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3. The Challenges for Delivering Public Services 

This section presents failures of the prevailing arrangements of government, market and 

community service organisations to deliver public services. The analysis utilises existing theories of 

government, market and community service organisation failure including the failures associated 

with government structures, market drivers, and the resource constraints of the community service 

sector. This section is followed by a discussion of the comparative advantage of PSMs to address 

some of these failures. 

3.1. Government failure 

It is primarily the responsibility of government to ensure the delivery of services, which are needed 

for society to be economically, socially and environmentally sustainable48 – sometimes on their own 

or in partnership with business and community. Governments deliver public services through five 

different arrangements:49  

1. Providing the services themselves (i.e. ‘provider’) 

2. Managing, funding and regulating external providers through grants and the purchase of 

services including where a market or quasi market for public services is created (i.e. 

‘purchaser’) 

3. Subsidising users who then purchase services from external providers 

4. Imposing community service obligations on public and private providers 

5. Encouraging individuals and communities to be responsible for their public services and to 

use mutual aid and philanthropic resources to supplement government funding. 

In Australia the incumbent Government has stated its preference to, where possible, withdraw 

from its role as service provider in preference to the other arrangements. The limitations of 

government delivering public services – government failure - are well documented and presented 

in  

Table 2.  

As a result of these limitations, bureaucracies are suited to managing problems with well-defined 

boundaries (i.e. tame problems) rather than ambiguous, complex issues that may require 

experimental and innovative approaches, and holistic thinking50. Governments are required to have 

a clear accountability system, where there is a distinct division between those who control the 

agency, the paid staff or bureaucrats and the users or clients which combine to restrict the scope 

and nature of their activities51. Government agencies can therefore be risk averse, and intolerant of 

                                                           
48 Productivity Commission, Contribution of the Not-for-Profit Sector Productivity Commission Research Report, Australian Government, 

2010, <http://www.pc.gov.au/__data/assets/pdf_file/0003/94548/not-for-profit-report.pdf>. 
49 Productivity Commission, “Overcoming Indigenous Disadvantage,” , 2012, <http://www.pc.gov.au/gsp/overcoming-indigenous-

disadvantage>. 
50 Australian Public Service Commission. 
51 D Billis & H Glennerster, “Human Services and the Voluntary Sector: Towards a Theory of Comparative Advantage,” , 1998, 79–98. 
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messy processes52. Furthermore, governments’ bureaucratic vertical silo structure can mean that it 

is difficult to provide ‘whole-of-government’, integrated and holistic responses.   

Table 2 - Aspects of government failure53˒54˒55 

Aspect of government failure Description 

Missing market Government services are limited by the amounts of funds it is able to mobilise, 

mainly via tax revenue. Limited resources mean that there are areas of public 

policy, which are not funded, hence some services are not delivered. 

Monopoly service provision If provision of a public service is undertaken by a single agency, the absence of 

sustained competition can lead to poor service quality. 

Principal-agent problem Literature suggests that government (i.e. the agent) can make decisions based on 

self-interest rather than the interests of consumers (i.e. the principal). This occurs 

when consumers do not have clear information about the service (i.e. information 

asymmetry). 

Political cycles Government decision-making related to public services can be driven by re-

election, rather than achieving the intended outcome. Political cycles also 

encourage a short-term perspective. Solving wicked problems requires a sustained 

long-term commitment. 

Perverse incentives Government departments are incentivised to grow their allocated budget, and are 

therefore incentivised to justify costs rather than reduce them. This leads to 

redundant and rising costs. 

Distributional inequity  Government services are structured to be accountable to median voters, and 

therefore may overlook the needs of other consumers.  

3.2. Market failure 

As noted in the previous section, government can engage with the market, comprising for-profit 

organisations, to provide public services and has been widely adopted as the policy where 

government failure exists. The onset of the ‘new public management’ (NPM) reforms in the last two 

decades in Australia and other OECD countries has seen an ongoing process of using the market for 

outsourcing, privatisation and decentralisation56. This approach arose in response to the 

weaknesses of traditional bureaucratic models of public administration, which, as described, were 

perceived as costly, ineffective and unresponsive to consumer needs57. NPM approach was driven 

by both mounting fiscal pressure and the belief that delivering services through competitive market 

mechanisms would achieve better quality, an enhanced focus on customer needs and better value 

