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Abstract 
 

 

Against the backdrop of the historical failure of official development assistance to 

alleviate poverty in the Third World, this thesis examines the current approach of 

Western aid donors toward development. The thesis asks whether aid policy processes 

indicate a willingness, or capacity, on the part of official donors to more fully engage 

with the causal complexity of development, and so potentially improve development 

outcomes. Considering the case study of the Australian bilateral aid program to Papua 

New Guinea from both top-down and bottom-up policy perspectives, the thesis 

concludes that, in relation to Australia, there are significant structural and institutional 

impediments to change. The Australian Department of Foreign Affairs and Trade, and 

its interpretation of national interest, dominate high-level aid policy-making, even 

though the objectives of foreign policy and those of foreign aid differ. Australia's 

official development agency, AusAID, is limited in its capacity to legitimately 

challenge this dominance, not least because its use of contracted-out projects restrict 

its corporate knowledge and its ability to influence policy agendas and networks. 

Overcoming this impasse requires creative management on the part of senior public 

servants and non-governmental members of the aid policy community alike.  
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Introduction 

 

 

Decisions on Western foreign aid to the developing world are made within Western 

policy environments, public sector structures and institutions. The long-running 

failure of official development assistance to alleviate poverty can only be clearly 

understood if the impact of these environments, structures and institutions on aid 

policy is also known. In pursuit of this knowledge, this thesis brings together work 

from the fields of public policy, development studies and international relations in 

analysing the case of the Australian aid program to Papua New Guinea.   

 

The research question 

Western governments have a moral obligation to help alleviate global poverty. This 

obligation is more than simply a contemporary manifestation of Kipling’s “white 

man’s burden”. Irrespective of whether poverty is indigenous in origin or the result of 

Western exploitation, it severely reduces human dignity and restricts the freedom of a 

person to “lead the kind of life he or she values” (Sen 1999: 87). People have a right 

to this freedom. The Universal Declaration of Human Rights acknowledges this 

where it states:  

Everyone, as a member of society ... is entitled to realization, through 

national effort and international co-operation and in accordance with the 

organization and resources of each State, of the economic, social and cultural 

rights indispensable for his dignity and the free development of his 

personality. (UDHR: Article 22)  

States that have ratified the International Covenant on Economic, Social and Cultural 

Rights undertake to provide international assistance and cooperation to progressively 
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meet entitlements such as the right to adequate food, clothing, and housing (Article 

11(1)) and the right to work (Article 6(1)). The UN General Assembly also addressed 

this question in its 1986 Declaration on the Right to Development where it 

proclaimed: “States have the duty to take steps, individually and collectively, to 

formulate international development policies with a view to facilitating the full 

realization of the right to development.” (UNDRD: Article 4(1)) † 

Most industrialised nations have publicly declared their agreement with this. 

The clearest statement is the 1967 decision by the General Assembly of UNCTAD 

that each industrial state dedicate one per cent of its GNP to foreign aid (lowered to 

0.7 per cent of GNP at the 1972 UNCTAD General Assembly). This was followed by 

the 1992 UN Rio Conference on Environment and Development agreement that 0.7 

per cent of developed countries’ GNPs would go to official development assistance 

(ODA) (United Nations Conference on Environment and Development 1993). The 

UNCTAD and Rio agreements tend, however, to be honoured more in the breach than 

the observance. US$54 billion was contributed in 2000 by Western industrialised 

states to the developing world as ODA; this fell far short of the agreed upon 

minimum. Five years after the Rio commitment, the only members of the 

Development Assistance Committee (DAC) of the OECD to have contributed 0.7 per 

cent of GNP in foreign aid were Norway, Denmark, the Netherlands, and Sweden — 

with the average commitment across all donors being 0.27 percent (Panayotou 1997: 

2). By 1999/2000 the DAC ODA/GNP average had fallen to 0.24 per cent, with 

Australia only expending the equivalent of 0.25 per cent of its GNP on aid (Downer 

2000b: 3). Between 1988 and 1997 global net aid disbursements declined at the rate 

of  0.7 per cent per annum (United Nations 1999: Table A21).     

 While there are many reasons for the general decline in ODA/GNP figures — 

the collapse of the Soviet bloc and the resultant transformation of former donors to 

recipients being a major one (Panayotou 1997: 2-3) — the key dilemma facing those 

who advocate increases in Western aid is the apparent failure of Third World poverty 

to respond to the official assistance already provided.  

                                                 
† See Singer (1993) and Opeskin (1996) for a wider discussion of the moral imperatives behind, and 
possible restrictions on, the provision of aid for alleviating poverty. 
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 Poverty is a notoriously difficult phenomenon to define and measure, let alone 

resolve. However, even the briefest overview of key indicators is enough to establish 

that, after more than fifty years of Western development assistance, considerable 

disadvantage remains. For example, in its 1999/2000 World Development Report, the 

World Bank found that the number of people living on the equivalent of US$1 per day 

or less grew from 1.2 billion in 1987 to 1.5 billion in 1999, and that, out of the forty 

eight countries the Bank considered to be the “least developed”, only six had per 

capita growth rates of over three per cent between 1995 and 1997 (three per cent 

annual growth being the rough minimum required for significant poverty reduction to 

occur) (World Bank 1999d: 25-26). The United Nations Development Programme 

(UNDP), under its 1999 Human Development Indicators findings, listed sixty 

countries (out of a total of 162) as having a GDP per capita (adjusted for purchasing 

power parity) of less than US$3000. Of that number, fifty four had more than twenty 

per cent of their population falling within the UNDP’s poverty definition — which 

includes measurements such as “the percentage of people born today not expected to 

survive to age 40”, adult illiteracy rates, access to safe water and health services, and 

the percentage of moderately or severely underweight children below age 5 (United 

Nations Development Programme 2000b: 147-151). Furthermore, the capacity of 

countries such as these to improve their position is diminishing. In some cases, most 

notably Sub-Saharan Africa, there has been an increase in real poverty levels and a 

decrease in the real level of exports over the past twenty years (see Moore 1998). 

Numerous analysts have argued that this situation is being compounded by, and 

helping to produce, high levels of Third World debt arising from a combination of 

decreasing commodities prices and development bank lending policies (Dent and 

Peters 1999)†. 

 In the face of this, international development assistance has achieved some 

successes. Importantly, it has contributed to increasing life expectancy and decreasing 

infant mortality rates across the developing world as a whole (World Bank 2000g: 24-

25). Also, while there has been an ongoing diminution of the real value of official 

development assistance over the past fifteen years, private capital flows have 

increased to the point that ODA represents only a quarter of all finance available to 

                                                 
† See the World Bank’s world debt tables (World Bank 1996d). 
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developing countries (World Bank 1998a: 7-8). Taken as a whole, there is finance 

available for investment that will help accelerate economic growth. These 

improvements, however, are not universal. Many Sub-Saharan African countries, as 

well as a number of countries in other developing regions, have shown neither 

improved “human development” nor, in some cases, increased private capital flows 

(World Bank 2000g: 23-26). Global poverty has been neither eradicated nor, in many 

cases, diminished through Western assistance. 

 Given the extended period over which official foreign aid has been provided, 

the fact there continues to exist conditions such as those just described suggests the 

causal links between aid and poverty alleviation are highly complex. Just as poverty 

occurs in multiple guises so might the potential methods of its alleviation be equally 

varied. This is borne out by the wide range of hypotheses on aid, poverty, and 

development. Economists and econometrists, for example, examine the “rationality” 

of incentives that drive aid allocation, and the correlation between those decisions and 

development indicators such as economic growth (see Burnside and Dollar 1997a; 

Collier and Dollar 1998). Modernisation theorists, on the other hand, initially looked 

to the development history of the West for guidance on cause and effect (see Lerner 

1958; Rostow 1960). There has also been a long tradition of “radical” theorising, 

including that from dependency and post-Marxist theorists, focussed on the role 

played by global capitalism and the international division of labour in producing and 

maintaining “under-development” (Cammack 1997; Skarstein 1997).   

 Uncertainty over development is further exacerbated by a growing awareness of 

issues such as the environmental costs of industrialisation, the impact of the 

telecommunications revolution on social structures and on the idea of communities of 

shared values, and the “hollowing out” of the state as a result of globalisation (see 

Shearman and Sauer-Thompson 1997; Rhodes 1997: Ch 4). These outcomes 

challenge the modernist assumptions behind development.† It no longer appears 

feasible to expect blueprints for action in response to questions such as “What is 

development?” and “What is the role of official aid in development?” Uncertainty 

                                                 
† On the issue of the continuing impact of modernity on political science, Heller (1990), Bauman 
(1992, 1997), and Seidman (1998) provide useful points of engagement with an extensive literature.  
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permeates the field to the point that even determining the questions which should be 

asked, and whether they are capable of answers, is fraught. 

Yet, and to repeat, Western donor governments are bound by international 

agreements and the morality that underpins them to assist developing countries reduce 

poverty. And, if that assistance is to be of value, donor governments (and inter-

governmental bodies) must search for ways to grapple with the causal uncertainty that 

characterises their endeavours. This is the impetus behind the posing of the research 

questions that drive this thesis. The questions ask: 

Is the causal uncertainty underlying development accommodated in Western 

foreign aid policy-making so as to better assist developing countries alleviate 

poverty? Can it be accommodated?  

The questions exhibit a public policy bias. This, in part, reflects the bias of the 

researcher. It also reflects the nature of the activity that is the focus of this thesis —  

the making of foreign aid policy — and the types of actors that are involved in that 

activity — Western governments, private contractors, non-governmental 

organisations, and recipient public agencies. The research questions seek to 

understand how these actors form policy given the constraints of politics, institutions, 

and structures, and the implications of that process for poverty reduction in the 

developing world. 

 

The research method 

In determining whether Western donor policy-making processes do, or can, 

accommodate the causal uncertainties of development, this thesis investigates the 

historical and theoretical backdrop to Western aid policy, and delineates the structures 

and institutions that direct the work of donor governments, the deliverers of aid, and 

the recipients of assistance. “Structures” are here taken to include instruments such as 

treaties, agreements, memoranda of understanding, public sector legislation, 

operational guidelines, and organisational frameworks. “Institutions”, by contrast, are 

defined broadly as norms of political and organisational behaviour. Given the 
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potential complexity of the relationships between stakeholders and these structures 

and institutions, a case study method is employed in this thesis. 

 A case study brings with it several advantages. The first is that it enables an 

holistic analysis of a complicated issue by reducing the number of objects of research. 

The focus is usually directed toward a single entity or phenomenon, the parameters of 

study being imposed by the nature of the phenomenon and the range of participants. 

Insisting on this level of investigation enables a more complete appreciation of an 

organisation and its activities (Merriam 1998). Case studies also bring with them the 

advantage that they allow for the description and evaluation of a great range of data 

types. These might include, for example, stakeholders’ own perceptions of decision-

making processes, and the language they use to describe their work, as well as the 

researcher’s observation of participants’ behaviour and organisational environments. 

This captures the nuances of stakeholder interaction and their decision-making 

processes far better than is possible through strict quantitative research. Obviously, it 

is difficult to transform data of this kind into predictive analysis, especially in those 

situations where the activity studied is contemporary, ongoing, and of a nature that 

the direction of future events will not always mirror those of the past. The data can, 

however, produce a rich description of the phenomenon against which the claims, and 

counter-claims, of participants can be assessed and explanations derived. It is for 

these reasons that case studies are commonly regarded as falling within the realm of 

inductive research. (See Burns 1994: Ch 18; Robson 1993: Ch 6.)  

There is, however, no consensus on the appropriate usage of case studies. A 

major drawback of the method stems from its very status as inductive research. 

Inductive analysis, unlike deductive research, draws inferences from data, but cannot 

establish predictive theory. Because of this, at least one major figure in this field, Yin 

(1994), insists on a narrow application of the case study method. He sees exploratory 

studies being of most value where they help define the phenomena, the research 

questions, and the nature of the data to be collected. Once that has been achieved, a 

more positivist, deductive study should be undertaken (Yin 1994: 15-21). Others 

argue that exploratory studies are, of themselves, complete, and that to move from 

their essentially qualitative, inductive nature is to reduce their explanatory 

capabilities; the role of case studies is not to provide statistical generalisation, but 



7 

rather to emphasise the complexity of real life events (Burns 1994: 326-327; Stake 

1994). This mirrors broader debates over the usefulness of the social sciences as a 

research field. In the present thesis, the case study method is used so as to ascertain 

and describe the complexity of aid relationships. Its goal is not to prepare the way for 

further, quantitative study. 

 Another difficulty that users of case studies must acknowledge is the limit to 

which their findings can be applied. Much rests on the choice of entity (or 

phenomenon) to be studied and the clarity with which its position in that particular 

field can be established. Questions need also to be raised over the validity of case 

study findings. Researchers may employ subjective judgement in measuring data, 

usually where indicators lack clear definition. Excessive subjectivity can also taint the 

process of highlighting specific data originally drawn from a larger body of research. 

However, the central position of the researcher, and the researcher’s bias, in relation 

to data collection and analysis, and the reliability issues this raises, can never be 

entirely overcome. Merriam (1988) argues that researchers must acknowledge the 

existence of bias. They must bring certain professional and personal qualities to the 

research task, including a tolerance for ambiguity, sensitivity to context and data, and 

good communications skills. For the flip side of bias is the researcher’s ability to 

clarify not only their own values but also those of the participants, so crucial to their 

decision-making. So, while these problems are part of the trade-off in adopting a 

qualitative research approach, they can be ameliorated through the effective 

structuring of the case study (Merriam 1988: 92-103; Yin 1994: 61-65). 

 The research tools used to conduct a case study include: the analysis of 

historical and contemporary documents; interviews, group meetings and workshops 

with participants, and observation of participants and their environment (see Sproull 

1995). Maximising the potential of these tools to provide valid data, and hence high 

quality inferences, requires “triangulating” between findings arrived at by different 

approaches. This presumes that if the explanation of a phenomenon offered via 

documentary research, for example, is close to that provided by interviewees then the 

validity of that finding is strengthened (Robson 1993: 272-273; Stake 1994: 241). 

Although this assumption is itself open to debate, it does provide a basic standard 

against which the validity of findings can be assessed. 
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The case study 

The case to be studied in this thesis is the Australian government and its role as donor 

in the bilateral aid program with Papua New Guinea. Within this case the focus 

primarily is on Australia’s official donor agency, the Australian Agency for 

International Development  (AusAID), and the good governance-related components 

of the PNG bilateral program. 

This case has been selected for a number of reasons. The first is that, for 

Australian-based qualitative research into the work of aid donors the Australian 

government is the institution to which access is most easily gained. When preparing 

for the data collection processes of document research, interviews, and observation 

required under a case study, the location and availability of the entity to be 

investigated is an important factor to take into account (Yin 1994: 75-76). 

In deciding on a case study, consideration has also to be given to whether it is 

typical of the phenomenon that is the object of the research, and whether it fits the 

theoretical framework within which the research question lies (Merriam 1988: 57-61; 

Gall, Borg, and Gall 1996). On these grounds, an advantage in using the Australian 

government as a case study is the clarity with which it can be seen to be typical of 

other official donors on some issues, and not typical on others. It is typical in that it 

must publicly justify its expenditure, usually to Parliament. This is done through the 

government’s general budget and the specific budget papers and Senate committee 

hearings undertaken by AusAID and the Department for Foreign Affairs and Trade 

(DFAT) (see Downer 2000b; Senate Foreign Affairs, Defence and Trade Legislation 

Committee 2001). In this it is the same as donor governments and their agencies in 

countries such as the United States, the United Kingdom, Germany, or Sweden (see 

USAID 2000; DFID 2000a; BMZ 1998;  SIDA 2000 ). And while an international 

agency such as the United Nations Development Programme is not bound to follow 

the directives of any one government, it must publicly account for its funds to the UN 

General Assembly, via an Executive Board comprised of representatives from all 

major global regions (see United Nations. Executive Board of the UNDP and the 

UNDPF 2001). Public accountability is a defining characteristic of official donors. It 
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is also a means by which national interest considerations may indirectly influence 

policy outcomes.  Research which identifies and evaluates the impact of this 

characteristic on official Australian aid policy formation thus has a broader relevance 

to other donors.  

While not as clear-cut as the question of budget accountability, most donors are 

similar to Australia and AusAID in that they outsource much of their aid delivery. All 

donors have moved, to a greater or lesser extent, away from more traditional 

bureaucratic operations where government agencies alone were responsible for the 

delivery of public services. Similarly, most donors deliver foreign aid through 

projects and, to a growing degree, programs (discussed further in Part B). Identifying 

the Australian government’s approach toward these issues, and then comparing their 

approach against that of other agencies, enables some valid inferences to be drawn on 

the connections between aid delivery and its management and the policy processes of 

donors. 

Considering AusAID more specifically, it is not typical of most official donor 

agencies in that it is subordinate to DFAT; it is not an independent agency. This 

enables the case study to make a finding as to the degree to which difficulties 

associated with delivering effective aid can be related to this subordinate position. If 

AusAID’s approach to a development issue differs from that of other, independent 

donor agencies to the same issue it is possible to begin forming some conclusions as 

to the influence of agency subordination on aid policy.  

Australia’s bilateral program with Papua New Guinea is used to further narrow 

the scope of the case study. It is difficult to talk of “typical” or “not typical” when it 

comes to the recipients of aid — each, obviously, has problems and advantages that 

are particular to itself. Even so, PNG does share features with countries defined as 

“least-developed”.  It does not represent a fully “modern” state-society relationship. 

Its state, a joint product of Westminster and Canberra, and its society, which is split 

along hundreds of language and tribal/wantok fractures†, come together in a political 

culture that does not directly integrate with Western modes of governance (be they 

liberal or social democracies) and public sectors (be they traditional bureaucracies or 
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“new public managements”). While not facing exactly the same problems as many 

Sub-Saharan African countries, it is still a product of the colonial era upon which 

contemporary state structures uncomfortably sit, and within which poverty often 

appears entrenched (see Arnold 1985). For that reason, findings drawn from this case 

study have something to say about the appropriateness of donor aid policy formation 

in relation to the “least developed”.   

 Finally, good governance is included in the case study to not only further 

narrow the area of investigation, but also because of the important  place it currently 

occupies in the development policies of donors (see Leftwich 1993). It is touted as a 

new approach toward foreign aid, one that will help overcome the ineffectiveness of 

the past. Australian advocacy of good governance borrows heavily from the work of 

the World Bank and the Development Assistance Committee of the OECD and is 

similar in kind to that propounded by other donors (DAC 1997b; World Bank 1998a). 

It is also prominent in its bilateral program with PNG (AusAID 2000a). It promotes a 

template donors believe will encourage development and the alleviation of poverty. 

This template usually includes elements such as: the entrenchment of the rule of law; 

transparent and accountable government decision-making; economic policy which 

favours free trade; the protection of individual human rights, and the promotion of 

civil society, social capital, and democracy. Other initiatives that are frequently 

promoted under the heading of good governance include privatisation, 

corporatisation, the contracting out of government services, the decentralisation of 

public agencies, and the devolution of decision-making power (see AusAID 2000aa; 

Collier and Dollar 1998; Hopkins 1994). While there are some differences between 

donor interpretations of good governance, there are sufficient similarities for the 

findings from an Australia-PNG case study to have broad applicability.  

  Having decided on the objects of investigation, a mix of research tools is used 

to collect data. First among these is the compilation and analysis of documentary 

evidence. Like all public services, Australian government agencies, including 

AusAID, generate a substantial quantity of policy and procedural documentation. 

These come in various forms, including: ministerial statements; parliamentary reports; 

                                                                                                                                            
† Wantok being Pidgin English for “one talk” and refering to the members of one’s family and kin 
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independent reports and the government’s responses; AusAID’s own reports; formal 

policy statements; budget papers; procedural guidelines; program evaluations; 

education and training material, and public information material. AusAID also 

produces information relating to its contracting-out processes, including project 

designs, contracts, and project evaluations. Reading this in light of the documentary 

evidence from other donors, as well as international evaluations and secondary 

analyses of development and public policy, goes a long way toward affixing the 

“what”, “how”, and “why” of the Australian approach toward inculcating good 

governance in PNG. Matching this is documentation on PNG — including historical 

records and analyses, and more recent reports, legislation, and academic articles — as 

well as secondary source material on governance. 

Rounding out the document examination are thirty seven interviews with 

participants from AusAID, PNG agencies (primarily the National Government), and 

Australian Managing Contractors (the major private sector participants in the 

outsourcing of aid delivery). These three groups are the key stakeholders in the 

initiation, design, and implementation of Australian-funded aid activities in PNG. 

Determining which stakeholders to interview was done through a basic sampling of 

AusAID’s official procedures, existing analyses, and the attendance at major fora 

concerned with the Australia-PNG bilateral aid program. 

Interviews were conducted in an open style and usually one-on-one with the 

participant, although in several cases up to four people were included in a more 

“round table” format (at the insistence of the interviewee organisation). Each 

interview began with general questions concerning the participants’ institutions and 

the nature of their engagement with the aid program. Following these open-ended 

queries, more specific questions then addressed issues raised by the interviewee. 

These related to the donor-recipient relationship and governance, the use of projects, 

and the management of aid delivery. The primary object at all times was to enable 

participants to put forward their understanding of what the important issues were in 

these areas and their interpretation of the case study phenomena (see Arksey and 

Knight 1999: 96-104; Sedlack and Stanley 1992: 222-229). 

                                                                                                                                            
group. 
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Records of the interviews were kept by notes, as a number of the participants 

were unwilling to have the proceedings tape-recorded. For this reason no interviewee 

is directly quoted in this thesis. While this means losing a sense of the different voices 

emanating from the stakeholder groups — often an important component of 

qualitative research — it is unavoidable in this case. The fact many participants, 

especially PNG officials, were reluctant to go directly on the record may in itself 

indicate something of the nature of the bilateral aid relationship with Australia.†  

These interviews were important for the purposes of triangulation and assessing 

the validity of findings. Also, in the case of the contractor stakeholders they helped to 

partially fill a hole in the literature. While there were numerous documents 

establishing the position of AusAID on outsourcing and contract management, and 

while there were several reports emanating from government inquiries which include 

contributions from welfare services contractors (as an example), there was little 

documentation putting forward the response of Australian aid contractors toward 

AusAID’s contracting processes. Interviews were the only way of filling that lacuna. 

Having said that, it is important to note the interviews do not stand by themselves, but 

are primarily used in conjunction with available documents. They help convey a sense 

of the real life complexity of the interactions on which the aid program rests, but, as 

evidence, are regarded as secondary to government reports and evaluations. 

 

The argument 

This thesis argues that a key reason for the slow, or at least uneven, reduction in 

global poverty is the way Western donor governments form aid policy. To rectify this, 

donor states need to institute reflexive processes of aid policy formulation that 

accommodate causal uncertainty and can more productively engage with the actions 

and perceptions of beneficiaries. Governance changes within donors themselves are a 

precondition to assisting developing countries bring about their own, poverty-

alleviating governance reform. 

                                                 
† A list of the interviews showing date, location, institution and interviewee’s office is included in 
Appendix A. 
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 In drawing this conclusion several findings are made. The first is arrived at by 

reading the evidence through a top-down public policy perspective. This sees policy-

making as the preserve of government ministers, in consultation with senior 

executives from the public service, who build policies upon “rational” causal 

hypotheses and then utilise their authority to implement those decisions. Their 

perceptions of domestic political will are, obviously, influential as well.  

 From a top-down viewpoint, the Australian government appears not to allow for 

the causal uncertainty of development in its policy hypothesising. On the contrary, as 

its approach towards good governance exemplifies, it continues to presume clear, 

universal solutions exist to problems as complex as Third World poverty. The case 

study indicates that this position is maintained even in the face of evidence the donor 

“orthodoxy” on good governance often misinterprets causality in the context of non-

Western state-society relationships. This need to presume the existence of causal 

certainty is partly due to the nature of the modern state, with its preference for 

government decision-making based on universally applicable “scientific” knowledge. 

Perhaps more significantly, in the case of development assistance, it also owes a great 

deal to the institutional and structural influence of national interest. 

 The demand that the Australian foreign aid program accord with national 

interest arises through its subordination to foreign policy and DFAT. Foreign Affairs 

influence is exerted via bureaucratic structures. The aid program is attached to 

DFAT’s portfolio and the department has resisted any moves to alter that status. 

National interest also plays a large role in determining budget accountability and 

activity assessment criteria. Thus, while the inherent concerns of official development 

assistance may differ markedly from those of foreign policy, and while an on-going 

engagement with beneficiary assessments of aid and development may ultimately 

improve poverty alleviation outcomes, little allowance is made for that in the 

hypotheses that underpin the Australian government’s approach to foreign aid.  

 Foreign policy-makers hold the national interest to be too vital to allow for 

uncertainty of hypothesis. The developing world is regarded as politically and 

economically uncertain and the source of potential security risks. The temptation is to 

use foreign aid to achieve short- to medium-term foreign policy goals that are seen as 
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reducing this uncertainty and risk. In their different ways, both Realism (by 

positioning itself as a universal theory on the international behaviour of states) and 

Liberalism (by tending to presume the superiority, and global applicability, of 

Western values) support these perceptions. Foreign aid is usually interpreted as 

serving national interest under a slightly more Liberalist reading of international 

relations, although a Realist attention to security remains. Leaving aside issues of 

military-based support, foreign aid accords with foreign policy when it helps promote 

a notion of good governance based on liberal democracies and free-trading capitalist 

economies. This is rationalised as being in the interests of both the donor and 

developing countries. Developing countries benefit because a free-trading liberal 

democracy is presented as the most effective mode of governance for alleviating 

poverty (as well as supporting human rights). More generally, international stability is 

also seen as being improved. Liberal democracies with open economies tend to be 

regarded, by Western nations, as behaving in a predictable manner in international 

relations, with resulting benefits for security. And, from an economic standpoint, 

Western trading nations are also advantaged through an increase in the number of 

potential export markets.   

 So, from a top-down perspective, there is no institutional or structural space in 

which the hypothesis behind good governance can be challenged. Aid is pinned to 

national interest by a dominant foreign affairs department and by domestic 

accountability structures. The localised experience of aid recipients has little 

influence on the orthodox good governance hypothesis. 

The second thesis finding is drawn from a more bottom-up perspective of public 

policy. This reveals that development’s uncertainties have the potential to be 

accommodated during the process of aid delivery rather than in ministerial and 

agency-executive level decision-making. Analysis of this kind concentrates on 

implementation instruments and the management of delivery. It seeks to understand 

how interactions between actors may reform policy, impact on policy agendas, or 

even “make” policy through the course of implementation. Considerable low-level 

experimentation can occur as implementors attempt to deliver government policy in 

real-world situations. Alternatively, policy can be transformed through the later 

feeding back of information into broad policy advocacy coalitions (see Sabatier and 
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Jenkins-Smith 1993).  It is also possible that actor (or policy) networks might emerge 

which inherently resist government-instigated policy not in their interests. This is 

most clearly seen in relation to “resource dependence” networks, which often form in 

sectors where extensive contracting takes place (see Rhodes 1996). It is important to 

note that such “meso-level” networks do not necessarily constitute true bottom-up 

policy making. Depending on the nature of the stakeholders involved, it may not be 

particularly representative of grass-roots opinion. For the purposes of this thesis, 

however, it can still be usefully contrasted against interpretations of policy-making 

that focus on high-level officials and ministers alone. 

In determining whether these scenarios are applicable to the Australian bilateral 

aid program to PNG, the key interactions to consider are those between AusAID 

officials in Canberra and Port Moresby, PNG government officials, the contracted 

deliverers of projects, and the eventual beneficiaries of assistance. The finding made 

in this thesis is that bureaucratic and budgetary structures supportive of national 

interest continue to exert influence even at the level of implementation. Projects (as 

implementation instruments) and contracting (as a delivery management technique) 

dominate aid delivery and are used because they support these structures. Projects and 

contracting also support the modernist presumption that causal certainty can exist in 

relation to a phenomenon such as Third World development.  

The actors in the network (or policy subsystem) that has grown up around these 

structures have some capacity for absorbing the uncertainty of development. This is 

most noticeable in relation to NGOs, especially when funded outside of the contract 

system. NGOs are able to engage in locally-based activities that allow for a high 

degree of beneficiary input in both design and management. This minimises the 

discrepancy between causal assumptions and likely on-the-ground outcomes which is 

at the heart of uncertainty in development. However, they play a comparatively minor 

role in Australia’s aid program. The major implementors of Australian aid policy are 

private contractors, for whom uncertainty is perceived as incurring a high level of 

transaction cost and risk. On this point, their interaction with AusAID revolves 

around alerting the agency to any mismatch between its causal assumptions and the 

implementation reality. They seek improved top-down causal hypothesising rather 

than the expansion of a bottom-up process they perceive as expensive. Finally, PNG 
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officials are also involved in implementation. They partner the contracted delivery 

teams and help “translate” aid initiatives to the local level. Their influence is limited, 

however, by the fact that the primary implementation relationship is between AusAID 

and the contractor. 

So, both top-down and bottom-up perspectives lead to the conclusion that the 

Australian government does not accommodate the causal uncertainty underlying 

development. 

In responding to the second research question — can causal uncertainty be 

accommodated in development assistance policy-making? — the thesis argues that 

this is possible, but unlikely. In the case of Australia, an important reform would be to 

disengage the aid program from foreign policy influence and DFAT. Without such a 

move, AusAID, as the stakeholder with the potential to best combine development 

experience with access to significant official funding, lacks the top-down freedom to 

directly influence policy. Furthermore, its desire to seek methods other than 

contracted-out blueprint projects for instigating good governance reform is 

diminished. This also has adverse consequences for the agency’s corporate 

knowledge and openness to bottom-up policy initiatives.  To put it in the context of 

the PNG bilateral program, a commitment by Australia to a governance “experiment” 

with PNG may eventually produce a mode of governance that incorporates indigenous 

political culture and social obligations, yet still productively engages with 

international donors and the global economy. An example of such “experimentation” 

could be trial initiatives directly conducted by officers of both the Australian and 

PNG governments, with the aim of encouraging a long-term, mutual exchange of 

knowledge and governance changes. There is some evidence that AusAID has begun 

to explore more flexible implementation tools such as sectoral programs. It also 

claims to be improving the ability of its contracting regime to deal with activities as 

complex as governance reform in developing countries. However, while policy 

hypotheses, implementation tools, and delivery management techniques continue to 

be institutionally and structurally constrained by Australian national interest, this 

experimentation also appears likely to remain restricted.   
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 Shifting away from an aid program dominated by national interest would be 

immensely aided by the presence of supportive political will. As an overview of the 

bureaucratic history of Australian aid policy indicates, there has only ever been one 

occasion, under the Whitlam Government, when such will was in evidence. At the 

current time, neither major political party regards a fully independent aid program as 

a priority. Nor is there domestic voter pressure for change. To get around this, astute, 

creative senior public servants could possibly utilise the process of policy 

implementation to better inform the Australian public of the full dimensions of 

poverty and development, although there would be limits to which they could 

legitimately act in this manner.  

In looking for further transformation, “meso-level” actor networks have the 

capacity to begin to push governments indirectly toward a greater appreciation of 

uncertainty, if it is in their interests to do so. This argument draws on the 

interpretation of public policy as being, at heart, about process; policy problems alter 

as the interactions and perceptions of actors alter (Considine 1994: 4). As Smouts 

(1998) argues, this approach can have wider application in areas such as international 

relations. She claims that public policy analysis would concentrate the cross-border 

interactions, usually within sectoral parameters (for example, environmental policy), 

of a combination of state and non-state actors. It opens up consideration of how those 

interactions “work against international anarchy”, yet does not “prejudge the 

outcome” and, instead, “seeks to establish how the mechanism of ‘joint regulation’ 

develops through a permanent scenario of exchanges, negotiations and reciprocal 

adjustments.” (Smouts 1998: 87; see also Kooiman 1993). Analysis of this kind 

begins to merge with that advocating new forms of global civil society and 

governance, yet, in the sense that Smouts is employing it — one which is close to 

policy network analysis — it deliberately avoids the normative connotations of that 

work (see Held 1995; Rosenau and Czempiel 1992). 

While these ideas have some relevance to the present thesis, they are undercut 

by attitudes of some of the major players in the aid policy network, such as it is. 

Private Australian Managing Contractors — the key deliverers of services — are only 

in the early stages of professionalisation. In the absence of a strong professional ethic 

it appears not to be in their interests to seek major alterations to a delivery 



18 

management system that provides them with income. Nor is it obviously in their 

interests to move away from projects that provide clear, quantitatively measurable 

payment milestones. In respect of other actors, it may be in the interests of the PNG 

government to seek alternative aid delivery approaches, but its need for Australian aid 

is currently such that it has little option except to accede to policy and implementation 

orthodoxy. NGOs are another important component in aid delivery, but, even though 

they tend to push for more participatory approaches toward development, they 

presently lack any great resource-based influence on the Australia aid policy process. 

They may, however, have the capacity to promote long-term changes in policy 

agendas, although this will also be limited by access to resources. Finally, AusAID 

itself can be considered a member of the policy network. It is in this capacity, rather 

than as a sometimes peripheral player in high-level policy making, that it can begin to 

push for change. Once again, the responsibility for this, as well as the necessary 

skills-base, lies with the agency’s senior executive. Their willingness to be, as the 

fictional Sir Humphrey Appleby puts it, “courageous” in the present, neo-liberal 

governance climate is, however, questionable. 

   

The thesis structure 

This thesis is divided into three parts, each containing three chapters. Part A examines 

good governance from a top-down perspective and evaluates it as a rational policy 

hypothesis. Chapter One reveals how good governance is the latest in a line of 

development hypotheses which have been considered by modern, Western states. 

Some of these, such as modernisation theory, have been enthusiastically embraced by 

Western donor governments. Others, such as participatory development, have 

influenced donor rhetoric more than actual programs. Good governance shares some 

characteristics with modernisation theory and has been supported by Western donors 

for similar reasons. It reflects their own development experience and is presumed to 

be globally applicable. It recognises the reality that developing countries cannot avoid 

interacting with global capitalism, and also has many positive implications for human 

rights. Whether it is ultimately effective in promoting sustainable development is, 

however, the source of much academic argument. There is, at present, no clear 
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resolution of this question. All that can be said with any certainty is that the evidence 

in support of the effectiveness of donor interpretations of good governance is highly 

ambiguous. 

Chapter Two picks up this critique of good governance and expands on it by 

examining the development history of Papua New Guinea. It shows how the repeated 

failure of Australian decision-makers to consult effectively with their PNG 

counterparts has led to inappropriate development initiatives being backed. The 

current push for good governance repeats many of these patterns. Also highlighted is 

the parallel PNG interpretation of those initiatives. This emphasises the fact that both 

aid partners can be implicated in the failure of development assistance. Just as there is 

little point in attempting to completely replicate the West, there is no solely 

indigenous “magic bullet” solution for such failure. Indeed, it is impossible to devise 

an entirely certain causal hypothesis in relation to governance and development. A 

mutual exchange of knowledge on the issue of governance, working from some of the 

principles of participatory development, appears to be the only, albeit uncertain, way 

forward.  

In analysing why such an approach has not had high-level encouragement in the 

Australia-PNG bilateral aid program, Chapter Three sketches out a brief history of 

Australian aid policy. It shows that, from the immediate post-war period and on, aid 

policy has been overwhelmed by foreign policy concerns and directed by national 

interest-based structures. As a result, Australian development assistance has not 

strayed far from policy hypotheses predicated on the existence of causal certainty — 

modernisation theory being the dominant example. In addition, there has not been any 

countervailing push for, or natural domestic “constituency” in support of, an aid 

program that is clearly distinct from foreign policy. 

Parts B considers the question of donor policy-making through a bottom-up 

lens. The focus here is on the way implementation instrument choices and designs 

influence policy. In the case of official donor assistance this involves examining the 

nature and use of projects. Chapter Four investigates the background to the use of 

projects by the Western donor community and the major critiques of that approach. 

This raises the point that projects, especially blueprint projects, are not always the 
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most appropriate tools for dealing with complex activities such as the long-term 

organisational and behavioural change associated with governance reform. They help 

restrict the input from aid recipients in the initiation and design of aid interventions, 

and, concomitantly, entrench the need for causal certainty. Critical analysis has, 

however, identified ways in which the project form can be bent or even, in some 

cases, abandoned in favour of more direct, operational interactions between official 

donors and recipients. The chapter ends by sketching out how several international 

donors have engaged with such critiques. 

Chapter Five investigates the impact of projects on the Australia-PNG bilateral 

program. It sets out the formal process whereby aid activities are instigated and 

compares that with the available practical evidence and the perspectives of 

stakeholders. It reveals how the bilateral interaction between donor and recipient over 

development initiatives is constructed with projects in mind. The Australian 

Government tends to support activities that can be rendered in project form, where 

clear goals, outcomes, and outputs can be defined early in the implementation 

process. In other words, even if an initiative is fraught with causal uncertainty, for it 

to be successfully picked up in bilateral negotiations it must be presented as if such 

uncertainty did not exist. A number of PNG agencies recognise their chances of 

receiving Australian assistance is improved if proposals are framed in a project-

friendly manner. 

Chapter Six carries on with the examination of projects in the bilateral aid 

program and moves from the issue of activity initiation to activity design. Once again, 

the formal procedures are viewed against the implementation evidence and 

stakeholder perspectives. The chapter notes how there is a tendency toward 

“blueprint”-style projects, which attempt to exactly prefigure the connections between 

indicators, outputs, and eventual outcomes. There is, however, an increasing use of 

phased designs (where the goal of the first part of the activity is to define the 

outcomes and work methodology for the second, substantive phase). There is also 

trialing of sectoral programs where donor and recipient negotiate at a high level over 

sectoral goals, with the recipient then bearing the bulk of the responsibility for 

delivery. Yet the evidence from the PNG bilateral program indicates AusAID is 

reluctant to travel too far toward more ongoing, operational activities that may require 
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the funding of recurrent costs. Activities that can be clearly defined and have limited 

life-spans and autonomous expenditures more easily meet Australian accountability 

requirements. Those requirements tend also to mesh with national interest structures 

and institutions.  

Part C continues to flesh out the bottom-up perspective by considering the 

influence of contracting in the management of aid delivery. Chapter Seven outlines 

the theoretical and bureaucratic background to the contracting out of government 

services. It considers the available evidence on the costs and benefits of this process, 

establishing that high transaction costs are often associated with the contracting of 

complex activities, with negative implications for efficiency. The accountability 

benefits of contracting are also ambiguous. While government agencies claim to be 

able to better track and control expenditure under such a system, the question of 

which party (government or contractor?) is accountable to the final “consumer” is not 

easily resolved. There are also management questions over the nature of the policy 

networks that emerge in contracting regimes, and their adverse impact on the ability 

of the government to direct delivery. Policy networks may capture implementation-

based knowledge and increase their influence over policy agendas, as well as the 

delivery process (in the face of government regulation and monitoring).     

In investigating how the Australian government contracts out the aid program, 

Chapter Eight focuses on the AusAID’s justification for contracting and its running of 

the tendering process. It attempts to ascertain if AusAID fully accounts for all the 

costs involved, finding that the agency contracts out on the basis of “ideology” rather 

than rigorous cost-benefit analysis. The level of transaction costs, including the cost 

of monitoring, associated with public sector and governance reform are, in a number 

of cases, sufficiently high for it to be reasonable for AusAID to consider delivering 

the activities themselves. Direct delivery may have positive implications for agency 

officials’ preparedness to experiment with aid ideas. The use of contracting-out is, 

however, never seriously questioned. 

 Finally, Chapter Nine considers AusAID’s monitoring and evaluation of 

projects under its contracting system. It notes how the focus on contract management 

adversely impacts on the agency’s ability to control the direction of activities. There 
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is some evidence to suggest a resource-based policy network of sorts creates 

contractor resistance to government, although that resistance is as much due to profit 

protection as professional beliefs. AusAID officers who micro-manage projects are, in 

part, reacting to this threat of contractor resistance and, in part, reflecting their 

agency’s risk-averse organisational culture. Another important outcome of AusAID’s 

lack of hands-on management is the difficulties it has (and admits having) in retaining 

development knowledge. This severely hampers the agency’s own capacity to be an 

influential player in relation to both top-down and bottom-up policy-making.  
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Part A 

Policy and Rational Hypothesis 

 

 

Part A adopts a top-down focus on the interpretations of causality, the hypotheses, on 

which development policy is based. This analysis works from the assumption that 

policy-making is dominated by government ministers and senior public servants. It 

encourages the examination of official donors’ appreciation of cause-and-effect in 

development, the nature of the uncertainty permeating that endeavour, and the 

restrictions, if any, on the ability or desire of donors to engage with that uncertainty 

when forming policy. 

 The argument raised in this section is that high-level decision-makers in donor 

governments, when making aid policy, do not fully accommodate the causal 

uncertainty inherent in development. There are several reasons for this. First, modern 

states have a preference for rendering complicated social, economic, and political 

interactions down to simple notions of cause and effect. The conventional 

interpretation of good governance represents such an all-encompassing solution. As 

the development experience of PNG reveals, however, failure to adequately account 

for the complexity of donor-recipient relations ultimately restricts poverty alleviation. 

A more participatory vision of causality, where the perceptions of the recipient 

government and the local beneficiaries have input into policy hypothesising, may 

begin to resolve this. In the case of the Australian aid program, however, the 

analytical leanings of the modern state are reinforced by the dominant role of national 

interest. It is for this reason the Australian government has not further explored 

development causality or accommodated uncertainty. 

 Before proceding further, what is meant by a “top-down” perspective on policy 

and policy-making needs to be clarified. Here Bridgman and Davis (2000) are of 

assistance. They argue that policy incorporates three inter-related elements. First, it 
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represents an authoritative choice. Governments have the ability to make intentional 

decisions in a structured manner that reflect their political position, and these choices 

are authoritative by virtue of the government’s legitimacy. Secondly, a policy 

represents, and is founded upon, an hypothesis, a reading of cause-and-effect. Finally, 

policy expresses a set of government objectives. The success or failure of a policy is 

measured against, and the coordination of its disparate elements relies on, set goals 

(Bridgman & Davis 2000: 4-7).  

 The notion of top-down policy-making can be further broadened by according a 

substantial role to elites. Dye (2001), for example, focuses on the US and highlights 

the influence exerted by foundations and think tanks in setting policy agendas and 

then formulating solutions to policy problems. Governments, or “proximate policy-

makers”, are, not always subtly, directed by the positions of these elites; in the “real 

world” democratic policy-making is relatively uncommon (Dye 2001: 39-42). 

 Top-down-oriented analyses of policy do more than focus on elite interests, 

they also allow that policy-makers genuinely attempt to solve problems. Prior to the 

rise of network analysis, the dominant interpretations of how this occurred were 

“rationalism” and “incrementalism”. Rationalism here refers to Herbert Simon’s 

(1955) argument that there was a series of steps a policy-maker in an ideal world 

would follow in order to arrive at the most effective response to a problem. This has 

been re-configured into various models and policy cycles, typical of which is the six-

step process outlined by Patton and Sawicki (1986) that sees policy formulation as 

requiring governments to: verify, define and detail the problem; establish evaluation 

criteria; identify alternative policies; evaluate alternative policies; display and select 

among alternative policies; monitor policy outcomes (Patton and Sawicki 1986: 29-

38). Simon acknowledged his approach could not account for all the real-life 

variables of policy-making, not least because of the “bounded rationality” of decision-

makers. By this he meant that policy-makers have inherently limited experience and 

cognitive abilities to identify and compare all options. It was for this they must 

inevitably accept something that is satisfactory and sufficient, or, to use Simon’s 

terminology, “satisficing” (Simon 1955).  
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 The other foundation stone of public policy analysis, incrementalism, develops 

out of Lindblom’s (1959) critique of rationalism. He argued that policy is hardly ever 

the result of a clear, autonomous process. Decision-makers hardly ever seek out an 

issue, identify it, identify their own values, analyse the range of solutions and then 

choose the most appropriate. Policy is produced incrementally and linked to ongoing 

work. Solutions are not assessed as to whether they are rational; they are assessed on 

the basis of whether they are acceptable to all the participants in the policy process. 

When faced with a problem, policy-makers will tend to fall back on established 

practice, with minor variations. If it is unacceptable, they will reach for the next most 

familiar practice and offer a variation on that, and so on. What results is a series of 

small steps that are always testing and modifying, and hopefully improving, policy 

(Lindblom 1959; Lindblom 1968: 21-27). Critics of incrementalism, however, claim it 

is just as prescriptive as it is descriptive. They argue it encourages a tendency toward 

conservatism and inertia in Western governments, even in the face of fast changing 

societies and societal problems. It favours the established interests in a society. Those 

groups which have the best access to the process by virtue of money and other forms 

of power in a capitalist system benefit from, and find their values reflected in, 

incremental policy-making (Hogwood and Gunn 1984: 56-60; Lindblom 1979).† 

   Both Rational and Incremental approaches position governments, executives 

and bureaucracies at the centre of public policy. The institutions and structures of 

government, the way they act and the way they are acted upon are core concerns for 

these schools of thought. It is for this reason the analysis in this section, working from 

a top-down viewpoint, seeks to uncover the institutions and structures that support 

and restrict Australian development policy. By describing this area of government 

decision-making in public policy terms, rather than those of international relations as 

is more usually the case, it is possible to map out the intellectual and bureaucratic 

boundaries on official donors’ understanding of the causal relationship between 

foreign aid and development. 

 Chapter One considers donors’ recent advocacy of good governance within the 

historical context of post-war development hypotheses. It focuses on how these 

                                                 
† Considine (1994) and Wildavsky (1979) offer further interpretations on the issue of the politcal 
activity of actors — politicians, bureaucrats, interest groups, and academics —  in the course of policy 
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proposals have conceptualised the role of the state in development and the degree to 

which they have been supported by official donors. It finds that the good governance 

model promoted by donors replicates a general, although not universal, neo-liberal 

reappraisal in the West of their own governance and merges with a longer-running 

advocacy of liberal democracy and free-trade-oriented economic decision-making. 

This model has its advantages. It is supportive of individual human rights, it clearly 

targets corruption, and it recognises that developing countries have no choice but to 

attempt to productively engage with the global economy. On some occasions it is also 

couched in the rhetoric of participatory development. Seen against the backdrop of 

post-war development history, however, the donor view of good governance reiterates 

a long-running tendency in the West to suppose there are causal certainties underlying 

development. These certainties are based on the donor countries’ own development 

experience. Their applicability to non-Western countries is open to question.  

 A major problem with the donor “orthodoxy” as a policy hypothesis is that no 

uncontested, empirical support presently exists for the link between good governance 

reform and improved economic outcomes (leaving aside broader interpretations of 

development). Available econometric studies are ambiguous and, in some cases, 

contradictory. Even so, there is some latent merit in the good governance concept. 

Exciting as participatory development activities are — with their comparatively high 

rate of success in poverty alleviation at the local, village level — they are not 

conducive to being scaled-up to provincial or national levels. Nor do they sufficiently 

account for the way global capitalism interacts with country economies. Good 

governance recognises the importance of the state in mediating between international 

economic (and aid) forces and local needs and knowledge. The general, donor 

perception of that role, however, has not significantly shifted from its grounding in 

Western experience.        

 Chapter Two considers how the state’s “mediation” role in developing countries 

might be more appropriately addressed. It examines the shared development history 

between Papua New Guinea and Australia and the major issues currently informing 

their aid relationship. It is argued that if the colonial and post-independence 

experience in PNG shows anything it is the near impossibility of donors accurately 

                                                                                                                                            
formulation.  
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predicting the outcomes of governance reforms based on Western models. On the 

other hand, PNG’s own decision-makers have also proved themselves to be fallible. 

There are two, intertwined development stories which need to be listened to. There is 

no one path toward successful state involvement in development. An approach based 

on ongoing interaction between aid partners, and on development experimentation, is 

necessary if a favourable governance approach for a particular country is to evolve. 

This requires incorporating practical, local knowledge with donors’ predilection for 

causal certainty in policy hypothesising, and may have significant implications for the 

way donor-recipient partnerships are conducted.  

 The desire and capacity of the Australian government to incorporate recipient 

input into development policy, and the position of AusAID in policy-making, are 

issues taken up in Chapter Three. The policy process, as set out by the Department of 

Foreign Affairs and Trade (DFAT) and AusAID, is compared with evidence from the 

post-war history of Australian development assistance. This establishes long-term 

trends as to who holds authority for decision-making on aid and the nature of their 

policy objectives. The major finding made here is that the government has, for most 

of that history, linked aid with Australian national interest. From a top-down 

perspective, Australian development policy formulation is controlled by the Minister 

and DFAT, and their definition of national interest dominates the policy process. This 

has led to some development hypotheses being supported over others — 

modernisation theory, for example, and now good governance. These approaches are 

regarded as assisting Australian foreign policy to attain its goals of security and 

stability in a region comprised of numerous Third World states.   

 Altering these structures and institutions requires considerable political will. At 

the present time, there no obvious political party or domestic voter support for the 

view that subordinating the aid program to foreign policy is detrimental to poverty 

alleviation. The fact the direct beneficiaries of development assistance are citizens of 

foreign countries simply confirms the unlikelihood of the political picture changing 

on these issues. 

 The top-down vision of policy formulation presented in this thesis section 

follows a tradition in public policy that stretches back to the late nineteenth-century 
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(see Wilson 1887). This is not, however, the only way of interpreting policy or its 

formulation. A bottom-up perspective that focuses on implementation may offer very 

different conclusions on the question of uncertainty in development policy. It could 

be that uncertainty, while not being fully appreciated in high-level policy-making, is 

accommodated in the day-to-day processes of implementation. In attempting to fully 

understand the implications of this, the thesis sections following Part A consider the 

tools by which AusAID delivers the Australian aid program to Papua New Guinea. 

They investigate how the donor-recipient relationship is conducted in the course of 

that delivery, and whether it begins to answer the criticisms raised in Part A. 
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Chapter One 

 

Good governance and development 

 

 

This chapter investigates the position of good governance in the post-war 

development narrative, its present attraction to donor governments, and its value as a 

hypothesis on which to base development policy. After reviewing the ways 

development has been interpreted over the past half century, the conclusion reached is 

that, for all its positive attributes, the good governance orthodoxy currently supported 

by Western donors does not shift the well-established, modernist development 

paradigm any great distance. Lessons learned from the process of interaction between 

aid donors and aid recipients have yet to seriously challenge high-level, Western 

policy-makers’ rational visions of causality.   

 Development has long been theorised and debated. In the years of 

decolonisation following the Second World War (including the break-up of the Soviet 

Union and the Eastern Bloc), it was an important prism through which the 

relationship between the industrialised North and the non-industrialised South could 

be interpreted. This story of post-war development hypotheses is one which has been 

told many times before. There is a familiar chronology, from modernisation theories 

through to post-modern critiques denying the very validity of the term “development” 

(as an example see Gardner and Lewis 1996: Ch 1). Sketched out in this chapter are: 

modernisation theory, dependency theories, neo-classical economics perspectives and 
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the state-oriented reactions to that movement, participatory development, and good 

governance.† 

  Two findings are made. The first is that development hypotheses have had 

difficulty in describing, and prescribing, the state’s role in Third World development. 

Analyses which seriously consider the state at all have usually focussed on the extent 

of its involvement in the free market rather than its part in introducing modern, mixed 

economies to non-Western societies. On this issue, good governance can be set apart 

from those hypotheses that preceded it. It holds the state to be critical in the 

instigation of (capitalist) economic growth, leading to sustainable development. 

 The second finding is that, even though donors now emphasise the importance 

of the state to development, when it comes to defining the best possible mode of 

governance for that task their advocacy is indelibly marked by their own experience. 

Their approach is also characterised by a need for clear, universally-applicable 

explanations of cause and effect. This has resulted in their promoting a “good 

governance” that is one more in a long line of development visions holding Northern 

states and economies up as ideals. At the present time it is an ideal that melds 

capitalism, liberal democracy, and neo-liberal public policy and management.  

 Unfortunately, in attempting to substantiate their claims for the effectiveness of 

this “good governance”, donors have not strongly established (quantitatively or 

qualitatively) its causal relationship to development. Their hypotheses have not 

escaped unscathed from independent analysis. As it stands, the empirical evidence 

that does exist on this question is far more ambiguous than donor support of the 

governance “orthodoxy” implies. 

 Yet some elements of good governance are valuable: the recognition of the 

importance of the state to development and, most especially, the recognition that 

Third World governments cannot ignore global capitalism and must interact with it to 

their country’s advantage. Beyond recycling certain elements of Western responses to 

these self-same problems, however, donors have not been especially imaginative, or 

                                                 
† For useful overviews of the history of development see  Barnett (1988), Cowen and Shenton (1996), 
Escobar (1995), and Larrain (1989). Bibliographies setting out the key development literature include 
Cernea and Adams (1994), Gorman and Mahoney (1985), Pasteur and Blauert (2000), Powelson 
(1979). 
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sometimes even explicit, on how states in developing countries might act as mediators 

between the international and the local, between universalised, scientific knowledge 

and local, practical experience, or how the relations between donor and recipient 

might assist this. The good governance concept promoted by donors does not, and 

cannot, of itself, provide a clear conception of this role. On this level it is a deeply, if 

not unredeemably, flawed hypothesis upon which to base development policy. 

 

Modernisation theory and dependency 

Although the post-War period witnessed an enormous growth in official aid, attempts 

to conceptualise, and promote, development did not begin in 1945. From the 1700s, 

and linked to the ascendancy of capitalism and its accompanying liberal political 

structures, the notion of “progress” was increasingly invested with moral value 

(Larrain 1989). In the nineteenth century the implications of this began to be explored 

by theorists such as Hegel, Saint-Simon, Comte, Durkheim, Marx and Weber in 

relation to the fundamental social changes caused by the Industrial Revolution in 

Europe (see Barnett 1988). Their analyses gave little consideration to non-European 

experience. As Cowen and Shenton argue: 

The idea of development is necessarily Eurocentric because it was in Europe 

that it was hoped to provide the constructivist means to compensate for 

results of the development of capitalism. It was here that development was 

meant to construct order out of the social disorders of rapid urban migration, 

poverty and unemployment. (Cowen and Shenton 1996: 5) 

Development for European theorists meant ameliorating the adverse impact of 

economic growth, it was not to be equated with that growth. Capitalism was never 

presumed to be without risk or cost. Development represented the difference between 

unfettered, socially negligent growth and that which maximised human happiness 

(Cowen and Shenton 1996: 56-59). 

After the Second World War, and in the context of the fast escalating Cold War, 

Western theorists and practitioners exhibited an overwhelming belief in the need to 

industrialise post-colonial states. Debate over the dangers accompanying capitalism 
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and industrialisation was temporarily suspended; the Eurocentrism of development 

discourse was not. Higgott (1983) argues that the central supposition behind 

modernisation theory, the key development approach of this era, was that “Advanced 

industrial Western society was ... the good society to which the colonial peoples could 

be steered by a process of guidance and diffusion.” (Higgott 1983:16)  

 The goal of development had a form and it was that of the West. More than that, 

this goal could be achieved in less time than it had taken the West: the technology had 

already been invented and needed simply to be transferred, along with sufficient funds 

to make it operative. Developed countries could help pull the under-developed toward 

economic prosperity (Goulet 1992: 468-9; Petiteville 1998: 115-117). 

A core concept of this post-war vision of development was the supposed 

distinction between “developed” and “under-developed” societies. Parsons’ 1951 

work, The Social System, argued that a “traditional” society was agrarian, pre-state 

(being politically organised along tribal or other non-state lines), and placed little 

value in rational decision-making, while a “modern” society exhibited a civil society-

state divide, valued “rationality” in state-based decision-making, and was industrial. 

Development was the transition from the “traditional” to the rational “modern” 

(Parsons 1952: 499-503). So persuasive was this dichotomy, for theorist and aid 

practitioner alike, it was often all too easy to believe any country appearing non-

modern was, by definition, traditional, under-developed, and unable to offer credible 

development alternatives in the face of the obvious material advantages of modern 

society (Harris 1984:17). 

