital to the various forms of private sector (or whole of 
society) efficiency. Many specific functions of government are performed 
because inefficient market failures would otherwise be expected. Critically, 
there was also no explicit consideration of dynamic efficiency; no mention of sustaining efficiency 
improvements over the long-term; and no reflection on continuing to deliver efficiency in a 
rapidly changing global environment.

It is unsurprising, therefore, that the Commission’s two reports show a similar narrow focus. 
More than two-thirds of the Commission’s recommendations concern technical efficiency, or 
limiting the expenditure and role of the Commonwealth Government.123 Disappointingly, while the 
Commission felt able to go beyond its Terms of Reference in some areas, such as recommendations 
on reducing the minimum wage,124 it did not consider issues arguably much more closely related 
to its mandate, such as reducing tax concessions to balance increasing expenditures. Although 
the Commission acknowledged that the size of government depends on the role it takes,125 there 
was no discussion of increasing this role, only recommendations to decrease it through cuts and 
privatisation. Also disappointing was the lack of any recommendation to invest in efficiency to 
produce greater savings in the long run. Where the Commission comes close to dynamic efficiency 
issues, in recommendations on e-government and cloud computing, it proposes no investment 
in implementing these reforms, only to adopt ‘ambitious strategies’ and ‘mandatory policies’.126

The Commission’s Terms of Reference stated that a thorough review of government functions 
has not been undertaken in twenty years. It is unfortunate that the Commission was given only 
five months to undertake a once in two decades ‘thorough’ review. The expedited timing of the 
Commission no doubt limited the analysis it was able to undertake. Although the reports produced 
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were lengthy (over 1,300 pages including appendices), the overwhelming majority of references 
are previous Commonwealth Government reports. There is little reference to academic sources or 
the reports of similar governments overseas. 

Finding genuine efficiency improvements in the Commonwealth public sector is a complex and 
ongoing task, requiring a full consideration of the public interest rather than any one or two 
sectional interests. Although there are always areas where significant improvements can be made, 
correctly identifying them, overcoming barriers to efficiency and designing effective solutions 
will not be quick and simple. As shown in the previous chapter, our public sector is already very 
efficient in general – the ‘low hanging fruit’ efficiency improvements have mostly already been 
‘picked’ meaning that further quick and straightforward improvements are unlikely to produce 
significant gains. For example, as part of its advice on rationalising the structure of government, 
the Commission recommended 163 government bodies be ceased, merged or consolidated.127 As 
with its other recommendations, the Commission did not provide estimates of the likely savings 
from this. However, as noted above, the savings from the ‘smaller more rational government’ 
initiative are $530 million, in a budget of over $350 billion. 

The Commission’s analysis of public service efficiency suffers from the narrow focus on particular 
aspects of efficiency given to it by its Terms of Reference. Its inattention to dynamic efficiency, 
and focus on cuts as a means of achieving efficiency, prevents it from discussing innovation 
and ways of investing in achieving efficiency over the long-term. However, within this focus it 
should be applauded for not relying on uniform across-the-board cuts. The Commission explicitly 
rejected the strategy of high efficiency dividends. Instead, it stated that governments should make 
conscious choices about the functions to be delivered by the public sector, and that staffing levels 
should flow from these explicit decisions.128 Unfortunately, this approach does not appear to have 
been followed in the subsequent Budget, with the Government further increasing an already high 
Efficiency Dividend.

Innovation
A significant factor in the efficiency of any organisation is its capacity for innovation. In the private 
sector, unless there is weak competition, a company that fails to innovate will eventually decline 
or fail, and be replaced by rivals with better new products or new methods. In the public sector the 
emphasis is on innovation within long-lasting entities, because most of the major fields of public 
sector activity are natural monopolies. While some elements of the supply chain may change over 
time, we can always expect to have, for example, one national defence system, one foreign service, 

one immigration policy and one social service system. There will usually be 
one department and portfolio set up to advise and administer policy for each 
service area. Driving innovation within those agencies becomes essential for 
ongoing improvements to technical, allocative and dynamic efficiency in the 
public sector and the wider society that it serves.

Public sector innovation has different drivers and faces different constraints 
than innovation in private sector organisations. Both constraints and drivers 
need to be understood in order to maximise innovative capabilities in the APS. 
This section will describe the particular features of public sector innovation, 
explore what factors drive innovations and what factors are a barrier to it. A 
number of initiatives are then proposed to encourage innovation in the APS 
and in public sector organisations generally.
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Innovation in public sector organisations

In its broadest sense innovation is simply ‘the application of new 
ideas to produce better outcomes’,129 so any change to adopt more 
efficient practices requires some capacity to innovate. Innovation can 
have a number of outcome goals (for example, improving efficiency, 
effectiveness, program coverage or equity of outcomes) but here we 
are focussing on innovation for increased efficiency. Innovations often 
arise out of collaborations and this means that it can be mistakenly 
assumed that public sector innovation entirely consist of utilising innovation expertise from 
the private sector through partnerships or outsourcing services. While collaboration with  
non-public sector bodies is important, it is also essential to drive innovation within the public 
sector. As such, this section looks at how to facilitate innovation within the public sector by 
public sector bodies.

To be able to encourage public sector innovation it is important to take note of the differences 
between public and private sector approaches. Most research on innovation is in private sector 
contexts, but there is a growing literature on public sector innovations.130 In particular, work by 
Sandford Borins using surveys of entrants for public sector innovation awards is useful because 
this method gathers large samples, rather than the case study approach of most research.131 The 
research data comes from a number of different awards across multiple jurisdictions, and three 
key findings are apparent. 

