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In his paper Agencies in Search of Principles, Allen Schick has provided a fascinating

over-view of where the front lines in the departments versus agencies debate are

currently drawn.  Rather than develop a wholly stand-alone thesis on the same subject, I

have decided to build my comments around the thesis Professor Schick has developed

in the hope of opening up a constructive debate that can assist your thinking over the

next two days.

As befits my rather different (some would say less respectable) credentials, the focus of

my comments will be on the political imperatives that can drive institutional reform in the

public sector.  They draw heavily on my experience in a small, long-established OECD

democracy that operates a British or ‘Westminster’ style of constitution.  I held a good

many portfolios during the 1990s and was heavily involved in the creation of many new

agencies during what might be termed the white heat of the New Zealand reform era

which ran from 1984 to 1996.  Most pertinently, I was, between 1997 and 1999, the

minister responsible for the machinery of public sector monitoring and institutional re-

design.  To hold the portfolio at the end of a period of relentless and often radical change

meant that I was, to some extent, charged with making sense of what had been done

and reflecting on the limits of both theory and practice.

This admission immediately demands a caveat. There is no special magic about New

Zealand’s reforms which are in danger of having been over-exposed.  And my comments

inevitably reflect my particular experience in a particular institutional setting to which

attaches no universal validity. The New Zealand experience with public agencies is well

known to Professor Schick who has twice been called upon to conduct an institutional



diagnostic.  They grow out of a set of circumstances that are not replicated in other

countries and it is important not to underestimate these soft ‘cultural’ factors in any

discussion of public sector reform.  As Professor Schick correctly notes, there is a wide

array of informal understandings in any country’s political administrative culture that will

determine where boundaries are drawn and how they are enforced.

That said, my conversations with ministerial opposite numbers over the years convince

me that the sorts of political pressures and tensions that arise in relation to departments

and public agencies are not so different that some broad conclusions cannot be drawn

about the likely behaviour of those who are called upon to monitor and manage the

public sector.

There is much in Professor Schick’s paper with which I agree.  What follows is a

discussion of some of the conclusions I would question or at least suggest are worthy of

debate.  Let me start from a fundamental point of agreement – the view that

organisational form matters because different forms will imply either different distributions

of power, different ways in which power is exercised, or both.  Since government is about

the exercise of coercive authority which (in democracies) the state alone can exercise,

institutional design is not a matter to be treated lightly.  At bottom, the choice of

institutional arrangements will reflect the wishes of politicians to award themselves – or

deny themselves – the ability to intervene in particular ways.  Most politicians I have

worked with have an intuitive understanding of this even if they have never lingered over

the finer points of public sector reform debates.



And it is also true, as Professor Schick observes, that the separation of policy and

service delivery functions – which lies at the heart of the department versus agency

debate he describes – has major managerial and political implications for the reasons he

outlines.  But I am less persuaded by his thesis that we have witnessed the deification of

the ‘service delivering state’, or that the promotion of public agencies in the name of

efficiency is necessarily corrosive of the State’s special status as the repository of public

authority.

Specifically, Professor Schick asks whether anyone can “claim that today’s governments

in the OECD community make policy with a reach comparable to that made by

predecessor governments a generation ago.”   Have we washed up at the relatively

settled boundaries of a service delivering state with which policy advisers merely tinker,

being largely preoccupied with efficiency concerns?  I am not in possession of OECD-

wide evidence that would support or contradict this position, but on the basis of my

experience in New Zealand I would venture to suggest that the policy reach of

government is far wider today than it was a generation ago.  While the macro and micro-

management of the economy is greatly reduced, the State’s regulatory reach has been

hugely expanded.  In crude terms we have exchanged the governmental control of

economic processes for the control of the externalities (social and environmental) of

those processes.  Freedom on one front has begotten control on another.  Certainly, in

my own country, many agencies were established not just to provide more efficient

delivery of traditional services, but to undertake greatly expanded or wholly new

functions that had never been previously undertaken.  The policy reach of the

departments responsible for monitoring those agencies grew commensurately.



While they have been important, the enthusiasm for devolving functions to non-

departmental agencies has not been driven by efficiency concerns alone.  Indeed, in

some cases, quite different motivations have been at work.  It’s important always to

distinguish between the rhetoric with which institutional changes are often launched and

the deep-seated motivations of their authors.  I’ve no doubt that the logic of efficiency

through focus and managerial autonomy has appealed to many politicians.  Certainly, it

provides an attractive – and on the surface uncontentious – logic with which to sell

reforms to voters.  Who could disagree with using taxpayers’ funds more efficiently?