Early advocates of modernisation theory also believed the path of 

underdeveloped countries toward their industrial goal would essentially replicate that 

of the West.†  Although well-intentioned, they frequently assumed the presence of 

structures such as functioning, integrated money markets and education systems, as 

well as job-creating growth, none of which held true for most Third World countries 

(Todaro 1996: 74-78). 

                                                 
† Examples include the savings rates model Domar (1957: Ch4) and the surplus labour model Lewis 
(1955). 
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Rostow (1960) argued that, while developing countries may not have the social 

or economic structures of the industrialised North, there was, nevertheless, a 

development continuum on which all countries lay, and along which they could all 

progress. 

It is possible to identify all societies, in their economic dimensions, as lying 

within one of five categories: the traditional society, the preconditions for 

take-off, the take-off, the drive to maturity, and the age of high mass-

consumption. (Rostow 1960: 4)  

Rostow held that the journey from “traditional” to “take-off”, while essentially an 

immanent process, could be encouraged through the application of scientific and 

technological advances to production. Capitalist economic interaction would then 

produce greater political and social cohesion (leading to the formation of a modern 

nation-state) around the major goal of growth. “Take-off” occurred when the desire 

for growth combined with the ability to access and utilise productive resources and 

investment. Growth, under the guidance of a political and economic elite, would be 

maximised in these conditions. Distinct modern and traditional economies might co-

exist within a country during this period, but, gradually, the modern sector would 

overwhelm the traditional in the course of the “drive to maturity”. By the time 

average personal income was of a level where demand for goods was no longer 

restricted to basic needs but had expanded to include non-essential items, the “age of 

mass consumption” was reached (Rostow 1960: 307-331; Todaro 1996: 79-84).  

Other modernisation advocates sought to modify such a linear conception of 

development. Kuznets (1965), for example, argued that the initial impact of 

modernisation would be to increase income and social inequality rather than lessen it 

— only after economic transformation would a gradual redistribution of income occur 

through the “trickle-down” effect.  

Importantly, theorists also began to bring together economic analyses of 

development with those considering its political implications. Lipset (1960) argued 

that economic development improved the level of education and political awareness 

of the population. Sustained economic growth produced an educated middle class 

who valued the notion of the public interest and tended to agree this was best served 
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by popularly elected government (Lipset 1960: 56). In short, economic development 

brought democracy.  

Almond and Verba (1963), while not disputing the core logic of this 

proposition, argued that the democratic benefits of development were not necessarily 

permanent or automatically conferred. Strategies needed to be adopted which 

promoted those political, social, economic, even psychological, institutions within a 

particular country that would help entrench democracy. A separate, political 

development needed to occur alongside, and feed off, the immanent process of 

economic development  (Almond and Verba 1963: 10-11).†  

Modernisation theorists, although generally agreeing that development 

encouraged democracy, were far less clear on whether some state forms were better 

than others for engendering development in the first place. Myrdal (1957), to cite one 

example, argued that state involvement in development was necessary to protect 

capital accumulation and, in theory, income redistribution, but he queried the ability 

of Third World state elites to apply efficient development practices or to allow for 

redistribution to take place. State-society relationships, he argued, were complex and 

technocracies could not hope to account for all variables (see also Myrdal 1972). 

There was a conflict within modernisation theory between the perceived need for 

local elites, often Western-educated, to adopt the “doctrine” of development and thus 

assist donors in implementing mass transfers and large-scale projects, and the belief 

that such development would lead to democratisation — something that potentially 

threatened the position of those elites (Lerner 1958; see also Eisenstadt 1966; 

Hirschman 1961). 

In attempting to resolve this, Huntington (1968) argued that economic 

development, in its initial stages at least, produced a socially mobile population who 

would begin to seek greater participation in political affairs. This had the potential to 

lead to widespread disruption, especially if perceptions of growing inequality were 

powerful. Continued economic development therefore required structures and 

                                                 
† Almond and Verba’s work is just one of a number of studies on political development, or political 
“modernisation”, that came out of the influential US institution the Committee on Comparative Politics 
of the Social Science Research Council between the late-1950s and late-1960s. In their focus on the 
connection between economic development and the state they can be said to be the precedents of good 
governance (see Packenham 1973: 199-207; Almond 1987). 
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institutions that ensured political participation was either directed into non-disruptive 

channels or controlled by strong regimes. Such institutions and regimes may not be 

democratic; what was of most importance in ensuring ongoing economic and social 

development was order (Huntington 1968: 55). Political order improved the chances 

of protecting capital and encouraging investment. How broad a variety of states might 

be able to impose such order was not clearly spelt out. Even so, by concentrating on 

order over democracy, Huntington recognised the Third World might not follow the 

same development road as the West (Huntington 1968: 140-147).  

Modernisation theory found many adherents among Western donors. This was 

especially true in the case of the United States where a confluence of interests 

between US theorists and the government arose in the early days of the Cold War. 

Leys argues this stemmed from a shared concern over communism and the desire, on 

the part of some tertiary institutions, to parlay that into improved access to 

government funding (Leys 1996: 5-6). A strong modernisation ethos quickly evolved 

among Western governments in their dealings with the Third World. It focussed on 

providing financial and technological assistance to developing countries to help them 

achieve “take-off”†. As President Truman stated in Point Four of his 1949 

Inauguration Address, what the West was advocating was “a bold new program for 

making the benefits of our scientific advances and industrial progress available for the 

improvement and growth of underdeveloped areas” (quoted in Packenham 1973: 43).  

It was a firm expression of the dominant belief that time, money, and technocratic 

planning would transform the underdeveloped, and that democracies (or at least anti-

communist regimes) would emerge.  

Also, from the perspective of official development agencies, modernisation 

theory well fitted the post-war bureaucracies of Western welfare states. This was the 

era of centralised development plans, producing large, centrally-monitored aid 

programs concentrating on technical problems. These were easily assimilated into 

existing donor institutions and modes of analysis, if not always those of recipients 

(see Waterston 1965). Confidence in the capacity of the modern state to provide 

                                                 
† See as examples from the Colombo Plan era J. R. Hicks et al (1959) and National Planning Council 
(1959). 
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“scientific” solutions for social and development issues was undiluted and universal 

(see Tendler 1975: 8-22).  

 Soon after Huntington’s 1968 work on political order, however, the comfortable 

fit between development theory and donor activity began to break down. Southern 

criticism of the assumptions of modernisation became increasingly public and 

politically effective. Spurring on this critique of modernisation theory was the failure 

of many Third World countries to respond positively to donor-funded programs as 

Europe had to the Marshall Plan (Leys 1996: 8-10). The economic shock of the oil 

crisis in the early 1970s, the collapse of the Bretton Woods international financial 

system, and the subsequent worldwide recession led, in a number of cases, to an 

actual deterioration in Third World living conditions and economic performance 

(Kapstein 1994: 30-31). Across this decade, economic growth in developing countries 

slowed, commodity prices declined, and Third World debt quadrupled, leading to an 

increasing disparity in wealth between the richest and poorest countries (Hewitt 1992: 

227-232; see also Kapstein 1994: 81-102). 

 It was in this environment that dependency theory, initially propounded by 

Southern academics and inter-governmental bodies such as the Economic 

Commission for Latin America (ECLA), emerged as a potent force. It argued for the 

historical contextualisation of development and recognition of the Eurocentric nature 

of its goals and processes. Raul Prebisch (1950, 1971), working with ECLA, set out a 

core element of dependency theory when he argued that unequal exchange had 

created a deep division between the industrial countries of the “centre” and non-

industrial countries in the “periphery”. He claimed that peripheral countries suffered 

from systemic difficulties relating to their terms of trade: the value of their 

commodity-based exports could never match the value of the manufactured goods 

imported from the centre. Countries of the periphery also faced uncertain futures as 

commodity prices always tended to decrease at a greater rate than those of 

manufactured goods in times of a general downturn in trade cycles (Chilcote 1984: 

23-29; Skarstein 1997: Ch 4).  

In those situations where metropolitan firms took advantage of low wage rates 

in the Third World and directly invested in production within a developing country, 
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what tended to be produced was enclave industrialisation and elite rather than mass 

consumption. This form of engagement with the industrial world did not result in a 

“trickle-down” effect; there would not be the gradual establishment of a modern, 

formal economy. Such interaction instead led to the periphery becoming dependent on 

the centre. Dependent on it for investment, for employment, and, in the case of local 

elites, for political and social support. (Packenham 1992: 353-354; Leys 1996: 12; 

Larrain 1989: 111-145)  

 Taking these arguments further, Andre Gunder Frank directly challenged the 

work of Parsons by claiming “underdevelopment” was not a natural condition that 

represented the departure point for all countries on the development path: the 

development of the centre was implicated in the same process that caused the 

underdevelopment of the periphery (Frank 1969: 3-17). On this basis, Frank argued, 

most development theory since the Second World War should be seen as advocating 

little more than neo-colonialism. Nor was there much prospect of equitable capitalist 

development in the periphery if the relationship with the centre continued unaltered: it 

was blocked by the structures of exchange and exploitation between metropoles and 

satellites (see Frank 1981, 1996).   

 Frank, and theorists such as Emmanuel (1972) and Amin (1976), saw that 

breaking the cycle of underdevelopment would require fostering local and regional 

industrialisation behind protective trade barriers. Providing domestic substitutes for 

imports went against classical economics arguments for free trade, but would offer 

opportunities for increasing local incomes, training and consumption. Put simply, 

equity demanded a “de-linking” from the world capitalist system (Amin 1996: 63-64). 

An alternative view was promoted by Cardoso (1973), who argued that 

multinational firms and foreign investment ultimately undermined import substitution 

policies anyway; they compromised the ability of governments to set the direction of 

development. This was “associated dependent development” in the sense that local 

elites were unable to access capital outside international sources and so had to rely on 

multinationals for significant investment. For Cardoso,  ignoring the realities of 

international trade was futile; the domestic bourgeoisie and ruling elites could only 
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ever deviate to a slight degree from the path of international capitalism (Cardoso 

1973: 147-176). 

By the late-1970s there was growing criticism that dependency theorists 

presented an overly simplistic vision of global capitalism — some countries were 

economically improving as a result of integration into the world economy (Warren 

1980; Kay 1975). At a practical level, import substitution was proving not to be 

economically sustainable (Todaro 2000: 504-513). Dependency theory was also 

criticised for failing to recognise the presence of class differentiation within 

developing countries, which stemmed from a deeper failure to articulate a clear 

understanding of the role of the state in development (see Higgott 1983: 65-67). As 

analysts such as Leys (1974) noticed in regions such as Sub-Saharan Africa, states in 

developing countries frequently became disengaged from local class systems, instead 

finding themselves awkwardly positioned between the ‘central’ providers of capital, 

to who they were accountable for public debt, and the demands of indigenes. As 

highlighted later in this chapter, the issue of the developing country state as translator 

between global capital, or trade, and local structures had become a major concern for 

official donors by the 1990s. 

Wallerstein, by contrast, drew closer to the original conceptions of dependency 

theory with the argument that the world system was “a unit with a single division of 

labour and multiple cultural systems” (Wallerstein 1974: 390). He argued that the 

wage differentials between the centre and the periphery did not result in comparative 

advantage, as market-oriented analysis suggested, and that cheap-labour driven 

development would not result in a gradual increase in the standard of living. Instead, 

the surplus value gained from low labour costs, especially for manufactured goods, 

was repatriated as profit to the location of ownership: the centre (Wallerstein 1979: 

162). In the same vein, Wallerstein responded to neo-Marxist analysis with the 

argument that classes might evolve and class conflict occur, but it would not 

necessarily assume classic Marxist forms. Ethno-national consciousness and 

periphery proletariats might view the struggle as being with the centre as opposed to 

local bourgeoisie (Wallerstein 1974: 375; see also Wallerstein 1975). 
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 Dependency theory, and related “radical” theories, enjoyed popular support in 

many Third World countries and academic institutions through the 1970s. Their 

greatest policy influence coincided with the UN General Assembly’s push for a New 

International Economic Order (NIEO) that would help narrow the division between 

wealthy and poor nations (Department of Treasury 1979). At the time there was every 

reason to believe this intellectual movement would have far-reaching influence 

(Senate Standing Committee on Foreign Affairs and Defence 1980). The impact on 

donor policy hypothesising was, however, far less pronounced than originally 

expected. While donors increasingly recognised there were major problems with the 

development doctrine to which they had been adhering, the alternatives offered by 

dependency theory were not taken up any major way (see Auditor-General’s Office 

1981; Fiejka 1981). Dependency theory induced a greater level of donor self-

criticism, but failed to overturn the nexus that had been established between 

modernisation theory and aid policy. 

 

Neo-classical economics v. the developmental state 

In the early 1980s Richard Higgott reviewed the status of “political development 

theory”, concluding that: 

What has become increasingly apparent over the first three decades of 

development theorising is that neither development nor under-development 

can any longer be thought of as the universal processes they were initially 

assumed to be by both modernisation and dependency theorists. Complex 

and multiple forms of capital accumulation and socio-political evolution in 

various peripheral social formations are now recognised as facts of life and 

attempts to build universal theories are seen as essentially ideologically 

determined. (Higgott 1983: 74) 

Furthermore, for Higgott, modernisation and dependency theorists alike had shown 

themselves incapable of providing a comprehensive account of the nature or function 

of the state and its relation to the complex reality of peripheral development (Higgott 

1983: 79-80).  
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 Economists, on the other hand, had long been interested in the impact of states 

on economic growth. Neo-classical economists argued that the most efficient, and 

hence most “effective”, allocation of resources occurred in market conditions. Bauer 

(1981, 1984) posited that, in the industrial world, it had been the actions of 

individuals seeking to maximise their economic status through market-based 

interactions that had provided the impetus for progressive change. These incentives 

applied equally well in the developing world and should not be distorted by foreign 

aid and undue government intervention (Bauer 1981: 98-109). This contradicted the 

trend across much of the post-war period, where Third World states had been 

encouraged by international donors to plan and regulate their developing economies 

via national strategies — the outcome of modernisation theory’s belief in the power 

of technocrats to solve development problems (see Conyers and Hills 1984).   

 Countering the years of central planing, analysts began applying theories on 

“rational choice”, “new institutional economics”, and “new political economy” to the 

economic development of Third World countries.† Bates (1981, 1987, 1989), for 

example, concluded that developing country governments in Africa often based 

decisions over resource allocation on political factors unrelated to market-based logic 

or even, in some case, social equity. Resources were not optimised in such cases, 

rather they were siphoned off by “rent-seekers”, who privately gained at the expense 

of the public benefit.  

For Bates and theorists such as North (1981), the degree of the state’s 

penetration of the economy and society was crucial to successful development. While 

the state fulfilled an important role in protecting property rights, preventing non-state-

sanctioned violence, and lowering transaction costs for markets, there were other 

areas in which its operation was inherently inefficient (North 1981: 110-11).  State 

support of non-essential services, industry policy, and demand-driven growth were 

viewed as wasting limited resources and increasing the likelihood of corruption 

within government institutions. The proposed neo-liberal reforms mirrored those 

occurring in a number of Anglophone countries under Thatcherite and Reaganite 

policies (see Toye 1993). Added to this was a reiteration of modernisation theory 

concerns over the quality of public officials within Third World states and their 
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ability to negotiate the difficult terrain of development in a free-trade environment 

(Chazan and al 1992).  

Analysts such as Lal and Balassa, and, increasingly, agencies such as the World 

Bank saw the entire system of development assistance as having failed to allow 

markets to properly function and encourage export-led growth (Balassa 1982; Lal 

1983; World Bank 1984). In these circumstances, it was argued, official donor 

policies had to move away from the focus on transfers (technological and financial) 

and instead encourage developing countries to maximise any “comparative 

advantage” they might have in world markets (Nelson 1989). It is a message that 

continues to percolate through donor agencies, as seen in the World Bank’s recent call 

for development assistance that prepares the way for direct, private investment 

(World Bank 1997a).  

Yet, even as some analysts were arguing for the reduced presence of the state in 

the economy, others were working at “bringing the state back in”. Increased economic 

efficiency, it was argued, did not necessarily equate with the achievement of social 

and political equity — and both efficiency and equity were necessary components of 

development. The state’s redistributive role was as important to development as its 

actions in support of economic growth (Evans, Rueschmeyer, and Skocpol 1985).  

Migdal’s “strong societies, weak states” thesis explored similar ground where it  

held that the pull of local community, tribe, or family was often stronger in some 

developing countries than the sense of obligation to civil government. The effect of 

this was to decrease the state’s capacity to design and implement economically 

responsible decisions (Migdal 1988, 1994). A causal connection could be made 

between weak states and poor development outcomes (as measured by standard 

human development indicators). 

The “strongest” states in this sense were “developmental states”. Leftwich 

(1996) interpreted this concept as arguing that the state was a key factor in promoting 

development — usually through strong industry policies involving co-financing and 

manipulation of tariffs and quotas. Considering the economic growth rates achieved 

                                                                                                                                            
† These terms are explored further in Part C. 
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by Japan and the Newly Industrialised Countries (NICs) of South Korea, Singapore, 

Taiwan, and Hong Kong (the international status of the last two obviously being a 

matter of some debate), and arguing that they blended state direction with private 

enterprise, Leftwich highlighted the benefits of long-term state involvement in 

economic decision-making (Leftwich 1996: 291-293). In a manner that harked back 

to Huntington’s 1968 thesis, Leftwich proposed that: 

... if eliminating the continued misery of hunger and poverty remains the real 

objective, then the democratic developmental state, or authoritarian 

democracy, may be the only way of combining the basic elements of 

democracy with the continuity and coherence of policy that is required for 

sustained development. (Leftwich 1996: 293) 

However, any conclusions drawn from the NIC examples could only ever be 

tentative. Each state/entity had its own idiosyncratic approach toward the role of 

government in a capitalist economy. And, although the World Bank declared there 

were important lessons to be learned from what it dubbed the East Asian Miracle — 

ostensibly the preparedness of a country to sacrifice living conditions in the short-

term for long-term economic growth — it was less easy to establish how these were 

applicable to countries with different state-society relationships from those across 

East Asia (Kiely 1998; World Bank 1993). 

 From the perspective of donors, even though the 1980s witnessed increasing 

professionalism in the aid community, previous development activities, especially 

large-scale infrastructure projects funded by World Bank/IMF loans, were now being 

viewed as environmentally and socially destructive (see George 1992; Fisher 1993). 

The “crisis” in development sparked by dependency theory, the undermining of the 

belief in the long-term validity of official assistance, came to be a recurring theme in 

reviews of aid effectiveness and donor policies.†  Meanwhile, arguments in support of 

neo-classical economics interpretations of development needs appeared to suggest 

that donors either prepare the way for, or get out of the road of, private investors. On 

                                                 
† Australian examples can be found in the Sim and Harries reports (considered in Ch 3) (Senate 
Standing Committee on Foreign Affairs and Defence 1980; Committee on Australia's Relations with 
the Third World 1979). Internationally, the Pearson (1969) and Brandt (1983) Reports represented 
major investigations into the question of effective development relationships between countries of the 
North and the South . Robert Cassen’s “Does Aid Work?” (1986) was also highly influential. 
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the other side of the aid equation, the developmental state was predominantly an East 

Asian phenomenon; transposing the social and political economy conditions of South 

Korea to sub-Saharan Africa, for example, appeared to pose insurmountable 

difficulties. Across the same period, the rise of development-related non-

governmental organisations, within both donor and recipient nations, also indicated 

the falling confidence of official donors (Cassen 1986: 49-51). Given all these factors, 

it is not surprising the next phase in the development narrative received, and 

continues to receive, much of its impetus from the NGO community. 

 

Participatory development 

Participatory development is more a loose collection of techniques than a cohesive 

hypothesis. It is an approach based on the applied work of development NGOs and is 

sometimes advocated with a zeal that says more about the nature of those 

organisations than the actual benefits of participation (Charlton and May 1995). 

Balanced against this, however, are a number of studies from independent academics 

and analysts providing evidence that positive development outcomes can be gained, if 

only at the local level, from a participatory approach (Alamgir 1988; Isham, Narayan, 

and Pritchett 1995). 

 The idea that developing communities might have a valuable role in improving 

their own economic and social conditions has been present in one form or another 

across the post-war period. As Bhattacharyya points out, conferences on development 

administration held in the United States in 1948 and 1954 were already espousing the 

benefits of community participation in development decision-making (to the point 

where it was suggested that if such initiative was not naturally occurring it should be 

“stimulated” by outside agencies) (Bhattacharyya 1972: 1). 

 Contemporary work concentrates on two areas: local activism and the 

international relationships between donors and recipients. While both forms of 

participation are described in similar language, a demarcation has to be made between 

direct development partnerships with beneficiaries and those based on government-to-

government interaction.  



44 

 Local activist ideas promote the participation of communities in the formulation 

and implementation of all levels of political and socio-economic decision-making, but 

especially in those relating to development programs (Lisk 1985:15). It assumes 

meeting the basic needs of aid beneficiaries should be the first priority of 

development activists. This focus on the power of grassroots ideas and actions has 

been described as “neo-populist” (Turner and Hulme 1997: 9). 

Western engagement with local activism is primarily through NGOs. Northern 

NGOs, in general, operate far closer to the local beneficiaries of development aid than 

official donor agencies. Their main interaction is with Southern NGOs, member-

based organisations, and civil society organisations. This proximity to ground-level 

development work is commonly seen as their core strength; they are regarded as being 

sufficiently flexible to alter development activities on the basis of local input and 

conditions (Clark 1991: 56-59). It should be noted, however, Northern NGOs 

increasingly manage donor government-funded projects as well (Clark 1995: 593-

594; Smillie 1993). 

Considering the other stream of contemporary work, international participation 

between Northern and Southern governments is a common theme running through 

official donor rhetoric and policy documents. It is exemplified by the Development 

Assistance Committee of the OECD (DAC) statement that:  

As a basic principle, locally-owned country development strategies and 

targets should emerge from an open and collaborative dialogue by local 

authorities with civil society and with external partners, about their shared 

objectives and their respective contributions to the common enterprise. Each 

donor’s programmes and activities should then operate within the framework 

of that locally-owned strategy in ways that respect and encourage strong 

local commitment, participation, capacity development and ownership. 

(DAC 1996: 14) 

Agencies such as the UK’s Department for International Development (DFID), 

USAID, the Canadian International Development Agency (CIDA), the United Nations 

Development Programme (UNDP), the World Bank, and AusAID have all expressed 
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similar sentiments.† Rhetorically, at least, these appear close to the attitudes of local 

activism. Where they significantly diverge is on the recognition accorded state 

sovereignty, with implications that are explored later in this section. 

In general, the initiatives encouraged under the broad banner of participatory 

development include: decentralising development planning so local populations have 

input into national and sectoral level strategies; improving the capacity and 

willingness of local and national decision-makers to accept that input; ensuring 

donor-provided technical knowledge, such as agricultural seed technology, responds 

to local needs and capabilities, and increasing the role of the most under-privileged 

(into which category women in developing countries all too frequently belong) in 

development planning and implementation at the local level as well as nationally (see 

Edwards and Hulme 1992; James 1999; Khan 1996; Lisk 1985; Uphoff 1986; Wahid 

1993). Activities such as micro-credit schemes, most notably the Grameen Bank in 

Bangladesh, exemplify the type of programs supported, given their key goal is to 

improve the decision-making capacity of local populations (Lewis 1997).   

Two common participatory development methods are Participatory Poverty 

Assessments (PPAs) and Participatory Rural Appraisals (PRAs). Both of these 

techniques support aid beneficiaries in defining “poverty” and in deciding on the 

factors they believe need to be addressed in order to alleviate that poverty (Chambers 

1999; Estrella 2000; Robb 1999). The most identifiable proponent of these 

approaches has been Robert Chambers (1983), who has vigorously argued over the 

past twenty years that Northern donors and NGOs must listen to beneficiaries and 

their proposals for tackling entrenched poverty at the local-level. His basic thesis is 

that interlinking “clusters of disadvantage” tend to arise around households in high-

poverty regions. A “poverty trap” is caused by the interdependence of factors such as 

lack of revenue (or equivalent), physical weakness, isolation, vulnerability and 

powerlessness (Chambers 1983: 112). Northern donors, and many NGOs, have no 

experience in these realities of poverty, and only an incomplete understanding of the 

political and societal constraints on people’s ability to extricate themselves from the 

poverty trap. On this basis, any knowledge that is transferred directly from Western 

                                                 
†  Agencies which have addressed these issues include AusAID (1997a), CIDA (1995), DFID (1997), 
USAID (1997), UNDP (1997a), World Bank (1996b). 
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experience is doomed to fail — it will, inevitably, misconstrue the true nature of the 

phenomena it seeks to resolve. In response to this, PPA and PRA are a collection of 

action research methods that concentrate on allowing the “voices of the poor” to be 

heard and their proposals for poverty alleviation to be acted upon (see Chambers 

1983: 199-201 on the fore-runner to PRA, Rapid Rural Appraisals; on PRAs more 

specifically see Chambers 1999; Narayan et al. 2000; Narayan et al. 1999) 

A major criticism leveled at participatory development relates to this 

assumption that local communities speak with one voice on issues of poverty. Guijt 

and Shah (1998) persuasively argue that such cohesion is mythical, and nowhere more 

so than when considering the position of women in many developing countries. They 

claim that: 

... the language and practice of ‘participation’ often obscures women’s 

worlds, needs and contributions to development, making equitable 

participatory development an elusive goal. (Guijt and Shah 1998: 1)  

Yet even here, as Douglas points out, it should not simply be assumed that, in 

responding to their disadvantage and marginalisation in decision-making processes, 

women in developing countries necessarily seek revolutionary change (Douglas 2000: 

6-7). She argues that those who seek to assist women in development, “need to listen 

to people and provide digestible, relevant information about alternative choices and 

strategies, rather than lecture them on the basis of universalised yet ethnocentric 

notions of efficiency and propriety” (Douglas 2000: 6).  

 All this “listening” and “empowering” raises the question of the appropriateness 

of applying these participatory techniques to the work of official donors, especially 

where they unsettle local power structures. Transgressing state sovereignty can be 

difficult to avoid given the way issues of political power, control, and property 

ownership are central to rectifying the position of the underprivileged in relation to 

development. Empowerment ultimately means challenging the “networks of power 

relations” within which poor people live — which usually means challenging the state 

(Brock 1999: 1). And while some participatory development approaches may regard 

the “grassroots” as the place to start reconfiguring development processes, the state, 
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and the form of governance it engages in, are certainly not excluded from proposals 

for change:   

Poor people call for access to opportunities, decent wages, strong 

organizations of their own and a better and more active state. They call for 

systemic change. They want more government, not less — government on 

which they have influence and with which they can partner in different ways. 

(Narayan et al. 2000: 266) 

International law, however, under Article 2(7) of the UN Charter, restricts the right of 

one sovereign state to intervene into “matters which are essentially within the 

domestic jurisdiction” of another sovereign state (United Nations 1990: 5). It is a 

system premised on the reality of sovereignty. Under such a conception of 

international relations it is difficult to establish any right of an official donor to 

unilaterally promote fundamental changes to another sovereign state’s power 

structures (see Kilby 1999; Krasner 1995). 

 What this highlights are the origins of participatory development in the work of 

NGOs. Northern NGOs funding the activities of, or working alongside, Southern 

NGOs, especially if invited in by those organisations, see themselves as intrinsically 

involved with indigenous movements for change — the question of state sovereignty 

is only a low-level concern (Porter 1991). As private organisations, NGOs can 

embrace a Cosmopolitan vision of international relations with impunity. It is a 

freedom donor governments and their agencies lack. There is a limit to which official 

donors, bound by more rigid notions of sovereignty, can directly support local 

activism. Inevitably participatory development for donors must involve government-

to-government dialogue before all else. This leaves open several possibilities: the 

recipient’s political status quo remains unchanged; the recipient government 

voluntarily agrees to instigate changes, or, alternatively, the donor places significant 

political conditions on its funding to which the recipient government, as a result of its 

poorer bargaining position, agrees (a situation which is close to breaching sovereignty 

anyway). How these issues play themselves out in a donor-recipient relationship is 

examined in the following chapter.    
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 Another criticism of participatory development is that, while there are many 

participation success stories, especially rural development initiatives where sustained 

improvements in farming techniques have occurred without ecological or social 

disruption†, NGOs have run into difficulty in “scaling-up” their activities and their 

overall impact on the conditions that perpetuate poverty (Edwards and Hulme 1992). 

Uvin, for example, claims this is not an irremediable condition and that NGOs can 

follow quantitative, functional, political, or organisational “pathways” to expand the 

reach of their activities, but he does not evaluate their success rate in doing so (Uvin 

1995: 931-938). Riddell and Robinson et al, by contrast, have attempted to assess the 

scope and effectiveness of NGO contributions to poverty alleviation. They conclude 

that: 

[NGOs] appear reluctant to expose their own supporters and the general 

public to [the NGOs’] shortcomings and, more broadly, to acknowledge that, 

in isolation, even a wide array of different poverty-alleviating projects is 

unlikely to make a major dent in the problem of world poverty. Even when 

NGOs have tried to move away from a concentration on isolated projects to 

try and tackle more of the deeper structural problems of development, the 

results have frequently been limited, not least because voluntary agencies 

will always be vulnerable to powerful social and political forces, especially 

when they choose to play a more visible role in trying to resolve conflictual 

national issues. (Riddell and Robinson et al. 1995: 97)   

So, while Northern NGOs, in partnership with Southern NGOs, can engage in 

community development without overtly transgressing sovereignty, they have only a 

limited impact on poverty because of their relatively, and necessarily, small size. 

Even where there might be large numbers of such groups, the disparateness of their 

actions lowers any collective impact across a developing country (see Ndegwa 1996). 

Conversely, there are sovereignty concerns in official Northern donors challenging 

the political structures of developing countries (be it directly or through “grassroots” 

initiatives), even though the scale of funding donors can bring to participatory 

development initiatives is considerable.   

                                                 
† For examples see Alamgir (1988), Brock (2000), Chambers (1997), and Isham, Narayan, and 
Pritchett (1995) 
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 Finally, advocates of participatory development have apparently failed to 

recognise, or at least acknowledge, that locally run aid activities must inevitably 

engage in some way with global capitalism — that international trade regimes and 

development bank loan conditions impact locally as well as nationally (see Todaro 

1996 and Hewitt 1992). As seen in the above discussion, while some participatory 

development approaches argue for improving a state’s capacity to intervene in, and 

direct, the economy, they do not offer a specific model for how states might manage 

the interaction between the local and the international so as to not lose the benefits of 

community participation. Extensive dialogue between donor and recipient 

governments appears to be a necessary building block in the process of merging 

participatory development ideas together with a understanding of the state and its 

relationship to global capitalism. However, neither local activist ideas on 

participatory development, nor those revolving around government-to-government 

interaction, are particularly clear on the ideal form of this relationship. 

 

Good governance 

In comparison with participatory development, good governance is a policy 

hypothesis that is focused on the state.  

 Over the past ten years intergovernmental organisations, development banks, 

Northern donor governments and agencies, and non-governmental organisations have 

all either nominated good governance as a key priority in their programs or, in the 

case of NGOs, at least been forced to consider its impact on their aid delivery 

processes (Merrien 1998; Smouts 1998). Its rise is linked to the collapse of bipolar 

international politics in the aftermath of the Cold War, and also, more recently, the 

1997 economic crisis in Asia. It responds to donor fears that the failure of aid to 

alleviate poverty is due to ineffective, corrupt governments in developing countries 

taking advantage of the fungibility of development assistance. “Good” governance is 

thus needed to counteract entrenched “bad” governance (see Fatton 1992; World 

Bank 1992). In this sense, good governance is the latest in a series of donor 

expressions of concern over the capabilities of Third World elites. 
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 In its 1997 World Development Report the World Bank outlined what it 

believed to be the key components of good governance: 

Five fundamental tasks lie at the core of every government’s mission, 

without which sustainable, shared, poverty-reducing development is 

impossible: 

. Establishing a foundation of law 

. Maintaining a nondistortionary policy environment, including 

macroeconomic stability 

. Investing in basic social services and infrastructure 

. Protecting the vulnerable 

. Protecting the environment. (World Bank 1997b: 4) 

All of these elements appear in some form in the governance policies of donor 

governments and inter-governmental agencies, although some are emphasised above 

others. CIDA (1995) and DFID (1997), for example, highlight the importance of good 

governance to the state’s protection of human rights. The DAC argues that formal 

governance structures alone are insufficient, that true good governance is based on 

societies which value and actively support transparent, accountable government (civil 

societies, in other words) (DAC 1997a: 3). USAID’s New Partnerships Initiative 

promotes the need to connect national development policies with the participation of 

civil society groups and “institutions of democratic local governance” in decision-

making, hopefully producing “positive” changes in developing countries’ political 

cultures (USAID 1997: 13). 

 On the question of the ideal state-society relationship for underpinning these 

activities, Western donors have, not surprisingly perhaps, encouraged liberal 

democracy — the mixing of elected, and thus legitimate, government with systemic 

protection of capital (see Hawthorn and Seabright 1996). Donors encourage 

democratic electoral reform, and also back civil society groups who have a vested 

interest in the survival of a democracy (USAID 1997: 14; Petiteville 1998: 117-118; 

World Bank 1999d). It is on this level that arguments advocating the use of donor 

assistance in building social capital conceptually connect with good governance 
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initiatives.† While social capital advocates regard community network structures as 

not being linked necessarily to any one political system, there is some suspicion 

(acknowledged by them) that liberal democracies may create the political 

environment in which this vision of social capital is most likely to be located and be 

effective (Putnam 2001; Putnam and Nanetti 1993; Woolcock 2001).   

 Most donors also argue, under the rubric of good governance, for specific 

public policy and public sector management changes in recipient countries. These 

include strengthening legal institutions (thus securing the “rule of law” and the 

protection of property and contracts), privatising public enterprises, deregulating 

labour and financial markets (including the liberalisation of foreign exchange rates 

and tax reform), and introducing competition in the provision of services through the 

process of contracting-out (World Bank 1997b: 2-4). Free-trade is favoured over the 

maintenance of protective tariffs and quotas (Leftwich 1993: 612; USAID 2000). 

Other policies that are encouraged include decentralisation of service delivery from 

national to provincial and local levels (to be distinguished from the devolution of 

power), and merit-based promotion within a reduced public service (World Bank 

1999d: 107-125; Corkery, Land, and Osborne 1997; DAC 1997b). Official donors 

directly assist in these reform processes and strengthen public sector institutions by 

providing expert advice, education, and hardware as well as funds. 

 The governance policies just mentioned are in line with changes in public sector 

management that many Western/Northern states themselves have undergone in the 

past twenty years, and revisit some of the neo-classical economics arguments noted 

earlier. Faced with an increasingly competitive international trade environment, and 

urged by policy elites to undertake micro- and macro-economic reforms, Northern 

states have encountered their own governance dilemmas. Many governments, 

although not all, have responded by implementing the same privatisation, 

deregulation, outsourcing, and export-oriented economic and labour policies they now 

advocate to developing countries (see 6 and Kendall 1997; Anderson and Garnaut 

1987; Keating 2000; Kelly 1994).  

                                                 
†  Social capital is the third form of capital, after financial and physical capital, deemed by some 
analysts to be necessary for economic growth).  
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 It is important to note that, while there has been some economic growth, and 

also decreases in unemployment, in industrialised countries as a result of these, 

essentially neo-liberal, policies, similar success has been enjoyed by states such as 

Holland and Germany that follow more “social democratic” and/or “corporatist” paths 

(see Goodin et al. 1999: 259-264; Esping-Andersen 1990). It would be incorrect to 

assume that the North is at one on these issues in relation to their own economic and 

political systems. Such debate does not, however, flow into the arena of foreign 

development assistance 

 So, while not all proponents of good governance put forward identical 

definitions or policy prescriptions, on the whole, and as Leftwich points out, there is a 

shared sense of the concept’s form: 

... clearly, the barely submerged structural model and ideal of politics, 

economics and society on which the contemporary notion of good 

governance rests is nothing less than that of Western liberal (or social) 

democracy - the focal concern and teleological terminus of much 

modernisation theory. (Leftwich 1993: 614)   

Although the links with modernisation theory are clear, the “orthodox” definition of 

good governance implies, unlike Huntington’s argument in relation to political order, 

that for capitalism to be introduced to, and to thrive in, a non-industrialised country 

there needs to be decision-makers whose “appropriate” policies and accountability are 

assured by the existence of a democracy and a fully-functioning civil society. The 

state, and a specific state form at that, is crucial for inducing effective development 

(see Gills and Philip 1996). 

 Donors are firm in the belief that this liberal (or neo-liberal) conception of good 

governance encourages development. The DAC argues that:  

...there is a vital connection, now more appreciated, between open, 

democratic and accountable political systems, individual rights and the 

effective and equitable operation of economic systems with substantial 

reductions in poverty. (DAC 1997a: 3)  
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The World Bank in its 1998 policy report, Assessing Aid: What Works, What Doesn’t, 

and Why, claimed it was ineffective simply to inject money into economies and public 

sectors where there was a strong possibility of “moral hazard” and funds being 

redirected into non-productive areas (World Bank 1998a: 103). Where, however, 

there were “stable macroeconomic environments, open trade regimes, and protected 

property rights, as well as efficient public bureaucracies that can deliver education, 

health and other public services”, aid would have a lasting, positive impact (World 

Bank 1998a: 14; USAID 2000). 

 Is there convincing evidence from independent sources to back claims such as 

these?  

Several analysts have recently tackled the question of the linkage between 

democracy and development and arrived at findings that bear some similarity to those 

of modernisation theorists. Larmour (1996b) reviewed the position of Pacific states, as 

against OECD countries, on the basis of key democratic and economic indicators. He 

found that democracy and democratic institutions were more prevalent among OECD 

countries with high GDP per capita levels than among non-OECD countries or among 

low GDP per capita countries. A relatively strong correlation also existed between 

high GDP per capita levels and countries with high levels of industrialisation and 

urbanisation. There was only a minor correlation between the existence of democracy 

and that of cultural factors (e.g. ethnic homogeneity) or political factors (e.g. 

persistence of institutions). In general, Larmour concluded, “Development tends to 

open up spaces for democracy and creates new groups which press for its realization 

or frustration.” (Larmour 1996b: 238)  In more recent work he has taken this a little 

further, arguing, in relation to Pacific nations, there is no evidence to suggest that a 

disjunction between a modern political system and a traditional political culture 

necessarily leads to poor economic performance (Larmour 2000). Referring back to 

Migdal’s “strong societies, weak states” thesis, however, once an opportunity for 

democracy does arrive, the chances of it taking hold are maximised if the state has 

some autonomy from both society and global power structures (Larmour 1996b: 238). 

 Other studies support Larmour’s general finding. Moore, after conducting a 

meta-analysis of key statistical research from the 1960s through until the early 1990s, 
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argues that, on balance, the available evidence confirms a correlation between income 

levels and democracy: prosperity generates democracy (Moore 1996: 52). He offers 

three possibilities as to why this might be the case: there is a natural affinity between 

the free market and the competitive polity; modernisation creates a pluralistic social 

structure, and a bourgeoisie, which has an affinity with a plural political structure; 

modernisation creates a working class which have the greatest need for a government 

which responds to the majority (Moore 1996: 55-56). Moore favours the last of these 

explanations, although he accepts none is conclusive.   

But what of the inverse situation, what of the impact of democracy and good 

governance on development? When the relationship is turned around — democracy 

generates prosperity — Moore argues there is no evidence to suggest a positive 

correlation (Moore 1996: 47-49, 60-61). This position is in line with that of Hadenius 

(1992), who argues there is no substantial correlation between the presence of 

democratic-style structures and high-levels of economic performance, and only a 

slightly positive connection between income levels and democracy . Studies by 

Inkeles (1990) and Przeworski and Limongi (1991) similarly conclude there is no 

consistent, observable connection between the form of government or regime and the 

level of economic performance. This appears to match the panel study data on these 

questions in relation to the industrialised world, that is, there is no one governance 

mode that is better than others for increasing growth in GDP per capita (Goodin et al. 

1999: 259-264). 

Turning to the public policy elements of good governance, the World Bank 

proposition in both its 1989 report, Sub-Saharan Africa: From Crisis to Sustainable 

Growth, and in 1992’s Governance and Development, was that “poor” economic 

decision-making and official corruption had been major causes of the development 

difficulties many countries of the South found themselves in by the mid-1980s (World 

Bank 1989a, World Bank 1992). However, no quantitative or systematic, qualitative 

evidence was put forward to support this contention. Instead, anecdote and many 

references to Bank “experience” were relied on (see World Bank 1992: 6). 

In its 1998 Assessing Aid report, the Bank based a number of its 

recommendations on studies by Knack (1996) and Burnside and Dollar (1997a). 



55 

Knack sought to identify a correlation between three governance-related factors — 

secure property rights, effective enforcement of contracts, and the integrity of public 

administrations — and the ability of a country to “converge” on the GDP per capita 

levels of leading industrialised nations (that is, to encourage comparatively high 

growth rates) (Knack 1996: 213-214). Basing his study on a combination of meta-

analysis of earlier convergence studies and regression analysis using a combination of 

income data and International Country Risk Guide (ICRG) and Business 

Environmental Risk Intelligence (BERI) variables and measurements, Knack 

concluded  there was a positive correlation between these three factors and 

convergent economic growth. Knack, however, placed a major caveat on the reading 

of his results: 

The policy prescription flowing from the above findings that institutional 

reform is key to the ability of poor nations to catch up to the leaders may at 

first glance appear simple and obvious: reform institutions to enhance the 

rule of law and security of property. Unfortunately, matters are not in reality 

as so simple ... (Knack 1996: 221)  

Knack went on to list five limitations to his analysis: its use of “intermediate” proxy 

indicators, such as ICRG’s “expropriation risk”, which had not been clearly linked to 

more fundamental institutional indicators; its lack of exploration of the “channels” 

through which these institutional proxies impacted on economic growth; its failure to 

indicate the preferred political system for protecting property rights, or the way that 

system might evolve; its lack of consideration of the cultural changes, for example, 

that might be required before institutional change could be effective, and its lack of 

analysis of the possibility that no institutional reform can occur until favourable 

political circumstances are in place (Knack 1996: 221-223; see also Knack 1999). 

In a similar vein to Knack’s initial, general finding, Burnside and Dollar found 

that aid had a positive impact on growth in those countries which had “good fiscal, 

monetary and trade policies”, although it was noted that aid had little effect on the 

changing of “bad” policies to “good” (Burnside and Dollar 1997a: 1). Basing their 

results on panel growth regressions using data from fifty six countries over a twenty 

four year period, they also found that official bilateral donors had tended to direct aid 



56 

on the basis of their strategic interests rather than whether the recipient had 

appropriate policies in place. This decision-making had resulted in worse 

development outcomes than those achieved by multilateral donors which had 

focussed on ensuring the recipient was receptive to open trade, fiscal discipline, and 

monetary policies geared toward low inflation (Burnside and Dollar 1997b: 4; 

Burnside and Dollar 1997a: 31-32). 

Arguments claiming governance reform, of the kind suggested by Knack and 

Burnside and Dollar, positively impacts on development have been subjected to 

extensive critique. Lensink and White (1999), raise serious queries over the 

methodology employed by Burnside and Dollar, and other econometrists who rely on 

growth regression equations. They claim that such studies all too frequently fail to 

declare the value systems by which they limit the range of variables (coefficients) 

checked for a robust correlation to changes in outcome, nor do they disclose their 

value judgements in discounting some variations in the data. On this basis, they 

dispute Burnside and Dollar’s findings that aid only works in certain policy 

environments. Instead, they argue that aid is, of itself, sufficient to induce positive 

outcomes, and that the Burnside and Dollar study fails to explain how, or which, aid 

works (Lensink and White 1999: 3-5). That study is also criticised for its failure to 

assess the policy changes typically advocated in World Bank reforms: liberalisation 

of foreign exchange, finance, and agricultural markets, privatisation, and tax reform. 

Lensink and White’s conclusion is that: “The report does not provide evidence in 

favour of World Bank style reform.” (Lensink and White 1999: 7; see also Lensink 

and Morrissey 2000)  

Hansen and Tarp (2000) also critically evaluate findings such as Burnside and 

Dollar’s. They argue that there is a robust correlation between aid and growth even in 

policy environments that many analysts have considered “adverse” (Hansen and Tarp 

2000: 16-17). One reason for this may be the general impact of foreign aid in 

enhancing domestic capital accumulation and hence the capacity for investment. This 

is a long-running economic theory that has recently been given new backing by 

econometric analyses such as that conducted by Fayissa and El-Kaissy (1999) (see 

also Chenery and Strout 1966). For their part, Hansen and Tarp analyse nearly 150 

studies spread across “three generations” of empirical work on the impact of aid on 
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economic growth in the developing world — from studies that tested the Harrod-

Domar model of the 1950s, to neo-classical economics, to the good governance-

oriented work of Burnside and Dollar. They find that, as a general rule, there is no 

micro-macro paradox (that is, where the evaluations of microeconomic aid projects 

tend to show satisfactory outcomes while macroeconomic indicators evidence no 

improvement), and that the differences between country responses to aid were 

comparatively insignificant to overall outcomes (Hansen and Tarp 2000: 15-16). They 

allow that a recipient’s economic policies impact on aid’s marginal productivity, but 

note this has to be balanced by the fact that those countries whose policies are 

weakest are often also those who need aid the most (although the form of aid may 

require alteration). Their conclusion echoes Higgott’s dismissal of modernisation and 

dependency theory: 

Single-cause explanations and mechanistic aid allocation rules are neither 

robust nor useful guides to policy makers. (Hansen and Tarp 2000: 17) 

Some analysts have attempted to steer a path between the two warring camps. 

Guillaumont and Chauvet (2001), for example, argue that not only should aid reward 

“sound” economic policies, it needs also to compensate for adverse external shocks 

and economic environments. They find that the negative impact on economic 

performance of exogenous effects (such as declining terms of trade, unstable real 

value of exports, or even climatic conditions), and the capacity of aid to ameliorate 

that impact, is far more clearly evidenced in the data than the proposition that “good” 

policy improves the marginal utility of aid (Guillaumont and Chauvet 2001: 66-7). 

Policy can have some positive impact, they claim, but the difficulty in determining 

precisely which policies are most effective, and then controlling for the more general 

effects of aid in increasing overall expenditure levels (assuming the unlikelihood of 

perfect fungibility), exposes the flaws in relying solely on such a hypothesis of the 

relationship between aid and development (Guillaumont and Chauvet 2001: 68). 

 As a final comment on the problem in establishing what, if any, impact good 

governance policies might have on development outcomes, Polidano (1999) notes that 

good governance-related public sector reforms (which he sees as belonging to New 

Public Management) are not the only public sector changes developing countries 
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engage in. He finds that, if the overall results of all public sector reform in developing 

countries are considered, it quickly becomes obvious that in some cases no reforms, 

no matter what their character, have succeeded. Localised “contingency factors” are 

more important to the success or failure of reform (and its impact on development) 

than any broad national political or public management conditions. Generalisations 

over the appropriateness of decentralised public management and decision-making, 

for example, obscure the confusing reality that, in some cases, both centralisation and 

decentralisation are necessary for differing components of reform (Polidano 1999: 11-

14). For Polidano, therefore, setting up the “World Bank good governance” ideal as a 

universal development solution must be regarded as highly problematic. 

 

Conclusion 

The usefulness of the donor governance “orthodoxy” as a development policy 

hypothesis is open to debate. This is not to say all the ideas embodied in good 

governance are without value. Maintaining the rule of law, for example, is an 

important precondition for protecting individual human rights, just as transparent 

decision-making is a prerequisite for public probity. Both are imbued with significant 

practical and moral worth. There is also much conceptual value in placing the state at 

the centre of development theorising, in acknowledging that developing countries 

cannot avoid the impact of global capitalism, and in positioning the state as mediator 

between those forces and the local citizenry. States, in this analysis, are crucial 

players in development.  

 On these issues, good governance represents an important move from the 

hypotheses that preceded it. Modernisation theory, for example, characterised 

development as an immanent process — the state might be the location of the 

technocrats who carried out the planning, but it was not inherently important in 

instigating development. Only once development was advanced would there be a need 

for political development (perhaps even leading to democracy), or at least political 

order, so as to protect property and contracts and entrench economic “progress”.  
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 Other approaches hypothesised similarly weak linkages between the state and 

development. Dependency theorists saw development in the periphery as being 

perverted by external, and neo-colonial, economic forces. States had a remedial role 

to play in rectifying that perversity, especially by erecting import substitution barriers 

between the local economy and global capitalism, but beyond that their purpose was 

cloudy (unless the Marxist notion of the Proletariat State was adopted). While 

embodying a polar opposite view on the question of the value of international trade 

and investment regimes, neo-classical economists were not dissimilar from 

dependency theorists in arguing that the state, of itself, was of little value as a catalyst 

for development. Its role was to merely protect the basic institutions of the market — 

aside from that it needed simply to not interfere with international market forces. 

 Proponents of both developmental states and participatory development went 

further than earlier analysts in their conceptualisation of the state. A developmental 

state approach saw government decision-making as critical to achieving positive 

development outcomes. Strategic industry policy, subsidisation, the use of tariffs and 

quotas, might all be ways governments, like those in East Asia, could maximise a 

country’s comparative and competitive advantages in international trade. As with 

Huntington’s work on political order, however, the actual form of the state was less 

important than the government’s capacity for making and implementing responsible 

economic decisions; how “authoritarian” a democracy could legitimately be was not 

made clear. And while participatory development advocates viewed state structures 

and institutions as often preventing local input into development decision-making, 

they were not explicit as to how, or even if, the state’s interaction with global 

capitalism might assist development. 

 Good governance opens the way for a more nuanced understanding of the 

relationship between the state and development. Implicit in the hypothesis is a belief 

in the connection between the state’s form and operation and the form and quality 

(sustainability) of development. It also recognises the impossibility of disengaging a 

country’s development from international trade and aid regimes. A vital function of 

the state — the execution of which will be affected by its form or structure — is to 

mediate between global capitalist forces and local societies, polities, and economies. 
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 There are, however, serious limitations on the good governance hypothesis as it 

is currently promoted by donors — its Western bias being a key criticism. Donor 

“orthodoxy” recognises the importance of the state’s role as translator between 

international forces and local contingencies, but the reforms it advocates firmly 

favour the proposition that “good” governance is that which is most conducive to 

global industrial capitalism. It posits that the state is central to the development 

process, but then denies the possibility of any variance in its form or operation. As far 

as major donors are concerned, it appears only liberal democracy and neo-liberal 

public policy can amount to good governance. 

 Many donors have supported this “orthodoxy” by claiming there exists clear 

proof that it instigates sustainable development. Yet, not only is there considerable 

debate within, and among, Western countries over the best form of governance for 

their own development, but the independent evidence in relation to the developing 

world is also, at present, highly ambiguous. This is not helped by the fact there are 

inherent difficulties in assessing the effectiveness of donor-supported governance 

reforms. There are a high number of variables/coefficients involved and the cause-

effect relations between them are not always clear; it is not always possible to discern 

precisely which reform is creating which effect. Relying on econometrists to help 

devise and prove a hypothesis in these circumstances will always be fraught. Yet 

donors have been reluctant to acknowledge in their development policies these 

evidentiary problems. They continue to advocate reforms based on their own 

experience, and perceptions, of capitalist development; over the entire post-war 

period official donors have been reluctant to move far beyond Western notions of 

progress and development.  

 One explanation for this reluctance of donor governments to experiment with 

development policy hypotheses is that it is in the nature of modern, Western states to 

seek crystalline explanations of social and economic phenomena. Modern states need 

the veneer, if nothing else, of certainty in their policy hypothesising. It goes to the 

heart of the legitimacy of the state (not to mention the political fortunes of a 

government), and, sometimes in the face of empirical evidence, the tendency is to 

assume the universality of a hypothesis so as to maintain this certainty. Yet there are 

serious implications in limiting policy hypothesising in this way. Modern states, 
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according to Scott, have too often based policies solely on universalised, “scientific” 

knowledge which fails to draw on local experience and expertise (or, to use the phrase 

Scott borrows from Ancient Greek, metis) (Scott 1998: 311-341). He argues that this 

is integral to the very notion of a modern state — indeed, it is what makes them 

“modern”. Although this resulted in public decision-making in the West that 

productively supported economic growth and increased living standards, there have 

also been serious failures, most especially in relation to ecological and socio-cultural 

degradation (see United Nations Conference on Environment and Development 

1993).  

 Recent moves among many Western states toward market-oriented public 

policy — both in turning responsibility for some decision-making over to the markets 

and in reconfiguring governance so as to support domestic engagement with 

international trade regimes — does not mean the modernist impulse has declined. 

Markets are touted by donor states just as vigorously as centralised development 

planning was forty years ago. The desire for clear solutions remains strong. And 

markets, like central planning, rest on a host of assumptions — “patterns and norms 

of social trust, community, and cooperation, without which market exchange is 

inconceivable” (Scott 1998: 351) — which are integral to modern, industrialised 

economies. 

 Current debates within Western countries over the governance of their own 

states recognise the dangers of placing too much faith in “scientific” over stochastic 

knowledge, something that can be seen in the prevalence of activists for community 

development in industrial countries (see Ife 1995). Opening up similar possibilities 

for debate in relation to aid recipients — opening up the possibility of blending 

indigenous governance forms and ideas with, for example, those of neo-liberalism — 

is a first step in overcoming the tension between metis and the analytical norms of the 

modern state. There is, in other words, value in a good governance hypothesis that 

argues for the application of recipient local knowledge (as participatory development 

analysts do), while also drawing on donors’ own experience of interacting with global 

capitalism. 
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 Such broadening of the good governance hypothesis ultimately leads to a 

reassessment of donor-recipient interaction. It increases the attention paid to questions 

of process. The policy implications of this could be sweeping. What they might be, 

and how they might evolve in the relationship between a donor and a recipient — in 

this case, Australia and Papua New Guinea — forms the subject of the next chapter. 
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Chapter Two 

 

The Papua New Guinea-Australia development relationship  

 

 

Australian policy-makers argue that PNG exhibits considerable evidence of official 

corruption, government maladministration, systemic budget problems, chronically 

weak infrastructure, and a break-down in law and order. These problems, it is 

claimed, adversely affect the country’s development. On the basis of indicators such 

as infant mortality and access to clean water, PNG is exhibiting the hallmarks of a 

“least-developed state”. The Australian aid program to PNG, administered by the 

Australian official development agency, AusAID, seeks to rectify this by encouraging 

improved governance. This involves strengthening PNG’s public institutions by 

funding advisers, specific capacity-building projects and programs, and initiatives 

aimed at bolstering civil society. PNG officials are encouraged to separate their 

private interests from their public duty; the PNG Government is urged to avoid 

replicating functions more efficiently and effectively performed by markets. 

 On the face of it, the reform envisaged by the Australian government for Papua 

New Guinea duplicates the donor governance “orthodoxy” discussed in the previous 

chapter. It advocates liberal democracy along with public policy and management 

changes promoted, if not always implemented, in many Western states over the past 

fifteen years. And, like the official donor position on good governance in general, the 

Australian proposals represent an attempt to apply modernist, “magic bullet” 

solutions to highly complex socio-political problems.  

 Having said that, there is sufficient agreement between recent Australian and 

PNG governments on reform to suggest their interaction over the question of 
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governance changes should not be characterised as neo-colonial. Australia’s concerns 

in relation to PNG’s governance were recognised by the Morauta administration as 

having some foundation. Likewise, the Australian government has formally 

acknowledged that PNG’s state-society relationships are qualitatively different from 

Australia’s. Yet, when the governance initiatives in the bilateral aid program are held 

up against Australia’s historical record of intervention in PNG, clear parallels can be 

observed. The same legal, political, and economic issues have continually arisen, and, 

in response, Australian policy-makers have continually assumed Australian political 

and development experience is fully applicable to PNG. 