                                                           
52 Australian Public Service Commission. 
53 C Wolf, “A Theory of Nonmarket Failure: Framework for Implementation Analysis,” in Journal of Law and Economics, vol. 22, 1979, 107–

139.  
54 Billis and Glennerster, 79–98. 
55 Australian Public Service Commission. 
56 J Johnston, “The New Public Management in Australia,” in Administrative Theory & Praxis, vol. 22, 2000, 345–368. 
57 R Muir & I Parker, “Many to many: How the relational state will transform public services,” in Institute of Public Policy Research, , 2014, 

<http://www.ippr.org/images/media/files/publication/2014/02/Many-to-many_Feb2014_11865.pdf>. 
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for money58. This approach was extended to include outsourcing services to community service 

organisations where there may not be a competitive market but a quasi-market could be 

established. 

One aspect of this approach is identifying activities that could be undertaken more efficiently by 

the private or the community service sectors. Another important aspect is the use of markets to 

improve service quality where there is evidence of success, however this success depends on how 

particular markets are structured and regulated59. Indeed, some commentators suggest outsourcing 

to reduce cost as its primary objective fails to achieve this due to the approach not delivering social 

impact60. 

Like government, markets can also fail to distribute goods and services in a way that balances 

economy, efficiency, effectiveness, equity. Table 3 summarises aspects of market failure. 

Table 3 - Aspects of market failure61˒62˒63˒64 

Aspect of market failure Description 

Missing market Private companies may no longer provide a service if it becomes unprofitable. 

Monopoly service provision If provision of a public service has been outsourced to a single company, the 

absence of sustained competition can lead to poor service quality.  

Increasing returns For-profit service providers are driven by need to maximise returns to 

shareholders. These increasing returns can lead to high costs for consumers, 

diminished service quality or diminished labour conditions, particularly in the case 

of monopoly service providers. 

Distributional inequity  High costs can result in some consumers being priced out of the market or private 

organisations “cherry picking” the lower risk /more profitable users. 

Market imperfections – 

information asymmetry  

Where consumers do not have access to information about products and markets 

that they need to make appropriate consumer decisions.  

 

3.3. Community service sector (voluntary) failure 

The community service sector is recognised as having primary responsibility for addressing the 

problems which businesses and government are not able to resolve i.e. where there is government 

and market failure.65 Where there is a resourcing problem, this role can be fulfilled through use of a 

range of philanthropic resources including charitable donations, grants from charitable 

                                                           
58 K Brown, N Ryan & R Parker, “Delivery in the Public Sector: Commercialising Government Services,” in Journal of Public Sector 

Management, vol. 13, 2000, 206–221. 
59 Muir and Parker. 
60 R Hazenberg & K Hall, Enterprise Solutions: Barriers and solutions to public sector spin-outs, , 2013. 
61 Considine, Lewis and O’Sullivan, 811–833. 
62 Wolf, 107–139.,  
63 Billis, D., & Glennerster, H., 1998, 
64 Australian Public Service Commission. 
65 L Parker, “Non-Profit Prophets: Strategy in Non-Commercial Organizations,” in Australian CPA, , 1998, 50–52. 
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foundations, volunteering, returns on charitable investments, and the generation of funds from 

trading activities such as opportunity shops.66 Where there are principal agent problems and 

market imperfections community service organisations can use public trust as the basis for service 

provision – where they are trusted to operate in the interests of the recipients of public services. 

On this basis, many Australian community service organisations, such as hospitals and social service 

providers with historical roots in Australian churches, have retained their traditional role in 

delivering public services which are directly or indirectly funded by government through contracts, 

fees and grant arrangements67,68  

The community service sector benefits significantly not only from the financial support of 

government but also business, charitable foundations and individual donors. Community service 

organisations therefore operate on the basis of a complex web of interdependencies with a range 

of other organisations. However, despite increasing levels of government funding and philanthropy, 

and the strengthening of these interdependencies, the wicked social problems have persisted and 

there remain concerns about the efficiency and quality of services which constitute community 

service sector failure69. Studies have revealed that the nature of these failures are associated with 

the challenges of insufficient resources, resulting in increased potential for lower quality services, 

vulnerability to focus on the interest areas of donors, and tendency to take a paternalistic approach 

to service delivery70. Table 4 outlines these and associated failure mechanisms of community 

service organisations delivering social services. 

Table 4 - Aspects of community service sector failure71˒72˒73˒74˒75 

Aspect of market failure Description 

Paternalism Governance is controlled by interests who engage in decision making on behalf of 

service recipients without giving them a voice in planning or delivery. 