Firstly, public sector innovation is most commonly bottom-up in nature, originating with middle 
management and front-line staff. Top-down innovation from agency heads or politicians is 
responsible for fewer of the studied innovations. This contrasts with many private companies 
which have separate research and development processes and personnel to generate innovation. 
Second, although innovations are frequently bottom-up, support from the top is often critical in 
their eventual success. Other investigations have found that bottom-up innovations frequently 
require a political or ministerial trigger, such as changes in policy priorities, for innovation 
opportunities to be acted on.132 Third, most innovations arise in response to internal identifications 
of a problem. This is a broad category covering problems such as a failure to reach a target 
population, changing environment, resources constraints, and lack of policy coordination. Other 
research has also noted the problem-driven nature of public sector innovation.133 Not all of these 
problems will spur innovations that increase efficiency, but it is important to note that public 
sector innovation generally occurs in response to a range of factors, not all of which are present 
in the private sector.

Having looked at what drives public sector innovation, it will be useful to consider the factors that 
may act as barriers to innovation. Identifying barriers is necessary in order to consider strategies 
to encourage innovation that respond to these challenges. A useful summary of research on 
barriers to innovation is provided by the report Public Sector Innovation: Shaping the Future 
through Co-Creation.134 Different studies categorise barriers in a variety of structures. However, 
two themes run through this body of research: an overly risk averse approach taken by public 
sector organisations and a lack of resources, time and funding, devoted directly to innovation 
efforts. It is worthwhile exploring both these barriers in detail. In each case, the key point in 
identifying these barriers and the reasons for their existence is to see in them opportunities for 
investing in solutions, so that lasting improvements in efficiency can be achieved. 

 any change to adopt  

more efficient practices 

requires some capacity  

to innovate  



False Economies

48

Barriers to innovation – risk aversion

Attempts to innovate involve risk, and so innovation requires the ability to take risks in an 
effective way. This means that an inappropriately strong aversion to risk ultimately damages 
efficiency. While the APS has had some successes in innovation, the overriding perception is that 
public service organisations are not highly innovative because they are overly risk averse. This 
idea is found in a variety of literature, including academic papers, business research, government 
reports and media articles.135

It is important to keep in mind that some government agencies, due to the nature of their work, 
are required to be highly cautious and avoid any significant error at all. This often applies in 
areas of regulatory approval (e.g. regarding the safety of new medications or of key financial 
institutions). However, other areas do not have this need for low risk tolerance, and even where it 
is required it is still possible to be overly-cautious.

If it were the case that the APS was overly risk averse, then it would represent a barrier to the 
improvements in efficiency, through innovation, that we expect of our public service. It may affect 
the ability to trial new methods, introduce efficiency measures, share information and collaborate 
across agencies, collect and publish information, openly consult and explore ideas with external 
stakeholders, and impact risk management regulation and compliance. Given the breadth of areas 
that risk aversion potentially impacts, it is important to ask the following questions: Are public 
sector organisations, and the APS in particular, risk averse to the point that it damages innovation 
and efficiency? If so, what is driving this risk aversion? Can risk aversion be eliminated or is it 
inherent to the sector? Ultimately, what can be done to encourage effective and appropriate risk-
taking in the public service?

Although little academic research has been done on public service risk aversion in Australia, there 
are international studies that have attempted to understand how risk aversion manifests in the 
public service. A study in the USA conducted over 30 years ago showed a correlation between a 
measure of individual risk aversion and public sector employment; the study interpreted this as 
indicating that risk averse individuals were more likely to choose public sector jobs.136 A recent 
Dutch study supports this view by showing that individuals employed in the public sector were 
less likely to take a risky option than those in the private sector, regardless of how long they had 
been part of the public sector.137

However, two more recent studies from the USA found that managers’ perceptions of 
organisational risk aversion were not directly related to the sector that they were in, but to 
factors that commonly differ between sectors (such as managerial trust and the levels of formal 
constraint on management actions).138 Bozeman and Kingsley explore the issue of public sector 
risk aversion in relation to managerial approaches. For them, the categorisation of sector has very 
little to do with actual risk aversion, but more to do with organisational structure and direction 
of employees. They posit that there is very little difference in the way things can be done in a 
public or private organisation. Instead, they argue that the problems of risk aversion in the public 
sector are caused by: an overemphasis on controlling employees, a high level of formalisation and 
red-tape, low expectations regarding rewards for good work and a lack of a clear organisational 
goal. In other words, particular managerial features determine the level of risk aversion. Although 
these features are more common in the public sector, if they are absent there is no reason for the 
sector to be more risk averse. 

Although the studies differ on why risk aversion is characteristic of the sector (and it is possible 
that both managerial features and the personnel attracted are making a contribution), all support 
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the notion that risk aversion is not inherent to the sector, since strategies to change managerial 
characteristics or attract different personnel would counter these effects. However, the studies 
agree that risk aversion tends to be stronger in the public sector.

It may be that the APS is overly risk averse even in comparison to other public services, though 
supporting evidence is limited. One study compared data from surveys of Canadian and 
Australian public service manager perceptions, and it touches briefly on risk averse behaviour and 
innovation.139 The main difference in this area was that although 79% of Canadian respondents 
thought that the balance between innovation and risk was recognised by senior staff and 
management, only 58% of Australian respondents thought that the balance was well understood.

Some Federal Government reports have provided evidence of an overly 
risk averse tendency. A series of reports on the capability of major agencies 
in the APS include assessments of innovation that specifically address 
whether an effective approach towards risk management is present. While 
the Department of Prime Minister and Cabinet140 and the Department 
of Infrastructure and Transport141 were assessed as performing well on 
innovation, the Department of Immigration and Citizenship (DIAC),142 the 
Department of Human Services,143 and the Australian Customs and Border 
Protection Service144 were all judged to be overly risk averse. Also, in the 
2011-2012 State of the Service Report, 45% of around 87,000 respondents 
to its Employee Survey reported there was an ‘unwillingness of managers to 
take risks’ in relation to bringing about innovation.145

One recent example of public sector risk aversion is seen in the ongoing 
struggle faced by the APS to trial ways of implementing new methods of 
communication into its agencies using web technologies. In 2009, the 
Engage: Getting on with Government 2.0 report noted ‘the taskforce believes that the existing 
culture of the APS focuses on online engagement as a risk rather than a benefit’.146 Despite an 
Australian Public Service Commission (APSC) edict to update its online procedures,147 media 
reports still highlight the difficulty faced by public servants in effectively using social media to 
engage with the community, because of a culture of risk aversion.148 Andre Muys’ submission to 
the Government 2.0 report detailed the ‘constant fear of criticism and rebuke’ that government 
employees experience while drafting or implementing new policy. He suggested there needs to be 
room for failure, or the government risks losing employees to operational paralysis.149 This risk 
aversion is affecting the way new information technologies are being incorporated into the APS. 
This is also an example of the disconnect between the government’s strategies to innovate using 
technologies that will have efficiency benefits and the stalling of these innovations due to risk 
aversion.