 The Australia-PNG relationship may exemplify the problems in unreflectively 

applying Western-based governance models in non-Western social, political, and 

economic conditions, but it also highlights how difficult it is to posit as an alternative 

a clear, counter-good-governance. In the case of PNG, its state and society (or 

societies) cannot be neatly characterised as “modern”, “traditional”, or even 

“transitional”. Many pre-colonial political institutions and cultures remain; others 

have been fundamentally altered through interaction with the West, or are born of that 

interaction. There is no one, “authentic” PNG mode of nation-state governance that 

can, or should, be placed in opposition to the donor orthodoxy. There is no choice to 

be made between two alternative “magic bullets”. 

 A good governance hypothesis that provides direction in helping improve 

PNG’s access to trade and aid, yet is still capable of accommodating the peculiarities 

of PNG’s politics and society — one that draws on both scientific and stochastic 

knowledge —  must allow for experimentation. It should set ground rules for further 

investigation, such as acknowledging the state’s importance to development and the 

need to encourage international investment, but it should not make blanket 

assumptions in relation to causality. Identifying the need for such hypothesising 

foreshadows the further requirement that policy consultation between donor and 

recipient be improved. This is something Australia historically has found difficult to 

achieve in its relationship with PNG.  

 The post-1975 Australia-PNG development partnership has not overcome the 

failure of the colonial administration to build a tradition of policy interaction. 
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Rectifying this deficit requires something more than regular public announcements of 

“Development Cooperation”. It raises the possibility of the Australian government 

allowing PNG decision-makers to have more direct input into aid policy formulation 

than has previously been the case — joint policy-making, in other words. It also 

requires fully appreciating the history of PNG’s own responses to development. And, 

taking this notion to its logical extreme, the Australian government has to consider the 

possibility its own modes of governance will be open to legitimate criticism by the aid 

recipient — as, indeed, might some of the shibboleths of global capitalism. Such 

interaction potentially leaves both parties to the aid relationship changed. It opens the 

possibility of a more honest dealing with the causal uncertainty of development.   

 In arriving at this position, the work in this chapter first considers Australia’s 

development policies toward PNG in the colonial and trustee era. This compares the 

approach of the last decade of the Australian administration over the region with that 

of the preceding eighty years. The focus is on the legal, political, and economic 

changes of that period.   

 The post-independence aid relationship is then examined. Here the focus is on 

the link between earlier development activity and contemporary issues of public 

corruption, law and order, and the (perceived) incapacity of the PNG government to 

encourage and protect capitalist economic growth. These questions lie at the core of 

aid debates between the two countries. Their presence highlights the continuing gulf 

in understanding on some issues, and, paradoxically, the shared fears in relation to 

others, especially globalisation.  

 Finally, AusAID’s current policy on good governance is analysed in the light of 

this history and the competing perspectives of donor and recipient. Once again, the 

question of the connection between the structure of the aid relationship and 

Australia’s development policy hypothesising is considered. 

          

Colonialism and development 

By the time of the first encounters with Europeans, over one thousand tribal groups 

and seven hundred and fifty languages existed across the region now known as Papua 
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New Guinea (Waiko 1993: 2-7). Through this patchwork of societies ran several 

common threads. One was the predominance of a big-man system of leadership. 

While some coastal communities, often later arrivals to the islands, brought with them 

a chieftain caste structure, most groups, and especially those in the Highlands, 

indirectly placed power in the hands of men able to exert influence within the village 

or tribe. Such men might rise to prominence via local systems of formal exchange and 

gift-giving, often with the assistance of supporters, creating a network of reciprocal 

obligations that enabled them to sway others to their purpose. They might also be 

noted warriors or holders of tribal lore (see Strathern 1971: 10-14; Zimmer-

Tamakoshi 1997: 3).† In lieu of formal political structures, allegiances ran outwards 

from family and kinfolk to the broader tribe and language group. The “political” 

boundaries between these groups were crossed primarily for purposes of exchange or 

warfare. In Southern Highlands societies, for example, tribal conflict and exchange 

were often linked, with compensation for a killing being an integral part of the moka 

exchange systems (Strathern 1971: 88-92).‡ 

Land ownership, and its inter-generational transfer, differed from modern 

European rights of property or entailment. Varying levels of usage rights applied 

according to the type of ground and the purpose to which it was put (as well as its 

regional location). Land used for foraging, for example, might be subject to less 

exclusive ownership claims, and a greater number of counter claims, than that used 

intensively for agriculture (Rivers 1999a: 2-4; see also Lea 1997). When it came to 

bequeathing those rights to subsequent generations, inheritance might follow 

patrilineal or matrilineal paths according to one’s geo-cultural region. It might also be 

transferred between groups through marriage (often following the bride) (Lawrence 

1971: 3-10; Dwyer and Minnegal 1999). 

There was no codified law. Instead, indigenous customary law emphasised 

compensation and “payback” in response to wrongs against the person. Even so, 

while it might have been integral to the population’s notion of morality, customary 

law was not all-encompassing. Certain forms of dispute resolution were considered as 

                                                 
† Classic texts in this field include Sahlins (1963), Mauss (1970), Strathern (1971),Berndt and 
Lawrence (1971), Godelier (1986), Feil (1987). 
‡ See also Feil (1987) on the similar example of the tee system in Enga Province. 
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separate from other social customs and separately binding, defying easy 

categorisation as a “justice” system. In some regions this took the form of tribal 

fighting. (See Gordon and Meggitt 1985: 190-200; Banks 1998: 299; Paliwala 1982: 

193-195.) 

Finally, although pre-European PNG consisted of populations that had 

successfully resided there, more or less in equilibrium with the local ecology, for 

thousands of years, those communities should not be characterised as representing 

some pre-lapsarian, Rousseau-ian state of “noble savagery” (see Souter 1963: 15). 

Life expectancy was short compared with contemporary standards. In many areas 

there were continual, ritualised clashes between neighbouring peoples, leading to the 

eradication of some groups. The lives of women in these societies were especially 

difficult. They were responsible for the bulk of the agricultural work, held low social 

status, and could be legitimately subjected to physical abuse by their husbands and 

other men for a broad range of reasons (Godelier 1986: 141-161; see also Brown 

1995; Rowley 1965). Also, PNG is an area prone to natural disaster. There are 

tsunamis, volcanoes, floods, landslides, and earthquakes, any of which, as 

exemplified by the disasters at Aitape and Rabaul in the 1990s, can wipe out entire 

communities (Kerr 1999; Morice 2000). So, romantic notions of a pre-colonial 

paradise should not be taken as the baseline against which development is measured. 

 Australia’s involvement in the region pre-dates Federation. From the early 

1870s the colony of Queensland, along with the other Australian colonies, saw the 

growing presence of German traders in New Guinea as a potential security threat. 

Britain refused to recognise Queensland’s 1883 claim to the area, made on behalf of 

the Empire, but there was sufficient concern in the metropole over unchecked trade in 

kanakas for the Protectorate of British New Guinea to be declared soon after, in 

November, 1884 (Legge 1956: 22-28; Joyce 1971: 10-14).† Contrary to British 

assurances to the Australian colonies, Germany annexed German New Guinea one 

month later (Legge 1956: 28). 

                                                 
† The fears regarding Queensland’s actions were neatly summarised at the time by the Reverend W.G. 
Lawes, head of the London Missionary Society mission at Port Moresby:  

Nowhere in the world have aborigines been so basely and cruelly treated as in Queensland — the half 
has never been told — and are the natives of New Guinea to be handed over to the tender mercies of the 
men who have done these deeds? (quoted in Jinks, Biskup, and Nelson 1973: 33) 
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Such was the Australian colonies’ belief in the legitimacy of their interest in the 

territory they were prepared to fund a small, shared administration with Britain. The 

bulk of the money came from the governments of Queensland, New South Wales, and 

Victoria. It was expected the colony would eventually become self-financing (Joyce 

1971: 8-12, 14-18; Legge 1956: 36).  

The primary motivation behind these actions was security (Biskup, Jinks, and 

Nelson 1970: 43-45). There was also interest in the possible economic benefit in 

settling Papua or New Guinea, but this failed to progress substantially beyond mere 

speculation (see, as an example, The Age 1867). In addition, the early administration 

expressed a paternalistic concern over the impact of modernisation on tribal societies 

(Jinks, Biskup, and Nelson 1973: 55-60). Commodore Erskine’s 1884 commitment to 

the local inhabitants in his declaration of the Protectorate was that: “... evil-disposed 

men will not be able to occupy your homes. ... Your lands will be secured to you, 

your wives and children will be protected” (quoted in Legge 1956: 46). It was a vision 

of indigenes that saw them as needing to be saved from unscrupulous Europeans — 

and their own “ignorance”. 

 These two key motivations, security and “native protection”, continued to 

influence the new Commonwealth of Australia once it assumed full responsibility for 

Papua in 1906 and New Guinea in 1914, with the latter being controlled by Australia 

after 1921 under a  League of Nations Class C Mandate  (Rowley 1971: 57; Radi 

1971: 74-75; Cowen 1938).†  

Legge (1956) argues that Australia’s inter-war development policy in Papua and 

New Guinea was inherently contradictory in the way it attempted to promote 

modernisation while also seeking to protect indigenes from the side-effects of that 

process. The full implications of this contradiction were never made obvious, 

however, because development was always limited by the meagre funds invested by 

Australia in the region (Legge 1956: 180-181). The administration’s parsimony was 

most clearly seen in its social policy, where the provision of education was left to 

                                                 
† The continuing emphasis on security is highlighted by Prime Minister, W.M. “Billy” Hughes’ 
argument for the Mandate: 
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Christian missions and health services received only limited public support. And, 

while legal structures were put in place to prevent inter-tribal conflict, the overall 

extent of government-directed social change was small (Griffin, Nelson, and Firth 

1979: 59-69).  

Restrictions on the alienation of land initially curtailed the rise of profitable, 

and highly exploitative, colonial practices, but a colonial economy of sorts did 

eventually emerge. By the mid-1910s, plantations producing cash crops such as 

rubber and copra for export had been established, employing indigenous labour under 

a “native” indenture system (which limited the time a “native” could be contracted to 

a European to four years) (Legge 1971: 38-43). Despite the existence of regulations 

aimed at minimising the impact of cash-cropping on indigenous agriculture and 

village life, the number of those employed as contracted labour was approximately ten 

per cent of the known population by 1939 (Lacey 1983: 1-2). There is also evidence 

to suggest the New Guinean gold fields of the 1920s and 1930s, as well as many of 

the plantations, exploited indigenous workers through poor wages and conditions 

(Lacey 1983: 15-31; Griffin, Nelson, and Firth 1979: 54-55). 

With regard to the colonisation of the region’s societies and economies, it is 

important to recognise that Papuans and New Guineans were not passive bystanders 

to these processes. Their responses to the changes that confronted them revealed a 

deep desire to grapple with, and, if possible, gain from, the Australian presence. The 

most extreme reactions were “cargo cults” — occurring when local communities, 

having observed the manner in which Westerners appeared simply to obtain material 

possessions from ships, aeroplanes, or trade stores, attempted to replicate this through 

a combination of imitation and religious-style ritual (Burridge 1993: 275-281; 

Strathern 1979: 97-101). While these movements often resulted in actions such as the 

destroying of crops and the building of fake airstrips encouraging the arrival of cargo-

bearing planes, Burridge points out that: 

... no cargo cult is completely a failure. Being involved in the activities is a 

learning experience. With each set of activities, real access to cargo comes 

                                                                                                                                            
In order that Australia shall be safe, it is necessary that the great rampart of islands stretching around the 
north-east of Australia should be held by us or by some Power in whom we have absolute confidence. ... 
(Hughes in Hudson 1974: 2-3) 
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nearer. The symbolic values become more and more explicit, more readily 

translatable into pragmatic means-to-ends relations. (Burridge 1993: 282) 

The fact many cults also took on millennial and messianic overtones is indicative of 

the extent to which Christian missions were loci for indigenous interaction with 

Australian-European society and its economy. Often the authority of the mission was 

more immediate than that of the state. Also, for many indigenes it represented an 

opportunity  to improve their status within their own communities. A number more 

fully entered the colonists’ world as missionaries themselves (Griffin, Nelson, and 

Firth 1979: 64-65). Others drew on Christian myths, especially redemption through 

sacrifice (and the iconography of crucifixion), and attempted to recreate them in local 

ceremonies aimed at redressing the perception of indigenous inferiority and material 

impoverishment (Glasse 1995: 63-67; Roscoe 1993). 

 Other analysts interpreted the actions of big-men in obtaining wealth through 

exchange, as well as their “achievement orientation”, as being naturally aligned with 

the concept of entrepreneurship in capitalist societies. This, it was suggested, meant 

the transition from traditional economic forms to modern capitalism might occur with 

relative ease, as could be witnessed by the success of smallholders in coffee 

production in the Eastern Highlands (Finney 1973: 124; Finney 1993: 105-113). The 

counter-argument to this was that the nature of the social obligations binding big-men 

were, and are, qualitatively different from the “limited and contractual relationships” 

predominating in capitalist systems, with differing notions of profit and capital 

accumulation (Finch 1997: 123). And the presence of a separate capitalist economy, 

where wealth was gained from non-traditional sources, threatened to, and in some 

cases did, overturn established gender, age, and power relations and fractured pre-

existing social and political structures (Zimmer-Tamakoshi 1997: 118). 

The development interplay between coloniser and “native” was not improved by 

the reluctance of the Australian administration, from 1906 through until the 1960s, to 

consult in any meaningful way with the indigenous population on major policy 

decisions. This is to be distinguished from the utilising of indigenous political 

structures, or at least the colonial interpretation of those structures, for immediate 

administrative purposes — a process of indirect rule which, as Larmour notes, is “a 
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classic form of colonial governance” (Larmour 1996a: 3). In Papua and, especially, 

New Guinea this involved district officers (kiaps), who were Australian, judiciously 

backing, or nominating, local leaders able to support the colonial administration 

(Griffin, Nelson, and Firth 1979: 39). Indigenes, working as Native Police under 

kiaps, were also vital to the administration of law and order. Such contact was not 

translated, however, into policy influence (Waiko 1993: 65-66; Kituai 1998). This 

failure to establish a tradition of consultation on development policy is an issue that 

goes beyond questions of governance structures. It is suffused by the psychology, and 

the power relations, of colonialism, empire, and race.†  

Wolfers (1975) puts forward the thesis that an obsession with race directed the 

Australian administration’s resolution of the matter of “native protection”. Under the 

umbrella of the Native Board Ordinance passed in 1889, and subsequent bills relating 

to “native administration”, there arose in both Papua and New Guinea strictures that 

ensured expatriates and indigenes were kept apart in nearly all situations other than 

work. “Natives” were not allowed in the major towns after 9.00pm without 

authorisation. “Natives” could not marry whites without the state’s granting special 

permission. Motion pictures shown to “natives” had first to be vetted in order to 

censor images that threatened established white-coloured interaction. Any “native” 

who attempted to have consensual sexual intercourse with a European woman would 

be guilty of an indictable offence and liable to a year’s imprisonment (the woman 

would be liable to be deported from the colony under the Immigration Act) (Wolfers 

1975: 45-59). “Natives”,  in short, were to be protected, and also separated, from 

Europeans. No consultation, ongoing or otherwise, with indigenes over these 

measures was considered necessary — it was assumed Papuans and New Guineans 

                                                 
† A whole other academic literature is glanced at here — that broadly termed “postcolonialism”. While 
this dissertation concentrates on the policies, operations, and management of development aid, behind 
this “practical” engagement is the realisation that the psychology of colonialism helped determine, and 
continues to influence, the relationship between PNG and Australia. Surprisingly, the psychology of 
Australia’s colonial experience is not an especially well-covered area. Mention is made of it in more 
general texts — Rowley, for example, discusses the phenomenon of “going troppo”, and Hasluck is 
scathing in his memoirs of expatriate Australians who behaved as if “pukka sahibs” (Rowley 1965; 
Hasluck 1976) — but few have made it their sole study. Wolfers (1975, 1977) has been one of the few 
to pursue this line of enquiry . And, although there have been innumerable anthropological studies on 
cultural change in PNG, there has yet to be produced a work from within one of the many PNG 
societies which analyses the psychological impact of colonialism to the extent Nandy’s The Intimate 
Enemy, for example, has done in relation to India (Nandy 1983) — although Nelson’s (1974) work 
indicates one direction in which further analysis might go.  
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were insufficiently advanced to comprehend the legal and administrative issues 

(Wolfers 1975: 7-10). 

 Following the Second World War, and under Article 77 of the UN Charter, the 

Mandate granting Australia authority over New Guinea was re-configured as a UN 

Trusteeship, with all powers of administration intact (Harper and Sissons 1959: 181-

184; United Nations 1990: 41). Article 76 (b) of the Charter required trustees “to 

promote the political, economic, social, and educational advancement of the 

inhabitants of the trust territories, and their progressive development towards self-

government or independence” (United Nations 1990: 40). With the question of 

independence now firmly on the agenda (even if its timing was undecided), and with 

memories of the Japanese invasion undimmed, the post-war period saw an increase in 

funding levels the Australian government was prepared to invest in the two territories 

(now amalgamated under the Papua and New Guinea Act 1949) (Hudson and Daven 

1971: 152). Despite this, the paternalistic attitudes of the administration, and the 

public service which ran it, were little changed (see Hasluck 1976: 13-15, 59-64).  

 Under the terms of the trusteeship, every three years a UN Visiting Mission 

reviewed the progress of the Territory of New Guinea toward the goals set out in 

Article 76(b). Australian initiatives in Papua were also examined, to the extent they 

impacted on the Trust Territory. The first four missions, in 1950, 1953, 1956, and 

1959 were, on the whole, supportive of the Australian trusteeship. Queries were 

raised concerning the favouring of primary education over secondary and tertiary 

tuition, especially given the expectation that future PNG political figures and public 

servants would be drawn from a group of educated indigenes. The visiting missions 

also criticised the low level of infrastructure and the rate at which it was being built, 

and believed the lack of variety in cropping and the absence of industry would need to 

be addressed. Overall, however, the Australian tack of gradually encouraging 

universal economic development, and increasing general education levels prior to 

instituting a modern political system, was seen as appropriate, especially given the 

perceived difficulties in bringing a “primitive” people into the modern era (Downs 

1980: 75-76, 146-7, 235; Hudson and Daven 1971: 154-159). 
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 Three events in the early 1960s helped instigate Australia’s breaking from this 

gradualist approach over the last decade of the colonial administration and 

trusteeship.  

 The first initiative was the report commissioned from Professor David Derham 

(1960), entitled the System for the Administration of Justice in the Territory of Papua 

New Guinea, which advocated dispensing with the existing framework of separate 

“native” and expatriate justice systems.  

 The “native” justice framework had merged judicial and administrative 

functions under the kiap system of Australian patrol officers. These officials were 

responsible for laying charges, questioning witnesses, and administering penalties 

through “courts of native affairs”. They might also oversee out-of-court settlements or 

even give tacit approval to village-convened courts comprised of village elders (Mair 

1948: 19-24; Gordon and Meggitt 1985: 45-49, 73-74; Kituai 1998: 34-39). As 

neither plaintiff nor defendant were accorded legal representation, the Administration 

placed great faith in the impartiality of its officers, even though avenues of review 

were available. Europeans, by contrast, were deemed to fall in the first instance under 

the District Courts, where common law due process applied (Gordon and Meggitt 

1985: 73-75). 

With few lawyers in the Territory, and given the Western legal system was, in 

many cases, being introduced so soon after first contact, the informality of the kiap 

system meant it could potentially settle disputes in a manner understandable, and 

acceptable, to local inhabitants (Strathern 1972 cited in Dinnen 2001a: 28; see also 

Dinnen 2001b: 10-11). Yet, as Derham pointed out in his report, the system was 

inherently racist and liable to abuse by virtue of its intertwining of judicial and 

administrative activities (Derham 1960: 21-23, 26, Annex D). His recommendations, 

announced as policy by the Minister for Territories, Paul Hasluck, in 1961, were to 

abolish the division between “native” and European legal systems and to separate 

judicial and administrative roles (Hasluck 1961). A system of local courts was to be 

set up and staffed by a separate magistracy of PNG “nationals”, once sufficient 

numbers had been educated. The duties of village councils and patrol officers would 

be significantly reduced. Policing functions would be carried out by an autonomous 
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police force. A modern legal system would uniformly apply to all of PNG’s citizenry. 

(See Derham 1960: 5-10; Hasluck 1976: 349-352). 

At the time of the reforms, and subsequently, an alternative, critical view was 

heard. An example of this reaction is shown in the response of a former official from 

the administration in Port Moresby, David Fenbury, who stated that: 

Perhaps the [Derham] Report’s cardinal faults lie in the centralist bias with 

which Professor Derham seems to have approached various issues 

concerning the future development of the indigenous population, his 

tendency to equate these emerging society problems narrowly to Australian 

conditions and practices, and his tendency — inevitable, perhaps, in a 

professional jurist — to demand legal perfectionism in a context where the 

overall conditions militate against perfectionism in any branch of 

government. (Fenbury 1980: 119) 

Fenbury saw this situation as arising from a longer term failure on the Australian 

administration’s part to engage with the local complexities of development, to not 

recognise the need for locally-acceptable development processes. He derided the 

“centralised amateurism” of Canberra and Port Moresby on these issues, concluding 

that: 

... the substitution of technical ‘lawyers’ justice’ for non-technical ‘elders’ 

justice’ mainly served to weaken the authority of the [local] councils, and 

ultimately of the Government itself. (Fenbury 1980: 7)  

While there was more than a suggestion that colonial administrators had difficulty in 

accepting the fundamental challenge to their authority represented by the report†, 

many of the elements of Fenbury’s critique were re-affirmed by later analysts who 

claimed the Australian government had not sufficiently acknowledged the difficulty 

in moving from a fractured collection of indigenous, customary laws to a unified, 

common law system. Dorney, for example, argues that: 

                                                 
† Derham weighed into the debate with the criticism that Australian field officers, no matter how 
“remarkable” they were, had needed to realise “their day was past and that they had to be replaced” 
(Derham 1985: 25) 
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... the rapid implementation of Hasluck’s single justice system meant Kiap 

courts ended before there were enough magistrates to take over; the 

hopelessly undermanned Public Solicitors Office had to take total 

responsibility for defence cases; and untrained police suddenly had to accept 

complicated legal prosecution duties. (Dorney 1990: 290) 

Downs (1980), once a kiap himself, puts forward a similar argument, emphasising 

that the education structures were not in place to train “national” magistrates, and 

administrative structures suitable for a formal legal system existed only in urban 

areas. The result was an over-reliance on visiting Australian office-holders and a 

decrease in in situ resolution of disputes. And, while the officials’ grasp of black letter 

law was thorough, they had only limited knowledge of the indigenous structures in 

which their decisions were supposed to take effect (Downs 1980: 152-155).  

Critics argue that the legal system introduced by the Derham reforms was 

insufficiently adapted to the social environment in which it operated, resulting in a 

gradual reversion to earlier methods of dispute resolution such as “payback” (Downs 

1980: 156; Dinnen 1998: 255-257; Dinnen 2001a: 26-30). By 1984 the situation had 

deteriorated to the point that the Clifford Report into law and order in Papua New 

Guinea queried whether the state any longer had the ability to stem the rising crime 

rate (Clifford, Morauta, and Stuart 1984). 

The second event to significantly impact on the final years of colonial rule, was 

the 1962 UN Visiting Mission headed by Sir Hugh Foot. Unlike previous UN reports, 

that compiled by Foot strongly recommended the introduction of self-government as 

soon as possible. Papua and New Guinea were favourably compared with other 

recently independent states as to the readiness of their populations to participate in 

national elections (UN Trusteeship Council Visiting Mission to the Trust Territory of 

New Guinea 1962; Foot 1964: 214-215).  

 In its concentration on improving basic literacy skills nation-wide, Australia 

had worked from the assumption that a gradual transition from “pre-modern” to 

“modern” education levels, and, via education, political cultures, was possible. The 

overall effect of the Foot Report was to destroy this assumption and force the Trustee 

to begin providing for the handover of political control. The report recommended that 
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a 100 seat House of Representatives and universal adult suffrage be established by 

1964. A ministerial system of government was to be formed, and would be assisted by 

an indigenous public service. The report also called on the Australian government to 

extend its provision of secondary education and to establish a university for the 

training of potential leaders and public servants (Foot 1964: 212-213; UN Trusteeship 

Council Visiting Mission to the Trust Territory of New Guinea 1962).  

Downs, like Hasluck before him, argues that the Foot Report did not instigate a 

change in the Australian Government’s attitude toward political reform — a decision 

to form an open House of Assembly in PNG had already been made (Downs 1980: 

240; Hasluck 1976: 398). What the report did do, however, was dramatically alter the 

time-frame for independence and the way in which development assistance would 

from then on be interpreted by an international community opposed to colonial-style 

arrangements. As the 1965 Inter-departmental Committee to Review Australian 

External Aid noted: “International acceptance of expenditure in Papua and New 

Guinea as ‘aid’ will be influenced by the extent of the progress made towards political 

independence.” (Inter-departmental Committee to Review Australian External Aid 

1965: 10-11) 

In the decade up to 1975 political events came in a rush. Elections to the new 

House of Assembly were held in 1964, and then in 1968, as recommended by Foot. 

Appointed seats remained, however, and decisions of the House were subject to the 

approval of either the Administrator or the Australian Governor-General (Downs 

1980: 305-318; see Papua and New Guinea. House of Assembly 1964). By 1970 the 

PNG independence movement had become sufficiently vocal to mar Australian Prime 

Minister Gorton’s official visit with angry demonstrations, especially those organised 

by the Tolai Mataungan Association in East New Britain (Woolford 1977: 77-80). 

The 1972 elections in both PNG and Australia brought new governments to power. 

Pangu Pati (the first organised political party in PNG) became the senior partner in a 

coalition government and Michael Somare became Chief Minister. In Australia, 

Gough Whitlam was elected Prime Minister. As promised in 1969 by Whitlam, self-

government, in 1973, and independence, in 1975, were granted (although the decision 

to allow independence had been already taken by the McMahon government). 

(Woolford 1977: 132-157; Waiko 1993: 180-185; May 1998: 57; Todd 1974) 
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The Foot Report’s instigation of a rapid push toward self-government and 

independence compounded several existing problems. Primary among these was the 

lack of qualified candidates for high-level public service and advisory positions 

(Wolfers 1975: 9). There had been some improvements in education prior to 

independence: the University of PNG was opened in 1966 — its first graduates 

leaving in 1970 — and, between 1960 and 1970, secondary school enrolments 

increased tenfold (Waiko 1993: 165-168). By the early 1970s, a number of trained, 

experienced indigenes were able to take over positions previously occupied by 

Australians — one of the more notable examples being the former Prime Minister, Sir 

Mekere Morauta, who headed the Finance Department — and a number of Australian 

advisers remained in place to assist in the transition to complete self-governance —

 Ross Garnaut, for example, was adviser to Morauta. Beyond the initial few capable 

officials and parliamentarians, however, there was a decided lack of personnel 

familiar with a Westminster system of government (Downs 1980: 241; Woolford 

1977: 5).†  This, combined with a public administration system borrowed from 

Australia which, while effective in many respects, was expensive to maintain and 

dependent upon the availability of suitably trained staff, hampered the ability of 

incoming governments to formulate and implement policy (Connell 1997a: 304-305; 

Turner 1990: 135-141).  

Most importantly, once the Australian belief that there would be ample 

opportunity to redirect existing PNG political cultures toward a Western governance 

model had been dispelled, an alternative approach, where governance and 

administrative structures might be altered to better match indigenous political 

cultures, was not seriously considered. The Westminster system of government 

continued to be uncritically regarded as an appropriate, and convenient, response to 

PNG’s governance needs.  

The third catalyst for change was the World Bank’s 1964 report, The Economic 

Development of the Territory of Papua and New Guinea. The report’s key finding 

was that: 

                                                 
† For first-hand accounts of this transition see Matane (1992) and Johnson (1983) 
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To obtain the maximum benefit from the development effort, expenditures 

and manpower should be concentrated in areas and on activities where the 

prospective return is the highest ... (World Bank 1964 cited in Downs 

1980: 254) 

This signalled a major change from the previous approach of encouraging uniform 

development and limiting expatriate ownership of land. At the time of the report, 97 

per cent of available land was in indigenous hands, two per cent was controlled by the 

administration and one per cent by expatriates, although that one per cent comprised 

much of the best land for agriculture (Downs 1980: 255). It should be noted that the 

World Bank also recommended raising the level of indigenous participation in 

economic activities. However, by the time the newly-instituted Economic Adviser’s 

office released PNG’s first comprehensive development plan in 1968 in response to 

the report, investment was increasingly being directed toward major urban centres and 

areas offering high returns on agricultural commodities and mining (Connell 1997a: 

22-24). As a result, even while investment increased, and PNG’s overall economic 

growth rate improved, income equity decreased on a region-to-region basis 

(Treadgold 1978). 

 Perhaps the most important outcome of this move toward greater, if not more 

equitable, economic growth was the encouragement of extraction industries such as 

mining and forestry. Mining, for minerals and petroleum, especially promised to be a 

strong source of government revenue through rents, taxes, and percentages of export 

earnings (Burton 1998: 155-156; O’Faircheallaigh 1984: 241-271). It was at this time 

preparation for the construction of the Panguna mine in Bougainville began. This was 

later followed by the Ok Tedi mine in Western Province and others such as Porgera 

and Kutubu (Denoon 2000: 90-99; Oliver 1991: 118-159; Jackson 1993).  

 Over-reliance on foreign investment and rents for revenue, and the potential 

for economic modernisation to be accompanied by inequality, were problems 

acknowledged early in the new state’s existence. In an attempt to side-step these 

difficulties, the PNG government emphasised the benefits of self-sufficiency. 

Reflecting their belief in nationalist economic development, and encouraged by a 

report on development strategies commissioned from the British Overseas 
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Development Group (the Faber report), the Somare government adopted an Eight-

Point improvement program (see Central Planning Office 1974; Overseas 

Development Group 1974). These goals emphasised small-scale, locally-based 

industry, decentralisation, equity, import replacement, the role of government, and the 

role of women in development. In an intellectual environment heavily influenced by 

dependency theory, some decision-makers argued that a Papua New Guinean, or 

Melanesian, “way” could be found to meet the challenges of economic modernisation 

without destroying “traditional” PNG values (Narokobi 1983: 20-39).  

 In contrast to the initial optimism that a Papua New Guinea “way” could be 

followed — or that the income from foreign operators in the extraction industries 

could help the country to economic independence — PNG showed itself to be just as 

prone to economic and fiscal problems as any other developing country (Connell 

1997a: 29-30; Denoon 2000: 165-181). The World Bank had argued that PNG should 

not expect instant economic success, that it had to lower its colonial-era expectations 

on investment, consumption, and incomes toward “standards more appropriate to 

what [it] will be able to afford now it has become an independent nation.” (World 

Bank 1978: 29)  As it was, overall economic outcomes after 1975 were not 

encouraging — and this despite years of substantial growth during mining booms, 

such as that of the early 1990s. UNDP figures show that, between 1960 and 1995, 

GDP per capita (in 1987 US dollars) increased at an average of 1.8 per cent a year, 

yet, over approximately the same period, real income per person only increased at an 

average of 0.85 per cent a year, below most other countries in the region (United 

Nations Development Programme 1998b: 144; AusAID 2000b: 5).  

 Furthermore, while PNG is now listed as a low-middle income country with an 

average GDP per capita of approximately US$2600 (in 1998 US dollars), there is a 

major discrepancy between average yearly incomes in rural communities and average 

urban incomes, with the former being only about ten per cent of the latter (Manning 

1999a: 2; AusAID 2000b: 6). The focus on high-earning export industries created an 

economy bifurcated between a limited, modern, formal sector and an informal, 

predominantly rural sector. Social tensions resulting from this economic divide 

include population shifts from rural to urban areas, with a concomitant rise in urban 
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poor, and extremely high rates of youth unemployment and crime (World Bank 

1999g; Government of the Independent State of Papua New Guinea 1998; Standish 

1999). 

 

While the differences between the last ten years of colonisation and those preceding it 

were dramatic, there were also several common features. The first was Australia’s 

failure to establish a process of consultation over development policy with the 

indigenous population. In sifting through the tailings of the colonial administration in 

PNG, there is little evidence Australia ever viewed itself as acting in cooperation with 

a nascent state. Papua and New Guinea were so different, so unknown, that the 

presumption of Western superiority in all things legal, political, and economic, 

especially given Australia’s obvious material advantages, was easily made. This 

presumption underwrote Australian development initiatives, as well as the notion of 

“native protection” that frequently accompanied them. Yet the analyses offered by 

Fenbury and Downs indicate that Australian administrators were not always uniform 

in their attitudes — that a number believed in allowing local populations the 

opportunity to respond to change on their own terms. On the whole, however, 

Australian policy-makers did not encourage responses critical of modern Western 

interpretations of progress — either from indigenous activists or their own 

administrators.  

 The second theme derives from the first, namely Australian policy-makers’ 

inability to recognise opportunities for responsive, and responsible, development 

when they presented themselves, usually as the unintended consequences of “natural 

experiments”. For example, the kiap system tacitly recognised the developmental 

benefit in accommodating customary indigenous law alongside Australian law. 

Enforcing “Pax Australiana” through a thinly spread network of patrol officers 

allowed, however inadvertently, for local responses to the notion of the state to 

emerge. On the other hand, and as Derham rightly pointed out, in such a system the 

individual ability of the kiap was more important than the existence of impartial legal 

institutions (although the personal qualities of judges and practitioners also inevitably 

influence outcomes in Western legal systems). However, opportunities for a 
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productive amalgam of approaches were not acted on. Australia’s kiap policy 

assumed a white, Australian officer was inherently superior to any possible 

indigenous counterpart; the post-Derham Report reforms assumed a Western common 

law structure was superior to any indigenous system. Similarly, the gradualist 

approach toward political independence, with its aim of inculcating a democratic 

political culture prior to imposing modern governance structures, also offered the 

means by which an intrinsically Papua New Guinean democratic system might have 

been possible. And the focus on equitable, communal economic development, for all 

of the restrictions it placed on the country’s ability to obtain high growth levels, 

provided space for indigenous interpretations of capitalism to evolve.  

 In the above cases, the emphasis lay on the trustee/colonial power ensuring the 

territory had the time and opportunity to adapt to the demands of modern statehood on 

its own terms. Given the international calls for decolonisation, this was always going 

to be difficult. It was not assisted by decades of low funding and the paternalism and 

limited aspirations of Australia’s policy-makers and many of its administrators. 

 The colonial/trustee era failed to produce governance institutions and structures 

capable of engaging with both PNG society and the international trading and political 

community. Perhaps it was an impossible task. Australia’s approach did mean, 

however, that when international and local pressure for change intensified, the 

colonist, despite its many years of experience in the region, had no solid conceptual or 

moral foundation on which to base an alternative response to those demands. Political 

independence, the Westminster system, a modern legal system, and a modern, mixed 

economy were deemed to be sufficient of themselves. 

 

Australia-PNG aid relationship 

At the end of the colonial period, and in order to assist PNG’s early moves toward 

becoming a viable state, Australia agreed to a five-year assistance program providing 

up to forty percent of the PNG national budget (May 1998: 62). That PNG’s 

independence would not be cost-free was something Hasluck, at any rate, had 

recognised relatively early: 
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... because the transformation of a people is taking place, we will have to 

recognise ... the people will assert their own preferences, commit their own 

follies, and exercise their own wisdom. We may still be paying after we have 

lost any hope of choosing what we pay for. (Hasluck 1961 in Downs 

1980: 217) 

In the years since 1975, development aid has been at the heart of the bilateral 

relationship between Australia and Papua New Guinea. As foreshadowed in 

Hasluck’s comment, it is an aid partnership that has been marked by both generosity 

and tension. This tension is commonly expressed through debates over the amount 

and form of development funding.  

 At between approximately AUD300-350 million per year (in 2000 AUD), the 

PNG aid program is Australia’s largest. It is also the single biggest injection of 

development funds PNG receives from any one country, accounting for just under 

eighty per cent of all bilateral aid (AusAID 2000a: 2-3; AusAID 2000b: 133). 

Funding levels have been set for 2000-2005 at AUD300 million per year in nominal 

terms, ensuring a gradual decrease in funding in real terms. This continues the slow 

decline in aid levels which has marked the relationship since 1975, when AUD600 

million per year (in 1998 dollars) was provided (AusAID 2000a: 2). 

From 1975 through until 1990, aid was channelled directly into the PNG 

budget. Yet Australian policy-makers had long held concerns regarding the PNG 

government’s accountability and effectiveness in their use of aid. Pressure to move 

from direct budgetary support to program/project aid, present from independence, 

grew through the 1980s (JCFADT 1991: 131). The 1984 Review of the Australian 

Overseas Aid Program (the Jackson Report) recommended a slow transition over the 

course of twenty five to thirty years from budgetary support to a planned bilateral 

program, even though it recognised there were also benefits in keeping decision-

making over aid expenditure completely within PNG (Committee to Review the 

Australian Overseas Aid Program 1984: 161-163). The Joint Committee on Foreign 

Affairs and Defence endorsed this recommendation (JCFAD 1985: 19-22). 

Agreement on the introduction of a project-based bilateral program was 

formalised by the 1989 Australia-PNG Development Cooperation Treaty. Although 
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the Jackson Report and the Joint Committee had favoured gradual change, the 

renegotiated, 1992 Development Cooperation Treaty set June 2000 as the date by 

which all Australian aid would be delivered in project form (Dun 1993: 53-54; 

JSCFADT 1997a: 52). This timing did not accord with the wishes of the PNG 

government, but it was instituted regardless (see Brigadier-General Noga’s comments 

in JSCFADT 1997a:  Appendix 6: 30; Anderson 1990). AusAID met the target for the 

change-over to project-based aid delivery and all aid funds for 2000-2001 were 

committed to the bilateral program (Downer, 2000a: 18-19).  

Although the impetus behind the move toward a bilateral aid program 

undoubtedly came from Australia, the understanding was that both donor and 

recipient would have input into the choice of projects; Papua New Guinea’s 

sovereignty was not to be overridden (JCFADT 1991). Article 2(2) of the 1999 

Development Cooperation Treaty formalised this understanding by entrenching the 

role of “mutually beneficial” cooperation in the bilateral aid program (in accordance 

with the “capacity and resources of both Governments”) . 

 Despite this, it is not uncommon for PNG parliamentarians and government 

officials to accuse Australia of neo-colonial behaviour in aid negotiations (Irvine 

1998: 5; Parkop 1993: 56; Post Courier 13 March 2000). Others have also been 

critical. Allen describes the project-dominated approach as “devastating” for the 

Papua New Guinea public service, with senior managers being overwhelmed by the 

number of projects and aid practitioners they have to deal with, as well as the 

counterpart requirements they must meet with limited, and often poorly trained, staff 

(Allen 1996: 48-49). In a similar vein, there are also claims that the influx of project 

aid is leading to severe recurrent expenditure problems once projects are completed 

and the PNG government is expected to provide ongoing support (AusAID 1999j: 39-

40; Kiele and Rankin 1998: 3-4). Finally, there is the frequent claim that 

inappropriate proposals make it to the implementation stage as a result of Australia’s 

control of the decision-making process (see further discussion of this in Part B).  

An opposing view exists. It has, emphatically, been put by the former Minister 

for Development Cooperation, Gordon Bilney, who, when no longer in government, 

commended the move to a fully project-driven bilateral program: 
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... or as Sir Julius Chan is fond of referring to it, tied aid, but tied to projects 

that are carried out in Papua New Guinea rather than tied to the pockets of 

Papua New Guinea politicians. I personally think that $300 million is a huge 

[italics quoted] amount too much. I think $50 million would be a reasonable 

amount for Papua New Guinea and it might encourage them to do what we 

all hope they will do, which is to get their own domestic policies into gear. 

This is a country which, let me say it, I’m allowed to say it now — is 

absolutely appallingly and corruptly run. (Bilney 1996: 46)  

Bilney’s expression of concern, while extreme, reflects a common belief (or at least 

fear) held by many analysts and policy-makers. It is a belief that PNG’s public 

officials have succumbed to moral hazard and institutionalised the practice of 

diverting aid funds for private ends (Daley 1999: 3; Clausen 1999). It is reflected, a 

little more diplomatically, in the concerns over corruption expressed by the current 

Australian Minister for Foreign Affairs (see Downer 1998c). 

Adding to the tension is the entrenchment of poverty in PNG, especially as 

measured against indicators set out in the UNDP’s Human Development Index. On 

measurements such as infant mortality rates, the percentage of the population with 

access to safe water and sanitation, the number of underweight children under the age 

of five, and the number of children reaching grade five in their schooling, PNG 

appears to have more in common with the UNDP’s “least-developed” countries, such 

as those in sub-Saharan Africa, than those in the South-East Asia region or even 

Oceania (UNDP 1998b: 146-151; Connell 1997b; Duke 1999). Given the 

comparatively high levels of aid Australia has provided since 1975 (approximately 

AUD11 billion in 1999 AUD (AusAID 2000a: 2)), the frustration of Australian 

policy-makers is perhaps understandable, if not always well directed (see Ray 1998: 

3). 

As might be gleaned from the above discussion, the debates over the amount 

and quality of aid have focussed on several issues: official corruption; law and order, 

and the capacity of PNG governments to manage the economy and protect contracts 

and profits. Put another way, the political, legal, and economic dilemmas of 

modernisation the Australian colonial administration found so difficult to resolve — 
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and, in part, instigated — prior to 1975, now find new expression through the 

contemporary aid relationship. They form the background to more recent attempts by 

Australia to inculcate “good governance” in PNG. 

The first issue, official corruption, has been firmly on the bilateral development 

agenda since Justice Barnett’s 1984 investigation into the PNG forestry industry. The 

Barnett Report uncovered numerous examples of public sector fraud, eventually 

leading to the Minister for Forestry, Ted Diro, being charged on eighty-six counts of 

accepting cash payments and goods from Asian logging interests (Commission of 

Inquiry into Aspects of the Forest Industry 1990; Connell 1997a: Ch.5). Since then 

there have been numerous inquiries and examples of similarly unethical behaviour, 

including: widespread corruption in the handling of public construction contracts; 

long-established rorting by national MPs of the Electoral Development Fund and its 

successor, the Rural Development Fund; the Chan administration’s purchase of the 

Cairns Conservatory; the Sandline Crisis, and a plethora of incidents where MPs have 

channelled money from public projects back to their supporters (Law Reform 

Commission of Papua New Guinea 1988; Lea 2000; Ombudsman Commission of 

Papua New Guinea 1992, 1994, 1996; Post Courier 5 August 1999: 115-117).  

Despite passing a Leadership Code in 1975, and establishing an Ombudsman’s 

Commission charged with overseeing the Code, PNG’s governance structures have 

not curbed MPs from using their positions for either personal gain or for the benefit of 

their wantoks (Law Reform Commission of Papua New Guinea 1988). Added to this, 

the PNG public service has not ensured the transparent operation of government 

institutions, or moderated the behaviour of politicians, as it should do under a 

Westminster System, because it has itself been politicised. Departmental heads, and 

the managers below them, are frequently appointed on the basis of wantok 

connections or perceived loyalty to a particular minister. Changes to the method of 

appointment, introduced by the 1986 Public Service Act and diminishing the role of 

the Public Service Commissioner, have entrenched this behaviour (Turner 1997: 7-8; 

Renzio and Kavanamur 1999: 42-43). 

Certain electoral “traditions” encourage the abuse of public office. Democracy 

and elections are popular in PNG, but the democratic culture cannot be easily equated 
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with Australia’s. One distinctive feature is the high turnover of MPs at each election. 

Faced with a better than one in two chance of being voted out of office at the end of 

their term, there is much incentive for an MP to make the most of their position once 

elected (Dorney 2000: 38). Siphoning money from development funds or exchanging 

influence for payment have long been common; the needs of the national community 

are deemed secondary to the dual imperatives of exchange politics and family 

(Standish in JSCFADT 2000: 35). The first-past-the post voting system, combined 

with the fact there may be up to forty candidates in any one electorate, further 

decreases the pressure on a parliamentarian to meet the needs of his or her entire 

constituency (Dorney 2000: 35-40). The PNG Constitution, structured to prevent the 

dominance of the executive over the legislature, reduces the capacity of a reformist 

Prime Minister to alter this political culture in the face of obstructionist MPs (see 

Papua New Guinea 1975). A similar impediment is posed by the fact that political 

parties are loose coalitions of parliamentarians which split and re-form in the course 

of establishing governing majorities in the Legislative Assembly; they are not bound 

together by shared ideology or party discipline (Ray 1998: 6). 

At the heart of this problem lies a conflict between formal governance 

structures and informal political processes which continue to display linkages to big-

man, exchange-based politics. Modern state structures are often unable to compete 

against the strong social demand to assist one’s wantoks (Renzio and Kavanamur 

1999: 41-43; Connell 1997a: 275-280). Having said that, there are also a growing 

number of cases where big-men/politicians have gone beyond the parameters of social 

obligation — such as using raskol gangs to intimidate voters — suggesting that it 

would be too simplistic to cite social/cultural pressures as the sole causes behind 

corruption (Rumsey 1999). On the whole, however, it is fair to say the temptation 

elected officials in all democracies face, that is, to concentrate on short-term issues of 

re-election over long-term public interest, is socially engrained in PNG: 

... being elected to the [PNG] national parliament does not free a person from 

the pressures and responsibilities that go with status in Papua New Guinea 

communities; it accentuates them. The result is a national parliament in 

which most politicians are more concerned with self-preservation and with 
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promoting their reputations in their home communities and regions than in 

‘national’ government. (Geddes 1997b: 361)  

The second issue dominating the aid agenda is that of law and order. For a number of 

commentators this has been a major, perhaps the major, constraint to development 

since the 1980s. Crime rates in the major urban centres, especially Port Moresby and 

Mount Hagen, are among the worst in the world (see Figures 7 and 8 in Yala and 

Levantis 1998: 8; see also Levantis 2000). Crime and tribal fighting also periodically 

disrupt communities in rural areas, especially the Highlands, acting as a disincentive 

to potential investors (Dinnen 1999: 63; Standish 1999). The impact of this on private 

sector business and employment growth has been severe (especially in export 

industries such as coffee production) (Yala and Levantis 1998: 11-12). 

 Law enforcement agencies are too under-resourced to effectively combat these 

problems. As a result, they often engage in violent responses to crime out of 

frustration or in the name of deterrence. The combined effect is to create an ever-

escalating cycle of retribution (Dinnen 1998: 258-259; Levantis 2000: 139-141). This 

is not helped by the fact police numbers are simply not commensurate with a 

population the size of PNG’s. As Dinnen points out, there are only about 5,000 

uniformed police staff employed across the country, as compared with the 13,000 

employed in New South Wales, a state with a population of similar size to PNG’s 

(Dinnen 1998: 255-256). Dinnen further argues that the disjunction between Western-

based law and PNG’s social and cultural reality (the clash between formal and 

informal justice) entrenched under the Derham Reforms has yet to be fully resolved 

(Dinnen 1996: 304-306). Allowing provision within the system for a restorative mode 

of justice is, he claims, essential for breaking the culture of violence between police 

and raskols (Dinnen 1996: 300-303; Dinnen 1998: 262-267).  

 The breakdown in law and order has been accompanied by other tearing of the 

social fabric. Internal migration from the countryside to urban squatter settlements, 

fracturing of wantok systems, a growing incidence of HIV/AIDS infection, urban 

youth unemployment, domestic violence and crimes against women are all 

increasingly part of daily life in PNG (JSCFA 1997a: 47-51; Dinnen 1999; World 

Health Organization 2000). 
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The third major issue in the bilateral aid relationship centres on PNG’s attempts 

to entrench a modern, mixed economy. That such an economy is not fully in place is 

exemplified by statistics indicating just fifteen per cent of the population is engaged 

in modern economic activities, while eighty five per cent continue to practice some 

form of subsistence agriculture (World Bank 1995: 123).  

Action on the part of the PNG government to encourage and protect investment 

has been hampered by international perceptions of economic mismanagement. The 

fiscal decision-making of the Skate Government was viewed as especially erratic 

(World Bank 1999h: 26-29). This added to existing doubts surrounding the upholding 

of contracts, the security of employees and capital goods, and the ability to transport 

goods or services to the appropriate market without interference from corrupt public 

officials or substandard infrastructure (World Bank 1995: 1-3). Also, for investors in 

extraction industries, and for the providers of infrastructure, the lack of one, clear 

system of landownership seriously complicates compensation and the assurance of 

leaseholds (Hughes 2000; Joint Standing Committee on Foreign Affairs 2000; Rivers 

1999b).  

These problems have been compounded by fiscal difficulties arising from 

annual budget deficits through the 1980s and 1990s (amounting, by mid-1999, to 3.5 

per cent of GDP), with long-term implications for the government’s ability to provide 

public services (AusAID 2000b: 55-56; World Bank 2000e: 4).  

This is not, however, the whole story. As the World Bank in its 1995 report, 

Papua New Guinea — Delivering Public Services, noted 

The deterioration in service quality and coverage is not due to lack of funds. 

In fact, the central government collects and spends a larger share of the 

economy’s output than most countries in the region and most countries at the 

same income level. ... And at the sectoral level Papua New Guinea spends 

more money per capita on most services than other countries at similar stages 

of development ... But most of this money is spent on administration and 

nonessential functions. Personnel costs absorb most of the money that finds 

its way to service agencies. As a result the cost-effectiveness of most 

expenditures has been low. (World Bank 1995: 3) 
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Both perspectives are valid. As the then Prime Minister Morauta noted in the national 

budget for 2000, there has been both substantial budget mismanagement in the past 

and an inability to encourage the widespread private sector growth necessary for 

expanding the revenue base (Morauta 1999: 3-4, 28-29). There have been other fiscal 

difficulties. Rents from extraction industries such as mining and forestry, and 

associated export earnings, bolstered public income in the late-1980s and early-1990s. 

The Panguna mine closure as a result of the Bougainville crisis and decreasing rents 

from OK Tedi and Porgera mines have since led to diminished revenue. Low world-

wide commodity prices have hindered economic growth, as has the enclave nature of 

these industries, allowing little foreign investment to filter through to the broader 

PNG community (see Manning 1999a, 1999b; World Bank 2000e: 3-6). 

Unfortunately the mining, petroleum and forestry sectors, as a result of their 

contributions to public revenue, have drawn the attention of public policy-makers 

away from the rural sector in which the majority of PNG citizens work. Public 

services to rural Papua New Guineans are declining, along with living standards, and 

the economy is insufficiently healthy (and yet to overcome the contractions resulting 

from the 1997 drought) to halt that decline(AusAID 2001d: 4-9; International 

Monetary Fund 2000b: 3). 

 

Georg Simmel held that, in a capitalist system: “... the personality which merely 

performs a function or occupies a position is as irrelevant as that of the occupant of a 

hotel room.” (quoted in Conrad 1998: 324). The opposite is largely true, even now, 

when it comes to PNG’s political, legal, and business leaders — its big-men. Who 

they are is, to a large extent, still more important to their wantoks and broader society 

than the formal position they fill. A demarcation is not always made between the role 

and the person; social obligations are not always suspended simply because legal, 

political, and economic systems require it; dissonance between modern state 

structures and indigenous political and social institutions remains. These are issues 

the Australian colonial administration did not, and was not able to, resolve. Recent 

debates over aid funding and political, legal, and economic reform highlight their 

continued prominence in the development relationship. 
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 Yet it is too simplistic to see the contemporary aid relationship between PNG 

and Australia as a clash between “traditional” and “modern”. It is also incorrect to 

regard PNG’s intentions toward Australia, as Bilney (1996) seems to, as an up-dated 

cargo cult. What the history of legal, political, and economic change in PNG reveals 

is that the governance issues at their core are contested by donor and recipient. They 

are complex, ever-shifting, and not open to easy characterisation. There are genuine 

problems, but the cause and effect linkages underlying them are not obvious and 

appear to evolve as the relationship evolves. Some difficulties pre-date the arrival of 

the West, some are the product of earlier Australian development policy, while others 

appear inherent in the relationship between “least-developed” states and international 

trade and political regimes. Governance reform, “good” or otherwise, must therefore 

be seen as being defined by the processes of the donor-recipient relationship. The 

question this raises is whether such an approach toward hypothesising good 

governance is reflected in Australian donor policy.  

 

Governance policy in the Australia-PNG bilateral aid program 

The recent response of Australian policy-makers to the issues discussed above is most 

clearly expressed in AusAID’s PNG Country Strategy. This outlines the four key 

objectives of the bilateral program: strengthening governance; improving social 

indicators; promoting sustainable economic growth, and consolidating the peace 

process in Bougainville (AusAID 2000ad: 6). The growing importance of 

governance-related activities in the program is emphasised by a commitment to 

double funding in that sector from $40 million to $80 million between 1999 and 2003 

(AusAID 2000ad: 11).  

 There are obvious similarities between Australian governance policy (as 

expressed by the Department of Foreign Affairs (DFAT) and AusAID) and the 

position of major international donor organisations on this issue discussed earlier. 

DFAT, setting out its general approach toward PNG in the 1997 Foreign and Trade 

Policy White Paper, has stated that:  
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Australia will support a process of sustainable economic development in 

PNG, aimed at enhanced self-reliance within the context of a functional and 

democratic state. This will require strong backing for PNG’s continuing 

commitment to fiscal prudence, stable macroeconomic policies, structural 

adjustment, trade liberalisation and market reforms. (DFAT 1997: 69) 

These aims in relation to PNG dovetail into a sectoral governance policy within the 

aid program. As the Australian Foreign Minister, Alexander Downer, in the 

government’s response to the 1997 Report of the Committee to Review the Australian 

Overseas Aid Program (the Simons Report), stated, as far as the Australian 

government is concerned good governance means: 

... the effective management of a country’s resources in a manner that is 

open, transparent, accountable, equitable and responsive to people’s needs. 

The rule of law; transparency, accountability and effectiveness of public 

sector management; and an active civil society are all essential components 

of good governance. (Downer 1997b: 1) 

The Simons Report itself had repeated a theme common to many official donors that 

there was “a growing realisation that the poor state of government policy and 

administrative systems in many developing countries were major constraints to 

sustainable development.” (Committee to Review the Australian Overseas Aid 

Program 1997: 223). The Australian government has expressed its wholehearted 

agreement of this stance on several occasions (see Downer 1997c, 1999b, 1999c). 

 Building on this, the Australian bilateral aid program with PNG seeks to: 

improve the PNG government’s economic management in a way that promotes the 

private sector and a market economy; entrench the rule of law through strengthened 

legal and justice institutions; support representative government, transparency, 

accountability, and participation in public sector decision-making; improve the public 

and private capacity to deliver services, and strengthen a pluralist civil society 

(AusAID 2000a: i; AusAID 2000ad: 11-12; AusAID 2000aa: 3). These activities are, 

in turn, largely in line with the policies of international agencies in their dealings with 

PNG. The World Bank, the International Monetary Fund (IMF), and the Asian 

Development Bank (ADB) have all directed their loans and programs in PNG toward 
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improving fiscal management, public sector efficiency and effectiveness, and the 

macroeconomic environment so as to increase private sector activity and international 

investment (World Bank 1999g: 20-22; International Monetary Fund 2000a: 5-7; 

Asian Development Bank 1999a: 3; Kavanamur 1998). 