Amateurism A lack of expertise and professionalism required to effectively deliver service. 

Particularism Service delivery is targeted at a select group of beneficiaries, at the exclusion of 

other groups. Moral and or ethical organisational constructs drive service delivery 

and particularism.  

Resource inefficiency  Consistency and sustainability of service delivery is impacted by inability to secure 

ongoing and reliable funding. 

                                                           
66 Deloitte, Survey into the Not for Profit Sector: 2012 - Fundraising, , 2012, p. 15. 
67 Net Balance Research Insititute. 
68 Deloitte, p. 15. 
69 L Salamon, “Of Market Failure, Voluntary Failure, and Third-Party Government: Toward a Theory of Government-Nonprofit Relations in 

the Modern Welfare State,” in Nonprofit and Voluntary Sector Quarterly, vol. 16, 1987, 29–49. 
70 Billis and Glennerster, 79–98. 
71 Wolf, 107–139. 
72 Billis and Glennerster, 79–98.  
73 Australian Public Service Commission. 
74 LM Salamon, Defining the Nonprofit Sector: The United States, Institute for Policy Studies; Center for Civil Society Studies, 1996.  
75 K LeRoux, “Paternalistic or Participatory Governance? Examining Opportunities for Client Participation in Nonprofit Social Service 

Organizations,” in Public Administration Review, vol. May/June, 2009. 
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3.4. Third-way for public service provision 

As outlined, Government is increasingly privatising and outsourcing public services. The evidence 

presented in this Green Paper suggests there is an alternative Third-way, of the use of PSMs, which 

could be considered. 

The risks for Government associated with these different types of failure are increasingly 

understood and over time Governments have refined their use of competitive and quasi-markets, 

and the type of regulation and incentives required for public service markets to function.  A high 

level and simplified analysis of these failures suggests that: 

���� For-profit organisations operate where there are “tame” problems and there is potential 

to achieve efficiencies and market share for their public services to generate profits. 

Government intervenes through regulation if there is a risk of super-normal profits or 

quality issues, and through incentives if there are missing markets. 

���� Community service sector providers operate where there are complex and wicked 

problems and they can use a range of resources to deliver public services where there is 

market failure. Government intervenes through regulation to ensure that services are 

delivered with a minimum quality and subsidises services if there are missing markets and 

government failure. 

In specific service delivery markets it is likely that both for-profit and community service 

organisations operate where clients are often polarised towards for-profit and community service 

sector providers. For-profit organisations may also respond to incentives to serve a broader range 

of clients whilst community service organisations may adopt business-like practices to gain a bigger 

share of the client base where it is possible to generate a surplus and cross-subsidise complex 

cases. On this basis it is likely that both for-profits and community service organisations are 

adapting their structures to serve the middle ground and not just the polar opposites. The risks of 

these adaptations have recently been highlighted as public service organisations becoming 

“extensions of government” with smaller organisations unable to compete for government 

funding76.  

The focus on for-profit and community service organisation service providers and the prevalence of 

these government, market and community service organisation failures prompt exploration of an 

alternative arrangement. A Third-way to achieve government objectives could be the establishment 

of PSMs. On one level the use of PSMs would increase organisational diversity and may lead to 

greater resilience and better outcomes. However, PSMs in certain circumstances may address some 

or all of these failures and offer an efficient and effective alternative. This is shown in Figure 2. It is 

also important to mention that different business models can co-exist.  For example, NRMA 

                                                           
76 cited in F Tomazin, “Fears charities are doomed,” in The Age Victoria, , 2014, <http://www.theage.com.au/victoria/fears-charities-are-

doomed-20140524-38vot.html>. 
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Motoring and Services is Australia’s largest Member-owned mutual however it owns and operates 

for profit companies designed to generate returns to re-invest in member benefits.   

 

Figure 2 - Continuum of benefits of organisation types 

3.5. The composition and functioning of public service markets 

The challenges of operating public service markets with diverse providers is well illustrated by Job 

Services Australia, which supports placements of job seekers into employment through a network 

of organisations which receive funding from the Australian Government.77 The network comprises a 

large number of both for-profit and community service organisation providers.  