Given the evidence that at least some areas of the APS are overly risk averse, it is important to 
consider the factors that may be driving this, so that the issues can be analysed and responses can 
be developed to minimise them as problems. A number of factors have been suggested as having 
a role in risk aversion in public service. They include, in particular:

» Culture: Risk aversion has been described as emerging out of an organisation’s 
culture.150 If an organisation attempts to introduce new strategies that are at odds with 
the organisation’s culture, the strategies are unlikely to stick. Or, in words attributed to 
management guru Peter Drucker, ‘culture eats strategy for breakfast’.151

» Incentives: Another issue is the lack of reward for public service workers to put themselves 
on the line and attempt to suggest and implement innovative ideas.152 Whereas many 
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private sector organisations expect less than a 100% success rate for new products and 
processes, and design their strategies accordingly, this is less common in public services. 
Instead, there are often harmful effects on a public servant’s career if any one innovation 
fails and becomes the subject of media and opposition attention.153

» Leadership: It is critical that leaders in the APS support and demonstrate innovation.154 
If managers in the APS do not take risks to innovate, then their employees are very unlikely 
to do so.155 The clear backing of senior managers is crucial.156 

» Hierarchy: Long hierarchical reporting chains become as risk averse as the most risk 
averse actor in the chain. This process causes time delays and creates a disconnection for 
staff whom often lose the motivation to keep putting forward ideas. This is known within 
the internal circles of the APS as ‘death through frustration’.157

» Inhibited idea communication: Remaining apolitical is an important facet of an 
effective public service; indeed, it is enshrined in legislation.158 However, it has been 
suggested that efforts to remain apolitical go too far and inhibit the exchange of ideas 
amongst public servants.159 The risk that proposing new initiatives will be interpreted 
by the media as a criticism of current government policy hinders the free flow of ideas 
essential to innovation. 

» Political micro-management: One APS employee described risk aversion as:

 We’ll it’s sort of drilled into… every sort of public servants mind from day one… it’s because 
there is such an overarching responsibility around accountability, transparency, proper 
use of taxpayer money that… we’re all a Daily Telegraph headline away from disaster… 
so there’s a disconnect between the rhetoric and the reality, and until such time as people 
make mistakes and the government is seen to be supporting those people who make 
mistakes, then the APS will continue to be a bit risk averse.160

If ministers and their offices are actively micro-managing the APS in every sector and every 
program, they become directly responsible for every outcome. This means the political risk of 
programs is magnified and sheeted home to the minister. When the successes of government 
actions are ignored and the failures strongly punished it creates a risk averse environment. 
Ministers will face the temptation to avoid the risks involved in any innovation, regardless of 
its overall benefit, because there is unlikely to be any political benefit to them. This can also be 
seen in examples of ministers’ involvement in regulatory activity, where a tendency has been 
noted for ministers to intervene in ways inconsistent with regulatory agencies’ risk based 
approaches, modifying regulations based on particular political circumstances without regard 
for the risk management approach of the regulator.161 An example of this was the Commonwealth 
Parliament’s overriding of the Australian Fisheries Management Authority (AFMA) on the issue 
of the Abel Tasman ‘super trawler’. In this case the scientific risk assessment of the AFMA was 
that the vessel would be within sustainable limits for the fishery if it complied with a catch quota 
assigned to it. This was overturned due to a political decision to address the large public outcry 
about the size of the vessel. Thus, a permissive approach by the regulator on the kinds of vessels 
to be given licences was changed to a ban on ‘super trawlers’. There is disagreement over whether 
the scientific evidence was sufficient to support AFMA’s risk assessment,162 but regardless of this, 
the case represents a clear example of a more risk averse position being imposed on the regulatory 
body by elected representatives.

It is interesting to note that, with the exception of the two factors generated by the political 
environment, all of these can also be present in private sector organisations. It may be that in 
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overly risk averse public service organisations the same factors existing in the private sector are 
simply present to a greater degree. However, an alternative possibility is that it is the political 
environment that is largely responsible for increased risk aversion in the public service. 

In all cases, awareness of these problems and appropriate investments in responses usually 
produce valuable solutions that will enhance innovation towards efficiency. It might be thought 
that the incentive to invest in much needed changes increases if the public service faces greater 
austerity. However, innovation, research and change management are often the first things to 
be cut in times of austerity, because the political imperative remains to 
emphasise the continuation of front-line services while cutting the ‘back 
office’. This brings us to another major barrier to the pursuit of public service 
efficiency through innovation – the lack of resources applied to the task.

Barriers to innovation – lack of resources

The research on public sector innovation indicates that lack of resources can 
sometimes be a problem that spurs innovation.163 However, lack of resources 
is far more likely to act as a barrier to innovation. In surveys on public sector 
innovation award entrants, a lack of resources was the most commonly 
identified obstacle to innovation.164 In addition, it has been found to be by 
far the most difficult obstacle to overcome. One study in the USA measured 
the success rate of the public service in overcoming obstacles and found it 
to be 58% on average. The success rate for overcoming the specific obstacle 
of a lack of resources, however, was much lower than the average at 19%.165 
This means that for almost every other obstacle the majority of innovations overcame it, but four 
out of five innovations continued to be negatively affected by a lack of resources. Analysis of the 
attempts to find funding show that most funding obtained was short-term.