 Although these principles are still in the process of being applied, their 

influence can already be seen in some of the bilateral program’s projects. One major 

initiative in this area is the Incentive Fund. Couched in the language of participatory 

development, the fund was formally instituted through the 1999 Development 

Cooperation Treaty. It is a source of development aid that can be accessed by a wider 

array of recipients (provincial, district, local-level, and community groups) than just 

central government agencies (AusAID 2000a: 7; AusAID 1999u). The hope is that 

local initiatives will gradually generate nation-wide improvements in civil society 

(the details of the project are discussed in later chapters). 

 Other governance-oriented initiatives in the bilateral program supported by 

AusAID include:  

. direct advisory assistance (which involves both short-term technical assistance 

and longer-term encouragement of certain policy agendas — such as assisting 

the PNG government in managing its outsourcing of service delivery);  

. a financial management improvement project (the first element of which is the 

Provincial Financial Management Training Project), as well as financial support 

in coordination with development bank structural adjustment programs;  

. programs such as the long-running Royal PNG Constabulary Development 

Project, the more recent Ombudsman Commission Institutional Strengthening 

Project, and the completed Strengthening National and Decentralised Planning 

Systems Project;  

. the Community Development Scheme, which directs capacity-building funds 

to local NGOs and community organisations;  

. the employment of PNG private firms in aid projects by relaxing Australian 

participation requirements;  



93 

. micro-finance schemes, such as the Liklik Dinau Abitore scheme, which 

provide small amounts of funding for village-level initiatives (usually in 

agriculture);  

. gearing the sectoral programs to assist the private sector via their provision of 

infrastructure and knowledge, and also targeting small amounts of aid to 

specific private sector areas where there has been market failure. (AusAID 

1999f: 7-11; AusAID 1999d: 9-20; AusAID 1997c, 1998i) 

It is important to emphasise that successive PNG governments have also grappled 

with the governance issues facing the country. A major home-grown, PNG initiative 

is the decentralisation of public administration under the 1995 Organic Law on 

Provincial and Local-Level Governments (OLPLLG) (Department of Provincial and 

Local Government Affairs 1997). This has the principal goal of “improv[ing] the 

delivery of services right down to the village level ...” (Haiveta in Gupta and Ivarature 

1996: 49). Legislative power is centralised in the national parliament and 

responsibility for much service delivery is devolved to the provincial and local level. 

Under the reforms, elected provincial governments have been dismantled and 

substituted with provincial and district administrations (Department of Provincial and 

Local Government Affairs 1997).  These administrations answer to central 

departmental boards (which act as standards regulators) and to provincial assemblies 

made up of internally-elected local council representatives, Regional MPs, and Open 

Electorate MPs (Sause and Kinkin 1997: 48-50). Other changes under the 1995 

OLPLLG include increasing the financial responsibilities and accountability of 

provincial and district administrations, and, possibly, local-level councils (Gupta and 

Ivarature 1996: 50-51; World Bank 2000e: 17; AusAID 1999r).  

 Six years after the passing of the organic law much of the reform has yet to be 

fully implemented, or enabling legislation passed. The World Bank’s 1999 

assessment of the outcome of decentralisation process was that:  

... inadequate infrastructure, financial resources, and administrative capacity 

at lower levels of government have led to an under provision of many public 

services that were used to be [sic] administered by national departments. 
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These problems have been exacerbated by a lack of planning and 

coordination by the center. (World Bank 1999h: 70) 

Given the financial management skills deficiencies existing at provincial, district, and 

local council levels, and given the extremely slow dispersal of funds through the 

national budgetary system, it appears unlikely the full raft of changes will take effect 

for some years (Gupta and Ivarature 1996: 50; World Bank 1999h: 69-71; AusAID 

1999r). Having said that, efforts are now underway to review the operation of all 

public service departments, including their ability to ensure the effective delivery of 

services across national, provincial, and local levels (IMF 2000b). These reviews take 

up from earlier, failed attempts to devise a meaningful strategy of public sector 

reduction and reform (see as an example Government of the Independent State of 

Papua New Guinea 1998). 

 Another initiative currently being attempted is the tightening up of restrictions 

and reporting arrangements on the Rural Development Program. Funds will be 

accessed only for formal project bids and must accord with Five-Year District 

Development Plans (JSCFA 2000: 9; Government of Papua New Guinea 2000). 

Following receipt of the money, accountability provisions, and monitoring have been 

increased, partly to ensure continued World Bank and IMF funding (JSCFA 2000: 

10).  

 The passing of the Integrity of Political Parties and Candidates Bill by the PNG 

Parliament is another recent reform with profound governance implications (Post 

Courier 8 December 2000). The objective of this legislation is to entrench a 

functioning party system by preventing MPs from switching from one party to 

another during the life of a Parliament, and disallowing independent MPs from voting 

on No Confidence motions, budgets, or constitutional change. The hope is this will 

improve government stability and thus reduce the opportunity for parliamentary 

politics to derail reform (Nicholas 2000). 

 Finally, proposals for electoral reform, especially a move from a first-past-the-

post to a limited preferential voting system, have made their way on to the PNG 

Government’s agenda, with considerable support from AusAID — although, as yet, 
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little of substance has been achieved (JSCFA 2000: 11; AusAID and Government of 

Papua New Guinea 2000).  

In relation to law reform, in mid-2000, the Morauta Government launched their 

The National Law and Justice Policy and Plan of Action. This has three primary 

goals: improving the efficiency of the deterrence system; improving overall 

coordination in the law and justice sector, and improving the capacity of community 

and non-government groups to be involved in the prevention and resolution of crime 

at a local level (Dinnen 2001b: 23-26). While still in its early stages, this plan engages 

with a number of Australian institutional strengthening initiatives, such as that of the 

PNG Constabulary, and attempts to broaden them out to other organisations, such as 

the Law Reform Commission (which has been moribund for several years). The plan 

also offers the opportunity to encourage the evolution of indigenous responses to 

crime and justice in a manner that has only sporadically occurred since the Derham 

reforms (Dinnen 2001b: 27-31). 

In the area of economic management, the Morauta administration introduced a 

privatisation policy, which has as its goal the reduction of government expenditure 

and greater operational efficiency in the running of organisations such as Air Niugini 

(Government of Papua New Guinea 2000; Morauta 2000a, 2000b). Other public 

entities for which buyers are sought include PNG Telikom and PNGBC, with the 

World Bank assisting in the search for purchasers (World Bank 2000e: 12-13). 

On the whole, these reforms have had the support of the Australian government, 

as exemplified in the decision to organise in October 1999 a financial support facility 

of AUD121.3 million to assist the retirement of debt, following the finalisation of 

loan agreements with the IMF and the World Bank (McGuirk 1999). This facility 

prepared the way for a government-to-government loan of AUD133.2 million in June 

2000 to assist PNG’s program of economic and public sector adjustment, and which 

came on top of a US$90 million Governance Promotion Structural Adjustment Loan 

from the World Bank in the same month (JSCFADT 2000: 17-18). These funds have 

later been supplemented by a further loan from Australia, delivered in three tranches, 

of up to US$30 million, designed to support the IMF’s Stand-By Arrangement reform 

program in PNG (itself worth US$85.5 million) (IMF 2000a; JSCFADT 2001: 5-6).  
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In the relevant National Interest Statements, which must be submitted to 

Parliament by the Australian government prior to the authorisation of international 

loans, the belief is clearly expressed that Australia’s support of World Bank and IMF-

style initiatives in PNG will lead to stability and sustainable development (JSCFADT 

2000: 45-49).  

 Although the PNG government declared its support for these reforms, and even 

though it instituted a number of changes, it would be incorrect to see this 

acquiescence as confirming the universality of the donor vision of good governance. 

Within PNG itself there has been considerable opposition to attempts at economic and 

public sector adjustment. Key public service unions have fought a number of the 

reforms and there was a general community backlash in the first half of 2001 to 

expenditure cuts and privatisation. For many these reforms are seen as being enforced 

by neo-colonial aid donors; others oppose them for more self-interested reasons 

(Parkinson 2001). In March 2001, a large number of PNG Defence Force members in 

Port Moresby seized arsenals and barricaded themselves within their compounds in 

opposition to a proposed fifty per cent cut to the PNGDF (Ricketts 2001a). Several 

months later, and following the postponement of the PNGDF reforms, student-

instigated demonstrations against the government’s privatisation policy resulted in 

three people being killed by security forces (Ricketts 2001b; Forbes 2001). These 

events highlight the political and social intransigence a reformist government faces in 

PNG. 

 The Morauta Government’s acceptance of donor-instigated governance, and 

macro-economic, reform appeared to be largely motivated by the need for funds to 

prevent the collapse of the PNG state (Parkinson 2001). This does not detract from 

the fact it was also attempting to rectify previous development failure. Nor does it 

necessarily mean an “authentic”, indigenous notion of good governance was denied 

expression by donor conditionality. The extent to which the PNG government was 

prepared to move away from the Eight Point national development program set at 

independence, and the degree of public backlash it accepted, is indicative of this. 

Questions must still remain, however, as to the degree of reform any PNG 

government can introduce given the social and political environment in which it must 

operate. Statements made by newly elected Prime Minister, Sir Michael Somare, to 
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the effect that the Government of PNG was reconsidering its privatisation agenda 

reflects the electoral sentiment with which politicians must engage (ABC Radio 

2002). 

 Against this background, the Australian government has continued to reiterate its 

commitment to change, with Foreign Minister Downer warning that:  

If PNG stumbles and the reform program is abandoned, it will be a disaster 

for the PNG economy and a disaster for the people of PNG. ... It is very 

important that the people in PNG understand the consequences of the failure 

of the reform program. (Quoted in Ricketts 2001b) 

Given the focus of the National Interest Statements and reports of the Joint Standing 

Committee on Foreign Affairs, Defence and Trade, the consequences Downer spoke 

of may well include future funding levels (see JSCFA 2000, 2001). 

 

Conclusion 

A number of assumptions underlie Australia’s governance policy in the PNG bilateral 

program. The principal one is that the good governance “orthodoxy” transcends 

context. Australian policy-makers assume that improving the PNG government’s 

capacity to make responsible fiscal and economic decisions will positively impact on 

the general population’s appreciation of the state, as well as make PNG appear more 

attractive to international investors. They also believe the PNG population has the 

capacity, and the inclination, to form a civil society supportive of a modern, 

democratic state and a modern, mixed economy. Finally, judging from the detail of 

Australia’s good governance policy, there appears to be the assumption, irrespective 

of statements in the Development Cooperation Treaty, that the knowledge exchange 

in the bilateral aid relationship flows north only, from Canberra to Port Moresby. 

  At the same time, the Australian governance policy recognises the negative 

influences on equity and stability of corruption and lack of transparency in 

government decision-making. Likewise, it could hardly be said that the population of 

PNG has expressed any desire to be disenfranchised or denied the equal protection of 
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the law. Australia’s policy on good governance (and the hypothesis behind it) quite 

rightly recognises the importance of redressing deficiencies in these areas and others.  

 What the history of development in PNG shows, however, is that the fact there 

might be many praiseworthy ideas in a donor policy will mean little if it does not also 

incorporate recipient knowledge and an understanding of recipient perceptions. 

Irrespective of whether governance change is viewed as being dependent on 

alterations to state or social structures, if it ignores local conditions it will encounter 

problems. In the case of Papua New Guinea, the experiences of the past one hundred 

years provide ample evidence that the imposition of Western legal, political, and 

economic structures upon indigenous societies, as well as attempts at direct social 

change, have frequently been accompanied by negative side-effects. Positive 

development outcomes, such as increased life expectancy and increased GDP per 

capita, must be recorded alongside a litany of failure and missed opportunities. From 

the policies instigated by the Derham Report, the Foot Report, and the 1964 World 

Bank report, to recent advocacy of privatisation and public sector reform, the impact 

of Australian development initiatives in PNG, and the response of the PNG 

population, have not matched predictions. Colonial, and then donor, policies intended 

to produce a modern state that upheld the rule of law, supported markets, and ensured 

public probity, were absorbed and reworked by indigenous societies and cultures in 

ways never conceived of by their promoters. The fallout can be measured in crime 

rates, income inequality, social dislocation, official corruption, and poverty. 

 A second story runs alongside that of Australian development policy. It is the 

narrative of PNG’s engagement with donor initiatives — and it emphasises that 

development failure in PNG is not due to Australian actions alone. As PNG’s contact 

with the West and integration into the global economy has proceeded, its societies and 

cultures have not remained static, they have altered in response to the exogenous 

forces of colonialism, trade, and aid. From cargo cults to the Integrity of Political 

Parties and Candidates Bill, the PNG citizenry and their political representatives have 

attempted an awkward crossing between local knowledge systems and international 

regimes. Some of these attempts have had adverse consequences, or at least 

significantly contributed to the negative effects of Australian miscalculations. Social 

obligations have too often degenerated into unambiguous corruption. The state has 
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too often been exploited for the benefit of wantoks. Agreements with donors on 

development activities have too often fallen apart, the money diverted away from 

those it was intended to benefit.  

 The story of the Papua New Guinean response to development initiatives is not 

a Manichean scenario of an indigenous “good governance” being denied existence by 

the West. It instead reveals an evolving, often fractured reaction to outside influences. 

The Morauta Government’s current support of the donor governance “orthodoxy” 

must be viewed in this light. It is not confirming the value of that orthodoxy, nor is it 

repressing a fully-formed, indigenous alternative. It is an attempt by a government 

with little bargaining power to maximise the quality of the development it gains from 

the resources and knowledge available. 

 Although it has witnessed numerous development failures, the history of the 

Australia-PNG relationship also provides glimpses of the benefits that might arise 

from a truly consultative policy approach. The gradualism prior to the 1960s 

indicated, somewhat unintentionally, how new forms of legal, political, and economic 

institutions might arise. Also, the fact democracy has survived in PNG, and the fact 

the legal system has survived and that an effective Ombudsman’s Commission 

remains in place, should not be underestimated. These institutions have adapted to 

their local conditions and, for all their faults, now represent the building blocks for 

improved governance. 

 The discussion in this chapter indicates that policy hypothesising on good 

governance needs to shift to the dynamics of aid partnerships, that the communication 

failures of the colonial era need finally to be overcome. To gain from the little that is 

positive in the development history of PNG requires taking account of both 

development “narratives”. In practical terms, this might extend to having exchanges 

of departmental personal and regular meetings between Australian and PNG 

departmental heads. It may even mean formally altering decision-making processes so 

that representations from both PNG government and non-government sources must be 

considered. Governance policy, in this scenario, becomes something that is jointly 

produced. 
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 This policy hypothesising is not grounded in assumed causal certainties. 

Australia’s good governance policy is suggestive of a deep reluctance to engage with 

such an approach. Why this should be the case is a question explored in Chapter 

Three.
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Chapter Three 

 

National interest and Australian aid policy 

 

 

The history of PNG-Australia interaction underscores the causal uncertainty of 

development. It suggests donors need to open their policy hypothesising to that 

uncertainty, to improve the degree of direct recipient participation in policy 

formulation. In the case of Australia’s good governance policy in the PNG bilateral 

aid program, such accommodation appears not to have occurred; the donor and 

recipient have had great difficulty in establishing strong top-down policy interaction. 

Chapter Three attempts to uncover the factors on the Australian side that have led to 

this. It seeks to identify the structures and institutions that direct the Australian 

government’s aid policy hypothesising and formulation. 

 The key argument of the chapter is that Australian national interest, as an 

institution and through the structures that entrench it, dominates the aid policy 

process. And, as currently interpreted by foreign affairs decision-makers, national 

interest is not seen as being served by close aid partnerships where 

recipients/beneficiaries have extensive input into aid policy or hold the status of 

“elites”. This attitude is underpinned by the central roles of the Minister for Foreign 

Affairs and the Department of Foreign Affairs and Trade (DFAT) in aid policy 

formation. AusAID, as the agency implementing the aid program, contributes to 

policy formulation, but its subordinate relationship within DFAT, and the 

subordination of aid policy to foreign policy, limits its influence.   

 The chapter begins by summarising the formal process of Australian aid policy 

creation from a top-down perspective. It highlights the fact development assistance 
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falls within the scope of foreign affairs structures. This poses the question of the 

“rationality” of aid’s linkage to foreign policy. Both are, obviously, similar in that the 

focus of their activities lies outside Australia. However, when seen in the context of 

the relationship between donors and the least-developed countries, the question of 

their similarity appears more fraught. Allowing aid policy hypothesising to be 

overwhelmed by essentially Realist† notions of security may be inappropriate when 

donors are responding to serious, entrenched poverty in a developing country. The 

potential cost in human lives and quality of life as the result of long-term 

development ineffectiveness may be too high. Certainly, such potential outcomes are 

sufficiently serious for the question of the competing objectives of aid and foreign 

policy to be raised. 

 The remainder of the chapter follows the post-war history of Australian official 

assistance. It establishes how this connection between foreign policy and aid policy 

came about, and whether the ultimate outcome has been to restrict the range of 

development assistance approaches considered (and, by inference, the possibilities for 

achieving sustained development). The overview covers post-war reconstruction, the 

Colombo Plan, and the move into increasingly professionalised aid delivery after the 

1960s. As part of this survey, AusAID’s bureaucratic genealogy is also traced, with 

prominence given to the short-lived, independent Australian Development Aid 

Agency (ADAA). It finishes with the present day position of AusAID and 

development assistance in the Foreign Affairs and Trade portfolio. 

 The major finding drawn from this evidence is that there has been a constant 

desire on the part of foreign policy makers to control official development aid and to 

use it in pursuit of Australian national interest. Although perceptions of both 

development and national interest have evolved, a link between the two has 

continually been enforced by successive Foreign Affairs ministers and their 

departments. This has been strengthened by budgetary reporting structures, where 

national interest influences the criteria by which the Australian Parliament assesses 

the value of foreign aid. 

                                                 
† Realism here refers to the international relations theory of that name. It perceives international 
relations as being essentially anarchical, comprised solely of state actors who attempt to ensure their 
national security through the exercise of military and, to a lesser degree, economic power. The 
foundational authors in this field are Carr (1939), Morgenthau (1993 [1948]), and Waltz (1959).  
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 The suffusion of development hypothesising with national interest concerns 

results in some approaches being more highly regarded by policy-makers than others. 

Modernisation theory was widely applied in periods where anti-communism was 

considered integral to national security. The donor good governance “orthodoxy” 

likewise has clear relevance to current national interest objectives, which include 

promoting economic and trade opportunities, as well as global security (which now 

encompasses issues, such as protection against population movements and pandemics, 

in which Third World states play a major role). Australia’s geopolitical location as a 

Western state in a region primarily comprised of Third World countries helps engrain 

these perceptions. And they are rarely challenged because foreign aid is not a 

particularly strong issue for Australian voters, thus restricting the capacity of interest 

groups and AusAID, and the will of parliamentarians, in pushing foreign policy elites 

for change. 

 From a top-down perspective, these findings suggest policy-makers would 

embrace a more process-oriented approach to development policy hypothesising in 

two situations. First, if national interest is reinterpreted by  foreign affairs decision-

makers to reflect a far more Cosmopolitan† sensibility. Second, if development 

assistance policy is separated from foreign policy, and, therefore, AusAID is de-

linked from DFAT. Even this second scenario is unlikely, given the question of 

justifying aid budgets to Parliament would still remain. In any case, without the 

support of the government of the day, and without a domestic constituency prepared 

to apply political pressure, neither possibility is liable to occur.  

 

High-level aid policy formulation 

When talking of Australian development assistance policy it is possible to make a 

distinction between specific country strategies and sectoral directives such as those on 

education and training in development , gender in development , health , as well as 

good governance (Downer 1996,1997a, 1998b, 1997b). Country strategies apply these 

                                                 
† Cosmopolitanism argues, contra Realism, that a “strong sense of moral obligation to human beings 
everywhere”, an international society in other words, can be, and should be, encouraged. It sees the 
distinction between domestic and international spheres is permeable, and the actors in international 
relations as including individuals (see Linklater 1996: 93). 
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directives to a specific set of circumstances. While the strategic framework that 

emerges is, in one sense, “policy”, it does not represent the core hypothesising over 

development in the same way sectoral directives do. Neither DFAT nor AusAID, 

however, coherently explains in its official documentation exactly what it means by 

the term policy and how that concept might express the relationship between sectoral 

initiatives and country strategies. “Policy” is thus a grab-bag of both country-specific 

decisions (e.g. the extent to which the health sector program in PNG will be 

financially supported) and broader concepts (e.g. the connection between health and 

development, or the use of sectoral programming in aid delivery). 

 Responsibility for aid policy ultimately lies with the Minister for Foreign 

Affairs, assisted by a Parliamentary Secretary who is charged with overseeing 

development assistance (Department of Foreign Affairs and Trade 2000b: 252). In 

accord with the Weberian distinction between public servants and elected decision-

makers, policy-making is formally separate from the administration of the aid 

program. AusAID is the subordinate agency within DFAT that delivers the program.† 

Its involvement in policy-making, under its Corporate Plan, is to provide advice to the 

Minister when requested (AusAID 1998a). The provision of policy advice is a 

common criteria in most public agency corporate plans, although noticeably absent in 

DFAT’s own — no distinction is made there between the government-of-the-day’s 

position on foreign relations and the department’s (see Department of Foreign Affairs 

and Trade 2000a). 

 AusAID’s Director-General belongs to DFAT’s Departmental Executive and so 

regularly meets with the Minister, the Parliamentary Secretary, and other 

departmental representatives to discuss policy and operations (Department of Foreign 

Affairs and Trade 2000b). While, as in all areas of government, there is the potential 

for bureaucratic “capture” of the government’s agenda, AusAID’s position as a sub-

agency means its representative on the executive is only one voice among many. Such 

is the current bipartisanship on aid and its position within foreign affairs that it would 

                                                 
† AusAID is the most recent moniker of the organisation that was previously called the Australian 
Development Assistance Bureau (ADAB). The organisation is without legislative foundation, instead 
being a departmental agency.  
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be difficult for a fundamentally opposed view to be considered with any seriousness 

(see Australian Labor Party 2000: 15.10; ACFOA 2001b).   

 AusAID has its own Executive Branch that weighs up policy-related 

information gathered by the agency across the course of the Activity Cycle (AusAID 

2000ab: 67-68). The cycle describes aid initiatives as passing through several stages: 

identification and initial assessment; preparation; appraisal; mobilisation, 

implementation and monitoring; completion and evaluation (AusAID 2000d: 6-8). 

Early in the cycle, for example, Sectoral Advice and Analysis Groups undertake 

research and investigate the paths taken by other official donors. These groups come 

within the broader Program Quality Group, under which can also be found the Office 

of Program Review and Evaluation (OPRE) and the Contract Services Group (CSG) 

(AusAID 2000ab; AusAID 2000ag: 71, 73). OPRE, especially through its 

Performance Information and Assessment Section (PIA), has significant input, 

formally at any rate, into the policy process through its project evaluations (AusAID 

2000i: 5-6; AusAID 2000v). In this way expertise is built up in an evolutionary 

manner and disseminated via evaluation reports, the Activity Brief and Monitoring 

Systems (ABS and AMS), and the Lessons Learned database (AusAID 2000d: 22-23; 

AusAID 2000af). It is regarded as a repository of knowledge from which advice to the 

Minister can be sourced. 

 A policy community on aid also exists outside government agencies. One 

channel through which this community has policy input is through the Aid Advisory 

Council. This meets three times a year and brings together a range of aid experts and 

stakeholders, such as the Australian Council for Overseas Assistance (ACFOA), 

together with the Minister and representatives from AusAID, with the aim of 

encouraging new ideas on development aid, as well as ensuring “the aid program 

reflects the values of the wider Australian community” (AusAID 2000ah). Other 

important fora for the exchange and collection of policy thoughts, and arenas in which 

academic input occurs, include inquiries held by the Joint Standing Committee on 

Foreign Affairs, Defence and Trade and specific independent reviews of the aid 

program commissioned by the government, such as the Simons Report (Joint 

Standing Committee on Foreign Affairs 1997b; Committee to Review the Australian 
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Overseas Aid Program 1997). There is also a Private Sector Contractors Group that 

acts as a peak body for six-monthly discussions between the agency and thirteen 

private aid contractor firms (Interview 30/11/1999a).  

 Internationally, Australia’s obligations under UN covenants and its involvement 

in events such as the World Conference on Women and the Rio Conference in the 

Environment represent a wider policy community and source of ideas (see Downer 

1997a: 3; Downer 1997b). Similarly, the research and activities of other donors and 

agencies are also drawn on. Their findings can be used to help set agendas, assist in 

the design process, or provide useful evidence for justifying the decision after it has 

been made. There is a high degree of awareness of the actions of international donors, 

especially the World Bank, the IMF, and the DAC (AusAID 1999a; DAC 2000). 

 Finally, formal discussions with recipient governments also occur. There are 

high-level meetings between Australian and recipient representatives, and, in the case 

of PNG, broad-ranging ministerial meetings. These are conducted as formal state-to-

state conferences and are not confined to discussions over aid (Downer 2000a). 

Reviewing the aid program, the DAC argued that there was reasonable evidence to 

suggest Australia was helping to build strong aid partnerships through such meetings 

(although the DAC’s primary emphasis was on the links with other donors and how 

the coordination of their activities within a recipient improves development 

outcomes) (DAC 2000). Within all of this rhetoric, no clear explanation of what 

“close partnerships” means in relation to policy-making is set forward in official 

documentation (see, for example, AusAID 1999a). The Development Cooperation 

Treaty with PNG is one expression of partnership. Its focus is on establishing a 

framework for bringing together the development goals of either side. It is not a 

vision of partnership that clearly seeks joint policy-making. 

   The details just sketched out indicate how aid is located within the foreign 

affairs portfolio. From a top-down perspective there is a prima facie close connection 

between foreign policy-making and aid policy formulation. The similarities are most 

noticeable in relation to a lack of “democracy” in policy-making. While industry 

groups, unions, and sectoral lobbyists might occasionally instigate domestic political 

pressure (the widespread opposition to French nuclear testing in the South Pacific in 



107 

1995 being a case in point), in general foreign relations is not particularly 

accommodating of non-state actors. Decisions tend to be made on the advice of a 

narrow elite within the department and the government. Even within the Federal 

Ministry, foreign policy decisions are only rarely opened up to full Cabinet discussion 

(see Evans 1989; Smith, Cox, and Burchill 1996). Similarly, as noted above, input 

into aid policy is from a limited range of sources. Public debate over Australian 

development assistance is rare and there are few lobby groups seeking to instigate it. 

The highest profile, specifically aid-related body is ACFOA, which extensively liaises 

with the government and campaigns for increased aid expenditure during federal 

elections and budgets (ACFOA 1996: 13-16; ACFOA 2001a). It is not purely an 

activist organisation, however, being also an industry peak body with responsibilities 

to its members — NGOs working in overseas aid — to represent their interests and 

assist them in organisational learning activities (ACFOA 2000: 2; ACFOA 2001a: 3-

6). 

 Aid policy is also tied to foreign policy and national interest through budget 

accountability structures. The aid program produces its own set of budget papers and 

its own Annual Report which must be signed off by the Minister for Foreign Affairs. 

Its actual appropriations are made under the auspices of DFAT, as is reflected in the 

Portfolio Budget Statements and the Commonwealth Appropriations Acts (see 

Department of Foreign Affairs and Trade 1999). It also justifies its funding to 

Parliament through annual estimates hearings held by the Senate Foreign Affairs, 

Defence and Trade Legislation Committee, which then reports back to the Senate 

(Commonwealth of Australia 2001; Senate Foreign Affairs 2001). AusAID officials 

directly answer the questions of committee members, although the Minister is also 

entitled to be present to answer questions on policy. The same committee takes 

foreign affairs representations from DFAT over the same hearing period. A brief 

analysis of the hearings for 1998, 1999, and 2000 indicates that, while committee 

members are eager to ascertain whether aid expenditure produces sustainable 

development outcomes, as well as improved human rights, their conceptualisation of 

cause-and-effect and “effectiveness” are influenced by national interest-oriented, 

foreign policy concerns. While Committee members occasionally question the 

appropriateness of development assistance being included within the Foreign Affairs 



108 

portfolio, on the whole their concerns tend to lie more with aid’s potential fungibility 

and the effects of corruption in developing country governments. There is little to 

indicate Parliamentarians have sufficient knowledge of political cultures and state-

society relations in aid recipients to challenge the conceptual dominance of Australian 

national interest over aid policy. (See Commonwealth of Australia 1999, 2000, 2001) 

 Finally, it could be argued that the national interest is always served by Third 

World development, whatever its form, if it reduces poverty. Poverty increases the 

potential for security threats; it weakens states and leads to instability. In other words, 

the goals of foreign aid and the goals of national interest are one and the same. Both 

seek to alleviate poverty and it is therefore rational that aid policy be closely linked to 

foreign policy. 

 This claim is the kernel of the Australian Government’s public rationale for 

locating the foreign aid program within DFAT. It is, however, open to question. The 

adoption of the orthodox Western donor interpretation of good governance indicates 

why this might be. In that case, awareness of the growing emphasis on governance 

issues in the international donor community had been building for some time before 

Australia released its own policy (see AIDAB 1993). In making, and then promoting, 

the policy decision, extensive reference was made to supporting international 

evidence (such as the World Bank’s Governance and Development and Assessing Aid 

(see AusAID 1999t; World Bank 1992, 1998a: 3; DAC 1997a)). Yet no mention was 

made of the significant qualifications that needed to be placed on the original studies 

from which the World Bank drew its conclusions (see Chapter One and AusAID 

2000aa: 5). The decision on governance policy was also made without reference to 

significant evidence derived from Australia’s own aid program. A major reason for 

this was the lack of such evidence. While evaluation of initiatives such as the 

Ombudsman Office of PNG Institutional Strengthening Project have begun to filter 

through into the design of other projects, completed governance projects are yet to 

undergo a more formal PIA review, or be entered into the Lessons Learned database 

(see AusAID and Government of Papua New Guinea 2000: 22-23; AusAID 2000af). 

In the face of these evidentiary problems, a rational development response would 
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have been to experiment, to explore options. Instead, there was a wholesale adoption 

of one particular vision of good governance. 

 This raises questions about the connection between aid and foreign policy that 

are explored in the following chapter sections. The history of interaction between 

Australian foreign policy and development assistance is reviewed in an attempt to 

uncover the dynamics of foreign policy’s conceptual and bureaucratic control of aid 

policy, and to ascertain whether this imposes institutional and structural constraints 

on aid policy hypothesising. 

 

Australian aid and post-war reconstruction 

Australia has provided foreign aid for over fifty years. The first major initiative it was 

involved with was the United Nations Relief and Rehabilitation Administration 

(UNRRA), to which the Curtin administration offered an initial, Aus£12 million† 

contribution in late 1944. By the time the relief operation drew to a close in late 1947 

the total Australian commitment amounted to approximately Aus £23 million 

(Wilkinson 1976: 13, 22-27; Pyke 1949: 78-80).  

 UNRRA represented an early and significant introduction to multilateral relief 

operations. In the immediate post-War period Australia ran no bilateral aid programs 

of its own (ADAA 1975: 3). Official contributions were delivered through 

multilateral schemes, with the United Nations in nearly all cases acting as central 

coordinator. This reflected Australia’s commitment, and that of its Minister for  

External Affairs, H.V. “Doc” Evatt, to the fledgling world body (Buckley 1994).†  

While Evatt’s advocacy of the UN was an important factor, the emphasis on 

multilateral institutions also stemmed from a general lack of Department of External 

Affairs’ experience in running bilateral schemes. The Department only became a 

                                                 
† In 1940 Australian pounds, bearing in mind currency rates of that time were fixed to the gold 
standard at Aus£1 ≡ US$3. 
† Other multilateral agencies receiving Australian funds included: the UN International Children’s 
Emergency Fund (UNICEF); the UN Educational, Scientific and Cultural Organisation (UNESCO), 
and the UN Relief and Works Agency for Palestinian Refugees (Millar 1978: 369). Australian support 
was also forthcoming for the establishment of the International Monetary Fund (IMF) and the 
International Bank for Reconstruction and Development (the World Bank) (JSCFA 1993: 45). 
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separate entity from the Prime Minister’s Department in 1935 (it had existed as an 

adjunct to the that department between 1901 and 1916 before being abolished) (Watt 

1967: 21; McDougall 1998: 31). No departmental  policy or technical knowledge in 

relation to foreign aid had been established; there were few links of any kind with 

newly independent nations in the Asia-Pacific which could assist the creation of aid 

relationships, with the effect being to preclude administratively and politically 

difficult bilateral initiatives in foreign aid (see Watt 1972). 

As a small power, Australia had neither the resources nor the diplomatic bulk to 

institute, or convince the United States to contribute to, a large-scale, multilateral 

endeavour in the region. Evatt had expressed great hopes that the Economic 

Commission for Asia and the Far East (ECAFE) might be such an initiative. By late 

1948, however, it had become obvious that sufficient resources for such activity 

would not be forthcoming from the World Bank or the US (Crisp 1949: 82-87). 

ECAFE continues to this day as the Economic and Social Commission for Asia and 

the Pacific (ESCAP), but has never threatened to enlarge its position beyond that of a 

consultative body (United Nations Economic and Social Commission for Asia and the 

Pacific 1997: 43-44). 

East and South-East Asia were not the only regions in which Australia believed 

itself to have an interest. Defeat of the Japanese had hinged on crucial naval and land 

battles in the South Pacific and the small territories of that area were seen as holding 

considerable security value (see Australian Institute of International Affairs 1944). As 

a result, both Australia and New Zealand sought, through the formation in 1947 of the 

South Pacific Commission, to have input into the Pacific’s long-term development 

(Millar 1978: 308; South Pacific Commission 1996). The Commission brought 

together the trustees — Australia, New Zealand, the United Kingdom, the United 

States, France, and the Netherlands — of the non-self-governing Pacific territories to 

consult and advise on the economic and social development of those territories 

(“Agreement establishing the South Pacific Commission”, Article IV, clause 6, in 

South Pacific Commission 1996). It quickly became clear, however, the Commission 

would only coordinate the provision of technical assistance and advisers. It was left to 

the trustees of the various territories to directly deliver the capital necessary for 
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substantial development of infrastructure as well as improvements in education and 

health (Smith 1972). 

The era of unadulterated support for multilateralism was brief. The election of 

the Menzies Liberal government in 1949 meant the strongest backers of Australia’s 

involvement in the United Nations, and other multilateral fora, were out of office, and 

commitment to the international organisation began to wane (Watt 1967:113). By 

1949/50 the Department of External Affairs was also better established and starting to 

develop the experience necessary to coordinate its own aid programs (Andrews 1988). 

 Importantly, the emerging Cold War changed the approach of the “great 

powers” to international aid. Even before the UN agencies had an opportunity to 

effectively establish their delivery processes, the United States, under the rubric of the 

Truman Doctrine, instituted bilateral programs with Greece and Turkey and, in 1947, 

adopted the Marshall Plan in Western Europe in an effort to ensure the stability of 

states on the Communist “frontline” (Packenham 1973: 26-35). The focussing of the 

US on direct aid and support had a profound effect on the way other Western donor 

governments approached development, reducing the impetus for coordinated, 

multilateral development assistance (Pettman 1980).   

 Australia’s initial move toward bilateral transfers of technology and capital 

eventually took place under the auspices of its UN trusteeship of New Guinea. 

Australian security was a key motivation behind the creation of this trusteeship 

(Harper and Sissons 1959). While not allowing for a military presence directly linked 

to their own defence, trustees were charged, under Article 84 of the UN Charter, with 

ensuring a trust territory was able to “play its part in the maintenance of international 

peace and security.” (United Nations 1990: 44)  This was the loophole through which 

the Australian government could ensure a military presence commensurate with its 

own security needs . The end result, in this case, was the re-establishment of the 

Pacific Islands Regiment in 1951, covering both Papua and New Guinea, under the 

direction of the Australian Army (Mench 1975). 

At first blush, Australia’s actions appear not to have been influenced by the 

Truman Doctrine. One explanation for this was that New Guinea, and Papua for that 

matter, were both perceived as being so “non-developed” that home-grown 
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communism was not considered a threat (although the two territories’ proximity to 

Indonesia was seen, not for the last time, as cause for concern). When development 

aid did start to arrive in meaningful quantities, it was as much a response to the 

pressure exerted by the United Nations as any belief in “the spread of communism” in 

the two territories (Millar 1978: 309-315). As was discussed in the previous chapter, 

from the early 1960s the UN’s Trusteeship Council and the General Assembly pushed 

for the self-determination of Papua and New Guinea as soon as was practicable. 

Without that pressure the degree to which Papua and New Guinea’s development, as 

opposed to its strategic use as a military post, would have been seen as directly in 

Australia’s national interest is debatable.  

The trusteeship was the first occasion where the relationship between bilateral 

aid and foreign policy was explored.  Security against a re-invigorated Japan was a 

major concern; aid was important only to the extent it assisted in attaining this aim. 

What this established was that Australia’s provision of development assistance 

depended on the government’s perception of foreign relations needs. In this light the 

New Guinea example is not as sui generis as it might first appear. The form 

Australia’s trusteeship took, its initial focus on military presence over development 

assistance, simply reflected the particular interpretation of national interest at that 

time. 

 

The Colombo Plan 

Following the inclusion of Japan in the “Western Alliance”, Australian national 

interest began to be more clearly influenced by the anti-communism of the Cold War 

(the 1951 ANZUS security pact being the most significant response). Fifty years after 

the event, it is difficult to appreciate how keenly Australian foreign policy makers in 

the 1950s and 1960s perceived communism in Asia to be a threat. Some indication of 

the depth to which it penetrated Australian political thinking on aid can be gained 

from separate comments made by the two Australian foreign ministers of the period.  

Labor foreign minister, H.V. Evatt, stated in June 1949 that he saw, “evidence 

in South-east Asia and in China, that Communist political and social philosophy and 

ideology can never be combated by force alone.” (Commonwealth Parliamentary 
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Debates Vol 202: 1224)  What was necessary, he argued, was a concerted effort on 

the part of Western states to improve living standards in the Third World and 

encourage them toward democratic self-government (in line with the UN Charter) 

(Commonwealth Parliamentary Debates Vol 202: 1225-1226). 

 One year later, following the election of the Liberal Party to government, a 

similar philosophy was expressed by Evatt’s successor, Percy Spender, in an address 

to the Australian Parliament on the institution of the Colombo Plan: 

In the first place, on humanitarian grounds we cannot ignore the basic needs 

of such a large and important section of the world’s population [Asia]. 

Secondly, a permanent improvement in world trade depends in a substantial 

degree upon the economic development and increased productive capacity of 

the countries of South and South East Asia. Thirdly, the task of achieving 

political stability in this area will be well nigh impossible unless living 

standards are lifted from their present very low levels. Finally, conditions of 

misery and want provide a fertile breeding ground for philosophies and 

forces, particularly imperialistic communism, which seek the destruction of 

democratic institutions. (Commonwealth Parliamentary Debates Vol 

208: 3723) 

As evidenced by these statements, the promotion of democracy, economic 

development, and higher living standards in developing countries was an essential 

component of Australia’s foreign affairs and security policy. Bilateral aid was 

increasingly considered a means of achieving these aims and, especially, combating 

communism. 

The possibility of a British Commonwealth-based arrangement for 

implementing bilateral aid relationships in Asia had already emerged as a potential 

issue for the Australian Labor government prior to its defeat in the 1949 election 

(Lowe 1994: 163). Spender continued to pursue this agenda. At the meeting of 

Commonwealth foreign ministers in Colombo in January 1950, he energetically 

promoted a scheme whereby potential donor and recipient countries in the region 

could establish aid partnerships under the umbrella of a regional development “plan”. 

Not only did this highlight the potential foreign policy use of direct aid transfers, it 
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also indicated that Australia was, finally, taking seriously its interaction with the 

Asian region (Spender 1969). 

 Examining the formation of what was to be known as the Colombo Plan, David 

Lowe describes Spender’s proposals at the January 1950 meeting as including the 

following elements: 

... to make credit available for “essential productive purposes” in South and 

Southeast Asia; to adopt a policy within the UN and other international 

organisations of giving high priority to the financial and technical claims of 

the region, and to supplement these with bilateral arrangements; to encourage 

non-Commonwealth countries with an interest in the region to adopt similar 

policies (aiming particularly at the United States, although this was not made 

explicit); and to support the establishment of a Consultative Committee 

which would consider the feasibility and coordination of aid packages put 

forward by the participating countries. (Lowe 1994: 164) 

The plan was to amalgamate regional coordination with specific bilateral projects. 

Perhaps more importantly, it was also to act as a lure for United States assistance to 

be dedicated to the Asia-Pacific region (Lowe 1994: 165). Initial reluctance on the 

part of the US to commit official development funds, as opposed to encouraging 

private investment, gave way after Congress approved extending aid arrangements 

based on Truman’s “Point Four” from his 1949 inauguration address (Lowe 1994: 

170). Colombo Plan Consultative Committee meetings in Sydney in May 1950, and 

London in September and October of the same year, pulled together development 

plans from potential recipient countries, along with donor country proposals, to form 

a six-year program with an estimated cost of  £1,085 million sterling (Lowe 1994: 

172; Millar 1978: 371). This amount could only be met with US support. While 

agreement was eventually forthcoming, it arrived with the proviso that most 

contributions would take the form of military aid — a caveat to which the Colombo 

Plan partners acceded. 

It was thought the Colombo Plan, like the Marshall Plan, would be of limited 

duration. A six year program of intense capital investment and technical assistance 

was seen as sufficient for ensuring the future prosperity (and security) of Asia. The 
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1950 Colombo Plan Report argued it was simply a question of laying the foundations 

for development, whereupon the recipient country would, to use Rostow’s expression, 

“take off” (Colombo Plan Council 1950: 62). 

 The post-war European experience appeared to confirm this confidence. 

Massive injections of capital under the Marshall Plan were already achieving 

impressive growth-rates (admittedly from a low base) (Hogan 1987).  This example 

was extremely persuasive. As Wilkinson argues: 

With relatively little expertise on Asia within External Affairs, it was not 

easy to influence the current view away from ‘Marshall Plan’ concepts and 

towards an appreciation of the long-term nature of the very different 

development tasks ahead in South and South-east Asia. (Wilkinson 1976: 

192) 

It did not take long, however, for Australia and its Colombo Plan partners to 

recognise that the European example could not be transplanted easily to the Asia-

Pacific. By the 1960s, it was obvious development in Asia was a far longer-term 

proposition than that envisaged under a single, six-year Colombo Plan. This was 

accompanied by a growing realisation of the tension between security-dominated 

definitions of national interest and the development goals of the aid program (Viviani 

1995).  

 Dissonance between Australian aid and foreign policy was initially expressed 

as concern over administration. A variety of government departments were involved 

in an uncoordinated manner in Colombo Plan projects, with the policy direction of 

development aid increasingly being contested (Wilkinson 1976: 200). In response to 

these concerns, an Interdepartmental Committee of Review was established and 

reported its findings in 1965. Chaired by the head of the Department of External 

Affairs, Arthur Tange, it affirmed the dominance of foreign policy and diplomatic 

considerations (over those of trade or human rights) in the formulation of aid policy. 

In addition, bilateral programs were recommended for their political and strategic 

value. Little consideration was given to the type of project which would best 

encourage ongoing development within the recipient country. The review committee 

also advocated a more coordinated approach between relevant departments. This led 



116 

to the forming of the Standing Inter-departmental Committee on Aid, although the 

extent to which this committee brought about cohesion was debatable. (See Inter-

departmental Committee to Review Australian External Aid 1965: 116-133.)  

 The findings of the Inter-departmental Committee did not dissipate doubt over 

the direction and effectiveness of Australian aid. Prime Minister McMahon, in a 

speech to the Australian Parliament on 3 September 1970, addressed the question 

“What are the objectives of aid?” in the following manner: 

The answer to this question is I think pretty clear. Aid is intended to foster 

development. I do not believe aid can ‘buy’ allies. Nor can we expect aid to 

guarantee stability. In assessing the contribution to development we 

recognise that aid is at best a supplement. We do not expect miracles. ... But 

if aid donors do not help, the consequences can well be the failure of the 

economic policies of governments in the less developed countries and such 

failure means continuing poverty. It may also lead to political adventurism. 

(Commonwealth Parliamentary Debates Vol. H of R. 69: 982) 

McMahon’s statement, compared with the earlier positions of Evatt and Spender, 

emphasised the dilemma now facing aid donors. On the one hand, belief in the 

inevitable success of modernisation had dimmed, while, on the other, alternative 

approaches toward development remained largely unexplored. Fears of “political 

adventurism” in under-developed countries were still present, as was an only slightly 

diminished concern over the spread of communism, but confidence in the 

unambiguous benefit of transfers of technology and capital had begun to evaporate 

(Healy 1984: 74-77). McMahon was quite certain, however, that there remained a 

foreign affairs interest in aid by stating: 

Aid does promote Australia’s national interest. By this I mean it enhances 

our interest in a peaceful international and geographical [regional] 

environment. (Commonwealth Parliamentary Debates Vol. H of R. 69: 

982) 

By the 1970s it was also becoming clear that balancing the competing demands of 

Australian government departments, the Colombo Plan project agreements, and the 

recipients themselves made aid delivery unlike most other bureaucratic tasks. Aid 
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strategies and procedures were difficult to adhere to and their primary objectives were 

ambiguous. “Development” had become an extraordinarily complex concept and 

increasingly specialised knowledge was required of donor officials (Eldridge 1983). 

This was something Whitlam, then Leader of the Opposition, recognised when he 

castigated the McMahon Government for approaching aid “haphazardly” and failing 

to research which forms of aid had the greatest development effect and why (see 

Whitlam’s response to McMahon’s speech in Commonwealth Parliamentary Debates 

Vol. H of R. 69: 986-987). Furthermore, official aid was gradually decreasing as a 

percentage of total capital inflows into developing countries, with foreign direct 

investment taking its place (Healy 1984: 77-82). 

Also proving a stumbling block was the tension between the Departments of 

External Affairs and Treasury over Australia’s financial commitment to the program 

(Wilkinson 1976:198). Aid, aside from its foreign policy or humanitarian objectives, 

had also to be seen as accruing economic benefit for Australians. Contributions to 

Colombo Plan projects were required to be made up of either one hundred percent or 

sixty and two-thirds per cent Australian content. Despite this, there was firm 

resistance within the Department of External Affairs to aligning the aid program too 

closely to export promotion. Wilkinson suggests, however, this may have had as 

much to do with ensuring the Department of Trade was excluded from aid policy 

determination as with providing the best possible assistance (Wilkinson 1976: 202). 

These issues highlighted how the policy environment had moved from the 

immediate post-war era, when foreign affairs ministers and the Department of 

External Affairs justified aid expenditure on the basis of national and regional 

security without fear of opposition. By the 1970s this no longer held true. In the 

heyday of the dependency movement, Northern donors were increasingly criticised by 

international and domestic activists for their failure to respond to the basic needs of 

the Third World (Ingram 1979; Pettman 1980). Aid’s usefulness as a direct foreign 

policy tool for protecting national security appeared to be in decline. At the same 

time, interpretations of national interest were increasingly directed by the “low 

politics” of economics and trade. The question was now whether aid policy and 

foreign policy, development and national interest, could continue to be linked. 
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Eventually, this question was resolved through the ill-fated attempt of the Whitlam 

government to establish an independent development agency. 

 

The Australian Development Assistance Agency 

Prior to 1973, no one government agency held sole responsibility for the 

administration of the official foreign aid program. Instead, the Departments of 

Foreign Affairs, External Territories, Treasury, and Education shared the 

administrative burden, with Foreign Affairs directing aid policy (Wilenski 1981: 102-

103). This situation altered in 1973 when, for a little over two years, the Australian 

Development Assistance Agency (ADAA) existed as an independent body in charge 

of all aid programs. Its brief history was chronicled by Viviani and Wilenski (1979) 

(and then again by Wilenski (1981)). Their work is considered in some detail here for 

the insights it offers into issues that continue to affect the making of Australian aid 

policy.   

In 1972, pressure came from the Parliamentary Joint Committee on Foreign 

Affairs and the Prime Minister’s office to unify the disparate elements involved in aid 

delivery under one agency. The imminent granting of self-government to Papua New 

Guinea acted as a major spur to this decision. With PNG’s self-government would 

come the disbandment of the Department of External Territories and a need to 

relocate their staff (Viviani and Wilenski 1979: 92-95). 

A taskforce, compromised of representatives from the four departments with a 

stake in development assistance, was set up under the terms of reference that it, 

“examine all the options for a unified administration to administer all aid, including 

multi-lateral aid, bilateral aid and aid to an independent Papua New Guinea ...” 

(Viviani and Wilenski 1979: 96; The Parliament of the Commonwealth of Australia 

1973). Its findings, like those of the Interdepartmental Committee nine years earlier, 

abstained from any in-depth discussion of the importance of aid to development. 

Viviani and Wilenski argue that, instead, the taskforce was just another location of 

“the internecine warfare stirred by the territorial imperatives of the departments 

concerned” (Viviani and Wilenski 1979: 97). They also conclude that, from the 

outset, the Department of Foreign Affairs was chiefly concerned to avoid any 
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movement toward an aid policy that challenged foreign policy, and was thus 

implacably opposed to the establishment of a separate development agency (Viviani 

and Wilenski 1979: 97-98). 

The taskforce findings, delivered in 1973, provided the government with five 

options, only one of which was the formation of a distinct, unified agency. It 

recommended either strengthening the existing foreign aid branch of the Department 

of Foreign Affairs or establishing a bureau that reported directly to the Foreign 

Affairs Minister (The Parliament of the Commonwealth of Australia 1973). Whitlam 

instead acted on separately sought advice and announced the creation of the 

Australian Development Assistance Agency as a fully independent statutory authority 

on 18 September 1973. He gave the following explanation for this action: 

The Government believes that improvements can and must be effected in 

almost all aspects of our aid endeavours - in the machinery for formulating 

policy, in assessing particular projects for assistance, in ensuring greater 

attention to the welfare and distributive effects of our aid, in evaluating the 

economic and social effectiveness of our various schemes, in apportioning 

and seeking approval for funds allocated for the program, in bringing greater 

continuity and expertise into our staffing arrangements, and in more directly 

associating the community with the program. 

A fully unified aid administration will ensure that a comprehensive, rational 

approach is adopted to foreign aid. .... (Press Release, Prime Minister’s 

Office, 18 September 1973 in Viviani and Wilenski 1979: 101) 

No mention was made of how aid might support foreign policy imperatives. A 

“rational” aid program was one which held effective development to be its core 

objective undiluted by Australian national interest. Yet, while the ADAA was to be 

essentially independent, under its enabling legislation the Minister for Foreign Affairs 

was given the discretion to require it report to him through the head of the 

Department of Foreign Affairs if necessary (Australian Development Assistance 

Agency 1975: 3). 

Delays in the passing of the bill meant the operational starting date of 1 

December 1973 appeared unachievable. The Foreign Affairs Minister, Don Willesee, 
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so as to ensure at least some entity was running by that time, undertook to start the 

agency as an office within the Department of Foreign Affairs. This arrangement lasted 

for the initial fourteen months of the body’s short life. The interim staffing decisions 

made at this time favoured Foreign Affairs personnel. Also, the Foreign Minister, in 

spite of the sometimes fraught relationship that existed between himself and the 

department, was regularly supportive of the process of aid-related decisions coming to 

him via the Foreign Affairs secretary (Viviani and Wilenski 1979: 102-113).  

Evidence of the Department’s ongoing desire to maintain control over aid 

decision-making was amply provided in their submission to the Royal Commission on 

Australian Government Administration in 1974, which argued: 

Co-ordination of aid programmes with Australia’s foreign relations is also a 

matter requiring close and constant attention. Aid lies with the framework of 

foreign policy and must be consonant with the Government’s objectives in 

our relations with foreign countries. The amount and direction of our aid 

must be determined in the light of foreign policy objectives and are subject to 

diplomatic negotiation and agreement with the governments of recipient 

countries and international organisations ... (quoted in Wilenski 1981: 

105)  

In spite of this opposition, there was sufficient impetus within the fledgling entity to 

put out a general policy on aid. The policy statement, for the first time in the history 

of official Australian development assistance, unambiguously argued that the 

essential purpose of aid was to encourage development rather than meeting foreign 

policy or trade objectives (Australian Development Assistance Agency 1975: 4-5). 

This was supported for the most part by the Minister, who stated that aid would not be 

used, “as a stick or a carrot to impose our beliefs on independent nations.” (Willesee 

1975 in Viviani and Wilenski 1979: 115) 

 The agency had little opportunity to put these development aims into practice. 

Viviani and Wilenski argue that, as a result of a failure to receive the levels of 

funding initially promised from the government, and as a result of the continuing 

administrative influence of the Department of Foreign Affairs through the new 

agency’s staffing arrangements, there was little effective movement away from the 
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pro-foreign policy status quo (Viviani and Wilenski 1979: 122-123). In February 

1976, in the aftermath of the November 1975 crisis and the election of the Liberal 

Government, the ADAA was abolished and placed under the wing of the Foreign 

Affairs Department, on their advice, as a semi-autonomous agency, eventually 

becoming the Australian Development Assistance Bureau (ADAB) (Viviani and 

Wilenski 1979: 127-128; see also ADAA 1977). This arrangement was formalised 

under the Australian Development Assistance Agency (Repeal) Act 1977. 

 In its short life the ADAA managed to achieve several things. Perhaps most 

importantly, it implemented a country programming approach which has stayed with 

all subsequent versions of the agency. There was also evidence of a growing 

professionalism in the manner in which aid delivery issues were approached (Viviani 

and Wilenski 1979: 123-125). However, its inability to establish a clear career 

structure outside of the Department of Foreign Affairs meant there was always a limit 

to the “corporate knowledge” which the agency could have expected to retain. 

For Viviani and Wilenski, there was a very basic reason why the ADAA did not 

succeed: 

Where an activity does not have an active lobby within the community and 

when a cut in that activity does not necessarily mean a loss in votes, then it is 

always especially vulnerable to the ups and downs of the political process, 

with a bias towards the downwards side. (Viviani and Wilenski 1979: 

128) 

As the advocates for an independent aid agency discovered, there was no natural 

“constituency” to draw upon for de facto support in the inevitable political arguments 

accompanying a major policy and structural shift of this kind. There was no strong 

policy community with a stake in the outcome and a desire to mobilise public opinion. 

Inevitably, perhaps, any intrinsic value in having an independent development aid 

agency — including its capacity to explore development solutions not immediately 

relevant to Australia’s national interest — was overwhelmed by the Department of 

Foreign Affairs’ desire to keep this policy instrument within its grasp. Although the 

strategic usefulness of foreign aid was changing, it continued to be a tool foreign 

policy-makers wished to access.  
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The Auditor-General’s Report, the Jackson Report, the Simons Report 

The two decades from the termination of ADAA to the delivery of the Simons Report 

witnessed numerous debates over the effectiveness and role of official Australian 

foreign aid. Gradually, a more development-oriented notion of assistance began to 

take root, although policy remained controlled by the Minister and Department of 

Foreign Affairs. At the same time, national interest became even more trade-focussed, 

increasingly revealing the impact of Liberalism†, although Realism remained highly 

influential. Third World development was advanced as part of that schema. Donor 

assistance would pave the way for productive markets in those countries. Dissonance 

between national interest and aid objectives could thus be regarded as marginal at 

best. 

 In the late 1970s, and in the wake of the UN General Assembly’s 1974 

resolutions on the New International Economic Order (NIEO), as well as the findings 

of the Brandt Commission (1983), the Sim Committee, formed by the Australian 

government to explore possible responses to the NIEO, supported the call for the 

North to better understand the South. The point here was not to abandon the existing, 

capitalist international economic system, as it offered the best opportunity for the 

Third World to economically grow. Yet the North had to more fully interact with the 

South, it could not “simply ... continue to affirm its belief in the virtues of the 

‘western’ liberal international trading system.” (Senate Standing Committee on 

Foreign Affairs and Defence 1980: 5) 

 During the same period the Harries Committee was instituted for explicitly 

examining Australia’s interaction with the Third World. Once again, it promoted the 

value of trade over direct responses alleviating the “basic needs” of non-developed 

countries (Committee on Australia’s Relations with the Third World 1979). 