Whilst the original funding mechanism was focused on placing a job seeker in work for 13 weeks 

and 26 weeks, this was modified due to over-claiming, lack of evidence of outcomes, and increasing 

complexity of the arrangement.78 An audit of the service found that the complexity stemmed from 

seeking to manage clients with complex needs, such as the long-term unemployed, homeless, 

Indigenous, and clients with a mental illness or disability.79 Government’s response to the related 

recommendation was noted but no specific action to address this was identified.80  

The market now includes a small number of large profitable businesses and a range of community 

service organisations that serve the most complex clients and often subsidise their services through 

                                                           
77 Australian Government, “Job Services Australia,” in Department of Employment, , 2013, <http://employment.gov.au/job-services-

australia-jsa> [accessed 20 May 2014].  
78 Australian National Audit Office, Administration of Job Network Outcome Payments, Department of Education, Employment and 

Workplace Relations, 2009.  
79 Advisory Panel on Employment Services Administration and Accountability, “Advisory Panel on Employment Services Administration and 

Accountability – Final Report Feedback,” , 2012, 1–13.  
80 Department of Education Employment and Workplace Relations, Initial Government Response to the Advisory Panel on Employment 

Services Administration and Accountability, Department of Education, Employment and Workplace Relations, 2012.  
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donations and volunteer support. The audit report also found that greater customer focus would 

support greater achievement of the desired outcomes, and recommended these outcomes be 

expressed as ‘achieving economic participation and social inclusion for jobseekers’,81 reflecting the 

value of the service beyond economic outcomes.  

Both the market and community service organisation arrangements to deliver this service therefore 

display failures relating to missing markets, need for regulation, resource deficiencies, variable 

quality and inadequate outcomes. The upcoming review of Job Services Australia may provide an 

opportunity to explore a Third-way - the potential role of PSMs to deliver this public service. 

3.6. Wicked social problems 

Despite the combined efforts of government, business and community service organisations, 

Australia faces a number of complex and intractable economic, social, and environmental issues. 

These include affordable housing, aged care, out of home care, recidivism, obesity, domestic 

violence, the wellbeing of Indigenous Australians, people with disabilities and those on low 

incomes.82 These types of issues are often referred to as ‘wicked problems’ and are characterised 

by the fact that they are difficult to define, are complex, multi-causal, dynamic, and have no 

obvious solution.83 This is in part due to a characteristic of issues crossing institutional and 

geographic boundaries, and requiring significant behaviour change as part of the solution.84 A 

further challenge is that wicked problems need to be addressed in the context of the demographic 

pressures of an ageing population, globalisation, rapid technological development and challenging 

fiscal environment.  

An Australian Public Service Commission report,85 which investigated ‘wicked problems’, suggested 

these problems require big picture thinking to solve. It noted that these problems are subject to 

chronic policy failure. This is due to the nature of the problems being beyond the capacity of any 

single organisation to understand and respond to, resulting in disagreement on the cause and 

appropriate solutions. For example, despite decades of policy action on the treatment of 

Indigenous Australians, there is still a significant gap in the life expectancy, child mortality, 

education and employment outcomes experienced by Indigenous Australians compared to non-

Indigenous Australians.86˒87 This problem demonstrates the need for innovative, comprehensive 

solutions, which can work across organisation boundaries and engage a wide range of stakeholders 

in order to address complex issues. 

                                                           
81 Advisory Panel on Employment Services Administration and Accountability, 1–13. 
82 Australian Public Service Commission. 
83 H Rittel & M Webber, “Dilemmas in a General Theory of Planning,” in Policy Sciences, vol. 4, 1973, 155–169. 
84 Australian Public Service Commission. 
85 Australian Public Service Commission. 
86 Council of Australian Governments, “Closing the Gap in Indigenous Disadvantage,” , 2014, 

<https://www.coag.gov.au/closing_the_gap_in_indigenous_disadvantage>. 
87 Productivity Commission, “Overcoming Indigenous Disadvantage.” 
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In addition to achieving better value for money, public service reform must therefore also seek to 

find innovative solutions to these wicked social problems including the potential roles for mutuals. 

 

Key finding 4: Traditional approaches to delivering public services have significant weaknesses including 

government, market and community service organisation failures. These approaches are associated with 

problems in public service markets and have combined to have limited impact on Australia’s wicked social 

problems. These problems provide a context for innovation and alternative approaches including PSMs. 

Consultation question 4: In the context of broad public service reform, what are the arguments for 

continuing to focus on business and community service organisation approaches and not to consider a 

PSM approach? 

 

  