In addition, the uniform and indiscriminate means by which APS resources are frequently 
reduced, such as through the Efficiency Dividend and other across-the-board cuts or hiring 
freezes, are poorly aligned with the dynamics of innovation.166 The Efficiency Dividend fails to 
take into account the reality that opportunities to innovate may vary widely from year to year – it 
is applied equally in years where major new relevant technologies are available as when they are 
not. Also, productivity during a successful innovation may initially dip with the introduction of the 
innovation, as personnel become familiar with a new way of operating. Later, as skills improve, 
the advantages of the innovation become apparent and productivity goes up to levels higher than 
before the introduction of this innovation. Because the Efficiency Dividend takes the ‘dividend’ 
out of agency budgets first, and then leaves the public service to implement innovations to cover 
the loss, embarking on an innovation means suffering a loss of productivity when resources are 
already stretched.

For these reasons, resource constraints need to be considered a significant potential barrier to 
innovation in the APS, and thereby a possible cause of inefficiency due to lack of innovation.

Driving innovation in public sector organisations

A number of potential reforms to increase innovation in the APS, including innovations for 
increased efficiency, are suggested by the above discussion. With the exception of adequate 
resourcing, these most often point to the need for significant changes in the way that the APS has 
been organised and led.
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Cross-agency innovation teams
Some studies discussed above indicate that public service organisations may attract individuals 
who tend to be more risk averse. If this is the case, then encouraging innovation might be 
achieved by pulling together teams of those public servants who are more risk tolerant. Cross-
agency innovation teams made up of volunteers seconded to the initiative would be a good way of 
drawing together those public servants with an appetite for innovation and risk. They would also 
pull together knowledge from different areas of the APS, increasing the chances that integrated 
innovations can be devised and implemented.

A good example of cross-agency teams facilitating innovation, though not necessarily widely 
recognised as such, is the Suspected Child Abuse and Neglect (SCAN) teams that operate in 
Queensland. SCAN teams consist of professionals from statutory and non-statutory bodies 
involved in child protection. They meet regularly and are a formal forum for multi-disciplinary 
consultation.167 The purpose of the teams is to ensure a coordinated and effective approach is 
taken by relevant bodies to notifications of abuse or neglect. However, there is evidence that 
these teams also promote the implementation of new service delivery practices, which is a form of 
innovation.168 The research suggests that cross-agency teams have this effect because they have a 
number of features that make moves to new practices more likely, such as providing a new setting 
that can ‘unfreeze’ old attitudes and behaviours. Given this evidence, it seems likely that cross-
agency teams set up to pursue innovations would be a highly effective way of boosting innovation.

This proposed means of facilitating innovation is slightly different from teams like the Gov 
2.0 taskforce169 and design.gov.170 Those teams were set up to facilitate innovation elsewhere in 
the public service; their purpose is to draw out innovative ideas and provide support to those 

implementing them. The cross-agency teams envisioned here are made 
up of public servants involved in an area of service delivery. Rather than 
being a support mechanism to enable others to innovate, these teams would 
generate the innovations and be directly involved in implementing them. 
The SCAN teams example above shows how cross-agency teams tend to be 
more innovative, even when the teams were not specifically set up for the 
purpose of driving innovation. These cross-agency teams would have driving 
innovation in service delivery as their explicit goal. 

Top level facilitation of bottom-up innovations
As research indicates that the majority of public sector innovations are 
initiated by middle-management and front-line public servants, but require 
top-level support, this implies that programs where bottom-up innovation 
is facilitated by top-level actions would be beneficial. An example of this 
is creating a window for innovation by the temporary adoption of more 

permissive standards that govern aspects of public service operations. This allows groups of 
front-line public servants to experiment with new approaches, which can then be used to inform 
the creation of new standards. An example of this was implemented in the UK for standards 
governing diabetes education. As a result, a new approach to the treatment of type 2 diabetes 
was developed over 2002-2005 by a diabetes care unit in Salford.171 This was a move away from 
a traditional healthcare model where an entirely passive patient simply accepts the decisions and 
complies with the instructions of the health care professional, to a patient-centred approach that 
delivered substantial increases in the clinical benefits of treatment.

Low risk approach to pilot programs
The evidence that an overly risk averse approach may be present in the APS suggests that strategies 
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to reduce the risks involved in innovations are needed. One way of achieving this is adopting 
measures reducing the political risks of innovation, such as running multiple pilot programs. 
Running multiple pilot programs simultaneously reduces the risk that a pilot program will be 
seen to have ‘failed’ if it is not adopted. If multiple trials are set up with the stated intention 
of taking on best practice, then trials not adopted have not failed, they are simply part of an 
evidence-based process of arriving at best practice.

Of course, while pilot programs can be very useful, they can be criticised as a political tool to make 
it look as though action is being taken, when in fact it is not. Pilot programs need to have robust 
and carefully administered evaluations. This is to ensure mediocre programs do not progress into 
long-term policy ‘solutions’ and that successful programmes are appropriately refined, scaled up 
and achieve full implementation. This may seem like an obvious point, but it is too often ignored 
in practice.172

Innovation awards and recognition
In addition to reducing risk, incentive schemes could be devised to reward innovation and 
counter risk averse organisational culture. The prestige attached to such awards would be a 
motivator in itself, as well as providing career advantages, such as increased chance of promotion. 
Innovation awards exist in many public service organisations, including the APS, but more work 
is required to ensure they are fully effective. There are strong theoretical reasons to think that 
innovation awards can be highly effective, but empirical evidence on their effects is lacking.173 
Nevertheless, widespread use of such awards across multiple jurisdictions indicates confidence 
in their effectiveness by senior public servants. Further research is necessary to develop a good 
understanding of the optimal features awards should have to encourage innovation. For example, 
how winners are publicised, the composition of the judging panel and what the award itself is.174 