But it doesn’t follow that casting formerly departmental functions in service delivery mode

undermines the state by raising the prospect that the entity in question is just one

provider among many to whom, in the event of non-performance, governments might

alternatively turn.  It will be easier to make that case where the service delivery is

commercial in character – i.e. it can be specified, priced or tendered  - and it is possible

to compare public and private services.  But to entertain that possibility is an inherently

ideological step that is not itself entailed in the decision to establish an arms length

entity.

An equally powerful political motivation has been to shift the political risk of institutional

failure while wishing to retain the special rights of control that ownership confers.  While it

is possible to secure a great deal by contracting with independent service providers

(public or private), ownership confers the ability to monitor much more closely the ability

to make future delivery of those services – and in the public arena, continuity and



stability of supply will frequently be of as much if not more political moment than price

and even quality.

Take health services which are often the source of great political contention.  Countries

with public health systems  (and all OECD countries have them to some degree) have

gone to greater or lesser extents in seeking to distance the political centre from fine-

grained resource allocation decisions.  This has involved the creation of all sorts of semi-

autonomous provider entities.  My contribution to the zoo was an animal called Crown

Health Enterprises – publicly owned companies based around hospital service units.

Now whatever the theoretical justifications about efficiency that were claimed would flow

from a more rigorous separation of the government’s funding and providing entities, it

was blindingly clear from day one that it would never be politically acceptable to privatise

public hospitals – or simply let them fail without regard for consequences of local access

– even if there were efficiency and/or quality reasons for doing so.

The reason for that was (and remains) a very deeply-held public belief (in New Zealand

at any rate), that universality – and broad equity - of access was of paramount

importance.  People were prepared to accept the benefits of competition at the margins.

But the sort of guarantees of access they wanted lent themselves to more than just

taxpayer funding.  Ownership was seen to be an essential guarantee of continued state

involvement in the redistributive business of health care provision.  But that didn’t mean

that organisational separation didn’t make sense.  Because an equally powerful

decentralising motive came into play – the political desire to make explicit the fact that



effective control of resources and actual clinical outcomes could not seriously be

attributed to the centre.

This I believe to be a very strong political justification for the creation of arms length

public agencies – a realisation by politicians that they have been in the business of

holding themselves out as having far more ability to control outcomes than in fact they

have.  This realisation is frequently associated with conservative small government

politics.  But I believe it is equally applicable to those who would argue for a much bigger

role for the state.  Regardless of one’s political views, there seems to be much less

confidence that politicians can ‘run’ complex governmental machines, particularly so in a

world that is changing swiftly and in which access to public information and the media is

hugely enhanced.  While it may no t be a particularly edifying or theoretically appealing

justification, the establishment of arms-length agencies provides a way of providing

political room for manoeuvre.

The New Zealand approach was, as professor Schick has noted, to appoint boards of

directors to the many and varied entities we invented.  I shall turn, shortly, to the

strengths and weaknesses of this system.  But in terms of the suggestion that a service

delivery focus weakens the authority of the state, I would simply observe that in my

experience the introduction of external expertise onto boards immeasurably improved my

political control over the implementation of policies at the same time as it emphasised the

limits of any monitoring that I could pretend to do in my own name or that of the

responsible ministries.



Core departments in New Zealand are run by a public service that is essentially beyond

political reach.  As a result, political involvement in getting rid of those who may have

presided over poor monitoring of outcomes is extremely limited.  With politically

appointed agency boards the ability now exists to remove board members without

necessarily derailing or paralysing a significant part of the public service.  Less

dramatically, it enables fresh minds to replace old ones when, from time to time, a

change in policy direction requires new skills and new thinking.

Such boards also enable Prime Ministers to overcome the skill shortages that they may

lack within their cabinets in those political systems (like New Zealand’s) where ministers

must be drawn from the legislature.  It is not done to comment on the weaknesses of

elective systems, but one that certainly applies to systems that draw their executives

from the legislature is that the Prime Minister has rather limited control of the skills he or

she can choose from in appointing a cabinet.  At any one time, cabinets will include a

proportion of perfectly competent people who didn’t or couldn’t get the portfolio they

wanted and are therefore less than enthusiastically engaged; and there will be a fraction

who are not particularly competent but, for all sorts of political reasons, are appointed to

keep the peace.  In these circumstances, the ability for the cabinet as a whole to appoint

boards who will oversee the government’s policy interests provides a way around the

problem that is much less difficult to achieve through a standing bureaucracy.

This argument in favour of the use of agencies is part of a much wider issue that has to

my mind been inadequately explored, and that is the ability of elected representatives to

undertake many of the functions in theory assigned to them.  Professor Schick rightly



notes that any assessment of the health of agencies must involve an examination of the

performance of the parent department responsible for monitoring them and the remit the

department has been given to specify and demand performance.  If they have not paid

for their independence in what he terms “the hard currency of performance” through the

prior imposition of proper accountability machinery, then all manner of things can go

unchecked.