These reports indicate that the relationship with the Third World, and what it 

might evolve into, was on the government’s agenda (Pettman 1980: 4). The responses 

                                                 
† Liberalism is here referring to the international relations theory that, unlike Realism, sees non-state 
actors as playing an important role in international relations, and sees their interaction as focussing on 



123 

under consideration were hardly radical — essentially a more sensitive promotion of 

capitalist development so developing countries might take their place in the world 

trade system. There also remained problems over the management of aid policy and 

delivery in pursuit of these ends. This was emphasised by the 1981 Auditor-General’s 

report on ADAB. In its conclusion it succinctly outlined what distinguished the 

overseas aid program from other government activities, and the administrative 

problems this caused: 

. development assistance is a continuous process conditioned by changing 

circumstances and changing knowledge of aid effectiveness 

. the success of aid projects is difficult to ascertain because of the nature of 

their objectives 

. the apparent emphasis on achieving planned levels of expenditure at both 

aggregate and national levels [sic] 

. projects are implemented in a foreign environment at a distance, through 

third parties and are subject to constraints only partly in control of the donor 

. it is difficult to assess the administrative effectiveness and efficiency of 

program implementation without considering factors that are essentially 

political in character. (Auditor-General’s Office 1981: 10) 

Development assistance was not easy to administer, its objectives were difficult to 

define and were, in any case, muddied by the politics of foreign affairs. In response to 

these findings, the Auditor-General essentially argued for a more “rational” system of 

aid policy and administration. There needed to be greater consultation between 

ADAB and the Departments of Foreign Affairs, Treasury, Finance and Trade, and 

Resources. A formalised, systematic approach toward aid program development, 

requiring the setting of objectives, analysis of projects and evaluation of results, was 

also seen as an essential change. Finally, ADAB needed to be more professional in its 

program formulation and execution, and it needed more staff (Auditor-General’s 

Office 1981: 12-27). 

                                                                                                                                            
matters less obviously concerned with security, such as trade, the environment, and, possibly, cultural 
exchange (see Keohane and Nye 1977). 
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Many of the Auditor-General’s concerns also proved to be major issues in the 

1984 Report of Committee to Review the Australian Overseas Aid Program (The 

Jackson Report). Chief among these was the need to more accurately define the goal 

of aid. The Report attempted to encapsulate this objective in one statement: 

Aid is given primarily for humanitarian reasons to alleviate poverty through 

economic and social development ... Aid also complements strategic, 

economic and foreign policy interests and by helping developing countries to 

grow, it provides economic opportunities for Australia. (Committee to 

Review the Australian Overseas Aid Program 1984: 3) 

Development, and the improvements in living conditions that accompanied it, was 

now the primary, although not the only, goal of the aid program. The national interest 

had still to be served. While aid’s primary role in this was to assist developing 

countries to enter the global economy, thus increasing the number of productive trade 

relationships Australia might enter, it was not out of the question it might still be used 

for more immediate foreign policy aims. 

 The Jackson Report attempted to avoid defining “good” development by 

claiming its main focus was on improving the “effectiveness” of aid rather than 

promoting any one hypothesis. An important caveat to this was the support given to 

the ambiguously expressed notion of “sustainable” development (Committee to 

Review the Australian Overseas Aid Program 1984: 4). Yet, as noted by ACFOA, the 

assumptions behind this new position remained those of “trickle-down” effects and 

modernisation rather than basic needs and participation (see ACFOA submission to 

JCFAD 1984: 9). 

On the issue of the management of the aid program, the Jackson Report 

emphasised what had already been well-publicised through a number of reviews, 

including that of the Auditor-General in 1981 and the Development Assistance 

Committee of the OECD’s investigation in 1983 (DAC 1983). Jackson noted major 

problems regarding the morale of the agency and the competency with which it could 

define its objectives and evaluate its performance. Recommendations for increasing 

the professionalism of the staff and the management systems followed a similar 
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pattern to the Auditor-General’s report. (Committee to Review the Australian 

Overseas Aid Program 1984: 230-242) 

Thirteen years later, when the agency (now called AusAID) faced its next major 

review, it was a well-established government bureau with twenty years experience in 

managing aid delivery and claims to an improved professionalism among its officers. 

With its own Parliamentary Secretary, it had a certain level of autonomy from DFAT, 

although it was still required to report to the Minister and its expenditure continued to 

be appropriated under the DFAT portfolio (see DFAT 1999: 112). 

The development administration the 1997 Simons Report assessed had come a 

long way from the pre-1975, ad hoc arrangements which the ADAA was created to 

overcome. Even so, on the question of the overall objective of the aid program, the 

review committee was dealing with the same problem that had faced the ADAA. The 

Committee was of the view that: 

The current aid program is beset by a confusion of purpose. This was a clear 

and recurring criticism put to the Committee and one that was confirmed in 

our consultations, discussions with AusAID officers and by our experience 

overseas. The confusion arises from there being three different impulses, 

humanitarian, commercial and diplomatic, all acting on the program and not 

always in the same direction. (Committee to Review the Australian 

Overseas Aid Program 1997: 69)  

Seeking to resolve this “confusion of purpose” the Committee argued that, while aid 

might indirectly promote Australia’s long-term national interest — through the 

expanding of trade opportunities, regional security, and “good international 

citizenship” — it was undesirable it be used as a tool in directly supporting short-term 

foreign policy and commercial interest. When it came to development assistance, the 

Committee declared that the “one clear objective” of the aid program should be to 

“assist developing countries reduce poverty through sustainable economic and social 

development” (Committee to Review the Australian Overseas Aid Program 1997: 75-

76). In short, the Committee recognised development objectives and foreign policy 

objectives were not always one and the same. 
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 The Committee’s attempt to isolate development objectives from those of 

foreign relations was most clearly seen in its recommendations on improving research 

into development causality. These included expanding development education 

programs (Recommendation 19.2), implementing an ongoing analysis of public 

perceptions of foreign aid (Recommendation 19.3), creating a section with AusAID 

with the responsibility for overseeing and supporting all academic and development 

research activities relating to foreign aid (Recommendation 19.4), increasing 

government funds for academic research on development in a strategic manner, 

primarily via a development research council (Recommendation 19.5), institute an 

Academic-In-Residence program within AusAID (Recommendation 19.6), and draw 

up a Development Cooperation Charter (Recommendation 20.3) (Committee to 

Review the Australian Overseas Aid Program 1997: 296-303, 314-315). They were 

indicative of a belief that the knowledge and skills required for development 

assistance and those required for other aspects of foreign policy were not always the 

same. The government’s response revealed a lingering antipathy toward the 

promotion of objectives and causal hypotheses that were separate from those of 

foreign policy. Several of the recommendations were only partly accepted, the rest 

were not accepted at all (AusAID 1997d: 24-26).  

 One recommendation which was accepted-in-principle was that arguing for the 

establishment of a small (five to seven members) Development Cooperation Advisory 

Board, which would provide “an ongoing independent review of the focus and 

effectiveness of the aid program” (Committee to Review the Australian Overseas Aid 

Program 1997: 313-314; AusAID 1997d: 26). In response, the government eventually 

established the Aid Advisory Council, which continues to function. It does not, 

however, reflect the Committee’s intent. The Council has fifteen members, meets 

three times a year, has the aim of providing “independent expert views” rather than an 

“ongoing” review of development assistance,  and is not independent, being chaired 

by the Minister (with the Secretary of DFAT as one of the ex-officio members) 

(AusAID 2000ah).      

 On some other issues the government was more accommodating of the Review 

Committee. The Development Import Finance Facility, to use one example, was 
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terminated in accord with the Simons Report’s recommendation (AusAID 1997d: 16). 

On the question of the overall goal of development assistance, however, Foreign 

Minister Downer’s formal policy response to the Simons Report recommendation was 

to avoid the promotion of “one clear objective” and instead re-emphasise the 

connection between Australian national interest, in all of its elements, and the 

provision of aid. In the policy document, Better Aid for a Better Future, he made the 

connection between development assistance and the full panoply of national interest 

concerns explicit: 

... The promotion of sustainable development overseas and the pursuit of 

Australia’s long-term national interest are inextricably linked. ... 

Economic growth and rising incomes in developing countries foster stability 

and expand trade and investment opportunities for Australia. The aid 

program generates considerable goodwill in the region and provides an 

important foundation for broader bilateral relations. 

The aid program is an important instrument for addressing the non-military 

threats to Australian security. The effects of poverty extend beyond national 

boundaries. Pandemics, illegal migration, refugee flows, global environment 

problems, narcotics and transnational crime are often directly related to 

poverty. 

Our aid program, by promoting human rights and addressing the needs of the 

world’s most disadvantaged, is a clear statement of Australian values. 

(Downer 1997c: 3)  

Downer’s statement is indicative of a perception of security that sees Third World 

states as being something other than “pawns” in super-power games, or “stepping 

stones” for invasions. They now pose genuine security concerns in their own rights. 

They are the sources of phenomena such as pandemics and refugees. They are the 

avenues along which people-trafficking courses. For Australia, most of its immediate 

neighbours are such states. In ensuring the security of both itself and the region, 

Australia must interact with developing countries such as Indonesia, Papua New 

Guinea, and China. Foreign aid is always a potential issue in those discussions; 

development assistance is a key mode of interaction with the Third World. And so 
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Australia, from the perspective of foreign policy-makers (as Downer’s comments 

suggest), cannot afford foreign aid to be de-linked from foreign affairs, irrespective of 

the potential incompatibility of goals or the consequences in lost development 

opportunities.  

 In the government’s response to the Simons Report, the foreign affairs 

perspective just discussed was put into practice by the insertion of “national interest”, 

rather than Simons’ preferred “one clear goal”, into AusAID’s core objective, as set 

out under its Corporate Plan. As a result, AusAID’s mission is: 

To advance Australia’s national interest by assisting developing countries to             

reduce poverty and achieve sustainable development. (AusAID 1998a: 7) 

 

Conclusion 

Little has altered in the relationship between national interest and foreign aid over the 

post-war period. Development assistance remains, as it has done since the Second 

World War, subordinate to foreign policy. Aid policy in Australia remains politically 

and structurally dominated by the Minister and the Department of Foreign Affairs and 

conceptually dominated by national interest. The Australian Government’s 

hypothesising on the causal connection between aid and development has shifted only 

in so far as its interpretation of national interest has shifted. Where the purpose of aid 

was once to help prevent the further spread of Communism, it is now to prevent the 

spread of peoples, disease, and criminal activity. Both purposes are served through  

development that alleviates poverty, but only where the mode of that development is 

not open to be perceived as a threat to national interest aims. From PNG’s 

development history and the record  of post-war Australian development assistance, it 

would appear aid policy hypotheses that do not assume the presence of causal 

certainty, that accept it is not always possible to predict or control outcomes, and that 

require significant input into the policy formulation process from recipients begin to 

threaten such aims. They are perceived as jeopardising Australian security and 

regional, or local, stability. This underlying dissonance between development 
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assistance and foreign policy objectives has been only rarely acknowledged and never 

satisfactorily resolved. 

 In a sense the Australian Government applies its “good governance” policy to 

the PNG bilateral program for the same reason the modernisation of states threatened 

by communism was supported in the Spender era. National interest institutions and 

structures are entrenched in Australian development policy. As Viviani and Wilenski 

noted in their assessment of the demise of the ADAA: aid recipients do not vote in 

donor country elections. And there is no indication either side of politics, for all of 

their rhetoric regarding “partnerships” with neighbouring developing countries, 

wishes to drag development assistance far from national interest concerns. There is no 

political will to alter the top-down policy status quo, or to shift away from the 

Western donor orthodoxy on issues such as good governance. 

 At this point the counter-argument must be raised: What is wrong with the 

position of the Australian government on this issue? It is not as if a version of good 

governance that causes regional insecurity and instability is one which should be 

pursued. Nor should cultural relativism infiltrate policy unchecked. Two responses to 

this argument can be offered. The first is that the national interest inherently requires 

some short-term analysis of security, alongside longer-term strategy. The above 

chapters suggest, however, that effective development cannot be conceived of in such 

a short-term manner. Restricting aid policy hypothesising in this way means 

immediate security/stability aims are being achieved at the expense of longer-term 

strategic poverty alleviation goals, with future security implications. Second, and as 

the PNG example shows, many genuine development opportunities may be lost when 

aid policy hypothesising is restricted, when uncertainty is not engaged with. A 

development assistance policy process that is implicated in the creation of the 

political, law and order, and economic problems, as has been the case within PNG, 

obviously transgresses the key values raised in the Introduction. Without wanting to 

be melodramatic, it would be fair to say the human cost of an aid policy constrained 

by relatively short-term notions of national interest can be measured in infant 

mortality rates, reduced life expectancy, and the loss of freedom and human dignity. 

These potential costs should, at the very least, be acknowledged in Australian 
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Government security-based justifications for the enforced melding together of 

development assistance and national interest.  

 

The conclusion reached in Part A is that the Australian Government does not 

accommodate uncertainty in its aid policy-making, even though their poverty 

alleviation efforts might be improved if they did so. This lack of accommodation is 

due to the tendency of modern states to seek certainty, or at least its veneer, in the 

causal hypotheses on which policy is based. In this case of Australian development 

assistance, this tendency is bolstered by the dominance of aid policy by foreign affairs 

and national interest. It is for these reasons that Western notions of modernisation, 

and now good governance, are presumed by donors to be universal, and the causality 

underlying them certain, in spite of evidence to the contrary from “least-developed” 

countries such as PNG.    

 This conclusion is, however, based on only one perception of policy. There 

are others. Most especially, there are “bottom-up” interpretations that focus on the 

role of implementation. These argue that the implementors of policy not only 

incrementally build up a store of knowledge that can be fed back into policy 

formulation, but they also, in a sense, make policy. They make policy as a result of 

the numerous minor adjustments that occur, and norms that evolve, over the course of 

applying formal policy to the messy reality of daily life. Closely looking at the 

implementation of the Australia-PNG bilateral aid program might provide evidence 

that the concerns raised in relation to PNG’s development experience are already 

being addressed. Centralised aid policy hypothesising may be irrelevant, as might the 

national interest institutions and structures that restrict it. These are the issues taken 

up in Parts B and C. 
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Part B 

 

Implementation through Projects 
 

 

Part B examines the research questions from a bottom-up perspective on policy. The 

focus here is on aid policy implementation, especially its initiation and design, and 

the tools used in the course of that implementation. The Australia-PNG bilateral 

program case study is used to illuminate the dynamic between the conduct of aid 

partnerships and donors’ preferred modes of aid delivery. This establishes that the 

Australian aid program’s subordination to foreign policy and national interest remains 

an issue in the implementation process, impacting on the degree to which causal 

uncertainty is accommodated during the course of development assistance delivery. 

Also raised is the question of whether a substantially “bottom-up” approach to aid 

policy formation, rather than “top-down” hypothesising and agenda-setting, offers a 

means by which the uncertainty of development can be better engaged with in the 

future. 

 Several findings are put forward as a result of this investigation, the first being 

that national interest, and DFAT structures, impact on implementation. It might not be 

as direct an imposition as is the case with top-down policy hypothesising, but the 

choices and behaviour of the agency charged with implementing the aid program, 

AusAID, are still influenced. National interest still helps define causal certainty, 

although the need for certainty is now primarily stated in terms of budget 

accountability. This is in line with the focus in implementation on identifying 

potential activity outcomes and performance measures, rather than on a more abstract 

hypothesising of causality. 
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 The second finding, which builds on the first, is that blueprint-style projects are 

AusAID’s favoured implementation instrument. They are the tools that best meet the 

agency’s accountability requirements. A well-planned project puts forward a set of 

clear outcomes and performance indicators against which success can be measured, 

and funding justified. It sets parameters on time and activities. The risk of unfettered 

expenditure and never-ending commitments to developing countries is, or at least 

appears to be, limited with the use of projects. National interest influences the 

conceptualisation of outcomes and outputs. The processes of accountability — 

incorporating the criteria by which Parliaments ultimately approve aid expenditure — 

institutionalise those concepts. Also, self-contained initiatives are more easily 

granted, or denied, in accordance with the national interest needs of the day. They can 

assist the exercise of conditionality. Finally, projects are easily justified as legitimate 

actions for a public agency to engage in within a democracy. They are, on the face of 

it at least, clearly administrative and are not a format likely to encourage bureaucratic 

“capture” of elected policy-makers.  

 Unfortunately, the available evidence suggests rigid, highly pre-planned 

projects are problematic when it comes to delivering complex development initiatives 

such as governance reform. Adherence to projects narrows the scope of donor-

recipient aid dialogue. The concentration on project-oriented implementation narrows 

the range of aid initiatives and designs considered with any seriousness in the 

negotiations between development partners. The donor accountability demands that 

projects give expression to, when combined with pre-existing inequalities of 

bargaining power between donor and recipient, mean beneficiary government 

development objectives are not always accorded the same status as those of donors. 

The counter-argument to this is that well-run projects restrict the opportunities for 

recipient corruption by reducing aid’s fungibility. The price paid for donor control of 

this kind, however, can be a reduced understanding of the local conditions in which 

reforms must be implemented, and a reduced appreciation of beneficiary-inspired 

options for accommodating those conditions. This suggests some bottom-up 

manipulation of policy during implementation is necessary for there to be any 

productive change at all. 
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 As a caveat to these findings it must be acknowledged there is evidence within 

AusAID of some experimenting with implementation tools; the agency is not 

completely wedded to the project. For example, it has considered other instruments 

which might more usefully promote effective donor-recipient interaction over the 

delivery of governance-related reform. These include phased projects, sectoral 

programs, and operations. They are distinguished from blueprint projects, and each 

other, by their duration and by the activities they encourage. A project is, by its very 

nature, time-limited and largely autonomous from the daily work of the initiating 

organisation. Phased projects allow for greater experimentation by planning out a 

series of ever larger initiatives, and ever greater financial commitment. By contrast, 

operations are ongoing and usually involve repeated activities (not to mention 

recurrent expenditure) that gradually evolve in response to policy problems. Lying 

between these two, sectoral programs involve the participants in the aid process 

setting key objectives and funding levels, with the achievement of those objectives 

being primarily left to the discretion of the recipient. All three approaches have some 

presence in the PNG bilateral program. However, projects remain the dominant 

delivery instruments. 

 Before proceeding, it is important to clarify what is meant by a “bottom-up” 

perspective on policy. While implementation activities are phenomena on which such 

a perspective focuses, that, of itself, does not constitute a bottom-up approach. This is 

highlighted by Pressman and Wildavsky’s (1973) famous study of the implementation 

failure of the Economic Development Administration’s minority employment project 

run in Oakland, California in the late 1960s. In the course of establishing that it is 

nearly impossible for a policy to be ever completely implemented, they adopt a 

resolutely top-down approach. They pick out a series of points which could derail 

implementation, including: a flawed policy hypothesis; altered external circumstances 

(for example, economic recession or a change of government); inadequate time and 

resources; too many steps, and too many associated assumptions, between the 

government action and the ultimate objective; too many “dependent” relationships 

where different actors have to provide either goods, services, or permission for one 

step to be completed and the next one to begin; competing perspectives among actors 

leading to a breakdown in coordination; failure to resolve questions of actor 
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responsibility and accountability (Pressman and Wildavsky [1973] 1984: Ch 5). The 

solutions offered by Pressman and Wildavsky are similarly top-down in their 

emphasis on prefiguring potential implementation pitfalls in policy formulation. For 

example, the number of conceptual steps from action to outcome should be identified 

and minimised. Policy-makers also need to plan for the way the choice of 

implementation instruments affects the identification and coordination of outcomes 

and indicators. Finally, for Pressman and Wildavsky, implementation might fail to 

produce the exact results a policy was aiming for, or might produce unanticipated 

results, but it rarely transforms a policy. Implementation is not a site of policy-making 

(Pressman and Wildavsky [1973] 1984: Ch 8).  

 Movement toward a more bottom-up perspective can be seen in the work of 

Hogwood and Gunn (1984). They make the argument that, even with the most 

rigorous pre-planning of policy delivery, an initiative might be derailed by political 

conflict. This is not so much an issue of party politics (as raised by Pressman and 

Wildavsky), but rather the outcome of “the patterns of power and influence between 

and within organisations” — usually involving government departments, interest 

groups, contractors, and recipients (Hogwood and Gunn 1984: 215-218). This 

demands an implementing agency be able to politically manage and negotiate with a 

wide range of actors and beneficiaries. As most stakeholders are likely to have some 

degree of interdependence, such management will not necessarily be conflictual. Each 

actor usually wants something from another — budgets, for example, or the green-

lighting of other projects. While this bears some of the hallmarks of top-down 

analysis, being more oligarchical than democratic, it appreciates how “ground-level” 

political realities force implementors to use discretion and their management skills in 

manipulating policy.  

 Palumbo and Calista (1990), and authors such as Barrett and Fudge (1981), take 

the importance of implementation to policy even further. They make two points. First, 

that implementors gain specialist knowledge and expertise through the course of their 

implementation, and thus influence the content of policy agendas both directly and by 
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informing the concepts in which those agendas are couched.† Public agencies such as 

AusAID have the capacity to influence significantly the “issues networks” of 

administrators/bureaucrats, professionals, academics, and politicians and their staff. 

  Second, implementation can be more than just something which happens once a 

policy has been formulated. Implementors themselves are involved in policy 

formulation. In the process of implementing a policy, officials operating at the “coal-

face” subtly alter centrally-devised policy in order to make it better fit the day-to-day 

reality of the state’s interaction with the community. Palumbo and Calista argue that:  

Implementors are involved in every stage of the policy cycle, from design to 

redesign. Implementors not only help define issues and solutions at the 

agenda-setting stage; they help to create policy during formulation. Most 

significantly, they shape policy because of the enormous and irreducible 

discretion they have, particularly at street level. (Palumbo and Calista 

1990: 15) 

While this behaviour has the potential to result in the capture by the bureaucracy of 

elected decision-makers, it also reflects the complex nature of effecting change in 

communities. And, within the confines of legitimacy, it enables implementors to 

engage with concepts such as “participatory development”. Even legitimacy issues 

may be overcome if the initial policy action is toward ensuring communities work 

with government on an ongoing basis (although there remains the question of 

majority rule). This is something other than community groups acting as interest 

groups during central policy formulation, and something other than direct action 

(which is often lobbying by other means). It instead opens up the potential for new 

ways of developing policy through community activity, which the government has a 

stake in, but does not necessarily drive.(Dryzek 1996) 

 In light of this analytical work, AusAID can be characterised as an agency that 

finds itself caught between top-down and bottom-up visions of policy institutions and 

structures. This is obvious in relation to good governance. The agency’s attempts to 

improve consultation with the recipient on this issue are restricted by the dominance 

                                                 
† ‘Implementors’ are here taken to mean the bureaucratic departments as a whole, or individuals from 
anywhere within a department; little distinction is made between central and line agencies, or between 
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of the project as an implementation tool. Development dialogue tends to be mediated 

through projects and their requirements. Where attempts are made to break away from 

this, there is a lack of procedural and experiential guidance available for AusAID 

decision-makers; there are clear institutional and structural limitations to their 

capacity to utilise the implementation process to the fullest extent legitimately 

possible. 

 In arriving at these findings, the chapters in Part B focus on the following 

issues. Chapter Four explores the attraction of projects to official development 

assistance agencies, before setting out the major critiques of that form of aid delivery. 

Some indication is also given of the value of phased projects, programs, and 

operations in development assistance. This leads into an overview of the “state-of-the-

art” in the implementation instruments used by official donors in the international 

sphere. It concludes that, for all of their reform attempts, donor agencies continue to 

work from the supposition that comprehensively-planned projects are their key 

delivery tool.  

 Chapter Five returns to the Australia-PNG case study with an examination of 

the process whereby aid activities are initiated in the bilateral program. It details 

AusAID’s formal procedures before reviewing the available evidence on initiation 

practice (sourced through documents and interviews). Highlighted is the discrepancy 

between the Australian Government’s stated desire for a participatory approach 

toward activity initiation (as set out in the Development Cooperation Treaty) and the 

reality of interaction between AusAID and PNG government agencies. What is clear 

is that the project form limits both procedures and the behaviour of decision-makers 

in practice; it limits the range of activities seriously considered by the aid partners. 

 Finally, Chapter Six follows a similar process in investigating the procedures 

and practice of activity design in the bilateral program. It indicates the tension that 

exists within AusAID over the issue of moving away from blueprint-style project 

designs and toward more fluid approaches in tackling governance-related 

development problems. The desire of a modern state public agency for certainty of 

hypothesis and objective in decision-making, bolstered by the overt and covert 

                                                                                                                                            
the policy units and the implementation branches within line agencies. 
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demands of national interest, creates a dilemma for AusAID as it attempts to improve 

the effectiveness of its delivery systems. The advantages projects gain in relation to 

accountability and national interest are difficult to relinquish, even when 

opportunities exist for improving long-term development outcomes through other 

implementation tools. 

 This section concludes by raising the possibility that management practices 

might overcome the restrictions on aid policy formulation brought about through the 

usage of projects. While project initiation and design processes set parameters on the 

interaction between donor and recipient, it is possible those limitations can be 

ameliorated through appropriate management over the course of an activity. The 

question of the impact of public sector management on development policy forms the 

core of Part C. 
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Chapter Four 

 

Projects 

 

 

Successful policy implementation is difficult. No more so than in the complex areas 

of development aid and good governance. The robustness of the policy hypothesis 

underlying donor governance “orthodoxy” is sorely tested by the unpredictability of 

on-the-ground delivery. The process of translating good governance policy to the real-

world environment of a least-developed country asks much of implementors. A major 

factor in their success or failure is the nature of the implementation instruments they 

employ. This chapter investigates which instruments are most appropriate for 

implementing policy as complicated as governance reform.  

 The conclusion reached in this chapter is that no one instrument can be 

considered pre-eminent in delivering development assistance. Implementors of aid 

policy, usually official donor agencies, must be prepared to use a range of tools in the 

initiation, design, and delivery of specific initiatives. Donor agency choice on this 

issue should depend on the degree to which the causality embodied in an initiative is 

certain. For those with well-established causal certainty — such as the installing of 

information technology and systems hardware — a blueprint project may be 

appropriate. Those activities which have less predictable outcomes may need to 

consider phased projects, sectoral programs (where a sector clearly exists), and 

possibly even ongoing operational support and interaction. While the participation of 

recipients should be of importance to all of these instruments (and is generally 

advocated by implementing agencies), the necessity that it entail mutual exchanges of 
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knowledge, and even ownership over the implementation process, becomes 

increasingly important as causal certainty diminishes.  

 It is not immediately apparent that donor agencies are prepared, or allowed, to 

consider implementation instruments in this way. The dominance of blueprint-style 

projects in the delivery of official development assistance suggests this does not, as a 

rule, occur. Possible explanations for this are discussed in Chapters Five and Six.   

 The current chapter begins by narrating the rise to prominence of the 

comprehensively planned project within official donor agency practice. It sets out the 

rationale behind its adoption, its general characteristics, and the characteristics of the 

project cycle that orders the activities. 

Having clarified why it is that projects have been favoured by official donors, 

criticism of their value in bringing about sustained governance reform is explored. 

Covering the past twenty five years, the studies include Judith Tendler’s (1975) 

evaluation of USAID’s aid delivery system, Dennis Rondinelli’s (1983) study of aid 

project design and management, the Harvard Institute for International 

Development’s (1997) examination of capacity-building projects run by international 

donor agencies, and recent work in participatory development (building on from the 

discussion of Participatory Rural Appraisals in Chapter One). All of these studies are 

concerned with how sustainable change might be fostered from the bottom-up by 

engaging with participant behaviour and attitudes. All eschew the notion that 

successful outcomes are achieved through simply raising the level of “rational” 

forward planning or increasing the supply of technical expertise. 

 Rounding off this chapter, recent evaluations of implementation instruments 

from the World Bank and USAID, are considered, along with supporting material 

from other donor organisations such as the Development Assistance Committee of the 

OECD (DAC). Indication is sought of “state-of-the-art” implementation practice in 

the official donor community. This overview finds that agencies have begun to 

recognise the limitations inherent in comprehensively planned projects, especially 

when attempting to deal with the complexities of governance reform. However, their 

attempts to break away from the project form have been, up to the present time, only 

partly successful. 
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Comprehensively planned projects and the project cycle 

AusAID is not alone in having adopted a project-based system of aid delivery. 

Project-oriented development planning has been, since the 1960s, an important 

element in the operations of international agencies such as the World Bank, the DAC, 

and the United Nations Development Programme (UNDP), as well as bilateral donor 

agencies such as USAID (see Rondinelli 1987: 52-53), the UK’s Department for 

International Development (DFID), and the Canadian International Development 

Agency (CIDA).†   

Official donors that elected to focus on projects and project cycles began to do 

so in response to the growing realisation through the UN’s Development Decade of 

the 1960s that large scale, macro-economic-biased national programs and central 

plans were failing to alleviate poverty (Turner and Hulme 1997: 139-140; Conyers 

and Hills 1984: 42-48).  By contrast, specifically directed, smaller projects were seen 

as enabling more accurate targeting of disadvantaged groups within a recipient 

country. These groups consistently missed the benefits arising from the supposed 

“trickle down” effects of economic growth, and were, in some cases, further 

disadvantaged by the distributional impacts of economic-growth focussed 

development policies (Rondinelli 1987: 53; Attwood, Bruneau, and Galaty 1988). 

Also, and as found in the 1969 Jackson Committee review of the United Nations 

development system, international donors tended to disregard differences between 

developing countries when proposing development initiatives (Jackson 1969). 

Support grew for agencies to adopt better targeted and country-specific projects in 

relation to delivery on smaller-scale poverty alleviation initiatives . There were even 

arguments for moving toward more (small-scale) program-oriented aid delivery as a 

remedy to ineffective large capital projects (see Hirschman and Bird 1968: 4-5; see 

                                                 
† Development agencies which have made clear statements regarding their use of the project include 
the World Bank (1999a), the United Nations Office for Project Services (1999), USAID (2000: 
Chapter 7), DFID (2000a), and CIDA (2000b: 19) (see also Michel 1998). While the project may be 
the dominant implementation tool, it is important to note that not all ODAs deliver the majority of their 
assistance through projects. The German agency, Bundesministerium für wirtschaftliche 
Zusammenarbeit und Entwicklung (BMZ), for example, puts the major portion of its bilateral aid 
budget into concessional credits and financial grants not requiring a project format (BMZ 1998) 
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Waterston 1965: 308-309, 365-368 on the advantages of smaller, well-planned 

projects).   

According to Rondinelli (1987), a major factor prompting USAID’s shift (to use 

that agency as an example) into a more systematic project approach was a domestic 

one. Namely, a number of other US federal agencies, especially those with a history 

of implementing large-scale infrastructure activities, had found obtaining continuing 

congressional budgetary approval was easier to achieve if they used projects. Projects, 

and the cyclical order in which they were instigated, designed, implemented, and then 

evaluated, presented a systematic, rational way to plan activities and clarify outcomes, 

outputs, and performance indicators (Rondinelli 1987: 54, 151; Turner and Hulme 

1997: 140-141).  

Project, or activity, cycles continue to dominate official aid delivery. A cycle is 

commonly composed of identification, feasibility, design, appraisal, implementation, 

monitoring and evaluation stages (Turner 1993: 22-25). Their origins in official 

donors’ desire for control and accountability is still evident. For example, when it 

comes to the feasibility and design phases of blueprint-style projects, the tendency has 

long been for donors to seek the advice of western-based, sectoral “experts” in these 

activities (see Attwood, Bruneau, and Galaty 1988). Also, during the planning of the 

project, the donor will seek to ensure a number of broad, top-down policy 

considerations are accounted for — the need to rectify the unequal impact of poverty 

on women, for example, or the need to promote ecological as well as economic 

sustainability (see United Nations Development Programme 1998a; World Bank 

1998b).  

Donors also argue, however, that there is considerable negotiation with, and 

input from, recipients at most stages of the cycle. In spite of the disparate financial 

positions of the parties, most donor agencies publicly claim that successful project 

instigation relies on cooperation between aid partners. No agency explicitly states that 

its values should be imposed on an unwilling recipient. Furthermore, a project is 

ideally proposed against the background of a previously agreed-upon development 

strategy and national, or sectoral, goals. The DAC, for example, is adamant that: 
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The initial selection of projects should be consistent with well conceived sector 

programmes (PIPs) and public expenditure programmes (PEPs) which have been the 

subject of careful review through such aid co-ordination arrangements as may exist. 

(Development Assistance Committee 1988 : 7)  

The fora through which agreement on project initiation is reached are varied. The 

World Bank uses Consultative Group meetings to manage dialogue between recipient 

country institutions and a range of participating donors (World Bank 1991). CIDA 

sets up a Country/Regional Programming Framework in conjunction with its bilateral 

aid partners and requires that all projects accord with its general policies on aid 

consultations and partnerships (CIDA 1999). The UK’s DFID emphasises the one-on-

one negotiations between it and the recipient government leading toward an explicit 

Memorandum of Understanding in which International Development Targets are set, 

as are the respective responsibilities of the parties to the Memorandum (DFID 1999a: 

92). And, when it comes to project design, donors insist through their operations and 

procedures manuals that effective programs and projects will not result unless the 

recipients themselves have meaningful input into the planning process (see DAC 

1997b; UNDP 1999a; World Bank 2000b). Negotiations also take place between 

donor and recipient in order to define the respective responsibilities of each party in 

the implementation of the project. The result of these negotiations is commonly 

formalised in a Memorandum of Understanding (see DFID 1999b; USAID 2002). 

As important as consultation with recipients may be, when it comes to assessing 

the feasibility and the optimal designs of projects, several analytical methods are 

almost universally employed by donors. Predominant among them are simple cost-

benefit analysis and logical framework analysis, with the latter being the tool most 

frequently used by donors in the feasibility and design process (Cusworth and Franks 

1993: 15-20). The logical framework approach has been followed by USAID, for 

example, since the 1970s and has come to dominate the way development agencies 

tackle problem solving (AusAID 2000e: 2; Rondinelli 1987: 57). Under this method, 

project designers and managers are required to define, along a time line or “narrative 

summary”, a project’s goal, purpose, outputs, and inputs and to clarify the 

assumptions underlying these elements (Baccarini 1999). Logframe analyses’ 

supposed strength is the emphasis they place on assessing the perceptions of all 
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stakeholders to a project as well as their interests, resources, and responsibilities 

(UNDP 1999a). An “objective” analysis of potential conflicts arising from the clash 

of these assumptions and interests, set out in the form of a “logframe matrix”, assists 

project designers. It clearly indicates what the impediments to a project’s success are 

likely to be, thus increasing the chances of mapping an appropriate plan of action, or 

“critical path”. It also enables planners to better substantiate the causal connections 

drawn between activities and end goals (see Commission of the European 

Communities 1993; Inter-American Development Bank 1997). 

Logical framework analysis is not, however, without its critics. Mosse, for one, 

regards it as fundamentally misconstruing the nature of development aid: 

... “logical framework analysis” — a widely used planning device — involves 

deliberately isolating hypothesised causal links in order to determine predicable 

project outcomes. Elements of relationship and institutional context which are often 

fundamental to achieving success are treated as “assumptions” largely falling beyond 

management control. (Mosse, Farrington, and Rew 1998: 5) 

The very qualities which make the logical framework approach such a useful tool in 

the design and appraisal of projects — its reduction of complex problems to 

manageable “cause and effect” components, its implicit belief in the necessity of 

forward, comprehensive planning — may also result in plans which are insufficiently 

flexible in the face of complex development scenarios, such as governance reform.  

 To sum up, systematically planned projects, along with project cycles, have 

become a valued tool of many official development agencies because of the degree of 

control they appear to offer over aid interventions. They help clarify the direction of 

donor budget expenditure, and pave the way for a (limited) assessment of the success 

of that expenditure against clear objectives and outputs.  They force the parties to a 

development intervention to actively consider what such objectives and outputs may 

be rather than committing funds to an open-ended, input-driven activity with the 

potential for corruption. Adherence to the blueprint project form also reiterates at the 

policy implementation level the presumption of causal certainty that suffuses donor 

policy hypothesising on development. 



144 

 

Critiquing the project 

Official donor confidence in the efficacy of comprehensively planned projects is not 

shared by all analysts. The works cited in this section argue that, while such an 

approach may be appropriate for solving problems with clearly defined parameters, 

cause-and-effect relationships, and easily quantifiable outcomes, it fails to adequately 

engage with the complexities of development assistance. On the whole, the authors 

referred to in this section favour the view that, for donors to encourage successful 

public sector change in developing countries, greater flexibility is required than that 

offered by blueprint-style projects. This is not to say that all structures should be 

dispensed with in the initiation and design of aid activities. It is simply that projects, 

and donor agencies whose organisation is predicated on their use, too often deny 

beneficiaries the opportunity of meaningful, and critically important, input. 

 Judith Tendler (1975), in an historical analysis of USAID’s approach toward aid 

delivery, argues that the substantive “content” of assistance initiatives is determined 

by the nature of the development tasks, the task environment, and, crucially, the form 

and culture of donor organisations. There is a linkage, in other words, between the 

structures and institutions of donor organisations and their response to development 

issues (Tendler 1975: 4). 

 Tendler finds that the problems donors are required to help solve are various 

and ever-changing. Stakeholders frequently disagree on definitions and hypotheses. 

Also, the recipient’s domestic politics, and their interaction with international 

economic forces, are exogenous factors which make it difficult to establish clear 

connections between donor action and successful outcomes. Agency officers 

operating or facilitating projects often work within the recipient state, and this too 

creates difficulties, primarily in maintaining effective communication with central 

agency management. And, while many government agencies face similar issues, 

donors are unusual in having to take account of so many at one time. All in all, it is an 

inherently uncertain implementation environment (Tendler 1975: 8-12).  

Adaptive, innovative behaviour on the part of donor agencies is necessary to 

successfully negotiate these environmental constraints. This includes a high degree of 
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risk taking, with obvious implications for organisational structures and behaviours 

(Tendler 1975: 11). Tendler is not alone in coming to this conclusion; a number of 

other authors have put forward similar arguments (as examples of what is a 

considerable body of work see Staudt 1991; Corkery 1997; Alsop 1998) . 

USAID, Tendler’s case study, appeared to possess structural characteristics 

marking it as an adaptive organisation:  

The U.S. foreign aid agency was a quite special case of public sector bureaucracy. It 

had a decentralized structure and small familylike field missions, in combination with 

a remarkably present-oriented personnel system. All this contributed to an 

organizational environment that permitted considerable mobility, informality of 

communication and decisionmaking, and easy access to the top. This type of 

environment, in turn, was suited to organizational tasks which, like development 

assistance, tend to require a more than average amount of adaptive and innovative 

behaviour. (Tendler 1975: 8) 

This apparent suitability for development aid work proved to be deceiving. Tendler 

eventually concluded that, in spite of its initial structural advantages, USAID operated 

in such a manner that its officers’ output was neither innovative nor adaptive. Instead, 

it “generat[ed] the elements of its own unsatisfactory performance” (Tendler 1975: 

103).  

In answering why this should have been the case, Tendler primarily focuses on 

organisational culture and behaviour. She claims that a key factor behind USAID’s 

ultimately poor performance was its core belief that, in addition to capital transfers 

from the North to the South, the transfer of knowledge is necessary for the alleviation 

of poverty (Tendler 1975: 10-11). Faced with a complex implementation 

environment, donors seek not to question the assumption that development knowledge 

must always flow from North to South, but rather attempt to exert control over that 

environment by intensifying planning processes and expenditure regulation. In the 

case of USAID, and major donors such as the World Bank, such changes result in 

increasing pressure being placed on decision-makers to avoid risk (Gill 1997). It also 

leads to project officers having their responsibilities and decision-making freedom 

curtailed from the outset. Most importantly, it has the effect of pushing to one side 
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meaningful contributions of recipient governments to policy implementation (Tendler 

1975: 47-49). The supposed advantages of a decentralised agency structure are thus 

overwhelmed by antipathetic organisational behaviours and, linked with that, the use 

of implementation tools such as projects. 

A key issue here is the donor perception that too much beneficiary input into the 

implementation process adds to uncertainty. Tendler argues that USAID shared this 

perception, and, as a result, increasingly employed feasibility studies that focussed on 

quantitatively assessable outputs and financial analyses. This resulted in a high use of 

projects and project designs that closely matched the donor’s administrative and 

policy priorities. Support was also given to the establishment and operation of 

autonomous, mixed agencies to administer public sector-directed projects. Such 

agencies could better report on implementation activities in a form matching the 

donor’s evaluation needs and, by virtue of their quasi-autonomy, were firewalled from 

excessive political interference by the recipient government (Tendler 1975: 105-106). 

Recipients, for their part, and logically in the circumstances, view foreign aid as 

relatively abundant and fungible — an attitude forcefully criticised by the World 

Bank (World Bank 1998a: 32-34). Tendler acknowledges the “moral hazard” risks 

associated with this behaviour and the adverse impact this has on Western donor 

agencies’ confidence that recipients will use the aid as intended without controls 

being instituted (Tendler 1975: 108).  

Ultimately, USAID’s perception of the need for certainty regarding inputs and 

outputs was not matched by a concern for uncovering effective solutions to public 

sector-related development problems. The agency’s delivery processes were, 

therefore, often at loggerheads with the supposed objective of development aid. In 

addition, the resultant restrictions on a beneficiary’s decision-making freedom left the 

agency open to accusations of neo-colonialism, creating, in turn, a new set of political 

factors needing to be managed (Tendler 1975: 108-109). 

So, although the structure USAID found itself with by the mid-1970s was 

potentially suited to innovative development assistance, the perceived need to control 

a complex organisational environment resulted in the intrinsic benefits of that 

structure being negated. At the time of Tendler’s study, the agency had a public 
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management culture that remained wedded to traditional notions of bureaucracy. 

Tendler argues that overcoming this failure requires, in the first instance, recognition 

on the part of USAID that the most useful knowledge for the purposes of improving 

the effectiveness of development projects is that gained in the actual course of 

transferral. Such learning must be seen as an important output in its own right; 

neither side should be regarded as having knowledge which is necessarily more 

privileged than the other’s (Tendler 1975: 11). Such changes in attitude might, in turn, 

lead to a serious reconsideration of the use of projects.  

Dennis Rondinelli (1983) makes the project form his major focus, and expands 

on Tendler’s conclusion that development agency institutions, and structures, tend to 

downgrade the input of recipient governments. He examines a range of studies into 

the efficacy of “orthodox” approaches toward development administration (see 

Caiden and Wildavsky 1974; Gordenker 1976; Grindle 1977; Moris 1981). Their 

findings assessed the impact of indigenous political systems on donor-supported 

projects and the related response of development administrators . On the basis of 

these studies, and his own experience in the field, Rondinelli criticises the blueprint-

style project for the reason that: 

Conventional approaches to development administration are based on inaccurate or 

inappropriate assumptions about the process of development and the tasks of 

development planning, the condition under which change is possible and the means 

through which it occurs in developing societies. (Rondinelli 1983: 116) 

He argues that, as a crucial element of “conventional approaches to development 

administration”, projects arising from “control-oriented” planning and management 

have proved ineffective in dealing with complicated, interdependent issues such as 

those existing in the arena of public sector change (Rondinelli 1983: 116-117). Yet, 

Rondinelli also concludes that projects have the potential to be used as experimental 

tools in uncovering new aid delivery approaches. He looks to construct an alternative 

approach to projects — one which will improve the likelihood of successful 

development initiatives occurring, while still providing some measure of control and 

accountability. 
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Rondinelli proposes a four phase division of project activity: experimentation, 

pilot, demonstration, and replication. This bears many similarities to a “phased” 

project approach. He sees projects as a means of improving development hypotheses, 

as well as the implementation techniques necessary for achieving satisfactory 

outcomes. Projects need not simply deliver a prefigured response. If a donor agency 

(or developing country government for that matter) starts out with a relatively minor 

commitment of resources to a small-scale, experimental project, the possibility exists 

for greater risks to be taken, for numerous designs to be trialed and for new forms of 

stakeholder interaction to be attempted (Rondinelli 1983: 91-93). These might take 

different forms. One experimental project may seek only to isolate and define a 

development problem; another might work within a well-established development 

framework and attempt an innovative method of aid delivery. In many cases it might 

even be that a “natural experiment” — where a previous development effort has 

produced unexpected results which are then analysed — provides information which 

then leads on to a more formalised experimental project (Rondinelli 1983: 94-96). 

Rondinelli also argues it may be appropriate to delegate the administration of an 

experimental project to an outside agency. This would assist in avoiding excessive 

political and bureaucratic interference from both donor and recipient governments, 

although it may create problems of corporate memory within the donor agency 

(Rondinelli 1983: 96).  

Pilot projects, the second of Rondinelli’s phases, seek to prepare beneficiary 

populations for scaled-up initiatives. Rondinelli, borrowing from the work of  Niehoff 

(1977, cited in Rondinelli 1983: 98), argues that pilot projects must instigate strong 

relationships between donors, beneficiary agencies, affected communities, and other 

stakeholder groups to ensure the information exchange necessary for effective project 

design and implementation occurs. Allowing for indigenous provision of project 

goods, personnel, and skills is an important factor in successfully managing the 

transition from experimental phase to replication phase. So too is the incremental 

manner in which innovations thrown up by the experimental process are tested. Not 

only does this ease the incorporation of local input, it also assists in reducing political 

interference (see Gordenker 1976). In achieving this, a donor agency requires the 
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political will to allow a project sufficient time and freedom to explore all 

implementation possibilities. 

Rondinelli’s third project phase is the demonstration project. The purpose of 

this is, he argues: 

... to show that new technologies, methods or programs are better than traditional 

ones because they increase productivity, lower production costs, raise income or 

deliver social services more efficiently. Their major objective is to show potential 

adopters the benefits of employing innovations. (Rondinelli 1983: 104) 

Demonstration projects rely on knowledge about communication in a particular 

region and development accumulated earlier under pilot projects. Working from 

Moris’ (1981) study into rural development programs in Africa, Rondinelli argues for 

a gradual building of activities which require local participants accept only a low 

level of risk, ensure the transferred technology is suitable to local conditions, and 

merge the project’s administrative structures with pre-existing forms. Effective 

demonstration projects should also enable beneficiaries to meet the recurrent costs 

associated with the innovation. This assists in encouraging a critical mass of support 

among beneficiaries (Rondinelli 1983: 105-106). 

In the final of Rondinelli’s phases, replication, the development ideas gained  

from the earlier phases are applied countrywide. If the project has reached this stage, 

however, the pressure from government and the bureaucracy to centralise its 

administration and standardise procedures can be intense (Rondinelli 1983: 107; see 

also Nelson 1973). Increasing the scope and size of the project also raises problems 

associated with the introduction of new, national stakeholders, as well as new 

geographic, social and cultural arenas. Government departments may conflict over 

funding and control. Localities encountering the project for the first time may find 

elements of it fail to correspond to their particular needs. Because of these 

possibilities, dialogue with beneficiaries, adaptation, and innovation cannot cease 

once a national program is implemented. This leads to one of the key points of 

Rondinelli’s study:   

Coordination and cooperation in most developing nations are achieved not by 

command but through informal, personal networks of interaction. They usually 
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depend on complex patron-client and personal obligation and exchange relationships 

that cannot, and probably should not, be displaced quickly with formal administrative 

or organizational mechanisms. (Rondinelli 1983: 114) 

This conclusion is at odds with the presumption underlying blueprint projects that all 

aspects of implementation can be fully known prior to the commencement of activity. 

It instead suggests that project managers and development administrators need to 

bring to their work something more than just technical expertise. They must exhibit 

leadership, networking, and motivational skills. They must be able to productively 

interact with the recipient country’s local, provincial, and national politics and 

administrations. They must understand and be able to work with the administration of 

the donor aid agency. In short, the quality of the managers and the resilience and 

effectiveness of the communication channels they establish have at least as high a 

priority, if not higher, than the level of planning which goes into a project before it is 

implemented. 

 A more recent exploration of these issues has been conducted under the 

auspices of the Harvard Institute for International Development. This collection of 

studies examines human resource development and the impact of technical assistance 

projects on effective public sector reform (Grindle 1997). One of the key pieces, from 

Hilderbrand and Grindle (1997), argues that most technical assistance projects 

promoted by donors are insufficiently critical when it comes to analysing the direction 

of their capacity building efforts, or the context in which the targeted public sector 

institutions operate. There are five inter-related dimensions and levels of analysis that 

impact on the success of capacity building projects: the broad action environment 

(economic, political and social factors and structures); the public sector “institutional” 

context (structures and rules of government and budgetary constraints); the task 

network; the organisations themselves (their structures, processes and behaviours), 

and, finally, the degree to which the government’s human resources systems attract 

and treat individuals (Hilderbrand and Grindle 1997: 34-38). Capacity-building 

activities are so complex because alterations in one dimension will, to a greater or 

lesser degree, affect the others. Hilderbrand and Grindle therefore conclude that: 
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... effective public sector performance is more driven by strong organizational 

cultures, good management practices, and effective communication networks than it 

is by rules and regulations or procedures and pay scales. ... 

... individual performance is more affected by opportunities for meaningful work, 

shared professional norms, teamwork, and promotion based on performance than it is 

by training in specific skills. ... (Hilderbrand and Grindle 1997: 56) 

Comprehensively planned projects have difficulty in responding to this complexity. 

The authors query the degree to which capacity-building aid activities can assume the 

blueprint project form, and the degree to which the clarity of outcome assumed by 

projects can be guaranteed. By extolling the importance of “organisational cultures”, 

“professional norms”, and “good management practices” — elements not easily 

explained or induced by short-term, quantitatively-assessable interventions — their 

implicit expectation is that implementation tools need to be adapted to work toward 

qualitative and ever-developing goals. 

Trostle, Sommerfeld and Simon (1997) go further in emphasising the 

importance of decision-making processes in setting capacity-building strategies. Their 

work examines human resource capacity-strengthening methods and focuses on how 

actors, actions and events are the critical forces within organisational structures and 

institutions. To simply talk of the environment and structures within which actors 

operate misses the dynamic of interaction and how that works to alter, or entrench, 

those very factors. Every decision opens the way to one set of actors, actions and 

events and precludes another (Trostle, Sommerfeld, and Simon 1997: 65-71). 

The authors’ find, in relation to their case study, USAID’s Applied Diarrhoeal 

Disease Research (ADDR) project, that: 

... whatever successes the ADDR project attained were based largely on its attention 

to the human side of scientific research. The project preferred to strengthen existing 

structures before building new ones, to assess existing incentives and constraints, to 

develop relationships with grantees and maintain them over time, and to emphasize 

science as a process of communication. This allowed ADDR staff to see themselves 

as only a few among many relevant actors, and thus to develop actions that are more 
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sensitive to local processes and constraints. (Trostle, Sommerfeld and Simon 

1997: 90) 

Such sensitivity to “local process and constraints”, according to the authors, should be 

present from the project design phase through to project implementation and the 

“capacity acquisition” phase. This requires practised negotiation skills on the part of 

project management staff, and an appreciation of the possible impact of events 

external to the project and thus the need to allow for contingencies. (Trostle, 

Sommerfeld, and Simon 1997: 90-91)  

Other HIID studies of public sector capacity development also argue for 

improving the implementation management skills of both donor agencies and 

recipients, and oppose the use of increasingly detailed project plans (see, for example, 

Peterson 1997; Wight 1997). For these authors, most of whom have worked as project 

managers and consultants, an activity initiation and design process must do something 

other than simply isolate the technical requirements of a particular development 

solution. It must accommodate the distinctive modes of participant interaction over 

development-related change, and appreciate the benefits of participant ownership. 

This may require moving the focus of donor activity away from projects and toward 

longer-term processes (Wight 1997: 406-407). 

 These attitudes find resonance in recent work on participatory development, 

especially that relating to Participatory Rural Appraisals (PRAs) (mentioned earlier in 

Chapter One). The PRA approach claims for itself the ability to improve a donor’s 

understanding of local perceptions of development needs. It can also help to establish 

an effective baseline measurement of the economic, agricultural, health, and social 

position of a particular community. A development practitioner gathers this 

information through the use of techniques such as transect walks, consultative 

mapping, and the use of visual diagrams in encouraging the representation of 

beneficiary views. Local stakeholders produce the primary documentation, assisted by 

a PRA facilitator, which is then brought together in a report with recommendations 

for action (World Bank 1996b: 191-193).  

 Ultimately, advocates of PRA and other participatory approaches run into the 

dilemma of whether their work is simply “extractive”, and to be used solely to assist 
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the feasibility and design stages of the project cycle, or whether it has a more 

empowering role, to the point of challenging the comprehensively-planned project 

form. Pratt (2001) poses several options in response. Some focus on improving the 

use of PRA by donor practitioners. A key aim of these is to overcome the often 

hypocritical situation where PRA rhetoric and techniques are employed without any 

following, substantial commitment to participatory implementation, or significant 

provision of funding. 

 The most extreme alternative is where PRA methods are focussed on altering 

personal behaviours in an attempt to redress local level cultures which marginalise the 

poor. This approach is phrased in terms of empowering those who are marginalised to 

interact more successfully with the social and political structures around them 

(questions of cultural interference are regarded as subordinate to the need for 

empowerment). The structure of activities here might involve an escalating cycle of 

training, which is then superseded by the beneficiaries’ own initiatives (Pratt 2001: 

40-55).  

 Pratt leaves his discussion of the evolution of PRA with the recommendation 

that its practitioners must always view their activities with a critical eye. Self-

assessment must be built into initiatives; nothing, not even projects or project cycles, 

should be taken for granted. One outcome of this thinking is the emergence of 

participatory approaches that represent almost the polar opposite to comprehensively-

planned projects. In these initiatives donor control is foregone for that of 

“empowered” recipients. Donors still have a role to play, but it is no longer based on 

the assumption discussed by Tendler, that development knowledge is passed from the 

North to the South.  

  

Aid policy implementation “state of the art” 

The actions of official development agencies over the past thirty years have shown an 

organisational commitment to blueprint-style projects. Donors, however, are 

beginning to acknowledge the criticism that projects restrict participation by 

recipients in the identification and design of activities (see Analoui 1994). They are 

looking for new implementation tools, or, at least, new ways of utilising those they 
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have. Changes to structures and institutions and behaviours are being mooted, with 

the rise of sectoral programming being one outcome of this.  

The World Bank exemplifies this shift in perception. In its most recent Annual 

Review of Development Effectiveness, the project orthodoxy is explicitly criticised: 

The blueprint approach has been a common pitfall. It seems to simplify 

decisionmaking and reduce uncertainties, while it imposes standard solutions in 

poorly understood sociopolitical contexts and varied local realities and ignores social 

capital and local institutions, sustainability and learning, and the capacity to adapt 

during implementation. 

... adaptive experimentation and sustainable learning through multiple initiatives yield 

better results than a one-size-fits-all best practice blueprint. (Hanna et al. 1999: 23) 

This stated desire for aid delivery to be responsive to local social, geographic, and 

political conditions is repeated throughout recent World Bank evaluations and 

documents. In its 1999 Annual Report, the Bank once again emphasised the need for 

the agency to understand the context within which projects operate and to incorporate 

such understanding into the design process:  

An important lesson the Bank has learned over the past decade is that assistance at the 

project level alone is not enough; projects can lead to development only when 

conceived and designed against broader sectoral, country, regional and thematic 

perspectives. (World Bank 1999a: 95) 

The response of the World Bank has been to introduce the Comprehensive 

Development Framework (CDF) (Wolfensohn 1999). The CDF has the ultimate goal 

of connecting a developing country government into a “matrix” of responsibilities to 

be shared by it, international and bilateral organisations, civil society groups and the 

private sector (World Bank 1999d: 21; Wolfensohn 1999: 24-27). The initiative is 

based on the following principles:  

• ... a long-term, holistic approach to development (treating social, structural and 

institutional issues, equally with macroeconomic issues);  

• country ownership;  
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• partnership with all donors and stakeholders;  

• and a greater focus on development outcomes, particularly poverty reduction. 