Innovation investments
The significance of lack of resources as a barrier to innovation means that a fund to provide 
investments in innovation might be advantageous, especially at a time where agency budgets are 
being reduced. By setting aside funding specifically, the government can encourage departments 
to feel more secure in submitting ideas for innovation. One such initiative, the Invest to Save 
Budget (ISB), was a UK idea that implemented some whole-of-government approaches (referred 
to in the UK as ‘joined-up government’). ISB gave money to initially fund programs that showed 
promise, and to encourage different agencies to collaborate and take risks on innovations, without 
undertaking too much of the initial risk themselves.175 What the fund also did is capture and share 
information on problems that programs face, and in this way it sought to educate other agencies 
on how not to make similar mistakes. The fund, which can be compared to venture capital because 
it is a special pool of money that is used to test out projects, reported many successes. One such 
was the Life Events Access Project (LEAP), which aimed to provide improved access to services at 
a single point through a structure linking services to eleven life events. For example, the ‘changing 
employment status’ life event provides access to information on assistance with job seeking, as 
well as information on the benefits available while unemployed. The estimated savings of the £2.2 
million project were £8 million.176

Similar programs also exist in the USA, such as the Federal Department of Education’s Investing 
in Innovation Fund Competitive Grant Program and New York City’s Center for Economic 
Opportunity.177 It is worth noting that many private sector organisations have specific research teams 
and dedicated investments in innovation. The public sector relies more on in-house innovation 
by workers and their managers. This suggests that the APS should make specific investments in 
innovation rather than just hope the culture of existing practitioners will produce some.
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Illustrating potential innovation initiatives

While further work is required to define an efficiency-focused innovation agenda for the APS, there 
are some potential examples that can be drawn from recent studies to illustrate the possibilities:

» Tax-Transfer system single account platform: The Australia’s Future Tax System 
Review, chaired by Dr Ken Henry, included strategic recommendations for taking the tax 
and transfer system into the 21st century digital age, with major innovations to improve 
the interfaces between businesses, households and government.178 It recognised this 
would take new leadership and cross-agency collaboration, as well as close consultation 
with businesses and households. This example is a good illustration of the idea that the 
efficiency considerations must apply as much to the impact of government on the rest of 
the community (e.g. private sector efficiency) as on measured efficiency of government 
services alone. Tax and transfer processes since that report have instead remained largely 
under-resourced and siloed.179 

» Public service design and behavioural economics: 
In the UK and northern Europe, governments have in recent 
years been building capacity for policy and process design 
experimentation in providing public services, including 
teams that have developed service applications of the latest 
developments in the behavioural sciences.180 These can greatly 
improve efficiency through better processes and policies 
that more effectively reach client targets. The very minimal 
Australian Federal Government efforts in these areas have been 
victims of general resource cutbacks (e.g. the closure in 2013 of 
the DesignGov pilot study of business-government interactions 
barely after it began).181 

» Selection of infrastructure projects: The Productivity Commission has recently 
released a draft report on public infrastructure that is highly critical of the processes 
for project development, assessment and selection. Failures of process in this area have 
enormous efficiency costs, and this is a very good example of where investment in public 
service capability and systems, including in procurement, is far more likely to deliver 
efficiency gains than cutbacks to resources available for the task.182

» Wiki-based policy collaboration: A number of governments have begun using ‘wikis’ 
as a tool for community consultation and collaboration. (A wiki is a type of website that 
allows collaborative generation and editing of its content – the most well-known example 
is Wikipedia.183) The government of the Canadian province of Alberta used a wiki platform 
to develop its Social Policy Framework, a document setting out the goals, the measurable 
results to be achieved, and the roles of all those involved in Alberta’s social policy. The 
platform also includes a core set of actions the government has committed to.184 Such an 
approach allows for community consultation that is both broader and deeper than what 
can generally be achieved through previous consultation methods, such as focus groups. 
The wiki was accessed by 27,479 people and allowed them to fill in surveys and upload 
submissions, as well as directly edit wiki entries.185 Consultation of that quality aids 
efficiency by producing better designed and more informed policies, together with wider 
community support during implementation.
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Professional accountability
Ensuring accountability for achieving goals is critical for the efficiency of any organisation. The 
achievement of organisational goals are the results that must be considered, along with the 
resources used, to obtain a good assessment of technical efficiency (as discussed in Chapter 1). 
Knowing what organisational goals are being achieved is also critical to allocative efficiency; it is 
important to know that effort is being allocated to the right place. This is particularly important to 
public sector organisations like the APS, which have a duty to be responsive to the public interest 
embodied in such goals. Accountability is not just about ensuring better services; it is also about 
being responsive, either directly or through the political process, to the goals of citizens. 

This section discusses the accountability structures of the APS, including the systems that assess 
whether goals are being met at all levels, from agencies to individuals. Of course, at an individual level 
it is often difficult or impossible to make a direct connection between actions taken and whether the 
broader goals of an organisation are being met. However, as is discussed below, it is important that 
there be some alignment between the outcomes expected of an employee and their organisation’s goals.

An examination of current APS accountability structures reveals they have become too focused on 
what can be easily measured or, even worse, on what can easily be claimed to have been achieved. 
A serious commitment to efficiency in the APS would involve an extensive review of the role 
and conduct of accountability arrangements. This would need to confront some fundamental 
questions about the style and substance of government itself, and about the relationships between 
the political and administrative arms of the public sector.

The current ‘performance management’ approach

The effectiveness of procedures to ensure accountability in the APS have been a concern for many 
years. The 1976 Royal Commission Report on Australian Government Administration (the Coombs 
Report) 186 quoted one public servant saying: ‘No matter how good you are you don’t get anywhere. I 
won’t be fired if I am a bad worker; I won’t be promoted if I am a good worker.’ The report was very 
critical of the staff assessment systems of the time. Undoubtedly, improvements have since been 
made. However, a 2013 report on the APS performance framework found that implementation of 
effective systems was uneven amongst agencies.187 The National Commission of Audit report also 
noted that the quality of performance reporting varies markedly and acknowledged the need for 
improved performance information in the APS.188 Suffice to say, there is still a great deal of work 
to be done. Less than half of all APS employees feel that their current performance management 
system will help them in improving their work.189 This general negative perception is backed up by 
investigations of specific elements, such as Key Performance Indicators (KPIs). 