But precisely the same is true of departments for which ministers have finally to stand

and account before parliamentary representatives.  Frankly, the hard currency of

performance applies as much to ministers and committees examining expenditure and

the performance of agencies as it does to departments.  Given the fact that ministers

come and go as governments come and go (as do legislators in general) there are real

limits to the extent to which it can be assumed that formal accountabilities will be carried

out as their authors expect.  The problem is systemic and unavoidable regardless of

whether one is choosing departmental or agency forms.  In New Zealand, a mind-

bending number of formal accountability documents were generated to which Ministers

and Select Committees of Parliament had, in theory, recourse.  The reality is that many

Ministers weren’t particularly interested in their ‘ownership’ monitoring role and neither

were the parliamentary committees that were supposed to keep them honest.

That said, I always felt that the existence of agency boards was some protection from

political failure or neglect in that a publicly identifiable group of individuals with a clearly

defined focus were specifically required to do a monitoring job unencumbered by the

sorts of day to day political distractions that engulf ministers, their departmental advisers



and parliamentarians.  The key protection ministers were ‘buying’ in appointing board

members was the reputation of the individuals involved.  Such a view, of course, places

very heavy reliance on the rigour of the appointment process.  And the ability to attract

good candidates depends in turn on a clear governance mandate being established in

advance as Professor Schick rightly insists.

In this respect, the paper that Derek Gill of the New Zealand State Services Commission

has provided for the conference provides a very useful picture of the way in which one

OECD country has grappled with issues of mandate and accountability.  While some of

New Zealand’s agencies have been stray creatures of expediency (to use Professor

Schick’s term) most have been founded on a statutory basis which has required their

creators to think about matters of scope and accountability.  Mr Gill’s paper provides a

summary of the different types of agency that have created and categorised on an ex

post facto basis.  Most important among them are:

•  Crown-owned Companies – those agencies that lend themselves to a commercial

format but are not candidates for privatisation owing to some mix of objectives that

makes long-term government ownership desirable;

•  Independent Crown Entities – being agencies that perform quasi-judicial functions

which need to be seen to be beyond political interference and whose membership

should be protected from political direction or dismissal;

•  Crown Agents – being those agencies that are required to give effect to the policies

of the government of the day but from whose actions the government wishes to

distance itself to some extent while still retaining the right to high and fire its board.



Such a categorisation in advance would have been even more useful and Professor

Schick is surely right to insist that sorting out the balance between independence and

accountability in advance is essential to getting the best out of agencies and monitoring

departments alike.  If this is done well, it creates a process that forces ministers to focus

on just what the agency does and what sorts of skills are required to oversee it.  In my

experience, the sheer mechanical requirements of appointing boards prompts a level of

care and attention on the part of ministers that does not exist in the relationships that

newly appointed ministers inherit with existing departmental heads.  (This is obviously an

artefact of New Zealand’s use of a non-political public service which would not apply in

those jurisdictions where departmental heads are politically appointed).

If the relationship of the agency to ministerial control and departmental surveillance is

properly addressed at the outset, there should be no serious undermining of the policy

functions of the state as suggested by Professor Schick.   Asymmetries of information

that exist between monitoring departments and service providing agencies are real but

they are inevitable somewhere along the link in the chain between political operatives

(ministerial or legislative) and those ultimately required to implement policies on the

ground.  My own experience was that it helped considerably to set out clearly what it was

that I expected to be informed about – and equally, what I was perfectly happy to explain

publicly that I had no knowledge of because someone else was expected to.  There is no

magic about what to integrate with the core agencies of executive government and what

to devolve.  But any solution must be modest about what it expects political operatives to

be able to hold themselves out as being competent to direct.



So what would my advice be in advising a government that was considering the

establishment of a agency to which one or a number of public functions would be

devolved?  Derek Gill’s paper on the New Zealand system provides a flow chart that

outlines the current state of play on our thinking on what forms should result from a

consideration of a number of functional and governance related questions.  It is, to my

mind, a useful formal template and something like it (adapted to local administrative and

constitutional traditions) is essential for any central agency advising a government.  But it

may prove less than compelling for the politicians who will ultimately have to take

responsibility when inevitable problems emerge.  So let me add some key political

questions I would ask by way of a gloss to this sort of approach.  They are not

complicated or technical.  They should be asked very directly and searchingly of

ministers who must be encouraged to think about the less optimal outcomes that are the

stuff of day to day existence rather than the sunlit uplands of imagined policy triumph.