(World Bank 2000d: 1) 

These principles are to provide a “compass, not a blueprint” in tackling structural, 

human, physical, and sectoral areas of development (World Bank 1999d: 21; 

Wolfensohn 1999: 10-20). Operationalising the “matrix” formed between the players, 

the principles and the desired development outcomes requires that the Bank commit 

to a “learning process approach” which combines “top-down learning” with “bottom-

up learning”, and to the  “participation of stakeholders” in clarifying “sectoral 

program outcomes” (Hanna et al. 1999: 25). Pilot projects are to be encouraged, with 

the nominated outcomes to arise out of dialogue between aid partners. Such 

partnerships are the product not only of consultation over design but also agreements 

over responsibility and accountability for actions (World Bank 1999b).  

 Finally, political conditionality is no longer to be regarded as a coercive tool, 

rather:  

Conditionality should be understood as a credible indicator of commitment by the 

Bank and its partners, not as an attempt to force externally designed policy changes 

on unwilling governments. ... This kind of conditionality is agreed and consensual. It 

represents a policy compact based on mutual commitment. (Hanna et al. 1999: 26)  

Conditionality of this type is useful where commitment to reform has already been 

made by local decision-makers – it will do little to actually push them toward that 

commitment (Devarajan, Dollar, and Holmgren 1999: 23-25, 28-29; see also Kruiter 

1995).  

 The World Bank’s exploration of sectoral programs pre-dates, yet meshes with, 

the CDF. It was motivated by a similar concern with the shortcomings of projects: 

their tendency to exclude local ownership, their lack of sustainability, their 

“weakening of government capacity  by the creation of donor-financed projects units” 

(World Bank 1995: xi). Programs, by contrast, focus on the provision of funds to 

recipients for the implementation of a mutually-agreed upon sectoral strategy, where 
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that strategy recognises the strengths and limitations of local capacity (Suthiwart-

Narueput 1998). They neither advocate nor prevent the use of projects within the 

program framework. Decisions over the tools of “micro-implementation” are left to 

the recipients. This is not the same as direct budgetary support, although provision 

must be made for recurrent expenditure. Unless agreement is reached on sectoral 

goals, and unless there is some confidence on the part of the donor in the recipient’s 

capacity for implementation, a program approach is unlikely to be adopted (see World 

Bank 1995; Johnston and Battaile 2001: 21-23). And it is in this last respect that 

conditionality makes its presence felt in discussions over the direction of aid delivery. 

 On the whole, much of the material relating to the CDF remains rhetorical. 

Having said that, twelve countries, half of which are ranked by the UNDP as Low on 

the Human Development Index (United Nations Development Programme 1999b), are 

trialing CDF principles in formulating country and sectoral strategies and projects 

with the Bank and other donors (World Bank 1999a: 6-7). Progress on the 

implementation of the CDF has been uneven across and within these pilot countries, 

especially where the recipient’s political circumstances and social structures are not 

conducive to the CDF matrix  (World Bank 2000b). 

 Other studies into Bank operations, conducted under the auspices of the World 

Bank itself, query the extent to which that organisation heeds its own advice when it 

comes to implementation tools. Schacter’s (2000) assessment of the success of Bank-

initiated governance projects in a number of Sub-Saharan Africa countries was that 

they provided ample proof that: 

... Bank staff and external experts arrived with ready-made blueprints for solving 

governance problems, assuming that governance had a level of technical specificity 

similar to that of a civil engineering project. (Schacter 2000: 7) 

Schacter argues that greater attention must be paid by the Bank to ascertain whether 

local leadership has a genuine desire for reform before launching any governance-

targeted aid interventions. Similarly, the potential for non-government institutions to 

support change must be taken into account, as should the capacity of the local 

administration, the incentive structures within which the civil service works and, so as 
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to assist genuine, widespread participation, the pathways to the decentralisation of 

political and administrative structures (Schacter 2000: 7).  

Schacter concludes that the Bank has to be more prepared than is presently the 

case to allow recipients ownership of the major portion of any reform agenda. It must 

allow time for local capacity to be built up rather than short-circuiting the process by 

substituting donor technical assistance; the key to success in all of these processes is 

acknowledging the long-term nature of the intended change and how that might alter 

the Bank’s standard practice. In any case, legislatures, judiciaries and executives have 

proved remarkably stubborn to change, even in the face of overt political 

conditionality on the part of donors (Schacter 2000: 8-10; see also World Bank 

1999c; Dijkstra 1999).   

As an alternative, Schacter cites examples of good donor practice in Uganda, 

Tanzania, Zambia, and Ghana (see also Devarajan, Dollar, and Holmgren 1999). In 

those cases, instead of forcing the issue of governance/public sector reform through 

ex ante conditionality and use of blueprint projects, the Bank has waited until local 

leaders have shown themselves to be responsive to change and then moved to provide 

assistance. While the Bank must be prepared to work within this political reality in a 

participatory manner, it must also accept that its ability to productively impact on that 

reality is limited (Schacter 2000: 11-18).  

As Schacter indicates, some governance-focused World Bank projects have 

been, at least partly, successful in inducing sustainable change (see World Bank 

1996a, 2000a; Brushett 1998). There has also been a gradually increasing focus on 

participatory poverty assessments, as well as the instituting of a procedural 

requirement that Poverty Reduction Strategy Papers be finalised before loan moneys 

are delivered (Institute of Development Studies 2001; Robb 1999). The overwhelming 

conclusion the Bank’s own Evaluations Department has reached on the impact of 

governance objectives across all projects, however, is that the majority of exiting 

projects, over sixty percent in fact, continue to show less than substantial impacts on 

institutional development. Furthermore, fewer than half of all World Bank projects 

will produce sustained results (Hanna et al.1999: 7-8). Increased project complexity, 

resulting from the use of projects in attempting to rectify governance “deficits”,  and 
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the tendency of the incentives structure in the Bank to encourage large projects, is 

regarded by the agency as having added to the difficulty in altering this situation (see 

World Bank 1998c). 

Other donor agencies similarly attempting to push the boundaries of projects 

include the DAC of the OECD, DFID in the UK, and the Asian Development Bank 

(ADB) (see DFID 1997, 1998a; ADB 2000a). In most of these cases, the movement 

from policy to procedure is in a relatively early stage and has been subjected to only 

limited analysis.  

The DAC Expert Group on Aid Evaluation assessed the impact of these changes 

in its 1997 Evaluation of Programs Promoting Participatory Development and Good 

Governance (DAC 1997b). In their report, the Expert Group argued that the 

participation of aid recipients in development interventions ideally means something 

more than simple counterpart involvement in project implementation. A central goal 

of aid delivery must be the empowerment of beneficiaries — from national 

government departments down to local level governments and individuals — such 

that they influence fundamental decisions over project and program choices and 

designs (DAC 1997b: 88). 

The Expert Group located several areas of commonality among DAC members. 

One was that more emphasis was placed on the value of participation in activities in 

rural development than any other sector (partly explained by the high involvement of 

member organisations in Africa), although there had been a noticeable increase in 

interest in participatory development across all sectors during the course of the 1990s. 

Another was that, in their procedures, donor interpretations of participation frequently 

extended only to consultation rather than a more “active and influential hand in 

shaping development decisions”. On the whole, the evaluation found that most major 

donor organisations were yet to comprehensively “mainstream” participation within 

their operations and delivery, despite engaging with the concepts to a far greater 

extent than they had prior to the end of the Cold War (DAC 1997b: 95-99). 

An agency that has been attempting, for several years, to shift away from 

blueprint projects and toward activities initiated and designed in a more participatory 
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manner is USAID. Following a change of agency head in 1993, USAID instigated 

moves toward formally incorporating “participatory development principles” into its 

process of project initiation and design and program setting (Atwood 1993). One 

major element of this was the New Partnerships Initiative (NPI) announced by Vice 

President Gore in 1995 which committed USAID to promoting “local development 

partnerships among civil society, institutions of democratic local governance, and 

business” and to supporting this “through partnerships between local groups and their 

counterparts in the United States” (USAID 1995; also see USAID 1997) 

This need for change had come about following an extended organisational 

history of unresponsiveness to recipient country development needs (much of which 

is chronicled by Tendler (1975) and Rondinelli (1987)). By the early 1990s this had 

led to a situation where: 

Procedures that ensured that the Agency met legal and ethical requirements with 

regard to procurement promoted insular habits and attitudes, and these tended to 

shield staff from views they needed to listen to. ... [M]any of USAID’s procedures 

made it difficult to support dynamic processes in a society, particularly those 

involving the priorities and ingenuity of poor people. 

The Agency’s projects, laboriously designed in terms of input and outputs and 

managed throughout by experts, sometimes led to staff being able to honestly say that 

they had met all the projected implementation targets — but unable to say what if any 

impact USAID had on people’s lives. Nor could they count on the impact to be 

sustained after project resources ended. (USAID 1999: 158) 

Significant effort and budget resources were expended by USAID in altering its 

project planning, implementation, and monitoring methods. It brought to the operation 

of the project cycle elements such as: customer focus, strategic planning, results-

based management and performance measurement, increased participation with 

recipients and also within USAID, and more autonomy and accountability for project 

teams (USAID 1999: 159; see also USAID 1997) 

A recent USAID evaluation highlighted that there was, in general, strong 

support for these changes amongst practitioners. Yet, there had also been an increase 

in bureaucratic demands, especially in those cases where performance indicators, 
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designed only to track quantifiable, short-term outputs, were being forced to describe 

longer-term, qualitative results. Providing greater autonomy to project teams and in-

country USAID missions, while allowing greater flexibility, also resulted in more 

emphasis being placed on the competency of senior personnel, with the rapidity and 

extent of change depending on their support. Finally, a major impediment to the 

smooth adoption of alternative development methods lay in the conflict between the 

US Government procurement guidelines USAID, like every other US agency, had to 

abide by and USAID’s desire to allow greater participation by recipient stakeholders. 

(USAID 1999: 168-171.) 

 Some clear lessons came out of this evaluation. One of the most important was 

that effective participation needed to be “built” into a development agency’s 

operating system, but that shifting from structures favouring control to those 

favouring experimentation and participation required a value shift as much as 

anything else. Long-term investment in staff training, as well as commitment from 

senior managers, would be needed (USAID 1999: 171-174). USAID’s experience 

highlights the importance of the dynamic between values, behaviour, and structure in 

bringing about changes in a government agency’s notions of accountability and 

control. They also provide some indication as to why it is that concepts such as 

“donor-recipient partnership”, “participation” and “recipient ownership” can be so 

prominent in donor rhetoric, yet so untranslated into practice.  

Finally, USAID’s attempted reform also provided instruction in how issues of 

political will that are present in “top-down” analyses of policy also have implications 

for “bottom-up” perspectives. As evidenced by the 2000 budget submission of the 

head of USAID to the Senate Foreign Relations Committee, aid funding continues to 

have to be justified on the basis of the eventual benefits accruing to the donor nation 

(Anderson 2000). Such benefits may be economic (the developing world is the fastest 

growing recipient of U.S. exports and holds 80% of the world’s potential consumers) 

as well as strategic (aid promotes peace and assists in the fight against terrorism and 

drugs). 

USAID programs help people transform how they live so that they can become more 

productive participants in the global marketplace. And, in return, foreign assistance 

helps secure our own safety and economic health. (Anderson 2000: 2) 
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The political environment which requires justifications such as this in order to obtain 

budgetary support for development aid is not one that encourages the use of 

implementation instruments likely to challenge national interest objectives. The 

institution of national interest that from a top-down public policy perspective is seen 

to restrict policy formulation is also an important factor in more bottom-up, 

implementation-oriented analyses.  

 

Conclusion 

There is clearly some desire on the part of the international donor community to adopt 

implementation tools that accommodate beneficiary input. The impetus for this has 

come from a growing recognition that projects have frequently been unsuccessful in 

producing sustainable development outcomes. They have difficulty in ensuring 

continuing results after their completion. They often preclude recipient input. The 

control and improved domestic accountability they bring donor agencies frequently 

comes at the expense of useful local knowledge being incorporated into the 

implementation process. While they are of great assistance in the conduct of 

initiatives such the construction of infrastructure, when it comes to activities such as 

governance reform, which are not easily reducible to clear objectives and outcomes, 

their failings become obvious.  

 In spite of their acknowledging the necessity for change, the World Bank and 

DAC-affiliated donors, including USAID, continue to rely heavily on the 

comprehensively planned project in their implementation strategies. However, they 

are also considering other implementation approaches, and are attempting to improve 

management and personnel capabilities (issues returned to in Part C of this thesis). 

One of the most important alterations has been the increased use of sectoral programs, 

where the sectoral goals of delivery, rather than the methods, are determined through 

early negotiations between aid partners. Decisions over the details of implementation 

are then made by the recipient — which may include the use of projects, but is more 

likely to involve operational changes and alterations to domestic policy. Donor-

sourced funds will be directed toward recurrent expenditure as well as stand-alone 

activities.  
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 Although clear evidence as to the benefits of sectoral programming is still being 

amassed, the benefits of domestic “ownership” of the implementation/aid delivery 

process certainly have the potential to be far-reaching. The most obvious advantage of 

this approach is in engendering long-term recipient (and, hopefully, donor) 

commitment to complex development activities such as governance reform.  

 Outside of sectoral programming, donors have been reluctant, for all of their 

participatory rhetoric, to push aid delivery methods much further. The World Bank is 

now requiring participatory poverty assessments before committing to aid initiatives, 

but has not, for example, explored the more extreme elements of PRAs. An 

operationalisation of aid delivery, that is, a move toward recurrent funding and 

ongoing shared decision-making is hinted at in sectoral programming. However, the 

focus is on increasing the donor’s involvement, through funding and joint decision-

making over sectoral goals, in the domestic operations of recipients. There is no 

discussion of recipient involvement in donors’ domestic operations, or involvement in 

the drawing up of implementation procedures. To even consider this is to begin to 

transgress the institutions that underpin donor agencies’ cultures — national interest 

and accountability —  and therefore its absence in reform proposals is not surprising. 

There is some possibility of it arising in the management of aid activities, after their 

initiation and design (an issue which is picked up in Part C). 

 Confidence in the likelihood of extensive donor-instigated change in the use of 

implementation tools must be tempered in light of the findings of Tendler and 

Rondinelli. Both argue that aid partnerships are deeply affected by the structures and 

the organisational values of the donors and their agencies. Donor concerns for 

certainty and accountability are thus translated into an emphasis on projects. Donor 

agencies, in other words, need to instigate their own internal organisational change 

before significant alterations to aid relationships, and the implementation approaches 

they are capable of supporting, can diversify and improve. The evidence presented in 

this chapter indicates agencies are likely to experience difficulties in altering 

entrenched values (or institutions) and structures toward a more flexible use of 

implementation tools. 
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 This presumes recipients lack the ability or capacity to maximise what 

bargaining power they have in order to push for change. It also presumes that 

recipients desire an implementation approach other than that which is currently the 

norm. Neither of these presumptions should be regarded as holding true in every case. 

Nor should it be presumed that projects are always inappropriate tools for 

implementing development assistance policy. There are many situations in which they 

will be entirely appropriate, either as stand-alone activities or in the context of a 

broader sectoral program. What this chapter makes clear, however, is that  donor 

agencies must be sensitive to the manner in which their own operations impact on the 

range of implementation options both they and the recipient perceive as being 

available. If the likelihood of a development initiative producing sustainable results is 

to be increased, then the capacity to acknowledge and understand as wide a range of 

implementation tools as possible will be critical. 
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Chapter Five 

 

Activity initiation:  
The Australia-PNG bilateral aid program 

 

 

The initiation, or identification, of aid activities is the first step in translating policy 

into practice. The identification process opens up, and also inevitably limits, the range 

and form of initiatives donors and recipients will embark upon. This chapter examines 

this process in the Australia-PNG bilateral aid program. It considers both the formal 

procedures whereby AusAID, as the implementor of Australian aid policy, conducts 

its initiation activity and the perceptions of key stakeholders who must engage with 

those procedures. 

 The finding made in this chapter is that there are significant limits on the degree 

to which AusAID’s initiation  procedures, and actual performance, encourage the 

involvement of PNG counterparts and beneficiaries. There are many fora for 

consultation between the aid partners, but the nature of their structure and the manner 

in which they are conducted restricts the extent to which the overall initiation process 

is truly participatory. AusAID’s approach toward activity initiation is, for the most 

part, predicated on projects being the implementation tool that will be utilised. The 

types of activities, and the input from the recipient, that will be seriously considered 

are bound by this. Sectoral programs are also considered, but their initiation begins at 

a relatively high-level of donor-recipient interaction, requiring more direct political 

intent. There is little indication that the operationalisation of aspects of the 

relationship is seriously considered. 
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 While the activities supported under the bilateral program are supposed to be 

the product of Australia-PNG cooperation, the evidence gathered here is that not all 

options are considered equally. The relevant documents and interviews support the 

contention of the previous chapter that comprehensively-planned projects, with their 

need for certainty of outcome and outputs, do not encourage particularly 

participatory, or experimental, approaches toward aid delivery. At a crucial phase in 

implementation, when, from a “bottom-up” perspective, some discretion in 

interpreting development policy might legitimately occur, both procedures and 

behaviours work against such an event. The phrasing of initiation in terms of 

blueprint-style projects largely, if not completely, prevents a truly mutual exchange of 

ideas and knowledge. It helps prevent building a development relationship that assists 

in the accommodation of causal uncertainty.    

 

AusAID’s activity initiation procedures 

According to AusAID’s official procedures, proposals on specific aid activities 

should emerge out of ongoing dialogue between the agency and the recipient 

government. They are meant to represent the wishes of the aid recipient and accord 

with their existing national development strategies (AusAID 1997a; AusAID 2000e). 

As discussed in Chapter Two, the extent to which this is an, at least formal, 

imperative is underlined in Article 2 of the most recent Treaty on Development Co-

operation between the Australian Government and the Government of PNG. The 

details of this commitment are set out in Article 3, which states: 

... 1. Development assistance shall be provided as part of an agreed program of co-

operation which contributes to development and self-reliance in Papua New Guinea, 

allows for forward planning and implementation in accordance with policies and 

priorities set by the Government of Papua New Guinea, and takes due account of the 

Government of Papua New Guinea and the Government of Australia’s policies on 

development co-operation.  

Translating this agreement into procedure, the AusGuide describes the general 

identification process in the following way: 
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The partner government (usually a line agency) has primary responsibility for 

identifying projects. However, projects may also be identified by: 

• The AusAID Post can [sic] initiate proposals as part of ongoing dialogue 

with the partner government. Other initiating sources include: Ministerial 

visits, sector studies, programming missions, donor consultative forums and 

mission reports, and projects reviews and evaluations conducted by 

AusAID; ... (AusAID 2000e: 2) 

Players other than AusAID and the recipient government also have influence, 

although limited, in instigating projects. International donors, especially development 

banks, may suggest possible joint exercises with AusAID — although, as exemplified 

by the PNG case, World Bank Consultative Group meetings may often be few and far 

between (World Bank 1999g: 14-15; Interviews 12/8/1998, 16/10/1998). Australian 

government or non-governmental organisations working in the relevant country, as 

well as private organisations or even local NGOs, are also seen as being part of the 

broad aid community and playing a legitimate role (AusAID 2000e: 2-3; AusAID 

2000ab). The primary focus of the guidelines remains, however, on the relationship 

between donor and recipient governments.  

Donor-recipient interaction occurs simultaneously on a number of levels, from 

ministerial to clerical. High level consultations between ministers’ offices and senior 

bureaucrats, for instance, are presented in the AusGuide as a key step in the project 

identification process (AusAID 2000e: 2). These take place against the backdrop of 

the regular Australia-PNG Ministerial Forum (Downer 2000a, 2001a). In these 

consultations the overall direction of the aid program is considered, as well as more 

specific sectoral strategies and high-profile projects.  

Lower-level consultations also occur. The guidelines recommend that AusAID 

officers based at the Australian embassy or commission in a recipient country 

(commonly known as the Post) maintain a substantial level of dialogue with their 

counterparts in PNG government departments and the central development agency 

(AusAID 2000e: 3-5). Interaction also occurs between counterparts and Country 

Program Managers based in Canberra (known as Desk Officers, or, simply, the Desk), 
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as well as the contracted Feasibility, Design and Appraisal Teams (AusAID 2000d: 6-

9).  

To the extent they set out the structure of these relationships, AusAID’s 

procedures are clear on the central role of the recipient’s national planning or aid 

coordinating agency. It is through this body that activity proposals must first go 

before being formally delivered to the AusAID Post (AusAID 2000e: 3). This ensures 

activities, even if their genesis is in response to counterpart line agency demands, 

conform with the national and sectoral strategies formulated by the recipient 

government. Although the agency’s national strategy is often prepared in conjunction 

with donors, it still represents the recipient’s clearest statement of the direction of its 

development, and publicly records its interpretation of the problems facing the 

country (see ONP 1996; Department of Attorney General 1997). 

As the guidelines suggest, however, it is never simply a case of the counterpart 

planning agency informing AusAID of its needs and AusAID then responding. For 

the purposes of actually agreeing on responses to specific problems in the broad areas 

identified either by AusAID in its Country Strategy, or by the counterpart, the most 

important relationship is that between the relevant recipient (be it a public agency or a 

non-government beneficiary), the in-country AusAID Post, and the Canberra-based 

Activity Manager (Interviews 12/8/1998, 8/10/1998b; see AusAID 2000n: 6 for the 

further implications of this interaction in relation to risk). Dialogue over future aid 

activities might reach its apogee with consultations at ministerial levels, but it is only 

at the intersection of Post and counterpart that frequent and detailed exchanges are 

possible. It is also here that AusAID has the greatest ability to observe the conditions 

facing the counterpart (Downer 1999b). Information is fed back from the Post to the 

Desk Officers in Canberra and, ultimately, into the Minister’s and the Parliamentary 

Secretary’s offices (AusAID 1999a: 74-75; Interview 27/4/2000). 

The quality of the contact between donor and recipient, counterpart and Post, is 

clearly vital to the future of an aid activity, and never more so than with politically 

sensitive governance-related interventions (see Corkery 1997 and Carr, McAuliffe, 

and MacLachlan 1998). It is the point at which counterparts have the greatest 

opportunity to directly promote their vision of development; it presents AusAID with 
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its most obvious chance of building an understanding of the recipient country, 

unhampered by immediate obligations to complete an activity within a certain budget 

and time limit. The opportunity exists for the Post to benefit from an open exchange 

of information, to adopt an aid delivery approach most responsive to indigenous 

conditions and, hence, most likely to be of long-term benefit. It is a period in which 

multiple development solutions can be considered. 

Despite the importance of this dialogue to the project identification process, 

AusAID’s guidelines are vague on the channels through which Post-Counterpart 

exchanges should occur. Interviewed AusAID officials viewed project initiation as 

often arising from consultations over existing projects and as being essentially 

informal (Interviews 8/10/1998b, 14/10/1998a). In some cases a concept paper or pre-

feasibility study might be produced by either party in support of a proposal (Interview 

16/10/1998b). In other situations one side may have developed a project idea which it 

then canvasses (see Law and Order Sector Working Group 1993). And in others there 

might be extended, formalised discussions over sectoral strategy or a referring back to 

established strategies, which had, in turn, been devised with the assistance of AusAID 

(JSCFADT 1997a: FADT 145).  

The official guidelines and AusAID documentation also offer little direction on 

the manner in which consultation should be conducted. No techniques, apart from the 

Logical Frameworks approach are explicitly set down for AusAID officers to 

reference (see AusAID 2000e: 15-16; AusAID 2000j). Rather, the assumption appears 

to be that the day-to-day dealings which are part of any Post’s work in a foreign 

country provide sufficient guidance for officers to engage in constructive aid dialogue 

(Interview 14/10/1998a)†. Officers are also presumed to be able to draw on the 

knowledge of their fellows and, to some extent, on that of locally engaged staff (see 

AusAID 1999b). 

The focus in AusAID guidelines is less on the nature of the daily 

communication between donor and recipient and more on the form in which the 
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activity proposal is received and the methods whereby the feasibility of the activity 

might then be tested. Proposals are required to be officially submitted by the 

counterpart’s central development planning agency. The format of the official 

documentation insists the proposed intervention be in a project style (AusAID 2000e: 

22-25). This is not to say looser program structures or operational initiatives cannot 

be discussed or acted on (see Quality Assurance Group (PIA/OPRE) 1999: 22), but to 

bring such activities to fruition requires going outside the established process, and, as 

a result, would require direct political support.   

The expectation is that the Post receives documentation clearly setting out a 

project’s overall objective, its relationship with other projects being undertaken, the 

likely outputs and inputs, the anticipated duration, the foreseeable risks to completion, 

and the estimated cost to the recipient and the donor. Also to be included are general 

assessments of the likely project impacts — environmental, social, gender-based, 

economic, institutional, and technological — and forecasts of the sustainability of 

these effects (AusAID 2000e: 10-12; Interview 11/8/1998).  

In those cases where AusAID believes insufficient information has been 

proffered by the counterpart, or doubts its own capacity to deliver the proposed 

project, or where high-level agreement exists for aid delivery to occur in a specific 

sector, a project identification mission may be conducted. Consultants are then 

brought in by AusAID to determine whether or not a fully fledged proposal can be 

made. (AusAID 2000e: 5; AusAID 2000l)  

 In sum, the emphasis on the use of projects in AusAID’s formal procedures is 

obvious. There is considerable pressure for a proposal to be fashioned in a project 

form in order to meet procedural requirements and be considered eligible for further 

funding. While the importance of donor-recipient communication is recognised, no 

clear guidance on modes of communication is set out in the formal documentation. 

The discrepancy between this silence and the abundance of procedures in AusAID 

documentation aimed at identifying a proposed activity’s outcomes, outputs, and risk 

                                                                                                                                            
† This is not to discount the value of the sectoral and general training which AusAID provides its 
officers under its People Management Strategy (see AusAID 2000ab: 85), but merely to note that 
human resource skills appear to be subordinate to procedural detail. 
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of non-completion is indicative of organisational priorities which value control over 

participation and experimentation. It signals that there may be difficulty, for all of the 

declarations of the need for cooperation, in arriving at truly open consultation over the 

initiation of aid activities.  

 

Stakeholder perceptions of activity initiation 

Fifty five of the seventy three aid activities listed in the 1999-2000 profile of the 

PNG-Australia bilateral program are projects (AusAID 1999d: vii). The official 

procedures, however, are not the sole reason for such a dominance of projects in the 

PNG program. Stakeholders perceive the initiation process in the Australia-PNG 

bilateral aid program as being both constrained by, and sometimes diverging from, 

AusAID’s formal processes. The respective “bargaining” positions of donor and 

recipient influence the way those procedures are employed even as the procedures 

themselves restrict the extent and nature of the aid dialogue. This present 

investigation highlights the difficulty in establishing truly participatory instigation of 

aid activity.   

Referring once again to the Treaty on Development Co-operation, there should 

be no question as to the importance of PNG’s development strategy to the bilateral 

program:  

... The Government of Australia reaffirms its commitment to provide development 

assistance to Papua New Guinea consistent with the Government of Papua New 

Guinea’s Medium Term Development Strategy (MTDS). ... (Article 3(2)) 

The Medium Term Development Strategy (MTDS) is the major policy document of 

the Papua New Guinean development coordination agency (Office of National 

Planning 1996). It was produced by the Office for National Planning (ONP), which, at 

the time (1997) came within the ambit of the Department of Treasury and Planning. 

The Office is now itself the Department for National Planning and Monitoring 

(DNPM). The ONP/DNPM is the latest incarnation of the statutory body which 

started out life as the Central Planning Office at the time of self-government in 1973 

and held the responsibility for producing national development plans. It has since 
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undergone numerous re-namings and re-structures (see National Planning Committee 

of Cabinet 1974; Allen 1996; Kiele and Rankin 1998).   

Under current arrangements the ONP/DNPM is charged with the task of 

providing information for the National Development Budget, which runs alongside 

the normal recurrent costs budget (see ONP 1996: 2.4, B.3; Kiele and Rankin 1998: 

34; Morauta 2000c). The fiscal importance of development aid has remained high, in 

spite of Australian funding being directed through projects rather than direct 

budgetary support (World Bank 1999h: 23-29). The changed aid delivery 

environment does, however, place stress on the ONP/DNPM’s role in monitoring 

development expenditure and in consulting with central and line agencies. Its key 

strategic document in this regard is the Medium Term Development Strategy 1997-

2002 (MTDS) and the accompanying Medium Term Resource Framework 1997-1999 

(ONP 1996). 

At the time of its release, the then Office of National Planning saw the MTDS 

as a necessary  response to growing fiscal deficits and accompanying foreign debt 

pressures. It was a strategy designed to augment the existing, World Bank Structural 

Adjustment Program (SAP) and to plot a way through the ongoing revenue 

difficulties posed by phenomena such as stagnant or decreasing international 

commodity prices, the enclave nature of the mining and forestry industries, the 

limited penetration of the modern capitalist economy into PNG society, and the 

country’s inability to replace the lost earnings from the Panguna mine closure (ONP 

1996: i-ii; World Bank 2000e: 1-3; Lea 2000).  

As a remedy to these ills, the MTDS supported the continuation of SAP-related 

changes and focused development budget expenditure on four priority areas: 

infrastructure, primary health, primary education, and private sector growth. It also 

argued for more productivity-focused assessments of development projects and the 

completion of the 1995 Organic Law decentralisation reforms passing responsibility 

for the delivery of services to provincial and local level governments (ONP 1996: 2.1-

2.2; Department of Provincial and Local Government Affairs 1997). 
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The MTDS did not propose macro-economic targets or strategies, but instead 

focussed on those sectoral concerns and factors over which the ONP believed the 

government had some control. It was not a blueprint for action, despite targeting areas 

for development expenditure. And, while it did not offer a precise definition of good 

governance (an issue taken up below), it did recommend a review of government 

functions and a re-assessment of the government’s role, with consideration to be 

given to the need for redundancies in the public service and for non-essential services 

to be contracted-out or privatised. (ONP 1996: Ch 2) 

On the issue of aid projects, the MTDS advocated the government refuse to 

commit to new proposals. It argued that precedence should be given to existing 

projects that met MTDS priorities and those which were concessional loan and grant 

financed. It envisaged that, over the medium-term, “non-productive” projects would 

be phased out. Also advocated was the establishment of investment criteria under the 

Public Investment Program (PIP) whereby projects would be agreed to on the basis of 

their future sustainability, both in terms of counterpart funding obligations and 

recurrent budget commitments. The side effect of this was to be a clearer delineation 

between development and recurrent expenditure (ONP 1996: 2.1-2.4). Possible 

development tools other than projects are not explicitly discussed. 

Government agencies were expected to refer to the MTDS in working through 

their separate sectoral strategies. For example, the Department of Health, perceived as 

being more advanced than other PNG government departments in its sectoral planning 

(Interviews 12/8/1998, 16/10/1998b, 1/12/1999c), was required to concentrate on: 

preventative and rural health delivery; raising the standard and numbers of health care 

workers; improving administrative efficiency and restoring and upgrading buildings 

and equipment (ONP 1996: 3.3-3.6). Greater responsibility for health delivery, as 

with other government services, was to be devolved to the provincial and district 

level, under the auspices of the 1995 Organic Law (Department of Provincial and 

Local Government Affairs 1997: 7-10).  

On the face of it, the measures outlined in the MTDS could expect to attract the 

support of the Australian government and AusAID. As noted in Chapter Two, the 

Australian government has greeted with approval, and financial backing, the re-
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commitment by the Morauta administration to the terms of the World Bank SAP and 

its entering into agreements on public sector reform in return for further IMF/World 

Bank concessional funding  (JSCFADT 2000, 2001). By this gauge there would 

appear to be little in terms of policy to prevent Australia from providing assistance 

“consistent with” the MTDS. 

A closer reading of the PNG development strategy document, and AusAID’s 

actions in relation to the bilateral program, reveals, however, the potential for 

discrepancy between PNG and Australian interpretations of governance reform and 

suitable activity responses. Adding to this, evidence gained from other documents and 

interviews builds to the conclusion that the impact of the MTDS and the ONP/DNPM 

on those initiatives which make it to the official proposal stage is far less than the 

standard implied in the guidelines and the Treaty. 

On the question of policy implementation instruments, Australia moved from 

direct budgetary support to full project-delivered aid in less than ten years (AusAID 

2000a: 3-4). The MTDS and the 1997 National Development Budget emphasised the 

concerns of the PNG government in relation to the impact of this changeover on the 

public sector’s capacity to deal with the increasing volume of projects. Perceived 

problems included the difficulty in obtaining internal funding and staffing for these 

activities, and the eventual strain on the, now diminished, Recurrent Costs Budget 

(ONP 1996: 2.4; see also Allen 1996).  

As stated above, the MTDS advocated that no new projects be entered into in 

the short term. The Australian government, however, was committed as a matter of 

policy to deliver all bilateral aid to PNG through projects/programs by June 2000 

(JCFA 1991; Dun 1993). Between 1997 and 2000 (inclusive), in opposition to the 

ONP/DNPM’s wishes, AusAID moved from supplying approximately AUD150 

million a year via project/program aid to AUD300 million a year (AusAID 1999d: 3; 

AusAID 2000a: 3-4). Not surprisingly, several interviewed participants held the 

perception that significant pressure was placed on AusAID officers and, through 

them, PNG counterparts to find suitable projects for funds placement (Interviews 

12/10/1998b; 27/4/2000). 
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Not only were there divisions between the development partners over the extent 

of project-based funding, there was a lack of agreement, initially at any rate, on the 

areas to which projects would be applied. This was most evident in relation to 

governance — a sector which was not even included in the program agreements 

arising from the 1996 High Level Consultations (JSCFADT 1997a: 52, FADT 145).       

The PNG position on governance and development, including some of the 

reforms undertaken by the Morauta Government, has had difficulty in meshing with 

that of the Australian government. For example, in advocating the expansion of the 

private sector at the expense of the public sector, the MTDS equated the  private 

sector with “the people”, so that assisting it to develop could then be argued as also 

assisting “the people” to develop the country: “... responsibility for development rests 

with the people.” (ONP 1996: 2.12) This side-stepped the distinction between 

individuals acting as self-interested players in the formal, capitalist economy and their 

acting as members of a society whose affiliations to each other and, to a lesser degree, 

to the state are not based on capitalist forms of exchange. To Australian eyes, this led 

to some unusual compromises. For example, “user pays” in the MTDS was 

interpreted as communities helping the government in the provision of infrastructure 

and services by contributing land and labour, “sharing the costs of bettering 

themselves ...” (ONP 1996: 2.12). This is in contradistinction to the Australian 

interpretation of “user pays” which assumes capitalist-based, financial exchange 

between citizens/consumers and the state (see Audit Review of Government Contracts 

2000). The strategy also signalled that government could not be expected to provide 

“hand-outs”; the community needed to look to supporting itself in relation to some 

social services (ONP 1996: 2.11-2.12). In other words, established notions of PNG 

social formations continued to be referred to, even as the ONP argued for the 

government to expand the presence of the modern capitalist economy within the 

country. 

That the Office of National Planning’s definition of good governance did not 

match that of Australia is hardly surprising: it was caught between several different 

forces. To begin with, it was obligated to take account of PNG’s National Goals and 

Directive Principles embedded in the country’s Constitution. The five goals are: 

Integral Human Development; Equality and Participation; National Sovereignty and 
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Self Reliance; Natural Resources and Environment and Papua New Guinea Ways 

(Central Planning Office 1974). Grounded in the desire at independence for PNG to 

be able to forge its own development path, these national directives are now at odds 

with key elements in the vision of development promoted by donor agencies, 

development banks, the World Trade Organisation and the industrialised participants 

in the international economy. 

The MTDS exemplifies an attempt to engage with donor priorities, while still 

retaining some connection with the original development intent of the PNG state. 

However, little intensive examination was made of the trade-off between equity and 

private sector-driven economic growth that this involved. Instead, the ONP/DNPM 

assumed there would be an absence of friction between the demands of a capitalist 

economy in a free trade environment and those of a society where the notions of 

exchange only partly accord with capitalism. This reluctance to fully take on board 

Western “good governance” prefigures the difficulties encountered by the Morauta 

government as it attempted to meet IMF, World Bank, and Australian demands for 

reform (see discussion in Chapter Two). 

AusAID, in the wake of the MTDS, has followed the ONP/DNPM’s lead by 

continuing its funding of projects in infrastructure (32% of Australian program aid to 

PNG), education and training (26%) and health (13%), as well as increasing the 

extent to which it attempts to include the PNG private sector in the process of aid 

delivery (AusAID 1999d: 1-7). Within these sectors there is a reasonably close 

accordance between the stated objectives of the PNG government and the specific 

initiatives which have received funding (Irvine 1998). For example, in education and 

training, AusAID has, in line with the MTDS, focused on increasing access to 

elementary and primary schooling with approximately AUD124 million currently 

committed to projects aimed at improving curricula, teacher numbers and standards, 

buildings and equipment and administrative efficiency (AusAID 1999d: 23-26; ONP 

1996: 3.7). Similarly, within the health sector, AusAID has committed significant 

funds to assisting improvements in preventive and rural health delivery —

 approximately AUD90 million — which were also identified as priority areas by the 

MTDS (AusAID 1999d: 27-32; ONP 1996: 3.3). 
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Divergence from the recommendations in the MTDS occurs, however, over the 

issue of governance and public sector management change. While AusAID officials 

are cognisant of the need for sensitivity in tackling such topics, there has nevertheless 

been a concerted effort in recent years to encourage direct aid interventions in this 

area (AusAID 1998c, 1999d, 1999f; Interviews 11/8/1998, 12/8/98, 8/10/1998a, 

1/12/1999b). This, in itself, is not entirely out of step with the MTDS — a concern 

with governance does, after all, run through the document — little allowance is made, 

however, for the dilemmas the PNG government faces in applying Western 

governance initiatives. In its activity initiation, AusAID appears reluctant to accept 

any major deviation from its own position on governance, or to encourage a level of 

participation likely to pose such a threat.   

A brief survey of AusAID’s governance initiatives in PNG provides evidence of 

a high correlation between Australian policy, which is supportive of the donor 

governance “orthodoxy”, and the funded activities. This is not to say there are no 

intersections with PNG development policy. There is, for example, a shared concern 

over high crime rates and the capacity of the justice and correctional services sectors, 

resulting in the instigation of several long term projects (the Royal PNG Constabulary 

Development Project, the Correctional Services Development Project, and the Law 

and Justice Sector Support Program) to which AusAID has committed approximately 

AUD189 million (AusAID 1999d: 15-17). Other responses do not always exhibit as 

clear a mutuality of interest. 

One of the largest, ongoing governance projects is the Advisory Support 

Facility (AUD11.5 million). This provides Technical Advisers to PNG government 

departments that “demonstrate a high level of commitment to policy reform” 

(AusAID 1999d: 12; AusAID 1999p). Advisers are drawn from Australian 

government agencies as well as specialist consultants. A major benefit of an activity 

such as this is the opportunity it offers for extensive personal links to be formed 

between PNG government departments and their Australian counterparts (Interview 

1/12/1999c). It also opens up the possibility for an individual adviser to adapt their 

methods to the PNG environment, and to transfer elements of that knowledge back to 

Australia. As discussed in Chapter Four, a focus on the personnel carrying out 
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technical advice — especially their communication, analytical, and management 

skills — rather than structures of control can result in effective development 

outcomes.  

The converse possibility also exists. Advisers bring with them experience in 

working with a Western governance framework and are expected to apply that 

experience. In the case of the PNG Advisory Support Facility, advisors are required to 

transfer their knowledge of Australian governance to their PNG counterparts. The 

expectation is that this will instigate changes not only in process (e.g. PNG Public 

Service methods of consultation, service delivery techniques, corporate functions) but 

also in substantive policy outcomes (AusAID 1999d: 12). Those outcomes are usually 

phrased in terms such as “responsible fiscal and monetary policies”, “appropriate 

trade, exchange rate and pricing policies”, or policies “[p]romoting deregulation and 

competition” (AusAID 1999f: 3).  

Defining qualitative elements such as “responsible” and “appropriate” can 

prove contentious, however, and it is at that point that the comparative negotiating 

positions of the bilateral parties begin to, often subtly, colour any resolution. While 

advisers carry out their tasks within PNG departments and ministerial offices, their 

contracts are with AusAID, and their performance indicators are structured in 

accordance with AusAID’s procedures. In the view of several high ranking PNG 

officials at any rate, these factors result in advisors tending to reflect the Australian 

agency’s position on governance and public administration (Interviews 9/10/1998, 

14/10/1998b, 16/10/1998b). 

Other governance projects to which AusAID has committed funding include: 

the Strengthening National and Decentralised Planning Systems (SNDPS) Project 

(managed by the UNDP); the Ombudsman Commission and Attorney-General’s 

Department Institutional Strengthening Projects; the PNG-Australia Treasury 

Twinning Scheme; the Census 2000 Project; the Electoral Commission Institutional 

Strengthening Project; the Provincial Financial Management Training Project and the 

Incentive Fund (see AusAID 1999d: 11-20; AusAID 1999g, 1999m, 2000ad; AusAID 

and Government of Papua New Guinea 2000). The last two of these have only 

recently come on line and are still in the process of being implemented. The SNDPS 
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project and the institutional strengthening projects of the Ombudsman Commission 

and the Attorney-General’s Department are well established or finalised (see AusAID 

2000al).  

Participants in the formulation of initiatives such as these indicated in 

interviews, and in AusAID’s own evaluations, that discrepancies do exist between the 

views of AusAID and counterparts. Many PNG counterpart agencies, for example, 

perceive themselves as ultimately having little option but to accede to Australian aid 

policy so as to assure themselves of funding. In addition, the ONP/DNPM is not 

regarded by these agencies as a means of strengthening their bargaining position and 

is instead seen as subsidiary to the direct relationship between the counterpart agency 

and AusAID — in contrast to official procedures. On the other side of the bargaining 

table, AusAID officials and, later in the process, Australian Managing Contractors, 

see the politicisation of the PNG public sector and the accountability demands of the 

Australian Government as leaving them with little choice but to advocate governance 

changes which would bring PNG more in line with the Western model represented by 

Australia. (Interviews 8/10/1998a, 15/10/1998a, 10/9/1999a, 1/12/1999a) 

AusAID officials interviewed on the question of activity identification saw as 

crucial the need to have good lines of communication with counterpart line agencies. 

The role of the ONP/DNPM was also considered important, although several 

interviewees felt it lacked the capacity to adequately respond when sectoral-specific 

technical needs were discussed. While the ONP/DNPM was seen as sometimes 

pushing for certain projects to be accepted, the relationship between the Post and the 

counterpart line agency was considered dominant (often because sectoral strategies 

drawn up between the counterpart and AusAID were already in existence) (as 

examples see Department of Attorney General 1997; Law and Order Sector Working 

Group 1993). Overall, a strong theme coming through the interviews was that 

consultation with the ONP/DNPM is considered a  key formal component of the 

project initiation process, even though the bulk of the work on the specifics of any 

one proposal will normally be carried out with the line agency. (Interviews 11/8/1998, 

12/8/1998, 8/10/1998b, 14/10/1998a, 16/10/1998a, 1/12/1999c) 
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The perspective of ONP/DNPM and related PNG officials differed to some 

degree from that of AusAID personnel. The ONP/DNPM considered itself 

substantially sidelined in the initiation process, usually forced to back proposals 

already agreed upon between the line agencies and AusAID. Should these proposals 

not be supported, the ONP/DNPM’s fear was that AusAID would withdraw its 

funding commitments (in spite of its need to locate projects in which to invest). At the 

same time, the belief was that the sheer volume of projects coming through the office 

requiring initiating action, to be later followed by monitoring and evaluation, was so 

great, and the impact of staff reductions and organisational restructuring so 

significant, that the ONP/DNPM would have been unable to adequately perform its 

intended function as national planner in any case. (Interviews 8/10/1998a, 

12/10/1998b, 14/10/1998b, 16/10/1998b.)  

A 1998 Asian Development Bank-funded consultants’ report on the operations 

of the ONP confirmed the perception that a large number of changes in structure and 

personnel over an extended period had seriously weakened the institution’s influence 

and the strength of its networks with the rest of the government. Compounding this 

were delays in staffing positions, unsettled management systems, and a failure to 

effectively update records and data. The effect had been to downgrade the 

organisation’s capacity to implement the MTDS (Kiele and Rankin 1998: 27-32). 

On the question of the ONP/DNPM’s relationship with donors, the report 

stated: 

Foreign aid is the dominant source of funding for the development plan and is likely 

to remain so for some years to come. In those circumstances, it is never easy for any 

developing country to maintain real control of its own development process. The 

weakening of planning, budgeting and accounting systems ... have made that task 

more difficult for Papua New Guinea, particularly since the problems have centred 

around aid-funded projects. (Kiele and Rankin 1998: 39) 

PNG officials from line agencies and statutory bodies analysed the pros and cons of 

their working relationship with AusAID without any major consideration of the 

position of the ONP/DNPM in the activity identification process. For several senior 

officials, AusAID-funded institutional strengthening projects were welcomed as a 
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way of speeding up what would otherwise be, in their view, an inordinately slow and 

probably fruitless capacity-building process. For others, the presence of sectoral plans 

which had previously been devised, mostly between 1993-1995, with the assistance of 

AusAID meant that it was seen as natural to pull together a proposal in concert with 

the Australian donor agency, rather than with the ONP/DNPM, and natural for that 

proposal to be in the form of a project. Where the ONP/DNPM was considered 

important was in ensuring counterpart funds — a necessary component of all 

projects — were forthcoming from the National Development Budget via an activity’s 

inclusion in the Public Investment Program (PIP). In some cases even the priority of 

this requirement was lowered, with the counterpart’s financial contribution being 

supplied directly by AusAID so as to ensure the project’s progress. Finally, such was 

the concern over the politicisation of the budgetary (recurrent and development) 

process, trust funds were instituted by donor and recipient agencies to ensure project 

finance was kept separate from the PNG government financial system (as an example 

see (AusAID 1999m: 56-57; Interviews 9/10/1998, 12/10/1998a, 13/10/1998a, 

14/10/1998a 15/10/1998b, 16/10/1998b, 1/12/1999c) 

On one issue there does appear to be correlation between AusAID, the 

ONP/DNPM and other PNG officials. There is a general consensus that strong 

departmental heads who go to AusAID with a coherently developed and tested 

proposal, and who are prepared to form that proposal on the basis of AusAID’s own 

criteria, obtain greater input into initiation, design, and contracting processes than 

those who are less capable of appreciating Australian policies and delivery methods† . 

Most stakeholders interviewed on this question gave evidence of a belief that certain 

modes of engagement — especially the ability to “talk” the language of clear 

outcomes expressed through quantitatively measurable outputs, the language of 

projects — assists counterpart agencies in influencing the direction of the proposal. 

They have more influence in the initial decision-making on project selection and, 

later, a major say in the choice of Australian Managing Contractor (AMC). The 

clarity of purpose this brings to the process is viewed as something of a relief for the 

Australian agency. The position of the ONP/DNPM and the MTDS in this is 

                                                 
† Dr Puka Tamu of the Department of Health and the Chief Ombudsman at the time, Simon Pentanu, 
were singled out by interviewees as exemplars of this type of public service leader. 
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peripheral.  (Interviews 11/8/1998, 12/8/1998, 8/10/1998b, 9/10/1998,  12/10/1998a, 

14/10/1998a, 14/10/1998b, 16/10/1998a, 16/10/1998b) 

Finally, both national-level PNG officials and AusAID officers recognised, to a 

greater or lesser extent, that significant political implications exist in the conduct of 

the aid relationship between PNG and Australia. Senior PNG stakeholders were 

highly aware of the role Australian funding plays in supporting the development 

budget and, indirectly, the recurrent costs budget. For a line agency such as the Health 

Department, Australian aid was seen as essential to its being able to carry out a 

significant portion of its programs (Interview 16/10/1998b). Conversely, Australian 

officials’ perception of public corruption in PNG, and the impact of that corruption on 

the country’s development prospects, mirrored the underlying position of the 

Australian Government’s policy on good governance (Interviews 12/8/1998, 

8/10/1998b, 1/12/1999c; also see Downer 1997b, 1999c). Additionally, the direct 

importance of the bilateral program to the broader foreign policy relationship with 

PNG was highlighted by several interviewees who claimed that many aid-related 

PNG issues were considered at ministerial level (Interviews 2/12/1999b, 27/4/2000). 

 

Conclusion 

Projects are the dominant implementation tool in the Australia-PNG bilateral 

program. AusAID’s activity initiation procedures are based around them; PNG’s 

primary development strategy, the MTDS, does not seriously question their use. On 

the whole, the project identification process in the Australia-PNG program, especially 

the requirement to present proposals in project form, does not encourage an extensive 

exploration of either the aid delivery tools, or the substantive initiatives, open to the 

parties.  

 Consultation between the aid partners over activity initiation does occur, but in 

a stilted form. Aside from the limitations resulting from the procedural focus on 

projects, there are also limitations arising out of the manner of the interaction between 

AusAID officers and PNG stakeholders. The guidelines are unclear on approach 
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Australian officers should take toward dealings with counterparts. In a like manner to 

USAID, as described by Tendler (1975), the formal procedures and the perceptions of 

interviewers on the whole depict AusAID as having an organisational culture geared 

more toward control and accountability than experimentation. Pressure is placed on 

counterpart agencies to adopt analytical methods and forms of interaction 

complementary to those of AusAID. PNG stakeholders understand that by matching 

the content and mode of their discussions with AusAID in such a way as to reflect the 

demands of projects — clear outcomes, time lines, outputs, and performance 

indicators — they will improve their chances of obtaining funding. For all of the 

rhetoric concerning development partnerships, this reflects the reality of interaction 

between development partners of unequal economic size and international political 

importance. 

Finally, the aid interactions between the bilateral partners, over the past five 

years especially, have been significantly influenced by AusAID’s decision to 

completely move to a system of project/program aid by June 2000. In implementing 

this fundamental change, the needs of the Australian agency were perceived by PNG 

officials as having overridden those of the Government of PNG. The organisation 

which might best be able to present a co-ordinated response to AusAID’s demands, 

the ONP/DNPM, has been effectively sidelined from having any major impact on the 

consultation process.   

The question now to be considered is whether any freedom exists during the 

design process to bend, or move away from, the project form. Given the opportunities 

for recipient input at the initiation are circumscribed, it could be imagined that the 

onus lies on AusAID if activity design experimentation is to occur. This is the issue 

picked up in the following chapter. 
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Chapter Six 

 

Activity design: 

The Australia-PNG bilateral aid program 

 

 

This chapter expands on the transition from policy to implementation by considering 

the issue of activity design. It explores the possibility that, despite the way in which 

the activity initiation process both formally and informally acts to restrict recipient 

participation, and, concomitantly, restricts exploration of a variety of delivery 

approaches, AusAID may, of its own accord, seek to design activities that move 

beyond the conventions of blueprint-style projects. Deficiencies in both initiation 

procedure and practice may be able to be overcome through AusAID-instigated 

experimentation.  

 The finding made here is that AusAID is attempting to broaden the range of 

activity designs funded. Use is being made of phased projects and sectoral programs; 

consultation with recipients and counterpart involvement in activity design and 

implementation has been entrenched in AusAID procedures. However, moves toward 

experimentation and participation are only partial. There remain significant 

institutional and structural incentives to ensure activities are set clear outcomes, 

outputs, and performance indicators prior to commencement. There is still a tendency 

in procedures and practice to favour comprehensively-planned projects over other 

forms. 

 As with the previous chapter, Chapter Six begins by outlining AusAID’s formal 

guidelines in relation to the feasibility and design stages of the Activity Cycle. This 

reveals, as did the procedures on activity initiation, the importance of control, 
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especially financial control, to the agency. Numerous feasibility checks are built into 

the process to ensure those activities that are supported have a strong chance of being 

completed. While this concern for viability is understandable, it is, once again, 

predicated on outcomes and cause-effect linkages being “know-able” and certain. 

 The second part of the chapter concentrates on the Australia-PNG bilateral 

program and several of the activity designs it has recently supported. It reveals that, 

when faced with complex governance initiatives such as public service strengthening 

and capacity-building in civil society, AusAID’s procedural tendency to maintain 

control over the design process results in some valid implementation options not 

being followed. When it comes to sectoral reform, examined here in the guise of the 

PNG Health Sector Program, the need for certainty and control is exhibited in a more 

institutional, as opposed to procedural/structural, manner. 

 What the examination of the bilateral program uncovers is that, as with the issue 

of the policy hypothesising over good governance in “top-down” decision-making, 

there is debate within the Australian donor agency and government over the best 

approach toward implementation issues. Ultimately, however, the demands of 

national interest, as expressed through accountability structures and institutionalised 

behaviours, prevent such debate from productively expanding or meaningfully 

including PNG counterparts.  

 

AusAID’s activity design procedures 

Having decided to accept an activity proposal, AusAID country branches instigate a, 

sometimes extensive, round of assessments. Each is seeking to establish whether 

further financial commitments should be forthcoming. As noted in reference to DAC 

procedures in Chapter Four, the more time and resources that have been committed to 

an activity’s preparation, the more difficult it is to terminate that process. Even so, 

that opportunity is provided for in AusAID’s guidelines. Should a proposal pass these 

evaluations, the design exercise is then entered into (AusAID 2000d: 6). 

In the first instance, the Post assesses the prospects of the proposal. It might 

carry out investigative field trips as well as further discussions with the relevant 
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counterpart agency and with other possible contributors to the project such as 

counterpart departments, international agencies, and local or international NGOs. 

Questions over the consistency of the proposal to AusAID’s country strategy, and the 

potential difficulties posed by the recipient’s political environment, must also be 

answered. A decision is then made by the Post as to whether there is sufficient chance 

of a successful outcome to warrant further consideration by the Desk in Canberra and, 

possibly, a more formal pre-feasibility study. (AusAID 2000f: 3-5; AusAID 2000l: 2-

3)  

Both Post and Desk, in weighing up the costs and benefits of a proposal are 

encouraged to utilise a Logical Framework Approach (as discussed in Chapter Four). 

This method of analysis is promoted as an “aid to thinking” throughout the Activity 

Cycle (AusAID 2000j: 3).  

Having conducted a summary logframe analysis, as well as further discussions 

with both the Post and counterpart agencies, the Desk-based Activity Manager (AM) 

enters an Activity Preparation Brief on the Activity Management System prior to any 

decision being made on the project proposal. All subsequent alterations and additions 

to the project will also be recorded on this system. A peer group meeting involving 

other members of the specific country section, representatives from the AusAID 

Contract Service Group, and Post staff might also be conducted at this time. 

Assuming the proposal is deemed to have sufficient merit by the AM, approval is then 

sought for the expenditure of public funds to continue the project’s development 

(AusAID 2000d: 6-7; AusAID 2000f: 9). 

If sufficient data is available a desk study may suffice; otherwise, it might be 

necessary to engage a technical specialist team (usually contractors) to produce a pre-

feasibility study. One of the claimed benefits of a pre-feasibility study is that it allows 

alternative approaches toward the particular development issue to be canvassed prior 

to committing to a fully-fledged design (AusAID 2000l: 2). It is a point in the process 

at which some experimentation might be recommended, or where advice to cancel 

any further exploration of the activity is proffered.  
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It also at this stage an expert analysis is provided of the events likely to derail 

an activity’s operation. An evaluation is undertaken as to how these risks might 

impact on the respective roles of donor, counterpart, and contractor. Usually 

presented as a written-up report, a pre-feasibility study recommends the Terms of 

Reference (TOR) under which a Feasibility/Design team will be contracted (AusAID 

2000k; AusAID 2000l: 4-14). An Australian Managing Contractor (AMC) is 

frequently hired to conduct the design mission itself. AMCs are (as a general rule) 

private aid contractor firms which provide overall management of project designs and 

operations. They have the capacity to bring relevant sectoral specialists together with 

experienced project managers — the goal being to construct a plan which meets both 

the technical and the management demands of the project. (AusAID 2000p; AusAID 

2000x) 

In some cases AusAID will itself act as an AMC, directly hiring individual 

consultants and experts. Design missions to PNG have frequently been coordinated 

this way (Interview 1/12/1999c). 