KPIs can be a useful means of monitoring and identifying problems with performance in the 
public sector, utilising qualitative and quantitative information to spur and inform queries as to 
whether departmental goals have been met. This is beneficial to efficiency, as KPIs can therefore 
be employed to help discern which managerial methods are working, and which are not. 
However, the theoretical potential benefits of KPIs are not always achieved in practice. A 2013 
Australian National Audit Office report looked at a selection of KPIs across three APS agencies. 
It found that the majority of KPIs met the criteria of being measurable, but most failed to ‘signal 
the impacts of program activities’ completely.190 Also, none of the three agencies had KPIs that 
as a collective demonstrated both the full range and quality of its achievements in furthering 
program objectives. This provides a good example of the focus on what can be measured, without 
sufficient attention on the outcomes.
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Given the difficulties with previous ‘performance management’ systems, and how critical 
accountability is to efficiency, it may be useful to explore a more inclusive accountability approach. 
This might be termed a ‘professional accountability’ approach; it focusses on outcomes, and takes 
into account the critical role that values and relationships play in ensuring that organisational 
goals are met. Many of the features of this approach are exemplified, in a non-public service 
context, by reforms outlined in the Grattan Institute report, Making time for great teaching.191 
Similar to what is described below, this approach focusses on outcomes, in that case improved 
teaching quality. The approach also incorporates peer assessment and giving staff flexibility and 
autonomy in pursuing improved performance.

Need for a focus on outcomes

A critical challenge for any organisation attempting to measure whether its goals are being 
met, is to measure what is important rather than what can be easily measured. The importance 
of outcome goals for public service organisations is widely acknowledged.192 This focus on 
organisational outcomes is vital for a number of reasons:

Firstly, if the focus is on easily measurable indicators it can result in the organisation only 
increasing the activities that are measured, and not better achieving its goals. An example of this 
is measuring hospital waiting times (defined as the period from the initial consultation to the 
recommended procedure) in the UK, which reduced waiting times, but only by delaying initial 
consultations. In other words, people were simply having to wait longer to get onto the waiting 
lists; the total time people spent waiting for a procedure had not decreased, only the narrowly 
defined and measured ‘waiting times’ had.193

Secondly, outcome measures are important for external accountability and transparency. If the 
activities of public service organisations are judged simply on inputs (e.g. how much money is 
being spent on a problem) or outputs (the activities undertaken) it can give a false impression 
of their performance. This impression can be falsely positive if, for example, the activities are 
not actually addressing the problem effectively. Alternatively, it can be falsely negative, such as 
a case where it is perceived that money is being spent on a problem that is not going away, when 
in fact the problem is being reduced. Although inputs and outputs are often easier to measure, 
ultimately it is the outcomes that are the main concern for governments and citizens.194

Thirdly, the process of measuring outcomes can improve planning by giving organisational goals 
and priorities more clarity. By following an outcomes-based approach, the organisation can 
better clarify what their objectives are in the short- and long-term, and properly assess how to 
prioritise the tools and resources needed to achieve those outcomes.195 

In order to focus on outcomes, an organisation needs to ensure that the goals, strategies, systems 
and processes involved in this monitoring, and the overarching organisational culture, are 
aligned with the priorities of the organisation. This process of alignment requires organisations 
to have clearly defined and articulated priorities. As was mentioned above, the APS has multiple 
and complex goals, so this clarity can be difficult to achieve.

Geoff Gallop, the former Premier of Western Australia, has argued Australia needs a national 
plan and a process for developing national objectives.196 This would be in addition to strategic 
plans already created by some agencies. A national planning process would provide broad 
outlines of the policies, government programs and external partnerships needed to achieve these 
objectives, and would set out monitoring and evaluation mechanisms. This would be similar 
to plans developed by State and Local Governments, such as South Australia’s State Strategic 
Plan, although it would obviously involve a greater degree of complexity. A national plan clearly 
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outlining the overall goals of government would no doubt make the alignment of agencies’ 
planning with these goals more effective, leading to a stronger outcome focus.

Other methods and institutions for determining and implementing national priorities are set out 
in Now for the Long Term, the report of the Oxford Martin Commission for Future Generations.197 
The report highlights that a lack of long-term thinking and planning is widespread across 
governments, institutions and industries. It outlines a number of initiatives that have been 
used in various countries to drive a more strategic focus. These initiatives include institutions 
specifically set up to advance the interests of future generations, such as Finland’s Committee 
for the Future. Other initiatives follow a whole-of-government approach, such as the creation 
of National Planning Commissions. There is a great deal of international, as well as State and 
Local Government, experience that can be drawn on to design a process for determining national 
goals. In addition, useful complementary processes already exist at a Federal level, such as the 
Intergenerational Report, which requires Treasury to conduct a long-term stocktake of the 
implications of existing policy.198 Clarity and cross-party consensus on at least some national 
objectives is a necessary condition for the goals of the public service to be clearly set.

As mentioned above, it is important that employee goals are aligned with organisational 
goals. One way to achieve this is to ensure that the way individual employees can contribute to 
organisational goals is measured. This requires clarity in formulating organisational goals and 
clarity in the design of accountability systems that relate to these goals. APS management has 
had difficulty achieving high levels of clarity.199 The evaluation of KPIs described above provides a 
specific example of the lack of clarity affecting accountability systems. Given this, embodiment of 
organisational goals in accountability systems may require building further capacity in the APS 
for the process of goal specification and alignment with accountability systems. A leading role in 
this is consistent with the ‘new APSC’ proposed by the Ahead of the game report.200

Another means of focussing APS activities on outcomes is increased 
direct contact with the public by engaging citizens in the provision 
of services. This kind of client directed approach gives citizens more 
involvement, and therefore likely a bigger say, in the delivery of 
services. Greater contact with citizens is likely to help public servants to 
achieve a deeper understanding of their goals. Client directed systems 
can take a number of forms. Good examples are initiatives termed 
‘co-production’. A number of successful co-production initiatives 
have been carried out in the UK such as the Croydon Service Users 
Network (SUN).201 This is a support network involving a partnership 
between people with long-standing behavioural or emotional issues, 
and psychiatric professionals. It draws together people with similar 
experiences who can help each other as individual crises occur. 
Groups are co-run by a professional and a former member of SUN 
with lived experience of personality disorder. The close partnership 
of professionals and service users leads to a much more active 
relationship, and has reduced usage of hospitals by members.