1. Does the credibility of the agency you are considering depend on its separation from

the day-to-day battlefield of politics in a media-saturated democracy?  Agencies have

to be match-fit in all respects, and the operating environment of investigative

journalism and robust political debate has to be confronted squarely by any politician

who proposes an arms-length relationship.  I mentioned earlier that I do think that

agency status necessarily undermines the authority of the state; in a world in which

the public are cynical about the way politics is conducted by politicians, arms-length

status can in some instances restore the credibility of some public services because

they are no longer directly fronted by politicians whose preoccupations frequently



seems tactical and electoral rather than strategic.  On the other hand, poorly

conceived agencies that fail can obviously reinforce the judgement that political

accountability is enfeebled.

2. What sort of political responsibility are you prepared to take for the decisions of the

agency you propose?  Do you want to distance yourself from every decision it takes

or do you want to be able influence it to the extent that you become implicated in its

decisions?  If you wish to distance yourself from the agency’s decisions, how are you

going to explain that politically – and specifically, will you really be able to stand aside

when the going gets tough?

3. How much flexibility do you wish to give yourself in maintaining policy control – do

you wish to crystallise the policy parameters in statutory form (which makes them

hard to change) or do you want to leave them amenable to easy change as

circumstances dictate?

4. What sort of relationship do you want to have with those responsible for running the

agency?  Do you wish to have powers of appointment or dismissal or a more

constrained arrangement?  And if you are going to make appointments – for instance

to a governing board – how are you going to do so?  [This to my mind emerged as

one of the single most important make or break points in the New Zealand context

which relies very heavily on appointed boards.  There is no substitute for excellence

in board appointments and managing the tension between calibre and political

acceptability is all-important.  There is nothing wrong with appointing people to

boards on account of their political connections providing the process is transparent:

politically-derived conviction about a policy direction can be invaluable to seeing it

carried through.  But political supportiveness is not enough: if the governance skills



are lacking and the qualifications of the candidate cannot command respect in their

own right, disaster can lurk at every turn.]

5. What sort of relationship would your parliamentary arrangements require the agency

to have with legislators?

6. Finally, are you going to know enough to evaluate the outcomes for which you would

retain responsibility have established the agency?

Finally let me ask a question that seems to me subliminally hinted at in Professor

Schick’s title Agencies in Search of Principles:  has the interest in agencies simply been

a fashionable foray into decentralisation (carrying with it the possible attenuation of state

power) that we are likely to see reversed as the perennial political preoccupation with

‘delivery’ demands greater hands-on control?  Nothing is more certain than that poorly

conceived, governed and monitored agencies will fail.  But the flip-side of that assertion

also applies – well-conceived, well governed and appropriately monitored agencies can

be just as stable as government departments.

And while I appreciated the clear separation of policy from delivery that was at the heart

of my country’s reforms, I do not claim that there is a hard and fast line that dictates the

extent to which departmental and agency forms should be relied upon to balance the

accountabilities of public ownership with the desire for responsiveness uninhibited by

bureaucratic inertia.

Finally, I am reasonably confident that one should not dismiss the continual

experimentation that sees the delivery of public services moved backwards and forwards



along the department/agency spectrum as being costly tinkering.  In the public sector

where ownership is not contestable (short of permanent, once and for all privatisation),

institutional reform provides one of the few available levers to prevent ossification.

Indeed, one could view the permanently contingent shape of public sector agencies, at

risk from restructuring by central agencies and driven by politicians wanting to make a

difference, as analogous to the contests for control that occur in different ways in the

marketplace.  I wouldn’t want to stretch this analogue too far, but the reality is that the

need for particular services or their delivery in a particular way is not static.  And one way

of bringing about thorough-going change is to attempt re-organisation.

Agencies do outlive their usefulness and the transition to a new form may, for good

reason, favour the transitional absorption of key skill sets into core departments; equally,

departments can become inflexible and protective of their territory in which case the

splitting out of particular teams into separate entities may be the best way of effecting a

change in strategic direction and mindset (not to mention a way of steering around

settled management that may be difficult to shift given employment conditions and

enabling new managerial talent to be injected).

I am well aware of the real costs of on-going re-structuring in terms of maintaining

institutional memory and a cohesive team of public servants (and the quality of

government is dependent above all on the quality of human capital it can recruit and

maintain).  Poorly conceived restructuring – and we’ve had our share in New Zealand –

carries a hefty price tag.  But so does an unresponsive and protected environment in

which new policy issues are responded to with yesterday’s convictions.  As Professor



Schick neatly observes, governments will have both departments and agencies and

neither will be independent of the other.  Rather than search for the holy grail of some

perfect balance of forces, scarce resources should be focussed on ensuring that

whatever the structures chosen, the people who must live with them – ministers,

legislators, public auditors, boards, departmental monitors and agency managers –

clearly understand each other’s responsibilities, hold themselves out as being

accountable for things they can actually be held accountable for and remain open to the

reality that changing demands on governments may render today’s ideal structural

solution tomorrow’s liability.