However Design Teams are formed, they all fulfil similar requirements. They 

must consult with recipient government agencies likely to participate in the project 

and conduct on-the-ground investigations in areas to be affected. Under normal 

circumstances a team will spend between two to six weeks in-country (see AusAID 

1999m, 1999u; Interview 2/9/1999a). The input from counterpart agencies at this 

point may vary according to the degree to which their senior management have the 

capacity to present a structured, outcome-oriented position (as exemplified by the 

high level of involvement the PNG Ombudsman’s Commission had in the design and 

subsequent contracting out of their Institutional Strengthening Project (Interviews 

12/8/1998, 12/10/1998a)). 

Prior to leaving the recipient state, the design team is expected to deliver an Aid 

Memoire to the AusAID Desk setting out their findings and their proposed course of 

action. This allows the Desk the opportunity to redirect the design while there is still 

time for further consultation with counterparts and for observation (AusAID 2000f: 5-

6; AusAID 2000m: 2-4). 
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Having completed the consultation and research elements of the process, the 

team is required to present AusAID with a draft Project Design Document (PDD) 

which the agency, along with the recipient government, can appraise (AusAID 

2000m: 2-3). The appraisal, depending on its requirements, might be conducted by a 

technical expert. The draft PDD is also examined by the Contract Services Group and 

relevant Sector Groups (such as Governance Group, Health Group or Gender and 

Education) within AusAID  (AusAID 2000f: 8-9). Coordinating this is the Activity 

Manager. The process of appraisal may add considerable time to the design process, 

especially if specialists are contracted in — which means devising new Terms of 

Reference (AusAID 2000k).  

In many ways the Appraisal Team replicates the work of the Design Team. 

They conduct in-country assessments and hold discussions with counterparts. They 

provide the desk with an Aid Memoire prior to departing the recipient country and a 

formal Appraisal Note after their return (AusAID 2000g: 9-10). In effect, the 

appraisal process is a final check (and potential circuit breaker) to ensure the 

initiative’s viability before AusAID makes what is often a significant financial 

commitment. Also, as the Design Document forms the basis for the later tender and 

contract documents, if the design is significantly flawed, then, under a system where 

project delivery is contracted-out, it will be difficult to remedy those flaws (Interview 

2/9/1999a). The feasibility, design, and appraisal stages of the project cycle therefore 

seek to minimise the likelihood of future problems (in line with the arguments of 

Pressman and Wildavsky (1973)).  

Following the appraisal, a decision might be taken to either go ahead with the 

activity or reject it. Alternatively, there could be a decision to proceed toward 

finalisation of the PDD provided certain changes are included; or a fuller redesign 

may be required. The Activity Manager informs the Design Team of the results of the 

appraisal stage and agreement is reached on the manner in which the team will 

provide the finished Project Design Document (AusAID 2000g: 11-12).   

According to AusAID guidelines, an ideal design will respond to the demand 

for sectoral expertise, the desires of the aid recipients and the accountability needs of 

AusAID. It should also comprehensively set out the components and stages of project 
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implementation, the outcomes and performance indicators and the full costings and 

enable the identification of milestones against which payment to contractors will be 

calculated.  Once again, a Scope of Services is prepared, as is a draft document 

relating to the final Memorandum of Understanding (AusAID 2000h: 11-12; AusAID 

2000o).  

In the procedures outlined above there is a clear emphasis on elements best 

expressed through a comprehensively-planned project. Yet there is also evidence of 

some flexibility within AusAID’s design processes to push the project form around a 

little. Several initiatives have been backed by AusAID that the Quality Assurance 

Group (QAG) has described as “programs” (although they were not sectoral programs 

such as the PNG health sector program discussed below). They were designed in a 

way such that the broad goals of the initiative were made clear from the outset, but 

that the specific, usually small-scale, activities were only devised during the course of 

implementation (under the auspices of only one managing contractor) (Quality 

Assurance Group (PIA/OPRE) 1999: 15). Similarly, objectives, outputs, and 

indicators were not settled on prior to the commitment to proceed. This distinguishes 

these initiatives from phased projects, where clear objectives and outputs exist for 

each stage (even if the objective in the first phase is simply to settle on those for 

subsequent phases). The QAG expressed a concern that these designs incorporated 

too much flexibility, that they lacked sufficient structure or the capacity to measure 

quality (Quality Assurance Group (PIA/OPRE) 1999: 15). 

Once the design has been finalised the delivery and management of the project 

is put out to tender. The outcomes and phases of the project have been settled, as have 

the factors by which contractor performance shall be measured. The design itself 

should not require major alterations in the negotiations between AusAID and the 

AMC. 

 

Activity design in the Australia-PNG bilateral program 

Three specific projects and programs from the bilateral program are examined in this 

section: the Provincial Financial Management Training Program; the Incentive Fund, 
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and the Sector Expenditure Program run with the PNG Department of Health. These 

examples are representative of the range of options AusAID currently sees as open to 

it in the design of aid delivery mechanisms. They are also all linked, to a greater or 

lesser extent, to AusAID’s good governance strategy in PNG. 

The first example, the Provincial Financial Management Training Program, 

arose out of discussions between the PNG Department of Treasury and Planning, 

AusAID, the Asian Development Bank (ADB) and the United Nations Development 

Programme (UNDP), which had already managed a similar project in PNG with the 

Strengthening National and Decentralised Planning Systems Project (SNDPS) (UNDP 

1996c; AusAID 1999m, 1999r; Interviews 8/10/1998b, 16/10/1998a). While the final 

Project Design Document portrayed both this project and the broader Financial 

Management Improvement Program (FMIP) as being initiated in response to requests 

from the PNG Treasury Department, Australian officials linked to the discussions saw 

the FMIP as the culmination of four years’ worth of negotiations between the major 

donors, with the PNG government entering the discussions relatively late in the piece 

and only after considerable enticement (AusAID 1999m: 1-6; Interviews 12/8/1998, 

1/12/1999c).  

The ADB was explicit in its support of the initiative. Its 1998 FMIP report 

argued that the PNG government required donor assistance in five areas in order to 

improve the use of public funds:  

a) Improved financial management planning and budgeting at all levels of 

government ... 

b) Improved accounting systems ... 

c) Information technology support with the focus on the development of a strategic 

plan ... 

d) Training and human resource management ... 

e) Program and change management ... (AusAID 1999m: 3-4; see also ADB 

1999b) 
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After consultation between the donors and PNG government representatives, the ADB 

assumed responsibility for delivering the technical financial management systems 

(ADB 2000b; see also ADB 1999a) and AusAID agreed to deliver the training and 

human resource development components coming under the fourth area of 

recommended assistance. The UNDP offered the use of United Nations Volunteers in 

providing relevant technical assistance at the provincial level (AusAID 1999m: 5) 

AusAID’s contribution to the overall Financial Management Improvement 

Program, the Provincial Financial Management Training Program (PFMTP), involves 

upgrading the skills of PNG officials in existing systems, improving skills and the 

ability of indigenous agencies to provide further training in new systems, and defining 

future needs for professional development in financial management (AusAID 1999m: 

9-10). 

Having come to a high-level agreement on the scope of its role, AusAID 

brought together a design team comprised of three consultants as well as 

representatives from its PNG Branch and the PNG government. A three week field 

mission was conducted in PNG in October 1998 with consultations occurring at a 

national government level and with representatives from six provinces. Site visits also 

occurred at a smaller number of District treasuries, at which Local Level Government 

representatives were present. In addition to these consultations, earlier work by the 

Department of Treasury and National Planning as well as the ADB was considered, as 

was research by the World Bank into the impact of public sector financial 

management on successful development (AusAID 1999m: 6-7, Annex 2; see also 

ADB 1995; World Bank 1998d). 

A logical framework matrix was used by the project design team to highlight 

the connection between the goals and project components, the indicators that verify 

those components have been successfully achieved, the means by which such 

verification takes place, and the underlying assumptions behind these choices of 

action (AusAID 1999m: Annex 3; see also AusAID 2000j). Also clarified were the 

risks to the successful completion of project components, the impact if these risks 

should come to pass, management strategies, and the apportioning of management 
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responsibility among the parties to the project (AusAID 1999m: Annex 9, in line with 

AusAID 2000n). The Project Design Document resulting from this process sets out, in 

a sequential format: the initial problem (the impact of decentralisation on the quality 

of financial management at both national and sub-national levels); the potential 

constraints on PNG and donor agencies responding to that problem, and the preferred 

strategies, selected from a range of approaches, for overcoming those constraints 

(AusAID 1999m: 28-59).  

Out of the adopted strategies flow the outcomes, outputs, and performance 

indicators of each project component. For example, one strategy for tackling the 

knowledge and training deficit in relation to decentralisation and financial planning is 

the delivery of relevant courses that fulfil the immediate training needs of both 

national and sub-national bodies. One outcome of this strategy is to increase 

government officials’ knowledge of sub-national financial management issues. An 

output which supports this outcome is the provision of awareness workshops and 

seminars in Provincial Financial Management at national and sub-national levels. 

Indicators that this output has been achieved include the delivery of 10 regional 

introductory seminars to provincial and local-level government representatives and 39 

information and awareness workshops to Department of Treasury personnel at 

national and sub-national levels. (AusAID 1999m: 7-54) 

Detailed costings are provided on each project component, as are procedures for 

setting up and operating a project-specific trust account, separate from any PNG 

government accounts  (AusAID 1999m:56-57; AusAID 1999s: 13). In relation to 

activity delivery, there is a strong emphasis on accrediting and then employing local, 

PNG consultants to perform the training. And, while the PNG Department of 

Treasury and Planning provides the overall project manager, an Australian 

Management Consultant (AMC) controls the Australian contribution (AusAID 

1999m: 39-40, 57). It is possible, on the basis of this project design, to devise clear 

Terms of Reference for the contracting out of the AMC role and to subsequently 

agree with the contractor on the milestones by which payment shall be calculated (see 

AusAID 2000p). 
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Project management is included in the design as the final component. The 

objective here is that the managers “[i]mplement the project according to approved 

work plans and within budget.” (AusAID 1999m: 47)  Outputs which go toward 

achieving this objective include: establishing a project office with equipment and 

management systems; producing an inception report and acceptable monitoring and 

reporting systems; setting up the Inprest account for project expenditure (AusAID 

1999m: Annex 3: 16-17).   

Last, the project design provides an analysis of the likely impacts on cross-

sectoral issues such as technical sustainability, the economy, the environment, the 

position of women in the society, and the indigenous culture. Notably, it finds that 

“The PFMTP has no significant implications for social and cultural impact.” (AusAID 

1999m: 61)  Provision is made in the design for the evaluation of the PFMTP in order 

to determine whether the project has had a positive impact on these issues as well as 

attained its specific outcomes. This also goes to determining whether the PFMTP, 

primarily its Human Resource Development and Training strand, should continue. 

The project, limited at three years, is seen to be the initial phase in a longer term 

program which may take up to eight years to complete. (AusAID 1999m: 45-46; 

AusAID 1999s: 9;  Interview 8/10/1998b) 

The PFMTP is the product of a design process which closely follows the 

procedures set forward in AusAID’s guidelines and is essentially blueprint in style, 

although it is seen as possibly leading to other, related projects. It has taken an 

identified development issue, examined a limited range of solutions, provided a 

rationale for why certain solutions were chosen above others and then proceeded to 

break down their delivery into more easily measurable components. The plan clearly 

identifies: the rationale behind its strategic choices; the individual components which 

need to be delivered; the parties which will deliver them; the phases of delivery and 

the means by which the success or failure of this delivery shall be measured.   

As discussed in Chapter Four, the advantages of comprehensive planning, such 

as that used in the PFMTP, are its sense of certainty, and the way that then assists 

donor agency accountability. Yet, as critics of that approach make clear, what is lost 
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in this approach is an appreciation of, and engagement with, the natural complexity of 

development problems. AusAID’s attempt to improve the financial management of 

the PNG public sector is a case in point. The PFMTP is based on the judgement that 

the World Bank’s position on effective public expenditure management, the ADB’s 

policy on governance, as well as the dominant Australian position on effective public 

sector financial management reflected in AusAID policy, hold true in the PNG 

context (see World Bank 1998d; Asian Development Bank 1995; AusAID 1999t). 

This linkage cannot simply be assumed, however, and requires a thorough accounting 

of the political and social environment in which PNG’s public sector finance system 

operates. As suggested in earlier findings, the agreement of the PNG Government to 

enter into a project such as this cannot necessarily be taken to mean that it is 

appropriate. However, the method of design used to form the PFMTP does not allow 

time for a fuller assessment to take place. 

In a similar vein, the PFMTP design assumes that the expert skills of the 

planners, as well as the high level of consultation they engaged in during the three 

week field trip, are sufficient to overcome any dissonance there might be between 

dominant Australian and PNG modes of learning, and between dominant 

understandings of the role of politics in public sector financial management. The 

Project Design Document makes no reference to the response project managers might 

reasonably expect from local trainers and course participants. Nor is there an 

assessment of the impact this might have on the course content and structure. Given 

the low average level of western-style education of Provincial and Local Level 

Government decision-makers, and given the substantially different (as compared with 

Australia) political culture in which they operate, it is to be expected that training 

methods and content applicable in Australia are unlikely to be transferable to PNG 

without some alteration. For example, some participants in the design of the PFMTP 

indicated that the divisions between the central Treasury Department and the 

provincial treasuries stemmed from big-man politics, with local allegiances playing a 

large part in the manner in which public sector finances are managed (Interviews 

8/10/1998b, 16/10/1998a). Providing training which simply addresses technical skills, 

without then relating those skills to the daily political realities, such as these, faced by 

national and sub-national officials, may meet the project’s output indicators, yet only 
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have a minor impact on the PFMTP’s fundamental objective. It is fallacious to 

assume that the impact of big-man politics is — to adopt the language of 

economics — simply an “externality” which can be disregarded when deciding on the 

manner in which new financial systems are to be implemented. 

A final point to note is the absence in the project management component of 

any formal requirements for the use of community development/participatory 

techniques. While the specific position descriptions for the contracted managers 

require the position holder have the “[a]bility to communicate effectively with people 

from a wide range of cultural and socio-economic backgrounds” (AusAID 1999g: 

Annex 6), the expected duties focus on the delivery of quantitatively assessable 

components rather than the quality of interaction with the PNG counterparts. The 

extent of influence of the “cross-cultural communication” requirement must therefore 

be seen as limited at best.   

 The design of the Incentive Fund, the second example considered here, evolved 

through a slightly different sequence of events. Its origins lie in the Treaty on 

Development Co-operation, where it was included in the final agreement between the 

two countries: 

... The Parties agree to the establishment of a new form of jointly programmed 

assistance to be known as the Incentive Fund. This will allow all levels of Papua New 

Guinea Government and community organisations to receive direct funding for the 

delivery of development co-operation and will support those groups with a 

demonstrated performance record and innovative development co-operation proposals 

within agreed priority areas. (Article 7 (1)) 

As described in the Treaty, the intent was to create a source of funding which could 

be accessed by groups other than PNG national government departments. The 

rationale was that greater contestability, with groups such as sub-national government 

bodies, churches and local NGOs being eligible for AusAID support, encourages a 

gradual improvement in project quality and sustainability. Organisations with a 

proven “track record” in delivering projects and programs — be they at a provincial 

level, such as the implementation of a health program, or at a local, community level, 

such as the building of a primary school — will be selected for assistance. Other 



195 

organisations will be encouraged to adopt the techniques of successful groups so as to 

themselves obtain funding. (AusAID 2000a: 6-7; AusAID 1999u) 

The process of the Incentive Fund’s design differs from that of the PFMTP in 

the manner in which both AusAID and the PNG government committed to it. In this 

case, the agreement to proceed with the fund was made prior to any testing of its 

feasibility or appraisal of the design (see AusAID 1999u: 1-4). 

This balancing between the orthodox blueprint format and a more “in-house” 

arrangement, where the development agencies of the partner governments (the PNG 

Department of National Planning and Monitoring and AusAID) agreed on a relatively 

detailed plan of action before formalising a design, led to some awkward 

compromises. It reduced the sense of certainty usually accompanying a 

comprehensively planned project, yet also made it difficult for project designers and 

managers to reap the benefits of experimentation by trialing a variety of 

implementation approaches. For example, the Incentive Fund design included a five 

month pilot phase, to be conducted with technical assistance provided by AusAID and 

then finalised by the AMC, with a view to exploring the capacity of PNG 

organisations to utilise the fund. At the end of this period a Project Implementation 

Document was to be prepared indicating the appropriateness of the fund and possible 

changes in strategy (such as reducing the “contestability” of the model). While there 

was provision for changes to be incorporated into the project design, no provision was 

explicitly made for a cessation of activities should there be little interest and/or 

capacity among potential recipients. Alternatively, insufficient time was allowed for 

the pilot phase to resolve problems of any great magnitude through experimentation 

by trial and error (AusAID 1999u: Attachment 1; PNG Incentive Fund 2001; AusAID 

1999v).      

In a like fashion, the design team was restricted as to the project components it 

could advise on. The rationale and proposed structure of the fund had already been 

established and set out in the design team’s Terms of Reference. According to that 

document, the final decisions on which organisations would receive funding would be 

made by a Management Group comprised of three “eminent” Papua New Guineans 

and one representative each from AusAID and the PNG Department of National 
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Planning and Monitoring. An AMC Project team and an Audit Contract team (later 

altered to become an Independent Review Team (AusAID 1999v)) would oversee the 

initial implementation and then operation of the project. The designers were not at 

liberty to stray from this delivery mechanism (AusAID 1999u: 4-9). 

What was required of the designers was a clear outline of the necessary steps 

toward implementing, running, and evaluating the initiative. As with the PFMTP, 

objectives/outcomes and quantitative output indicators were sought to enable a 

performance assessment of the delivery of its components. From this analysis, 

contractor Scopes of Service and milestones would be devised. In order to complete 

this task, a six week preparation period was undertaken, with four weeks of that 

involving fieldwork in PNG over September and October 1998. Extensive 

consultation with the Department of National Planning and Monitoring took place 

alongside interviews with potential stakeholders and recipients (who had been 

selected by both governments) (AusAID 1999u: 55-58). 

In the Incentive Fund’s final design, no specific recipient groups are designated 

as eligible for financial support, nor is the AMC administering the fund authorised to 

act as decision maker (PNG Incentive Fund 2001). Such outcomes will be determined 

by the Management Group. The Management Group also has the authority to review 

the Fund’s operation to ensure the process remains transparent and fair. The AMC 

will, however, oversee the application and screening process, ensuring the proposals 

which are presented to the Management Group have met the basic criteria of the 

Fund. The selection criteria include: technical expertise; proven high quality 

performance; the presence of a monitoring/reporting system; accordance with the 

stated development priorities of AusAID and the DNPM; clear outcomes and 

performance measures; good prospects of sustainability; appropriate scale; use of 

local providers and use of locally feasible techniques (AusAID 1999u: 15). The AMC 

will also act as Secretariat to the Management Group. So, in terms of the Fund’s 

operation, the core goal is to set in place a system of checks and balances within 

which neither the views of the official agencies nor those of the PNG-dominated 

Management Group will dominate (PNG Incentive Fund 2001). 
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The inherent tension the design foreshadows between the Management Group, 

AusAID and the Department for National Planning and Monitoring is reflective of the 

fundamental compromise on which the initiative is based. As indicated above, by 

allowing a greater range of recipient groups to access development funds and then 

deliver aid projects, AusAID hopes to be able improve the sustainability of 

development outcomes through the quality of the delivery itself (that is, indigenous 

groups will be better placed to find relevant solutions to development problems) and 

through increasing the capacity of the deliverers. Yet it is only prepared to allow such 

groups limited leeway when it comes to their delivery approach. They effectively act 

as contractors and must be able to meet financial management and performance 

monitoring requirements, as well as accord with AusAID development priorities (in 

addition to those of the PNG government) (PNG Incentive Fund 2001). Unlike the 

PFMTP, community development approaches are explicitly encouraged, so long as 

they do not challenge the established modes of accountability embodied in blueprint-

style projects. In some respects, the blueprint project form has simply been shifted 

from the national to the sub-national level.  

One major advantage of the Incentive Fund, however, is that it encourages the 

use and formation of PNG sub-contractors and community groups for the purposes of 

aid delivery. Rather than an Australian or New Zealander contractor repatriating 

project management fees, a greater percentage of aid funding remains in-country. As 

a result, it also has the potential to assist in increasing the size of the PNG private 

sector. AusAID claims to already be supporting a high level of PNG sub-contracting, 

especially in infrastructure initiatives, and the Incentive Fund would build on that 

(AusAID 2000a: 15-16). 

 Expanding the range of contracted aid deliverers is also a potentially positive 

side-effect of the third example raised here, the sector expenditure program for health, 

running under the title of the Health Sector Improvement Program (HSIP). Under the 

HSIP, sector-wide policies and strategies are collaboratively formed between the 

PNG Department of Health and AusAID. While this collaboration is likely to give 

rise to “rigorous” negotiations at the sectoral policy level (Interviews 12/8/1998, 

16/10/1998b, 1/12/1999c), it allows for a greater variety of activities in the 
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implementation of the agreed-upon policies and a greater range of providers. 

Contracted-out, blueprint projects are not the only method of aid delivery which can 

be considered. The expectation is that the PNG Department of Health will directly 

provide some services, and funding, itself, while other services will be sub-contracted 

to PNG firms and NGOs or provided via smaller, AusAID-funded projects. It is 

anticipated that the SEP will eventually comprise approximately half of AusAID’s 

total expenditure in that sector. AusAID also recognises that the HSIP may involve 

funding some recurrent departmental expenditure, thus bringing back elements of the 

earlier direct budgetary support model (AusAID 2000a: 11, 18).  

The HSIP is a pilot program; its success or failure will influence AusAID’s 

future approaches toward sectoral support in PNG. The rationale behind its 

implementation is to respond to the PNG Health Department’s present incapacity to 

effectively meet the counterpart management demands required under orthodox 

projects. The department simply lacks sufficient skilled personnel to co-manage the 

large number of autonomous projects necessary if AusAID is to meet its PNG health 

sector funding target of approximately AUD75 million per year (AusAID 1999p; 

AusAID 2000ad). It is also worth noting that, to at least some extent, the choice of the 

PNG Department of Health for the trialing of the sector expenditure program was 

determined by its history of comparatively productive interaction with AusAID and 

the respect with which the departmental head was held (Interviews 12/8/1998, 

8/10/1998b, 16/10/1998b).  

Another, vital motivation behind the HSIP is the need to address a number of 

serious health issues in PNG. Not only is AIDS threatening to overwhelm the health 

system, there are also major concerns regarding infant mortality rates and rates of 

child sickness, especially in rural areas, as well as low life expectancy averages 

(Connell 1997b; Duke 1999). Adequately treating the structural problems — notably 

the division between urban and rural care — which have contributed to this situation 

requires implementing sustainable health management systems and training. AusAID 

recognises that achieving the necessary sustainability requires long-term support, and 

it is in this context that the possibility of AusAID contributing to the department’s 

recurrent expenditure budget is raised. Given the increasing focus on sustainability 
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more generally through the PNG program, the outcome of the HSIP will be closely 

observed (AusAID 2000ad: 20). 

Outside of the HSIP a number of major projects (such as the Women and 

Children’s Health Project) will continue, providing a “safety net” in case expected 

improvements in the Health Department’s management capacity fail to eventuate  

(AusAID 1999d: 27-30; Downer 1998b: 14). Within the SEP, AusAID has signalled 

that its first move is to seek to integrate the Rural Health Assistance program (which 

been struck with a number of problems during the course of its design (Interview 

16/10/1998b)) with the Hospital Management Improvement Program . It will provide 

trial assistance at all levels of health administration in six provinces before 

determining whether to scale up to a national program (AusAID 2000a: 11). 

 Sectoral programming and funding may provide for greater PNG involvement, 

but it also leaves open the possibility of “moral hazard” (where the recipient 

government factors in the donor’s recurrent costs component and reduces its own 

contribution accordingly) (World Bank 1997c). This is partly resolved by ensuring 

sectoral goals are clearly agreed upon before committing program funds. There is also 

a move, on AusAID’s part to strengthen the performance benchmarks which must be 

met by the PNG government for sectoral aid program continuance. Standards might 

include: agreements on future PNG budget commitments to a sector; specific 

outcomes based on operational strategies arrived at through consultation and included 

in the Australia-PNG Treaty for Development Cooperation; a series of cross-sectoral 

performance indicators based on governance, environmental, gender and rural 

development criteria; setting general development outcomes based on those proposed 

by the Development Assistance Committee of the OECD and the World Bank 

(AusAID 2000a: 17-19; Downer 2001b: 15, 17-19). 

The obvious difference between the HSIP and the other examples used here, the 

Provincial Financial Management Training Project and the Incentive Fund, is the 

absence of a formal design process and design teams in formulating the Program. 

Given consultants, advisers and contracted planners can all be brought in to undertake 

specific projects or activities at a later stage of the sectoral expenditure program 
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process, this discrepancy would, at first blush, appear to simply be one of  focus: the 

two projects are, obviously, sub-sectoral.  

There is, however, a more marked difference in that the HSIP can potentially be 

run in a manner that eases the distinction between stand-alone projects and 

incremental operational change. This is largely due to AusAID’s acceptance that 

long-term support for the PNG health sector is now required and that extensive 

negotiations with the Department of Health will therefore continue as long as the 

HSIP is operational (Interviews 1/12/1999a, 1/12/1999c). In other words, it is an 

approach which is different in kind from the orthodox delivery system of projects. It 

is closer to the form of mutual knowledge exchange between development partners 

discussed in Part A.  

Adopting a sectoral expenditure program approach is an implicit recognition on 

the part of AusAID of the limits of blueprint planning. In interview a number of 

AusAID officers are more explicit as to the failings of comprehensively planned 

projects — their criticisms reflecting those of Tendler, Rondinelli and the HIID 

authors — and are now looking toward the results of the HSIP with great interest 

(Interviews 1/12/1999a, 1/12/1999c).  

There are risks associated with this form of aid delivery, however, and they go 

beyond possible failure to successfully deliver on specific outcomes. There is the 

potential for the Australian agency to find itself once again directly supporting major 

components of the PNG budget without any clear justification or prospect of 

disengagement. It also assumes the interaction between the two government agencies 

can proceed fairly and productively. While the PFMTP design takes insufficient 

account of the social and cultural context in which it is to be implemented, and the 

Incentive Fund is caught between the intent to implement community development-

style processes and the need to maintain blueprint project-style accountability, the 

HSIP relies extremely heavily on the negotiation and management skills of the 

personnel conducting the partnership between the PNG Health Department and 

AusAID. The burden of risk has not disappeared, just shifted to the human resources 

element of decision-making. Similarly, the unequal bargaining positions which 

influence the project identification phase remain. 
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On the other hand, if the balance between donor and counterpart funding within 

a sectoral expenditure program can be more evenly matched, and mixed, a recipient 

agency which has its recurrent and development expenditure committed with that of 

the donor is less likely to succumb to moral hazard than if it is simply required to 

provide a nominal amount of counterpart funding to a stand-alone project. AusAID, in 

turn, faces reduced pressure to impose exacting, and sometimes inappropriate, 

accountability requirements if the environment it operates in is perceived as being less 

risk-prone. 

 

Conclusion 

The three examples provided from the Australia-PNG aid program indicates the 

variety of aid activity designs AusAID has available to it. They highlight the fact that 

AusAID is prepared, to at least some degree, to look beyond straightforward projects 

in search of better development results. Even so, blueprint-style projects continue to 

dominate the PNG aid program. The donor’s desire for control over the design 

process remains strong, and for the same reasons as during activity identification. It is 

also clear that the role played by the recipient at the feasibility and design stage of 

most governance-related aid interventions continues to be minor. On this point, 

though, the examples of the Incentive Fund and the Health Sector Improvement 

Program indicate a growing recognition within AusAID’s PNG Program of the need 

to look beyond short-term, autonomous projects and toward more participatory, long-

term interventions when engaging with complex public-sector reforms. 

  AusAID, along with the World Bank, USAID and a number of DAC member 

organisations, has declared its resolve to improve recipient participation in the 

delivery of aid. The intent is to gradually allow the increased involvement of recipient 

government institutions, local private sector firms, non-governmental organisations, 

and civil society groups in negotiations over development directions, project 

initiation, and project design. In the case of the AusAID-PNG program it is aid 

interventions such as the Incentive Fund and the HSIP which are presented as being in 

the vanguard of these efforts. Yet, on the evidence presented above, donor agency 
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attempts to incorporate participatory initiation and design methods into their 

procedures have been only partly successful.   

What can be inferred from the evidence presented in Part B is that the extensive 

use of blueprint-style projects adversely impacts on the quality of official donor 

agency  interaction with recipients at key decision-making points in the initiation and 

design of aid activities. The scope of activities seriously considered in donor-recipient 

dialogue, the range of designs deemed suitable, are restricted. This comes about 

because of donor fears that failure to do so will increase the risk of such things as: 

lengthened activity times, difficulties in achieving planned outcomes, recipient 

administration inefficiency, and, possibly, the diversion of funds. Once again, this 

comes back to the question of aid budget accountability. The implementation 

institutions and structures of an agency such as AusAID, even if not its rhetoric, 

reveal that these concerns are more important than instigating sustainable change in 

complex development areas such as governance. 

The AusAID-PNG case study indicates how an aid agency’s organisational 

culture, and the behaviours it engenders, are entangled in national interest concepts. 

Experimentation with new aid delivery forms is not just curtailed by procedural and 

budgetary structures, it is also prevented by actors within donor and counterpart 

agencies failing to perceive the necessity for new forms of interaction or failing to 

question key issues such as “certainty” in the context of development. Even while 

mouthing the rhetoric of participation they continue to engage in established forms of 

negotiation and activity design.     

Yet, where new, tentative initiatives such as the PNG Health Sector 

Improvement Program have begun to be implemented there is some hope that, with 

their emphasis on continuing negotiation and interaction between bilateral aid 

partners, a shared development “language” might emerge. If programs such as the 

HSIP can help create organisational cultures where issues of risk and uncertainty are 

re-interpreted, and where accountability structures are questioned by the 

implementors, the potential for a more mature partnership to arise is increased.  

 This final point leads to the question of management. Part B has revealed that 

the dynamic between donor accountability structures, donor organisational cultures, 
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and policy implementation tools such as projects, can restrict recipient participation in 

aid activity initiation and design, and so restrict “bottom-up” influence on policy-

making. Part C broaches the topic of how an implementing agency such as AusAID 

may be able to overcome such limitations through its management of aid activities. It 

considers the possibilities implementors of aid policy have open to them to 

legitimately challenge the structural and institutional effects on aid of donor national 

interest over the course of an initiative’s delivery.   
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Part C 

 

Management through Contracts 
 

 

Part C explores how the management of aid delivery impacts on the formation of 

development policy in relation to good governance. Abetting this is the case study of 

AusAID’s management of aid delivery to Papua New Guinea. AusAID’s primary 

function is management. It is not a key policy-maker in a top-down sense — although 

it does have input, as shown in Chapter Three. On the other hand, it is not engaged in 

hands-on delivery, raising doubts from a bottom-up perspective over its influence in 

the indirect creation of policy during implementation. In both cases, it manages the 

delivery of policy advice to the Minister and manages the delivery of the aid program. 

It is explicitly charged with producing these two outputs, as is made clear in the 

Budget Papers (Downer 2000b: 70). Any impact the agency has on policy — as seen 

from either a top-down or a bottom-up perspective — owes a great deal to the way it 

fulfils these management functions. 

 The public sector management technique most used by AusAID is contracting. 

As a management agency, AusAID lies at the intersection between policy and 

delivery, and negotiates their relationship via contracts and contract management. The 

principal-agent relationship is the construct through which both policy advice and aid 

delivery are mediated. Private firms, NGOs, and specialists are regularly hired to test 

the feasibility of proposals, to design and appraise activities, to undertake their 

delivery and, following completion, to help evaluate the final outcomes. AusAID is 

expected to increase its substantive development knowledge via reporting and its own 

monitoring of provider actions, that is, via the mode of its contract management. 
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From a top-down view point this, supposedly, ensures it has the capacity to respond to 

Ministerial requests for policy advice, and assists it in directing providers and 

contractors. It can be seen from the bottom-up as helping the agency become an 

influential actor in policy networks. 

Contracts are blunt management tools, but, like projects, help create a sense of 

certainty. A well formulated contract sets clear performance criteria, timelines, and 

the milestones contractors must meet in order to receive payment. Given the domestic 

accountability demands facing public agencies, this clarity regarding performance is 

attractive. So too is the promise that, through contracting, a diverse array of skills can 

be accessed without further investing in the agency itself. In the case of development 

assistance, engineers, health professionals, teachers, lawyers, and information 

technology specialists, among many others, are groups whose specialist expertise is 

frequently drawn upon. And, given that contracts are tendered to a market, there is 

also the promise that such expertise will be obtained at the lowest cost possible, 

assuming all competitors’ skills are equal.  

Not only does AusAID contract out individual tasks, it also contracts out the 

overall management of projects to Australian Managing Contractors (AMCs). AMCs, 

in turn, sub-contract out project components and field management roles. When it 

comes to the on-the-ground delivery of an initiative, AusAID is two steps removed. 

As a result, a network of relationships emerge between recipient counterparts, 

AusAID officers in Canberra and the relevant Post, the AMC managers, and the 

project team leaders. These relationships are built on resource dependence, that is, 

AusAID’s  need for outcomes and knowledge and the AMC’s need for profit. The 

network formed by these interactions needs to be distinguished from the policy 

community that is represented on the Aid Advisory Council. It is less focussed on 

directly influencing agendas and is less obviously “top-down”.  

Several findings are made in Part C. The first is that there is no unequivocal 

evidence that, when it comes to complex service delivery such as governance reform, 

contracting offers greater value for money than in-house provision. The decision to 

commit to contracting-out should be made only after first establishing all costs. 

Transaction costs, for example, can be overwhelming in circumstances where 
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difficult-to-measure outcomes exist which defy easy reduction to quantifiable 

performance indicators and contractor milestones. Attempting to lower such costs by 

imposing clear performance criteria requires making assumptions about causality that 

are often impossible to support. Certainty in such circumstances is a mirage.   

It is also crucial that, prior to electing to outsource, a clear-eyed assessment is 

made as to whether an effective market of service providers exists. Are there 

sufficient providers, and are they of sufficient quality, to warrant the tendering out of 

activities? Electing to contract-out on the assumption that it is always efficient and 

effective to do so simply represents an uncritical application of public management 

ideology. 

The second finding is that, in the specific case of AusAID’s provision of 

governance-related initiatives to PNG, the Australian agency takes insufficient 

account of the high transaction costs associated with those activities, as well as the 

lack of a truly effective market of providers into which tenders can be placed. The 

suggestion is that AusAID contracts out from “ideological” rather than true “cost-

benefit” imperatives. In the face of contrary evidence, the agency assumes most 

services can be reduced to outsourced deliver-ables, thus helping to maintain the 

necessary “myth” that causal certainties exist in relation to development assistance to 

PNG.  

The final finding is that, in attempting to exert financial control through outputs 

contracts, AusAID diminishes its capacity to direct the implementation of “top-down” 

policy. The agency similarly faces restrictions on its ability to influence policy 

formulation, either through feeding experience back into the “top-down” process, or 

through attaining a position of knowledge dominance, as well as resource dominance, 

in a “bottom-up”-oriented network.  

Conceptualising management relationships in terms of networks offers a 

possible explanation as to why there has been such an uncritical acceptance of the 

donor governance “orthodoxy” on AusAID’s part. As a result of the motivations of 

key actors in the Australian aid policy network, and the patterns of resource-

dependency that bring them together, a division in experiential knowledge emerges. 

Contractors, through their involvement in hands-on delivery, increase their 
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understanding of aid delivery management and development assistance. However, 

given most are based in the private sector, the temptation to profit-take at the expense 

of development effectiveness is also strong. Conversely, AusAID’s own domestic 

accountability pressures have led to its focussing on contracting rather than 

experimenting with management alternatives. There are few incentives on the part of 

either AusAID or AMCs to build up detailed knowledge on participatory 

management, for example, or to analyse any causal links it may have to sustainable 

development (or even if it reinterprets notions of causality). NGOs, given the nature 

of their relationship with aid beneficiaries, might have a greater desire to explore 

these issues, but have a relatively low profile in the network, where contracting is 

central to the resource-dependent nature of its structure.  

  Part C is organised in the following way. Chapter Seven reviews the relevant 

literature on the costs and benefits of outsourcing and its growth as a management 

tool in all levels of Australian government, primarily in the form of Compulsory 

Tendering and Contracting (CTC) regimes. It examines the theoretical work on which 

arguments over contracting are based, including public choice theory, agency theory 

and transaction costs theory, and provides an overview of several major reports on 

outsourcing in the Australian public sector. This leads into a brief discussion of policy 

networks and contracting. The chapter concludes by considering the role of 

contracting in the management processes of several official development agencies. It 

raises the question of the capacity of donor agencies to incorporate phenomena such 

as Participatory Monitoring and Evaluation within such processes. 

Chapter Eight sketches out AusAID’s contracting procedures and, through 

documentary evidence and stakeholder interviews, explores how these are perceived 

as being applied in practice in the Papua New Guinea bilateral program. It focuses on 

the issues of transaction costs and effective markets. It reveals the discrepancy 

between the confidence in contracting that imbues AusAID’s procedures and the 

significant caveats raised by other stakeholders. The agency’s dismissal of transaction 

costs as a major issue, and its continued support of a contracting regime, is another 

indication of an organisational culture that prioritises control and budget 

accountability over experimentation.   
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Chapter Nine evaluates the impact of contracting on AusAID’s position as a 

policy implementor. It explores AusAID’s activity monitoring and evaluation 

processes and, through that, its capacity to have either top-down or bottom-up 

influence on policy formation. Some sense is also gathered of the perceptions of the 

actors in the Australian development assistance network on AusAID’s management 

role. This raises the issue as to whether there are alternative management approaches 

which AusAID is capable of introducing, and which the network will allow it to 

introduce, that might better resolve the conflict between donor control and expanded 

recipient participation. Dispensing with its rigid adherence to management contracts 

may be a first step in this direction. The chapter finishes by returning the question of 

AusAID moving on these issues while it remains a government sub-agency within 

DFAT, as opposed to being an independent statutory body. The suggestion made here 

is that any legitimate alteration in AusAID’s aid delivery management, in the current 

circumstance, is dependent on the presence of an astute, politically-skilled senior 

executive within the agency. 
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Chapter Seven 

 

Contracting  

 

 

The use of contracting by Western public sector managers has grown dramatically 

over the past fifteen years. Accompanying general reassessments of governance in 

many industrialised liberal democracies, there has been a shift toward the contracting 

out of human services delivery (see 6 and Kendall 1997). This includes activities such 

as labour market programs, welfare services, disability services, and development 

assistance. Among the claims made for the benefits of contracting are that it improves 

public sector efficiency and effectiveness, as well as transparency and accountability.   

 Chapter Seven begins by detailing the emergence of Competitive Tendering and 

Contracting (CTC) regimes in Australia. Examined are the key studies and reports the 

Commonwealth Government and State governments have used to justify their 

adoption of CTC. Given their influence on government decision-making in this area, 

economic rationalism, public choice theory, and agency theory — the intellectual 

foundations of outsourcing — are also examined.  

Several critiques of CTC are then sketched out. These concentrate on issues 

raised by transaction costs theory, as well as outlining the, potentially adverse, effect 

of contracting on service quality, public accountability, and transparency. Other 

critiques are then raised which focus on the public policy repercussions of 

contracting. Although governments, and their agencies, may claim they outsource so 

as to concentrate on policy formulation rather than delivery, contracting can also 

potentially diminish their ability to devise and then implement policy. It is on this 

point that discussion of contemporary studies of policy networks is introduced, 
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providing some indication of the direction in which debates over contracting and 

public sector management are moving.  

Finally, the application of contracting regimes to development assistance is 

briefly explored by examining the practices of the UNDP, the World Bank, and the 

UK’s DFID. This raises the issue of how resource control must first be resolved to the 

satisfaction of the donor before management via a principal-agent relationship is 

foregone and recipient participation in management is increased.   

Several conclusions can be drawn from the material examined in this chapter. 

First, there is little evidence to show that contracting/CTC is always the most 

efficient, or effective, method of service delivery. Findings from evaluations on the 

impact of CTC on welfare and human services indicate that the transaction costs 

associated with contracting can sometimes be so high as to not meet a reasonable 

definition of public interest. Additionally, there may also be high transition costs 

associated with the government’s assisting the construction of a market of providers. 

Even then, in spite of government efforts, an effective market may not be sustainable, 

or capable of meeting the public interest. A public agency’s decision to outsource its 

delivery functions must be made with these costs in mind. 

Second, there are not always clear improvements in accountability or 

transparency to be gained from CTC. By contracting, agencies are denied the benefits 

of direct control over delivery — the contractor is a third-party intervening between 

the government/purchaser and the citizen/user. This has accountability implications 

when it comes to taking responsibility for delivery failure. The manner in which third-

party contractors are engaged, with agreements often covered by “commercial-in-

confidence” provisions, also raises both accountability and transparency problems.  

Third, contracting assists in the formation of “resource-dependent” policy 

networks, with contracts being the instruments whereby resources are distributed and 

around which relationships form. Analyses of these networks have tended to work 

from “bottom-up” interpretations of the policy process, although they can also view 

policy-making as a “meso-level” activity. They see participants in the delivery 

process as being capable of re-directing policy. Contracts can be partly side-stepped, 

or re-interpreted, in the course of implementation. Actor networks can also influence 
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what is contracted out and how that process is conducted. Governments find they can 

influence actors but not always dictate to them. Questions must also be raised, under 

network analysis, as to the capacity of governments and state agencies to learn from 

service delivery and to then translate that learning into policy — agencies find they 

become dependent on non-government providers for substantive knowledge. Simply 

increasing the detail included in contracts is not especially useful in resolving these 

policy issues.  

Finally, the desire of official aid donors to control resources is enabled by 

contracting. This can have adverse affects on recipient participation in the 

management of aid delivery. From a donor agency’s point of view, one of the 

advantages of contracting is that they can freely disseminate pro-participation 

rhetoric, while it is left to the contractor to fulfil those pronouncements. Unless 

participation is explicitly linked to payment milestones in the contract, and 

contractors may attempt to avoid this as the uncertainty associated with high-levels of 

participation threatens profits, there is no guarantee donor rhetoric will be put into 

effect. Furthermore, the issue of accountability for any failure to deliver on this issue 

becomes muddied where the principal-agent relationship is separate from that of the 

donor-recipient. Even where donors place responsibility for delivery management, 

including contracting, on recipients, they still act to prevent those recipients from 

fully taking on the role of principal (which would invest in them both resource and 

management control). Donors either resort to direct conditionality, or, less directly, 

ensure recipient management accords with donor procedures. 

 

Competitive tendering and contracting 

Competitive tendering and contracting (CTC) has become a fact of life for Australian 

governments. AUD8-10 billion worth of government services are delivered every year 

by private, for-profit companies, non-profit organisations and agencies split off from 

central, policy divisions of government departments (Industry Commission 1996; 

Lawson 2000).  

While government procurement of goods and services is hardly a new 

phenomenon, especially in areas such as defence or construction, the past ten years 
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have witnessed all Australian governments increasingly contract out the delivery of 

services which, traditionally, were either funded by grants or directly delivered by 

public sector departments (Davis 1997; see O’Faircheallaigh, Wanna, and Weller 

1999: Ch 10). Activities previously regarded as being the sole province of the state, 

such as aged care, disability services, or prison management, are now subjected to a 

CTC regime.    

Impetus for the move toward the contracting-out of government services came 

from a variety of sources. In Australia its origins can be traced to the broad sweep of 

macro- and micro-economic reform initiated by the Labor Federal Governments of 

the 1980s. Not only did these changes begin a broad re-configuration of the post-War 

Australian Social Settlement, they also set in train an ongoing review of public sector 

management (Gerritsen 1994; O’Donnell and Hancock 2000). Davis and Wood 

(1998: 85)  argue that the “managerialist” public sector management resulting from 

this push for economic reform, with its emphasis on outcomes over inputs and the 

division of public sector departments into business units, encouraged an intellectual 

atmosphere favourable to competitive tendering (see also Alford et al. 1994). 

Academic work proclaiming the benefits of contracting out began appearing in 

the late 1980s. The most important of these, Domberger’s study of refuse collection in 

the United Kingdom, found that cost savings of twenty per cent could be made via the 

application of competitive tendering (Domberger et al 1986; see also Ascher 1987; 

Rehfuss 1989; Stretton and Orchard 1994). 

In Australia, a series of influential, government-instigated reports relating to 

CTC were released in the early to mid-1990s. These included the 1992 Management 

Advisory Board publication on the Contracting of the Provision of Services in 

Commonwealth Agencies, the 1993 report on National Competition Policy conducted 

by the Independent Committee of Inquiry into National Competition Policy (also 

known as the Hilmer Report), and, most significantly for CTC, the 1996 Industry 

Commission Report on Competitive Tendering and Contracting by Public Sector 

Agencies (Management Advisory Board 1992; Independent Committee of Inquiry into 

National Competition Policy 1993; Industry Commission 1996). The overall tenor of 

these reports encouraged the application of competitive tendering and contracting to 
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service delivery. They expressed the view, endorsed by the Council of Australian 

Governments’ 1995 decision to adopt the National Competition Policy, that unless a 

government activity could be shown to be a central or “core” operation it should be 

examined for its potential to be contracted out (Painter 1998: 50-51). 

This re-examination of the goals and parameters of government in Australia 

continued at Commonwealth, State and local government levels through the 1990s. 

Services such as welfare, employment, and information technology, among many 

others, were all fundamentally altered by the adoption of contracting regimes (see 

Healy 1998; Considine 1999). In Victoria, for example, Compulsory Competitive 

Tendering legislation was introduced by the State Government in 1994. It applied to 

the operations of local councils (which had just been amalgamated and restructured) 

and imposed a blanket requirement that fifty per cent of annual expenditure be 

subjected to competitive arrangements (Local Government Act (Vic.) 1989 s. 208A 

(1)). These ideals were also applied to human services, with one of the most high 

profile areas being the state prison system. Private, for-profit corporations were 

encouraged to compete for government contracts to manage prisons as well as carry 

out their design and construction — a move which sparked considerable debate over 

governance in the justice sector (see Hancock 1998; Independent Investigation into 

the Management and Operations of Victoria’s Private Prisons 2000; Moyle 1994).  

By the end of the 1990s, all Australian governments, to a greater or lesser 

degree, were applying CTC to the delivery of services (Background Briefing 17 

December 2000). A fundamental motivation behind the speedy acceptance of CTC by 

Australian governments was the political desire to present themselves as efficient, 

accountable, and capable of lowering personal income tax rates as a result of reduced 

government spending (Keating 2000; Painter 1998). 

 Advocates of CTC have founded their arguments on three key “theories” — 

economic rationalism, public choice theory, and agency theory. Of these, the most 

straightforward is economic rationalism, which sees market competition as lowering 

the price of supply. By shifting from a monopolistic position, where the public 

agencies are the only supplier of services, to one where a host of suppliers compete 

against each other in a free market, the consumer (in this case the central management 
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of a government agency) has the power to exercise choice and, all other things being 

equal, will choose the least expensive alternative, thus forcing suppliers to lower 

prices. In short, efficiency is maximised through a free market. Competitive tendering 

and contracting open public sector service provision to those market forces (see 

Greenwood and Wilson 1994; Schneider 1998). 

Public choice theory is similarly wedded to the idea of markets ensuring value, 

but applies this more specifically to an analysis of bureaucratic behaviour. It argues 

that individual participants in a political system act from rational self-interest. It is in 

the rational self-interest of bureaucrats, for example, to expand, through budget and 

staffing increases, their share of control over public resources. In other words, 

bureaucrats tend to “capture” the processes of resource allocation. Public sector 

unions will, for similar reasons, also be prone to such “rent-seeking” behaviour. In 

both cases the argument is that, given the lack of profit motive, it will never be in 

these groups’ interests to improve efficiency; the delivery of services should therefore 

be taken out of their hands. (See Stretton and Orchard 1994: Ch 6; Gregory 1999).     

Agency theory conceives of organisational behaviour in terms of principals and 

agents. It was born out of studies into the effects of the separation of ownership and 

management in private firms (see Halachmi and Boorsma 1998; Vickers and Yarrow 

1988). Tensions emerge in firms where managers are able to capture the running and 

direction of an organisation owned by others (often shareholders represented by a 

board of directors). Agency theory offers several methods for resolving this tension. 

One is to increase the specification of management roles, as well as performance 

monitoring by owners. Another is to contract-out business operations and split 

responsibilities between principals (owners) and agents (managers) because: 

Competition acts as a discipline on agents, creating efficiencies and keeping costs 

down. Agency theory therefore argues for contracts, which specify targets and agree 

on outcomes. The employment relationship becomes a contractual one. (Davis and 

Wood 1998: 87)  

Clear parallels have been drawn by authors such as Osborne and Gaebler (1992) 

between these private sector-based concerns and those of public sectors threatened 

with capture by monopolistic bureaucracies. Splitting the provision of services from 
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core government operations, such as policy making, results in a principal-agent 

relationship and, via contract specification, helps “owners” (the executive), reassert 

control over “managers” (the public service departments and unions) (Osborne and 

Gaebler 1992: 27-28; Hughes 1998: 44-46; Hood 1995). 

 Resting on these theories, a number of specific claims are made for the 

beneficial impact of competitive tendering and contracting on public sector service 

delivery. The first of these is that the cost of service provision will be significantly 

decreased if opened to market forces. As noted above, Domberger found savings of 

up to twenty percent could be achieved (Domberger and al 1986; Domberger and 

Jensen 1997). This figure is continually quoted by Australian governments when 

justifying the adoption of CTC (The Auditor-General 2000; Trifiletti 1996: 24-26). 

Other analyses into the cost effectiveness of competitive tendering and 

contracting indicate that the twenty per cent savings figure is not always possible. 

Hodge (1996, 1998) conducts a meta-analysis of a range of international studies and 

notes how the introduction of competitive tendering and contracting has produced a 

multitude of cost effects. The most consistent savings occurring in services such as 

maintenance, refuse collection, and cleaning. He concludes that: 

... overall, contracting results in an average cost reduction. This average effect size 

translates to a cost reduction figure of around 8-14 percent, depending on the way the 

average is calculated. This cost savings estimate does not include any costs associated 

with the contracting process, whether transitional or monitoring costs. (Hodge 1998: 

105). 

Not only might there be variance in the savings effects between sectors, even without 

including all transition and transaction costs, it may also be difficult to isolate the 

effect of contracting from that of other actions. For example, broad micro-economic 

reforms which assisted in improving efficiency may have been introduced at the same 

time as CTC, thus making it difficult to tell whether cost savings are due to those 

reforms or contracting (Trifiletti 1996: 26-29).  Also, there is a difference between 

real savings and costs transfers. A real saving occurs where an organisation produces 

the same output for less, or more output (or quality) for the same level of expenditure. 

Costs transfers occur where the government has simply shifted the same cost burden 
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to another organisation without any gain in efficiency, or where it has reduced the 

amount it pays that organisation for the service and the organisation correspondingly 

reduces the level of service it provides (Rimmer 1998: 78-79).  

Supporters of contracting out recognise these issues, yet still claim that, with the 

correct application, governments gain significant improvements in efficiency if they 

tender out service delivery (see Department of Finance and Administration 1998a: 17-

18). Recent commentary, and the Commonwealth Auditor-General’s report on the 

Australian Commonwealth Government’s information technology outsourcing, 

suggests this belief has almost become an article of faith for public decision-makers 

(Lawson 2000; The Auditor-General 2000). 

Improved service quality, it is argued, is another benefit of contracting. Quality 

can be an explicit criteria in selecting a provider. Also, within the publicised tender, 

quality can be improved through the clarification of  user needs so as to determine 

precisely the services delivered under the contract. This is to be compared with a 

system where the public service is the sole provider. In that case, the tendency, as in 

most monopolies, is for the bureaucracy to deliver what they are best able to, or can 

most “profitably”, deliver rather than what the end consumer needs or wants (see 

Management Advisory Board 1992, 1997; OECD 1997). 

Building on public choice theory and agency theory, the argument is also raised 

that public accountability is improved through contracting. As part of the process of 

entering into a contract with a provider, the government agency is required to clearly 

specify each party’s responsibilities in delivering outputs and outcomes. It must also 

specify the cost of that delivery. There is less opportunity for officials to “capture” the 

implementation process, either under the cover of imprecise objectives, or by 

focussing on inputs over outputs. More broadly, public agencies can set forward the 

key results they aim to achieve in their portfolio and then precisely indicate the extent 

to which those have be bought through contracting — thus improving their overall 

accountability to Parliament through the budget process (Department of Finance and 

Administration 1998d: 13-15; Halachmi and Boorsma 1998).   
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In a similar vein, performance criteria and payment milestones are clarified in a 

contract. This ensures the parties to the service delivery are transparent as to what 

constitutes a successful outcome, and must seek to achieve those outcomes and no 

others. The principal is also within its rights to insist the agent provide for avenues of 

redress for service users who are dissatisfied. Finally, the public process of tendering, 

provided it is run correctly, should also be more transparent than in-house decisions 

on delivery. The selection criteria are well known and the reasons for a decision are 

often publicised. (See Department of Finance and Administration 1998d: 7-9; Graham 

1998) 

To sum up, the advantages claimed for the application of CTC to public sector 

management are that: it increases value-for-public-money by decreasing the cost, 

and/or increasing the quality, of the services delivered; it also increases accountability 

and transparency by forcing public managers to clarify activities, performance 

indicators, responsibilities, and selection criteria.    

   

Critiquing CTC 

Just as a policy community of advocates support competitive tendering and 

contracting, numerous organisations and academics argue for a more critical view 

(see HRSCFCA 1998). Their overall position is that there are only a few areas of 

government activity in which effective markets can operate. 

 Their first claim is that there is, at best, only inconclusive evidence to suggest 

Domberger’s twenty per cent figure can be achieved in situations other than the 

contracting of easily defined and measured services such as maintenance, cleaning, 

and refuse collection (see Rogan 1997). This critique is based on the reasoning that 

the overall cost of contracting is rarely accounted for in full. It employs ideas arising 

from transaction cost theory — the concept at the heart of New Institutional 

Economics (NIE) (see Coase 1988; Williamson 1986; Rutherford 1996). NIE 

examines the character of transactions in capitalist economies, and the institutions and 

structures which maximise the economic outcomes of those transactions. Markets 

may not always be optimal in this respect, although: 
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The general presumption is that the lower the level of transaction costs vis-a-vis other 

costs, the greater the likelihood that resource allocation will take place within markets 

rather than firms.  (Jones 1997: 11) 

In applying these ideas to the public sector, Prager (1994) concludes that the more 

complex the activity being contracted-out the higher the transaction and monitoring 

costs required to meet performance objectives, as well as accountability and 

transparency requirements. Such costs may run so high as to make government 

provision (the equivalent of ‘the firm’) the more efficient alternative (Prager 1994: 

180).   

The necessity for public sector managers to take account of these costs is, 

Prager argues, even greater than that facing their private sector counterparts. 