Need for an experimentalist approach to measuring outcomes

A challenge for the design of systems to ensure organisational goals are met is that the 
measurement of what is important, the outcomes, is often difficult and not always possible to 
undertake top-down or centrally without the input of those closer to the front-line of operations. 
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Neither of the above two difficulties with outcome measures are a reason to use input or output 
measures instead. As outlined in the previous section, they have more serious defects. Instead, 
one approach to improve efficiency (and effectiveness) may include some re-conceptualisation 
of accountability systems, from an emphasis on top-down ‘performance management’ to more 
decentralised models, such as greater reliance on client directed systems, subsidiarity principles 
and effective professional accountability. This means a focus on much more effective outcome 
measures. However, where centralised measurement is likely to lead to flawed metrics, there 
needs to be an ‘experimentalist’ approach to accountability that allows for the possibility that 
metrics may need to be corrected and adapted. 

In addition to the difficulties posed by creating effective outcome measures, it is also possible 
for centrally determined measures to become counter-productive as the world changes or as 
knowledge grows. A simple example is assessing police performance by the percentage of crimes 
solved. In the Netherlands this statistic was decreasing, suggesting police performance was getting 
worse. However, this failed to take into account the changing nature of crime in the country. 
Crime had become more violent, so the police were dealing with more serious criminal activity, 
but this was not reflected in the statistic. Also, there were more incidences of arrests for crimes 
with multiple perpetrators (e.g. vandalism), meaning more criminals were being prosecuted, but 
this too was not covered by the indicator.202 

Thus, it needs to be acknowledged that some outcome-based performance measures will need 
to change over time. Such changes will require the input of those being assessed if the measures 
are to be useful. Poor measures can cause significant problems for efficiency, as they can drive 
organisations to take actions that are unrelated, or even detrimental, to their goals. Investment 
in good measures is essential, and this investment needs to include the input of those with front-
line experience and expertise. Measurement should not obliterate front-line discretion. This 
applies to both the creation of measures and on-going maintenance and improvement of them 
as circumstances change. An experimentalist approach also addresses both of the difficulties in 
creating effective measures, and in maintaining and adapting them over time.

The term ‘experimentalist’ is taken from Charles Sabel’s description of ‘experimentalist 
institutions’. A commitment to experimentation at an institutional level necessarily requires 
a level of experimentation and iteration in measuring performance within such institutions.203 
Experimentalist institutions allow for discretion, but the discretion is explicitly authorised. In 
return, the front-line professional must provide detailed information on progress, including 
against agreed metrics, and the discretion and monitoring is reviewed by peers. The application 
of these ideas in an Australian context is supported by Terry Moran, former Secretary of the 
Department of the Prime Minister and Cabinet, who has expressed approval for ‘giving people at 
the local level a bundle of resources, some outputs to deliver, some standard pricing arrangements, 
and thus a whole lot of freedom to operate’.204 Commitment to peer review supplies accountability 
and an organisational learning mechanism, turning discretion from a problem for organisational 
change into part of its process. Peer review in a co-production environment could also include the 
input of service users.

Sabel contrasts experimentalist institutions with organisations that are similarly made up 
of public sector workers who, because of the complexity of their work and its distance from 
supervision, routinely exercise discretions that cannot be reviewed. However, such discretion is 
in practice exercised within a set of tacit rules that are embedded in organisational culture. This 
kind of discretion is, arguably, undesirable for two reasons. Firstly, it may be undemocratic if 
such culturally embedded rules are unresponsive to both elected representatives and the general 



False Economies

59

public’s wishes. Secondly, it may be inflexible; organisational cultures tend to change slowly, so 
such discretion may not adapt effectively to rapid changes in circumstances.

The experimentalist approach acknowledges the need for investment in outcome measures 
and for front-line involvement in the development and reassessment of measures to avoid false 
measures, mismeasurement and the inefficiencies that result. Outcomes should be centrally 
measured, but there must be processes to allow questioning and revision of the measures. In this 
manner, outcome indicators are used to generate questions about whether the goal or target has 
been met, rather than simply answering the question ‘what has been produced or supplied?’ This 
is also similar to the concept of ‘double loop learning’, as described by Chris Argyris and Donald 
Schon, in which individuals may question and modify the governing norms, policies and objectives 
of an organisation upon the correction or detection of an error in organisational decisions and 
actions.205 This is in contrast to single-loop learning, where the response to unintended and 
unwanted consequences of an organisation’s actions is to seek new strategies and techniques to 
fulfil the current norms, policies and objectives, rather than questioning them.

The need for trust

As discussed, improvements in the system to ensure accountability will require managers to 
strengthen outcomes-based approaches and encourage higher levels of discretion. The potential 
problem with this approach is the increased uncertainty for public servants. Capacity to operate 
in uncertain environments will need to be built. 

Capacity to operate within uncertain environments is addressed in literature on organisational 
trust, which is defined as: the ‘willingness to act on the basis of the words, actions and decisions 
of senior management under conditions of uncertainty or risk’.206 Lack of trust has been a factor 
in problems with performance management.207 Trusting relationships need not be blind or naïve, 
ignoring available clear evidence. Instead, relationships should promote authentic trust, which is 
focused on the relationship, is reflective and honest and is backed by reasons to trust.208

Assessments by managers are necessarily an interpretation, so staff trust in their supervisors 
and management generally is needed to allow full and frank feedback to be given and accepted. 
Since not all outcomes can be measured, trust in the values and dedication of public servants is 
required. Trust in management in turn increases the value that public servants place in being 
and staying in their organisation. It increases the chance of genuine participation in professional 
accountability and encourages commitment to areas of work that cannot be fully measured.

There is a great deal of literature on trust in organisations, and efforts to support trust must 
draw on available evidence. This means that there needs to be continuing efforts to improve the 
aspects of the public service workplace environment that have been associated with increased 
trust in management, such as communication, procedural justice and organisational support.209 
Such factors can be significantly influenced by human resources policy. 

All outcome-focussed approaches need trust. A professional accountability approach acknowledges 
this and therefore acknowledges the requirement to build and maintain trust. It should be noted 
that there are benefits to supporting trust that go beyond enhancing accountability systems. Trust 
has been implicated in reducing cynicism with regards to change.210 This would presumably reduce 
internal resistance to innovations and make the organisation more efficient. Also, employees who 
are engaged and committed to an organisation, and their roles within it, act as positive advocates 
for their organisation, which in turn improves its public image and reduces the cost of recruitment 
and training. 
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Political supervision 

Much of the discussion above on ensuring accountability is applicable to the relationship 
between ministerial offices and the public servants they interact with. This relationship requires 
an equivalent focus on outcomes, and perhaps a greater imperative to build and support trust. 
Arguably the most critical relationships in the operation of government are those between 
ministers’ offices and senior public servants. Worryingly, there are indications of increasing 
tensions in this relationship. 

The Employee Surveys undertaken for previous State of the Service reports have in some years 
asked public servants who have had direct contact with ministers or their offices the following 
question: ‘have you faced a challenge in balancing the need to be apolitical, impartial and 
professional in dealing with Ministers and/or Ministers’ offices?’211 This question has not been 
asked since 2012, but data from the previous four years is available and raises a concern. Figure 
3.2 shows the percentage of the public servants that have contact with ministers’ offices who 
reported facing such challenges:

Figure 3.2 - Percentage of public servants reporting difficulties when interacting 
with Ministers and/or Ministers’ offices
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The data is limited, but signs of increasing strain in this critical relationship must be taken 
seriously. Questions on whether this is a long-term trend, what the causes might be and if it is 
reducing efficiency should be investigated. It may be that an approach based on outcomes and trust 
could improve this relationship. Perhaps there is a need to move away from daily management 
by ministers’ office. Such offices should perhaps focus less on how to run the public service and 
more on what to ask of it. This is not in any sense an argument that ministers should have less of 
a role in holding the public service to account. Clearly the public service must be accountable to 
democratically elected representatives. What is being pointed out is that there is evidence of some 
dysfunction in this vital relationship, and this implies a need to rethink how it is approached. 
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Conclusion
Efficiency in public services is critical if we want our tax dollars well spent 
and our government to achieve all of what we as a country think that it 
should. Unfortunately, public and political debates on this topic are too often 
mired in misunderstandings. The evidence on efficiency is misrepresented 
or ignored; the very meaning of the term is twisted to suit other agendas or 
evidence-free arguments.

The danger is that we risk falling into ‘false economies’ – actions taken 
in the name of efficiency that lead to waste and inefficiency, either within 
government or for the wider community. There are a number of different 
false economies possible. We can have our government step back from 
activities where there is collective benefit in government involvement, or 
step into areas when it should step back. We can make the wrong choices on 
how public services are delivered and who they should be delivered by. We 
can fail to match our expectations of what government should do with the 
realities of the resources these expectations require. And in the course of arguments over the ‘size’ 
of government, we can stifle or lose opportunities to increase the efficiency of our public services.

No discussion of efficiency should stop simply at considering the current resources we are 
using. We must consider the results we are getting for those resources, both now and as future 
investments. We must also consider whether those results are the work we want done, and how 
this work should adapt to changing technologies and practices. The more complete definition of 
efficiency offered by this report makes clear that, despite the stereotypes, our public service is 
already relatively efficient, whether you compare it to the public services of other countries or to 
the private sector. It also exposes the danger of simplistic arguments about cuts, and a misguided 
belief in guaranteed benefits from outsourcing or privatisation.

Although our public service is relatively efficient, it is of course not perfect. A final advantage of a 
full definition and analysis of efficiency is shining a light on how we can design genuine efficiency 
improvements. This report suggests two directions that have been given inadequate attention.

Firstly, our public service can become more innovative through:

» The creation of cross-agency teams to help drive innovative approaches to services

» Initiatives by agency heads to facilitate bottom-up innovations (such as temporarily 
implementing more permissive standards to create a window for experimentation with 
new techniques by front-line workers)

» Taking a low risk approach to pilot programs (such as running multiple simultaneous 
pilots to reduce the political risk of a pilot being seen as ‘failed’)

» Awards and other schemes to give recognition to innovative public servants

» An innovation investment fund to provide a public sector equivalent to venture capital, 
combined with mechanisms to capture and share information on implementing 
innovations

Secondly, much more could be done within the public service to develop a more efficient and 
effective outcome-focussed and experimentalist approach to accountability. This would help 
ensure organisational goals are being met, and could involve the following initiatives:
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» Building further capacity in the APS for the process of goal specification and alignment 
with accountability systems, perhaps led by the APSC

» The creation of a national plan outlining the polices, government programs and external 
partnerships needed to achieve government objectives, along with monitoring and 
evaluation mechanisms

» Increased use of client directed systems, such as those implemented under co-production 
initiatives

» Shifting to an experimentalist approach to accountability where front-line discretion is 
explicitly authorised and in return the front-line professional must be peer reviewed and 
provide detailed information on progress against agreed metrics

» Increased efforts to build organisational trust by improving aspects of the public service 
workplace environment that have been associated in the literature with increased trust in 
management, such as communication, procedural justice and organisational support

» Review the ways that the political levels of government relate to and oversee the public 
service

The objective of this report has been to present these concepts and suggestions in such a way as to 
enable more Australians to take part in debates on the efficiency of public services. It is important 
because, as was stated at the beginning, the work of the public service represents our money 
being spent on us and the things that matter to us. A comprehensive study of efficiency provides 
all Australians with the tool-kit to have a say, not just at the ballot box, in public debates on how 
this money can best be spent.
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