Democratic governments are politically, and legally, obliged to run tender processes 

in a rigorously fair manner (Department of Finance and Administration 1998b: 16-18, 

20). This can be time-consuming and expensive, and it forgoes the transaction 

efficiencies to be gained through stable purchaser-provider relationships. 

Governments are also under political pressure to intervene to ensure socially optimal 

outcomes when transaction costs are so high it would not be in the public interest to 

insist on market-derived providers (Prager 1994: 179-181; see also Pack 1991; Walsh 

1995).  

The question of transition and transaction costs in the Australian context was 

considered in the 1996 Industry Commission report. The Commission arrived at 

several conclusions. One was that transition costs, incurred by a government agency 

as it moves from a structure dedicated to in-house service provision to one geared 

toward contracting-out, were likely to be un-recoverable, sunk costs which could have 

a first year impact of up to ten per cent of contract value, but which then quickly 

diminished (Industry Commission 1996: 134-135).  

On the issue of transaction costs (into which it included the costs of 

monitoring), the Commission found that, on average, they amounted to 2.3 per cent of 

contract value. However, it also concluded that the difficulty in affixing a value to 

transaction activities was often so high it would be impossible to accurately attribute 

all costs. Overall, however, the Commission presented the view that savings could be 
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achieved via contracting, even with transaction costs included in the equation 

(Industry Commission 1996: 135-137). 

In another attempt to answer these questions, the House of Representatives 

Standing Committee on Family and Community Services (1998) investigated the 

issue of effective markets in relation to welfare services. This has been a sector 

traditionally dominated by public agencies and non-profit organisations, and one 

which shares many characteristics with development assistance. The Standing 

Committee report described a situation in family and community services where CTC 

reforms had forced providers (mostly non-profit providers) into adapting their 

practices, especially those relating to accountability, to match those required by the 

monopsonistic buyer: the government. This imposed burdensome transition costs as 

the welfare “community” transformed itself into a market. Also, although the 

government claimed it was paying less for the same, or similar, standards of human 

services, providers argued that many of the synergies gained through co-operation 

between institutions, which previously helped keep costs down, had been lost. 

Reductions in employment costs via a diminished workforce, with a correlated 

increase in workloads on those staff who remained, were necessary for many 

providers to remain in the market (HRSCFCA 1998: 23-27; see Senate Finance and 

Public Administration Committee 1998).   

On the other side of the contractual divide, the government not only incurred 

transition costs through the unavoidable absorption of inefficiencies as providers 

familiarised themselves with a new system, it was itself a contributor as it developed 

the management skills necessary to be a buyer in a services market, as opposed to a 

public provider (HRSCFCA 1998: 28-31). Direct transaction costs such as the 

running of tender selection exercises and the monitoring of providers were considered 

by some departments to be so substantial as to negate any potential savings. Others 

claimed the opposite to be the case. For their part, providers argued that the level of 

their own transactions costs had markedly increased, along with uncertainty over 

revenue streams. Overall, the House of Representatives Committee found the 

evidence to be inconclusive, but emphasised the need for government agencies to take 

full account of potential transition and transaction costs before deciding to contract 

out. It recognised that assumptions relating to the effect of markets and competition 
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do not always hold in the public sector context, and it cannot be assumed there will 

always be a ready market of providers of public services (HRSCFCA 1998: 32-47). 

In their investigation of the impacts of contracting on Australian labour market 

programs, Webster and Harding (2000) return to the question of effective markets and 

public service provision. They claim it is common for private sector providers, who 

are capable of taking on a service delivery role, to refuse to do so because they would 

be unable to make a profit. This is most evident in relation to geographic areas where 

small populations and long distances often make it uneconomic for a private sector 

firm to provide the service required at the price the government is willing to pay 

(Webster and Harding 2000: 12-13). Alternatively, there might be some services 

which simply cannot be described in market-oriented terms (for example, the 

provision of pensions), or where inter-personal skills and community relations might 

be just as important as technically efficient delivery (for example, disability care) 

(HRSCFCA 1998: 28-29; Webster and Harding 2000: 12). Also, sellers must have the 

opportunity to sell their services — contracts cannot be so long-term they make it 

unfeasible for firms to remain in the market. Yet, lack of continuity of service in areas 

such as disability care is detrimental to successful outcomes. To achieve a workable 

balance between these demands, the government has to actively manipulate the 

market, once again raising the prospect of higher than economically optimal 

transaction costs (see Chalmers and Davis 2001: 76-78; Senate Finance and Public 

Administration Committee 1998). 

In relation to management questions, the independent Audit Review of 

Government Contracts (2000), charged with examining the outcomes of major 

contracts entered into by the State Government of Victoria in the 1990s, noted that, 

contrary to the earlier claims of bodies such as the Industry Commission, it is possible 

to have a diminution in accountability and transparency under contracting regimes. 

When outsourcing, governments, to a greater or lesser degree, shift the risk of non-

completion or poor delivery to contractors. The introduction of the contractor as a 

third party in the relationship between governments and their citizens thus has major 

implications for the protection of the public interest. Contracts are between the 

government and the provider, not between the government and the citizen-user, or 

between the provider and the user. The user might have some autonomous redress to 
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the government through political and administrative channels, but they have none to 

the provider, except, possibly, under consumer law. Adding to this dilemma is the use 

of “commercial-in-confidence” designations that prevent members of the public 

gaining access to contract details. This reduces users’ capacity to identify the 

allocation of responsibility between the government and the contractor. It is a strand 

of private, commercial law, intended to stop competitors being privy to each other’s 

business workings, that conflicts with notions of public interest (Audit Review of 

Government Contracts 2000: 31-43; see also Administrative Review Council 1998).   

Finally, to return to broader issues of governance and management, Osborne 

and Gaebler’s (1992) claim that splitting purchaser and provider roles increases 

government’s capacity for rigorous policy-making is also open to criticism. From a 

top-down perspective, for example, any policy formulation benefits to be gained from 

a purchaser-provider split must be weighed against the potential for ineffective  

implementation. No matter how precisely a contract describes outputs and 

performance measurements — and government contracts are notorious for their 

length and detail — it is a poor substitute for direct control if all the subtleties of a 

policy are to be implemented (Chalmers and Davis 2001: 77). Expanding the role of 

regulatory bodies might assist in ensuring minimum standards of delivery are met, but 

these are clumsy instruments when it comes to ensuring quality outcomes in highly 

complex activities (such as governance-related aid delivery) (Keating 2001).  

Outsourcing also restricts the bottom-up impact a public agency can have on 

policy “made” in the course of implementation. Instead, contracted providers, whose 

motivations may be generated more by the desire for profit than the public interest, 

are better placed to exert influence. While there is a communication loop between a 

public agency and contractor that may lead to on-the-ground changes which 

reinterpret the original policy, it takes far longer, and is the source of greater tension, 

than would be the case under direct delivery.   

Another metaphor for such “communication loops” is that of a network of 

actors. Contracting out service delivery helps create, and affects a public agency’s 

position in, policy networks. The study of the influence of networks on policy 

agendas and decision-making has become an especially popular area of analysis in 



222 

public sector management over the past fifteen years, although its intellectual origins 

are far older (see Nash and Scott 2001). An influential, recent thesis has been 

Sabatier’s (1993) work on “advocacy coalition frameworks”. This characterises 

policy formulation as the result of certain values and beliefs coming to dominate — 

over the long-term (ten years or more) — in a policy “sub-system”. Actors within this 

sub-system include governments, interest groups, practitioners, and, what are 

described as, policy “brokers” (usually bureaucrats from the relevant public agency). 

In the course of debate, coalitions form which advocate not only certain 

interpretations of policy goals, but also the causal hypotheses upon which decisions 

will be based. The values and beliefs of elites, from general normative positions 

through to the policy and program applications of these values, are crucial to policy 

formulation. Importantly, their promulgation is not the work of the state alone 

(Sabatier and Jenkins-Smith 1993). 

Focussing on similar concerns as Sabatier, Rhodes (1988, 1996, 1997) offers a 

different interpretation of the impact of networks on policy — one which is more 

explicit as to the role contracting plays in the distribution of public resources. He sees 

modern governance (his focus is on Britain) as having moved away from centralised 

state policy-making and implementation. Top-down and bottom-up have lost some of 

their meaning. Instead, reduced state involvement in service provision, primarily 

through privatisation, has resulted in the emergence of policy networks of private 

providers, governments and their agencies, professional bodies, and interest groups. 

These networks are, essentially, self-governing, often professionalised, and best 

understood through “meso-level analysis”. The actors are connected through their 

mutual resource-dependence — both financial and political. Within a policy network 

of this kind, the state faces major hurdles in directing policy. Service providers and 

sectoral interests influence policy determination through the relationships they form 

with each other over the course of implementation. Governments which attempt to 

control the direction of such policy find themselves, to use Rhodes’ expression, 

pulling on “rubber levers” — networks, in other words, have an inherent inertia that is 

difficult to shift. (Rhodes 1997: 8-16; Rhodes 1996: 658-663) 

Ironically, contracting, which is often encouraged by governments in order to 

sharpen their top-down focus on policy, is integral to the formation of networks based 
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on resource-dependence. Contracts are the means by which resources and knowledge 

are shifted and providers are linked to the purchaser-state. They help entrench the 

influence of networks by restricting the state’s substantive and process-related 

knowledge, such that it finds it difficult to challenge, and propose alternatives to, the 

policy positions formed within the network. Public agencies may become more expert 

at managing contracts, but that does nothing to ameliorate their dependence on 

providers for this sectoral knowledge (Chalmers and Davis 2001: 77). State bodies in 

this situation, according to Rhodes, instead of attempting to coerce providers, need to 

contemplate how they can strategically bargain, and how they can build up trust, with 

network actors (Rhodes 1997: 195-196). Reconsidering the usage of contracts is an 

important element in this. 

  In sum, Competitive Tendering and Contracting can be critiqued on the 

following issues. First, the claimed cost savings do not appear to apply to anything 

other than straightforward, easily measurable activities such a rubbish disposal and 

cleaning. Also, contracting out the delivery of complex activities, such as many 

human services, involves a high level of transaction costs which must be accounted 

for in decision-making on outsourcing. Provider markets in many services are 

comparatively immature, which has a negative impact on transition costs, transaction 

costs, and quality level. Ensuring public accountability is rendered difficult by the 

intrusion of the contractor between the government and its citizens, and transparency 

is diminished by the widespread application of commercial-in-confidence restrictions. 

Finally, the use of third party contractors reduces a public agency’s ability to control 

all aspects of the implementation of top-down policy, or to influence, or even 

encourage, bottom-up policy formulation. Indeed, it may be that policy is formed 

through the conduct of “meso-level” relationships between actors in a network based 

on resource-dependency brought about through contracting. For a public agency to 

reassert either top-down or bottom-up influence may require reassessing its use of 

contracts. 
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Donor agencies and the use of contracting 

Most international and official donor agencies engage contractors and consultants in 

one form or another. There is, however, no explicit standardisation between agencies 

on the scope or nature of their outsourcing. As a result, various combinations of 

recipient provision, donor provision, and contractor provision of goods, services, and 

project management can be found across the donor community. Yet, through all 

regimes, the issue of resource control looms large. This concern runs through the 

relationships donor agencies form with: their own government, or inter-governmental 

board; contractors, and recipients (governments and local communities).  

Official donor agencies must account for their budgets to central government or 

intergovernmental authorities. They must give evidence their operations provide value 

for money and that they access the best possible sectoral expertise.† Contracting is 

seen as assisting in this. Aside from improving value for money, donor agencies also 

claim it helps deliver data for better management, via clear statements of objective 

and use of measurable performance indicators (Berrios 2000: 123-126). This is in line 

with the increasing application of Results-Based Management.‡    

One example of how a donor might integrate contracting into its 

implementation activities can be found in the multi-dimensional approach of the 

United Nations Development Programme (UNDP). The UNDP uses four modes of 

service provision. The first is the “national execution” mode. This requires either the 

recipient’s central development agency, a government department, or an appropriate 

non-government institution manage the implementation of UNDP-supported projects 

(UNDP 1999a: 6.2.2). In line with its policy on aid partnerships and participatory 

approaches to development, national execution is the UNDP’s preferred method of 

delivery (UNDP 1997a: 25-30; see also UNDP 1996b, 1999c).  

                                                 
† An example of this can be seen in the Department for International Development’s Service Delivery 
Agreement justifying their expenditure to the UK Treasury (DFID 2000b). 
‡ See as examples CIDA (1996), UNDP (1999a: para 1.3.1), DFID (2000c). 
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The policy on national execution is also linked to the National Programme 

Frameworks policy, which attempts to ensure the level and form of participation of 

counterparts in the planning and execution of national sectoral programs mesh with 

the methods of capacity assessment the UNDP employs (UNDP 1997b). The UNDP 

argues that counterpart institutions must be shown to have sufficient capacity to 

manage a program/project before they are invested with full responsibility for its 

implementation. To meet this condition the recipient agency must give evidence of its 

ability to: monitor technical aspects of the project; develop and review work plans; 

administer procurement and services contracts; produce and maintain budgets, and 

disburse funds in an accountable, transparent manner. The UNDP’s expectation is that 

the recipient will contract out those elements of the project/program requiring 

technical expertise. It is expected to liaise closely with the relevant UNDP country 

office, although internal, national rules applying to activities such as contracting are 

followed unless they significantly diverge from the UNDP’s standards. (UNDP 

1999a: 6.2.2; UNDP 1997a: 27-29) 

If it is determined that recipient institutions lack the capacity to manage the 

implementation effectively, or, alternatively, that specialist expertise and international 

networks are needed for the initiative’s completion, the UNDP has the option of 

engaging a United Nations agency to take on the management role (UNDP 1999a: 

6.2.3). These agencies are still required to collaborate with the recipient government 

and to seek to gradually transfer responsibility for the running of the aid activities. 

The expectation is that the UN agency will conform with UNDP-accepted standards 

when contracting individual consultants and institutions (UNDP 2000a: 14-16). 

The third possibility open to the UNDP is the engagement of a national or 

international non-government organisation to oversee the implementation of a project. 

This may be the preferred approach in situations where improving the capacity of the 

local civil society is a core concern, or where extremely disadvantaged groups are 

targeted. Evidence must be provided that the NGO meets the capacity requirements of 

the UNDP, and, in some cases, the UNDP country office will provide management 

assistance so as to ensure the advantages of employing an NGO are not lost (UNDP 

1999a: 6.2.4). Selection of NGOs can take place under normal competitive 
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contracting procedures or take the form of designation through a letter of agreement 

between the executing agent and the NGO, assuming certain basic criteria are met 

(UNDP 1997c).  

Finally, if the recipient country is defined as being in a “special development 

situation”, the UNDP itself may take on the role of “direct execution” of the aid 

activities. A “special development situation” includes scenarios where: the recipient 

lacks the capacity to deliver the projects themselves; there is a need for speedy 

delivery and decision-making; no other appropriate UN agency exists which can take 

on the management role, and the UNDP’s country office has the capacity to provide 

the services necessary for delivering the project or program. “Direct execution” is 

viewed as being the least favoured delivery option because of the sustainability 

problems it raises (UNDP 1999a: 6.2.5). 

A recent report into the relationship between the UNDP and the United Nations 

Office for Project Services (the project delivery arm of the UNDP up until 1995) 

argues that, even under “national execution”, the UNDP de facto directly executes 

projects through its extended support to national executing institutions (UNDP 2000a; 

United Nations Office for Project Services 1999). The report claims that the UNDP’s 

influencing of national agencies through its project support units, run from the UNDP 

country offices, has increased even as the percentage of its programs nominally 

delivered under the national execution mode has also grown (from sixty per cent of 

the UNDP’s core programs being delivered by UN agencies in the late 1980s to 

eighty per cent being delivered under “national execution” by the late 1990s) (UNDP 

2000a: 21). With national execution has come an increased burden on the UNDP to 

not only fund but also facilitate and advise on project management, assist in 

administration, and monitor performance (UNDP 1995). This has come at a time of 

reduced funding and a world-wide increase in the number of independent states 

requiring development assistance. The result is that country offices have sought to 

exert greater control over the aid delivery management so as to ensure costs are 

minimised and outcomes achieved (UNDP 2000a: 18). 

To consider another example, the World Bank also claims to be increasing its 

use of participatory management, while still maintaining a strong contracting 
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component in its operations (Institute of Development Studies 2000c). The Bank has 

brought together a number of case studies and advisory papers on participatory 

methods in its Poverty Reduction Strategy Sourcebook and Participation Sourcebook 

(see World Bank 1996b; Edgerton et al. 2000; Homes et al. 2000; Prennushi, Rubio, 

and Subbarao 2000). The general theme running through these is that participatory 

management techniques, such as Participatory Monitoring and Evaluation (PME), 

benefit the quality of project implementation, as well as the knowledge fed back into 

the development policies of both the recipient government and the donor. 

Participation will differ from country to country, however, according to the nature of 

each country’s governance structures and the available government support. It will 

not always be possible for Bank-sponsored programs to undergo full community-

monitoring (World Bank 1996b: 122-124; see also Edgerton et al. 2000; Homes et al. 

2000).  

The difficulty the Bank faces in encouraging participatory management 

methods, while also attempting to maintain the resource control that makes 

contracting attractive, is clear even in a brief examination of its implementation 

processes. Under World Bank procedures, the onus for implementing both investment 

and adjustment projects is placed in the hands of recipient governments (World Bank 

1999f: 1.2). These institutions might then seek to bring in NGOs, consultants, or 

larger private contractors in order to deliver specific elements of the project or 

program (World Bank 1989b, 2000d). The basic contracting framework is set at the 

outset of the project and is included in its design (World Bank 2000e).   

 The Bank must, under Article III, Section 5(b) of its Articles of Agreement, 

ensure that loans are not used for any purpose other than that for which they were 

granted. This basic requirement has been expanded into a general guide on 

implementation which the Bank applies to all its dealings with borrowers over the 

delivery of sponsored projects. On the issues of contracting/procurement, the Bank 

emphasises four key factors: economy and efficiency; the opening of tenders to all 

eligible bidders; the encouragement of “domestic contracting and manufacturing 

industries” in the borrower, and transparency (World Bank 1999f: 1.2). 
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The Bank’s guidelines suggest that the management of an activity’s 

implementation, for all the rhetoric on participation, is not left to the borrower alone. 

They may be charged with managing the implementation of a project, but will do so 

under Bank supervision (World Bank 2000e, 1999a). A recent example of this can be 

found in the Papua New Guinea Promotion Adjustment Loan approved by the World 

Bank board in June 2000. This US$90 million loan is designed to assist the Morauta 

government continue its public sector reform program of rationalisation and 

privatisation. A Central Agencies Coordinating Committee, which includes the PNG 

National Executive Council, the Chief Secretary, and members of the Prime 

Minister’s Department, oversees the operation of the projects under the loan (World 

Bank 1999h, 2000c). The World Bank notes, however, that:  

... given the comprehensive nature of the reform program and the deteriorated state of 

local capacity, implementation risk exists. This will be mitigated through major donor 

assistance - particularly by Australia - which has financed a series of technical 

assistance efforts that have assured the Government they will have expert help in 

implementing the program. We believe this effort will reduce the implementation 

risk, although constant and frequent support by Bank staff will still be required for 

successful execution of the governance promotion loan. (World Bank 2000c: 3) 

The PNG Central Agencies Coordinating Committee may have the responsibility of 

overseeing the project’s operation, but the Bank’s interest in ensuring the security of 

its investment results in it keeping a management presence.  

The World Bank also attempts to influence the recipient’s contracting and 

procurement processes by requiring the borrower meet the Bank’s efficiency, 

accountability, and transparency criteria in return for funding (World Bank 1999e: 

1.4). In cases where the borrower uses funding from other sources to contract 

providers for part of the Bank-sponsored  initiative, the Bank still seeks to ensure the 

contractor is appropriate and that the scopes of services under which they are hired 

are consistent with the project (World Bank 1999e: 1.8). 

Finally, at the end of the Bank’s guidelines, provision is made for community 

participation in the delivery of aid services: 
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3.15 ... Where, in the interest of project sustainability, or to achieve certain specific 

social objectives of the project, it is desirable in selected project components to (i) 

call for the participation of local communities and/or nongovernmental organizations 

(NGOs), or (ii) increase the utilization of local know-how and materials, or (iii) 

employ labor-intensive and other appropriate technologies, the procurement 

procedures, specifications, and contract packaging shall be suitably adapted to reflect 

these considerations, provided these are efficient ... (World Bank 1999f)  

Yet the Bank has acknowledged that applying efficient, effective contracting 

processes to initiatives that aim for high levels of community participation in their  

implementation is difficult. The structure of competitive bidding arrangements — that 

assume the existence of an effective market — do not favour small, community-based 

organisations or local-level participation (Gopal and Marc 1994: 17-28). And, 

although the Operational Directives of the Bank allow for some flexibility in 

procurement/contracting practices when the projects involved are grass-roots poverty 

alleviation activities, usually carried out by NGOs, they do not clearly describe the 

degree of flexibility permitted (World Bank 2000b). So, although the Bank considers 

participatory management to be important, the position of contracting in the 

implementation guidelines stymies moves in that direction. 

As a final example, the UK Department for International Development (DFID) 

is a donor which makes extensive use of consultants as sectoral experts and providers 

in its bilateral programs. At any one time it oversees approximately 2000 consultancy 

contracts with a total value of  £240 million (DFID 2000a). This element of the 

agency’s operations is managed by a Contracts Branch, which ensures competitive 

bidding occurs for the provision of consultancy services to DFID, unless there are 

clear reasons why this process should not occur. The Branch’s stated objective here is 

to obtain “best value for money” (DFID 1999c: 3). 

DFID declares that its approach to the management of aid initiatives is one 

based on partnerships with developing countries, which, it maintains, are the key to 

achieving effective aid outcomes (DFID 1997: 39; DFID 2000c). It also claims to be 

increasingly using participatory approaches in the monitoring and evaluation of 
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projects and programs, as well as referring to World Bank-initiated Poverty Reduction 

Strategies (PRS) in its own country strategy assessments (DFID 2000b).  

DFID’s own reports set out a process whereby the recipient government and the 

agency, often in conjunction with other major donors such as the UNDP or the World 

Bank, agree to a program or project and then engage DFID-contracted consultants to 

work in tandem with counterpart officials, and, frequently, NGOs, on its 

implementation (DFID 2000a: 92; Coles, Evans, and Heath 1998).  Importantly, the 

agency does not contract out the overall responsibility for project management, but 

tends to look for joint management opportunities, while attempting to retaining a high 

level of management input itself (DFID 1996, 1999b). 

 The importance of recipient participation in the management of aid initiatives 

was highlighted by DFID in its assessments of country programs such as that for 

Ghana, where donor-managed projects had little sustainable effect, and possibly even 

detrimental effects, on local government management systems (DFID 1998a). Yet 

other evidence, from a general assessment of projects conducted in 1995, supported 

the claim that better results were achieved when clear conditions (or objectives) were 

set for counterpart institutions and then subjected to effective monitoring by the donor 

(DFID 1996: 4-5). This conflict over causal evidence is reflected in the way DFID 

attempts to limit the extent to which it relinquishes management control to recipient 

governments, even while it acknowledges the advantages of participation (see DFID 

1998b). The agency’s extensive use of consultants represents an attempt to resolve 

this tension. A range of views, and delivery techniques (such as PRA), are brought to 

an activity, yet overall management is not contracted out. So, even though joint 

management, between DFID, the counterpart, and contracted NGOs, for example, 

may occur, the ultimate control over the direction, and conditions of funding, remains 

with the agency. 

The above examples suggest that, although official donors are beginning to 

acknowledge the advantages of “mainstreaming” participatory styles of management, 

they have yet to explore the full potential of such techniques (see, as other examples, 

NORAD 1999; USAID 2000) . Contracting regimes may have difficulty adopting to 

participatory management approaches, which focus on involving local stakeholders to 
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a greater level than simply as sources of monitoring and evaluation data for 

contracted experts (Institute of Development Studies 2000b). Local community 

members, sometimes organised loosely into NGOs, can also come together with other 

stakeholders — donor agencies, the relevant government bodies, northern NGOs — 

and have input in deciding on the objectives and indicators of data collection, the 

methods whereby that collection is conducted, the analysis of the data, and the form 

in which findings are documented (Estrella 2000: 8-10).  

The level and nature of participant input, and the institutions which initiate the 

monitoring and evaluation, vary. It is difficult to identify any one, all-encompassing 

technique. For example, Pasteur and Blauert (2000) locate three basic approaches to 

Participatory Monitoring and Evaluation (PME): increasing beneficiary input to 

development research; using beneficiary responses to improve donor-initiated 

monitoring and evaluation techniques; conceptualising PME as an action-reflection-

action process initiated by the beneficiaries themselves. They conclude that the third 

of these best matches the core PME principle that monitoring and evaluation 

techniques be applicable to the local stakeholders in their efforts to bring about 

sustainable change, and that it assist them in their ongoing learning about 

development processes and how to evaluate their effect (Pasteur and Blauert 2000: 

15-16). They also note, however, that donor pressure frequently results in NGOs, the 

usual coordinators of PMEs and PRAs, adapting their approaches on these issues to 

meet needs set out by donor Logframes and payment milestones rather than the 

demands of beneficiaries (Pasteur and Blauert 2000: 18).  

Pratt (2001) also provides evidence that PME is not an approach which easily 

meshes with the project cycles and contracting approaches used by donors. PME, 

where used by organisations contracted by donor agencies, is often reduced to a series 

of information gathering techniques (with the information to then feed into “top-

down” projects) that are divorced from their original intent of encouraging local 

ownership and management control of aid delivery (Pratt 2001: 25-32). 

 In summary, while the donor agencies discussed above have different 

approaches to contracting, they all exhibit similar concerns in relation to resource 

control. This concern cuts across their stated aims on participation. Direct contracting, 



232 

or indirect control over recipient expenditure through conditionality and advisory 

requirements, are examples of ways of ensuring such resource control. Such methods 

of control, however, appear to have adverse consequences for participatory 

management, or, at the very least, set up delivery management structures that are 

resistant to adaptation.  

 

Conclusion 

Contracts can be useful public sector management tools. Yet their benefits in relation 

to efficiency and effectiveness, accountability and transparency must be regarded as 

conditional. When applying the contracting model to the delivery of human services 

(under which heading development aid falls for the purposes of this analysis), there is 

a significant chance that high transition and transaction costs will impact on 

efficiency. In attempting to lower those costs, usually by using tender processes, and 

settling on outcomes and performance measurements that fall short of the public 

interest, the principal risks adversely impacting on effectiveness, accountability, and 

transparency. Transparency will also be reduced, as will the possibility of full public 

accountability, if the terms of the agreement between purchaser and provider are 

declared to be commercial-in-confidence. Also, the very existence of a third party 

provider between the government and the citizenry clouds the question of who holds 

direct responsibility for service delivery, with further implications for accountability. 

 Contracting raises a number of issues in relation to policy implementation and 

formulation. It can diminish a public agency’s capacity to direct all aspects of 

implementation by removing them from the day-to-day management of delivery. In 

the case of foreign aid, this, in turn, prevents an official donor agency from directly 

accumulating development knowledge in a particular sector. Instead, the agency 

builds up expertise in contract management (although their limited sectoral 

knowledge will also constrain this). The lacunae in an agency’s development 

knowledge adversely affects its provision of advice for “top-down” policy-makers. It 

can also be seen as under-mining its capacity to foster bottom-up processes (with 

recipients) or influence “meso-level” policy networks of providers. This suggests that 

positing official donor agencies (as opposed to their governments or inter-
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governmental boards) as the instigators for accommodating causal uncertainty into 

policy formulation over the medium to long term faces significant problems if 

contracting is their primary mode of aid delivery management. 

 The examples presented in the latter section of this chapter indicated there is no 

single, shared approach toward contracting among donor agencies. What does appear 

to be shared is an organisational culture that valorises resource control and 

overwhelms the desire to experiment to any great extent with participatory 

management. Whether acting as principals themselves, or allowing recipients formal 

oversight of aid implementation, donor agencies such as the UNDP, the World Bank, 

and DFID all attempt to ensure processes that meet their own management needs are 

directly, or indirectly, met.  

 The following chapters use the AusAID-PNG case study to test the issues of the 

efficiency and effectiveness of contracting out aid delivery, the impact on 

management, and the related impacts on policy formation. They assess AusAID’s 

ability and drive to engage with the uncertainty that accompanies participatory 

management of aid implementation, and to explore as many delivery approaches as 

possible. 
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Chapter Eight 

 

Efficiency and effectiveness: 
Contracting in the bilateral aid program  

 

 

This chapter considers whether the improvements in efficiency and effectiveness 

AusAID claims to gain through contracting are real or illusory. On the basis of that 

finding, it assesses the organisational motivation behind AusAID’s adherence to this 

public sector management approach.  

 AusAID contracts out the bulk of its project feasibility, design, delivery, 

evaluation work, and, less frequently, policy advice. Its stated rationale for doing so is 

to maximise the development outcomes it achieves from the public money it spends. 

It also seeks to access specialist expertise. However, as the examination of public 

sector service outsourcing in the previous chapter showed, the supposed cost and 

quality benefits of contracting are not always easy to garner. For contracting to be 

beneficial the following questions must be satisfactorily resolved: Does the agency 

fully take into account all of the costs associated with contracting? Is there an 

effective market of providers? 

A response to these questions is offered here via the investigation of AusAID’s 

contracting regime in the Papua New Guinea bilateral program (especially as it relates 

to governance activities). It establishes the extent to which the agency contracts in 

third parties and the process whereby it does that. Both official procedures and the 

perceptions and experiences of players in the process (AusAID officials, PNG 

stakeholders, and Australian Managing Contractors) are considered in an effort to 
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provide as accurate a picture as possible of the agency’s approach, as well as its costs 

and benefits. 

Several findings are drawn from this investigation. The first is that AusAID, in 

both its procedures and practice, downplays the importance of transaction costs. It 

acknowledges that contractors may incur such costs in the course of tendering, and 

has altered some of its practices as a result. However, there is not the same vision of 

transaction costs in relation to the agency’s own actions over the course of designing, 

tendering, and monitoring development assistance.  

The second finding is that the market of potential contractors who are capable 

of, and prepared to, deliver governance-related activities in Papua New Guinea is not 

as well-developed as the procedures presume. AusAID officials (as well as their PNG 

counterparts) acknowledge there are concerns in relation to this, but see it as largely 

being due to contractors’ reluctance to accept and adapt to the conditions and risks of 

aid delivery. Little connection is made between these market problems and the costs 

ultimately incurred by the agency and the Australian government.   

Taken together, these findings outline a situation where AusAID’s almost 

universal commitment to contracting needs to be questioned. The efficiency and 

effectiveness it seeks are not always obtainable via contracting. Yet the agency 

appears ideologically bound to this approach. Or, at the very least, it has 

institutionalised a rigid vision of accountability that limits its preparedness to consider 

alternative delivery management methods.  

 

AusAID’s contracting process 

AusAID has contracted out aid delivery, especially agricultural and infrastructure 

sector projects, since the late-1970s. The contractors in those cases were consulting 

firms and the Departments of Agriculture in New South Wales, Victoria, and South 

Australia (AusAID 1995, 1998g). Prior to that, beginning with Australia’s 

involvement in foreign aid and reconstruction in the aftermath of World War II, there 

had been a strong tradition of procuring goods and, occasionally, services from non-

government suppliers (see Wilkinson 1976).  
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 A major portion of AusAID’s management tasks now involve the preparation 

and monitoring of contracts and the running of tender assessment processes (AusAID 

2000x: 6). Each year contracts worth over AUD600 million are awarded by AusAID 

for work related to the development and implementation of aid activities in 

developing countries (AusAID 1999i: 5; AusAID 2000x: 5). Overall, the agency 

manages at any one time AUD1.7 billion worth of contracts (AusAID 2000al:6). 

These contracts vary. There are inputs and outputs contracts (the latter being the more 

common) and mixed contracts. There are services contracts, period contracts, 

construction contracts, and small value contracts. Sometimes a single consultant will 

be selected from the Australian Consultants Register for a precisely defined, short-

term job; on other occasions a range of companies might be brought together, after an 

extensive tendering process, for a five year project with multiple components 

(AusAID 2000x: 10-11; AusAID 2000ab: 157; also see AusAID 1999r as an 

example). On the whole, AusAID “has a preference for outputs contracts that contain 

fixed price, lump sum payments with a defined scope of services with measurable 

output performance indicators” (AusAID 2000x: 10). 

Most contracts are awarded either to Australian Managing Contractors (AMCs) 

or private, Australian consultants. Contractors must meet eligibility criteria in order to 

even be considered for services contracts and consultancies. The key requirement is 

that they be Australian or New Zealand businesses (AusAID 2001c). AusAID also 

offers direct funding to NGOs to conduct their own projects and programs (usually in 

association with local NGOs in the recipient country). The support of Australian 

NGOs by AusAID through country programs and specific initiatives such as the 

AusAID/NGO Cooperation Program (ANCP) is low — only AUD44.1 million for 

2000-01 — when compared with the expenditure on major projects overseen by 

AMCs (Downer 2000b: 58). However, NGOs are also eligible to tender for 

mainstream AusAID contracts, once they have successfully undertaken AusAID’s 

accreditation process (AusAID 2000ak: 9-75).  

Nearly every stage of the project cycle, from feasibility testing through to 

evaluation, presents an opportunity for consultants, AMCs, or NGOs to be engaged. 

Even the project initiation process, while primarily the role of the bilateral partner 
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governments and international development agencies, may also include outsourced 

research and assessment (AusAID 2000x: 7).   

According to AusAID’s primary policy document on contracting out, the wide 

use of outsourcing rests on the assumption of a clear division of activities between 

AusAID officers and contractors: 

AusAID staff focus on policy development, program planning and monitoring and 

contract management, all of which are essential to maintaining the high quality of 

Australia’s overseas aid program. Contractors are responsible for most of the initial 

project design and subsequent implementation of projects and activities in-country. 

AusAID policies ensure that a high level of quality control is maintained over the 

delivery of Australia’s aid program. (AusAID 2000x: 6) 

This reflects the reasoning of agency theory, as well as the market-oriented arguments 

set out in the 1996 Industry Commission report discussed in the previous chapter. In 

1995, AusAID made a submission to the Commission in which it clarified the 

rationale behind its high level of contracting:  

The Agency relies on the Australian community to provide the expertise needed to 

deliver high quality aid as the development of an in-house technical capacity with all 

the skills and disciplines required to service the development cooperation program is 

impractical and would be an extremely expensive and ineffective use of resources. 

Contracting out is therefore a necessary and integral part of Australia’s aid delivery 

program. (AusAID 1995: 3) 

Building on this, AusAID also openly adheres to the Commonwealth Government 

Procurement Guidelines, which, among others, regard the following as core benefits 

of contracting: value for money; open and effective competition; ethics and fair 

dealing; accountability and reporting (Department of Finance and Administration 

1998d: 1; AusAID 2000ab: 89-90). The Department of Finance also promotes CTC 

for its positive impact on the quality of service delivery, the level of innovation in that 

delivery, the transparency of decisions over the selection of service providers, and the 

level of accountability in procurement (Department of Finance and Administration 

1998b: 7). Not only do AusAID’s operations reflect the advocacy of the Department 
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of Finance, in the extent of its use of contracts the agency outstrips most other 

Commonwealth Government bodies (AusAID 1995).       

Finally, AusAID is itself something of a contractor: 

AusAID has a single outcome: Australia’s national interest advanced by assistance to 

developing countries to reduce poverty and achieve sustainable development. Two 

agency ‘outputs’ contribute to this outcome: policy and program management. The 

Government purchases these two outputs from AusAID at an agreed price of $10.5 

million and $57.4 million respectively in 2000-01. (Downer 2000b: 70) 

This positing of the Australian Government as “purchaser” of AusAID’s services is, 

in one respect, an inelegant exercise in semantics. There are no immediate 

competitors in a position to undertake AusAID’s role; there is no market. However, 

elements of a principal-agent relationship can be found in executive-public service 

manager interactions. Expressing this “employment” relationship in contract terms is 

emphasised in AusAID’s overall results-based management approach (tagged the 

Performance Information Framework), which now structures its annual reporting, and 

attempts to clearly indicate the agency’s success in meeting outcomes and outputs 

(see AusAID 2000ab: 18-19). These outputs also form the basis of the budget 

estimates process the agency must go through every year (see Commonwealth of 

Australia 2000, 2001; Senate Foreign Affairs 2001).   

 Although AusAID employs contractors at nearly every point in the project 

cycle, on many occasions a fully-fledged tendering process is not used. Activities 

such as desk-based feasibility studies or technical or management appraisals do not 

require the expenditure of sufficiently large sums of public money to warrant full-

scale competitive tendering. Alternative approaches used by AusAID include 

engaging consultants who are already under a period contract (won through a tender 

process). Period contracts run for three years, during which time AusAID can access 

the consultant’s specialist expertise for short term activities without having to 

renegotiate fee structures with every engagement (AusAID 2000x: 10; AusAID 

2000ab: 157-158). Another alternative is to select an expert from the Consultants 

Register, which is the listing of relevant, interested consultants available to carry out 

work for AusAID. Once selected, the consultant undertakes the task via a short-term 
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contract (AusAID 2000p: 3). Finally, it is open to AusAID to engage a consultant 

who is neither under a Period Contract nor listed on the Consultants Register, but is 

known to the agency through its professional network. Once again, the contractor in 

this situation would enter into a short-term contract with AusAID (see AusAID 

1999q: 3-5). 

   When it comes to the actual tendering of services contracts, One and Two-Step 

selection processes are utilised once a project design has been agreed upon and the 

Project Design Document (PDD) delivered to AusAID† . A basic operational 

framework guides these selection methods, laying down the steps to a project’s 

delivery. The first of these, which follows the acceptance of the project design, is the 

signing of a Memorandum of Understanding (MOU) between donor and recipient 

governments. MOUs cover both sectoral programs and specific projects and detail the 

mutual obligations of both parties. For the counterpart this usually entails making 

staffing and, to a lesser extent, funding commitments to the project/program. In some 

cases, such as with the PNG bilateral aid program, a treaty acts as an “Umbrella 

MOU” setting out the conditions (and performance benchmarks) of development 

cooperation between the two countries. Subsidiary arrangements can take place 

within the penumbra of a treaty, clarifying the specific responsibilities of the aid 

partners, as well as their risk management strategies (AusAID 2000h: 23-24). This 

clarification proves an important reference point should major problems arise over the 

aid partners’ respective commitments.  

With the settling of the MOU, and the decision of the appropriate agency 

delegate to approve AusAID’s resourcing of the activity, the Terms of Reference 

(TOR) for the tender, including the Scope of Services, are drawn up, as is the draft 

contract (AusAID 2000k: 1-6; AusAID 2000o: 1-2). The TOR, Scope of Services, and 

payment milestones operationalise the performance measurements and outputs set 

forward in the activity design, and continue to reflect the underlying logical 

framework analysis. A balance is sought between ensuring the contractor has 

discretion to manage the inevitable changes in circumstance which occur in the field, 

                                                 
† In the case of large-scale projects, these selection methods are also applied to the contracting of 
design teams. 
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yet is also clear on the outputs to be produced (AusAID 2000p: 2-3; AusAID 2000o: 

5). The agency’s Quality Assurance Group has also recommended that Scopes of 

Services, and the resultant contractor payment milestones, reflect sustainability 

concerns where possible. This may include elements such as ensuring the Scopes of 

Services allow for the possibility of some recurrent costs expenditure, or linking 

contractor payment to the meeting of sustainability criteria set down in the project 

design (Quality Assurance Group 2000: 13, 26).   

Following the advertising of the tender, a Technical Assessment Panel (TAP) is 

formed to consider the merits of each bid. The TAP is comprised of between three 

and five members, usually with two sectoral experts from outside AusAID, an 

AusAID country program representative and a sectoral program representative, and, 

in more complex projects, such as the PNG Ombudsman Commission Institutional 

Strengthening Project, a representative from the counterpart agency (AusAID 

2000x:12; AusAID 1999i; Interviews 12/10/1998a, 2/12/1999b). The TAP is chaired 

by a relevant officer from the Contract Services Group (CSG). In order to meet 

AusAID’s probity standard, members of the TAP are not to have a commercial 

interest in any tender for that particular project (AusAID 2000x: 10). 

In a Two Step selection process tenderers first submit a capability statement. If 

they are then shortlisted by the TAP a detailed proposal is submitted. In a One Step 

process all tenderers submit a full proposal. Neither capability statements nor 

complete proposals will be accepted if they are designated by CSG to be non-

conforming bids, that is, if they have failed to follow AusAID’s application format 

(AusAID 2000x: 13-15). The TAP then assesses the work methodologies of all 

conforming submissions submitted against the project design and TOR. It also 

evaluates the quality of the personnel who are proposed for the project 

implementation teams. And for large, complex projects, interviews of contractor 

personnel, usually team leaders, will be undertaken (AusAID 1999h; AusAID 2000x: 

13-15).   

In addition to the technical quality of the bids, the TAP also has regard to price, 

primarily on a like-for-like basis between technically equal tenders. This normally 
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carries between a ten and twenty per cent weighting in the final decision (AusAID 

1999h; AusAID 1999i).  

Responding to criticism that there had been too great a focus on price, thus 

leaving the way open for some bidders to “low-ball”, the agency responded in 

1998/99 with reforms to its procurement procedures.† Most importantly, it attempted 

to improve quality assessment in tender selection and project implementation. This 

meant the overall pricing of a bid would, on complex projects, carry a weighting of no 

more than fifteen per cent (although, conversely, like-for-like pricing of work 

methodologies increased in importance) (AusAID 1999i; Russell 1999a). Project 

management skills were to be more thoroughly examined by TAPs and the technical 

quality of TOR responses were to carry more weight in the selection, although the 

actual percentage would vary on a case-by-case basis (AusAID 1999c). Other reforms 

included a commitment to follow up referees assiduously and increase the frequency 

of interviews of short-listed candidates (AusAID 1999e). 

 The TAP’s recommendation is not final — that decision remains with the 

AusAID Country Program. The purpose of this is to allow for the quality of 

contractors’ previous work, and the overall impact of pricing, to be taken into account 

by officers experienced in dealing with contractors operating in a particular region, 

such as PNG (AusAID 2000aj; AusAID 2000h).  

Following selection, the contract is drawn up between AusAID and the 

successful bidder. Payment milestones are agreed upon, as are issues relating to the 

risk of non-performance or non-completion (AusAID 2000o). Several general 

responses are open to the agency regarding the management of risk. They might 

simply accept it and allow for the potential of increased costs. Alternatively, they 

might attempt to avoid it completely by not proceeding with the activity, or reduce its 

level through a revised project design. Another option is to ameliorate the impact of 

the potentially adverse events through contingency planning. A final possibility is to 

transfer or allocate the risk to the contractors (other terms for this are risk deflection 

or risk shifting). The most common approach is a combination of the last two 

                                                 
† AusAID information seminar, Melbourne, 23 March 1998. Author’s notes. 
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possibilities. The AusAID guidelines argue that agreement between purchaser and 

provider on risk allocation is assisted by the clear identification of potential problems 

in the project design and its subsequent Terms of Reference and Scope of Services. 

From this is derived a risk matrix and management plan (AusAID 2000n: 6-16; see 

also AusAID 2000y: 14-15; Turner 1993: 235-260). On some occasions risk 

management proposals are requested as part of the tender bids, and so influence 

contractor selection. Either way, at the point of contracting out the implementation of 

the project, the allocation of risk is an important issue. The greatest conflict between 

the contractor and the agency is likely to arise where the milestones the contractor 

must achieve in order to gain payment are dependent on the counterpart evidencing 

structural and behavioural changes (see Lyon 2000).  

The eventual signing of the contract brings into existence a commercial 

relationship between the service provider and AusAID. Although the partner 

government is an important stakeholder at various points of the activity cycle, it is not 

a party to the contract — its formal linkage with AusAID is through the MOU 

(AusAID 2000d: 7-8, 16; AusAID 2000h: 23-24). Managing these two relationships, 

which involves both contract monitoring and ongoing dialogue with counterparts, 

incurs its own set of costs, which can be included into a broad definition of 

transaction costs. In line with Prager’s (1994) assessment of public sector outsourcing 

discussed earlier, these are likely to be higher in situations where the activity being 

contracted-out is complex. Also, should the assumptions over causality that underlie 

the TOR, Scope of Services, and payment milestones — not to mention the logical 

framework analysis — prove to be even partly false, the potential exists for those 

costs to be greater again. At its most extreme this involves a complete cessation of the 

activity, and writing-off of forgone expenditure. AusAID guidelines regard these 

potential costs as being avoidable through an effective project design being properly 

translated into a contract’s terms (see AusAID 2000p).  

 

Stakeholder perceptions of AusAID practice 

AusAID’s own reports and reviews, as well as interviews conducted for this thesis 

with AusAID officials, aid contractors, and PNG officials, describe a contracting 
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environment less pristine than that detailed in official procedures. A key reason for 

this is the difficulty, and, ultimately, the expense, inherent in reducing complicated 

initiatives to measurable outputs and indicators that can be clearly translated into 

contract terms. Also problematic is the fact that the market of service providers 

prepared, and able, to deliver governance-related development assistance in Papua 

New Guinea is not particularly mature. These underlying dilemmas find expression 

through purchaser-provider conflicts over work methodologies and designs, over the 

lack of project management experience of AusAID managers (and the implications of 

that for tender selection and risk-shifting), and over transaction costs and their impact 

on the market. 

Reports and interviews characterise AusAID-contractor relations as being 

generally abrasive. Given the nature of contracting, this is perhaps inevitable: both 

sides will attempt to maximise their individual outcomes. In the case of development 

assistance “normal” antagonism appears to be exacerbated by the unresolved nature 

of causality in foreign aid. The debate over the impact of donor aid on poverty 

alleviation (as discussed in Chapter One) finds operational voice in disagreements 

between contractors and AusAID as to appropriate development interventions. 

Contractors dispute the proposed performance indicators, the role of counterparts, the 

efficiency of the tendering process, monitoring arrangements, or even the central 

purposes of projects. AusAID, by contrast, is concerned that contractors not profit-

take at the expense of quality development outcomes (see AusAID 1999h; Interviews 

3/9/1999, 10/9/1999b 30/11/1999a, 30/11/1999b).  

Outside factors heighten the potential for dispute. First, aid is delivered to 

materially impoverished populations whose ability to seek redress against donors and 

providers is low. Local beneficiaries of development assistance are often already 

disempowered in relation to their own governments, much less external states. 

Debates over this disempowerment combine with those over the morality of foreign 

aid and its potential hijacking by Western self-interest to produce a sector that is 

characterised by deep ideological divisions (especially between NGOs and official 

agencies)  (see Hancock 1989; Carr, McAuliffe, and MacLachlan 1998; Edwards and 

Hulme 1992; Maren 1997). 
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Also important is the way the Australian aid delivery market is structured as a 

monopsony: there is only one buyer and that is AusAID. Most of the contractors 

interviewed stated that at least sixty per cent of their work derived from AusAID, 

with other activities being sourced either from development bank projects or directly 

from the governments of developing countries (2/9/1999a, 3/9/1999, 10/9/1999a, 

02/12/1999c 29/4/2000; see also IDSS 2002; ACIL 2002; ADI 2002). In these 

circumstances it is simply uneconomical for a contractor to refuse to deal with the 

agency. Instead, low-level friction between AusAID and its contractors gives every 

indication of being a permanent fixture in the relationship. Recognition of this 

problem has led to thirteen firms coming together in the Private Sector Contractors 

Group to act as a peak body which, in six-monthly meetings with the AusAID CSG), 

attempts to improve the relationship between AusAID and the contracting community 

(AusAID 2000ab: 82; Interview 30/11/99a). AusAID has also sought to increase the 

number of meetings where contractors and agency officers can share information 

relating to country programs or the tender process (AusAID 2001b). A Contractors 

Bulletin, used to advise the consultant community of changes in procedure and 

upcoming fora, has also been instituted, as has the process of releasing Project Design 

Documents prior to the formal tendering process, so as to allow for industry feedback 

and a longer lead time for firms to pull together high quality bids (as an example see 

Russell 1999b). 

Of the concerns held by contractors, one they raise as a key problem is the 

discrepancy between the bid a firm submits, seeking the approval of AusAID and the 

TAP, and the delivery approach it would prefer to implement or may actually seek to 

implement once it has won the tender. The interviewed contractors appeared to 

approach this trade-off in a variety of ways. A firm with a strong background in 

community development and strong links with NGOs saw it as something they had to 

resolve to their satisfaction on every project for which they bid (Interviews 2/9/1999a, 

2/9/1999b). To the furthest extent possible, they would not tender for an initiative they 

believed to be irredeemably flawed. Others regarded the need to provide the 

purchaser with what they seek — irrespective of preferred work methodologies — as 

a natural corollary of contracting. Their claimed focus was on general 
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“professionalism” rather than any one method (Interviews 3/9/1999, 10/9/1999b, 

30/11/1999a). Some contractors reported success in providing AusAID with proposals 

which consciously re-worked major elements of the project design (Interview 

10/9/1999a). Others stated that it would be pointless to put up a “non-conforming” bid 

and that their firms either submitted responses they knew would be of interest to 

AusAID or else they refused to bid at all (Interview 30/11/1999b). Still others saw it 

as possible to present several options to the TAP, so as to conform with tendering 

procedures while also offering an alternative implementation approach (Interview 

2/9/1999a). 

All contractors interviewed agreed there was sufficient flexibility in AusAID’s 

project monitoring approach (discussed in the next chapter) to enable changes in 

project implementation to take place, usually after the first year of operation and 

under the auspices of the Annual Report mechanism. The ability to do this would 

depend on the Project Coordination Committee (PCC), the existence of a Technical 

Advisory Group (TAG), and the attitudes of the AusAID Desk officer and the Post 

officer responsible for the bulk of the day-to-day monitoring (see AusAID 2000p). 

This did not mean, however, there was general support for the proposition that 

contractors bid for projects they knew to be flawed with the intent of altering those 

components in the course of delivery. Many interviewees felt there was too much 

uncertainty associated with such an approach and that, in the normal course of project 

management, organisational circumstances are so fluid as to require flexibility on 

AusAID’s part even without employing this tactic (Interviews 10/9/1999a, 

10/9/1999b, 30/11/1999b, 29/4/2000).  

Officers in AusAID’s Contract Services Group clearly viewed the onus as being 

on contractors to produce conforming bids which responded directly to the outputs-

based TOR (Interview 1/12/1999a). Yet the agency does appear to allow some lee-

way on this issue. In a bulletin to contractors in September 1999, the then Assistant 

Director General heading AusAID’s Contract Services Group, John Russell, stated: 

I propose that an output contract be defined in AusAID documentation along the 

following lines. “An outputs contract is one in which the contractor commits to 
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provide agreed minimum inputs, to produce a given set of outputs for a fixed price. 

The contractor carries the risk that the outputs cannot be produced with the nominated 

inputs. The agreed inputs are normally those detailed by a bidder in the tender and 

transferred to the contract”. (Russell 1999a)  

This indicates that AusAID recognises the difficulty in characterising services 

contracts as being concerned solely with measurable output performance indicators — 

the agency has also to consider the inputs contractors require to meet those indicators. 

Assessing inputs results in a greater focus on work methodologies. It is difficult to 

say, however, whether this broadens or narrows the opportunity for contractors to 

experiment with work methodologies. From the agency’s perspective, one hope is that 

it lowers the possibility of unscrupulous contractors extracting profit at the expense of 

project quality (see AusAID 1999e, 1999i). 

Overall, CSG officers exhibited little regard for any concerns contractors might 

have in relation to bidding for projects which had outputs/outcomes they believed to 

be inappropriate or unrealistic. From a CSG perspective, if a contractor had problems 

with a particular project design they were under no obligation to put in a bid 

(Interview 1/12/1999a). While they agreed that when AusAID first started using 

outputs contracts there were problems in performance indicators not always reflecting 

desired outcomes, they saw AusAID as having vastly improved its devising and 

handling of outputs contracts over the past decade (AusAID 1999i). Even the usage of 

hybrid input-output contracts is simply regarded as a subtle tinkering with what is a 

fundamentally sound process. This accords with other statements emanating from 

agency officers on what they see as the high quality of AusAID’s contracting process, 

especially when it comes to institutional strengthening activities:  

... AusAID’s project design and contracting processes have undergone significant 

change since it became clear that projects of an institutional strengthening nature 

require completely different approaches to the infrastructure and technically oriented 

style of projects of the past. In particular, AusAID has introduced designs which 

enable it to ensure it gets accountability and value for money from the implementing 

contractors of projects, while at the same time not firmly specifying the required 

outputs beyond one or two years out. This prevents contract milestones from 

determining the pace and type of activities as well as ensuring that staff of the partner 
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agency and government can be consulted on how their needs can best be met 

throughout the life of the project. (Lyon 2000: 92) 

This perception is not one shared by contractors. And, although there is some change 

in thinking, as represented by the Incentive Fund and the Health Sector Improvement 

Program, the above statement does not seem to match the format of recent contracts 

such as the PNG Provincial Financial Management Training Project. This retains a 

highly structured, outputs-oriented approach toward performance measurements and 

payment milestones (AusAID 1999r; AusAID 1999s). Also, within AusAID itself, 

there appears to be low-level disagreement between the PNG Branch, for example, 

and the CSG, over the position of outputs-based contracting. The sentiment among 

several of the Branch officers was that the reality of managing AMCs meant 

discussion over inputs was inevitable and on occasion, explicitly in relation to 

institutional strengthening projects, desirable (Interviews 11/8/1998; 1/12/1999c). 

Even so, the operation of the tendering system was not explicitly criticised. 

Contractor concerns regarding the tendering process were compounded by the 

perception that too many AusAID officials lacked on-the-ground project management 

experience. It was felt that, not only did this have a general detrimental effect on the 

agency’s corporate knowledge, it also impacted on the quality of decision-making 

during tender processes (Interviews 2/9/1999a, 3/9/1999, 10/9/1999a). Several AMCs 

expressed frustration with what they saw as the failure of AusAID to take sufficient 

account of the results of previous projects in the designs they accepted and the criteria 

by which they evaluated tenders and individual contractors (Interviews 10/9/1999b, 

2/12/1999c). These concerns were reiterated in an internal evaluation of the quality of 

AusAID projects “at entry”, which found that the agency’s problems in retaining 

development knowledge within its ranks was flowing through to design and 

contracting processes (Quality Assurance Group (PIA/OPRE) 1999: 22-24).  

A number of AusAID interviewees agreed that most AusAID officers have little 

hands-on project management experience. It was seen as an outcome of working in a 

public agency (Interviews 12/8/1998, 8/10/1998b, 1/12/1999c). The recruiting policies 

in the Australian Public Service meant officers came on board who understood 
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bureaucratic process well enough but were not (initially) conversant in aid issues. It 

was also acknowledged that AusAID had a reasonably high rate of internal 

movement. Officers may actually be very experienced, and thus able to productively 

contribute to the tendering process, but would then transfer to another position, taking 

their experience with them (Quality Assurance Group (PIA/OPRE) 1999: 23). The 

counter argument to this, which was not raised in interviews but can be found in 

AusAID documentation, was that AusAID’s management system (AMS), Lessons 

Learned database, and training programs are more than capable of off-setting the 

(unavoidable) side-effects of operating in the public sector (see AusAID 1999a; 

AusAID 2000af; AusAID 2001b).   

Similar claims were made by contractors in relation to the non-AusAID 

members of TAPs. A frequent complaint was that the relatively small size of the 

Australian aid industry meant, as sectoral experts with project management 

experience were all committed to bids, often the only specialists left to sit on the TAP 

were those who lacked knowledge of the realities of project implementation 

(Interviews 2/9/1999a, 2/9/1999b, 3/9/1999, 30/11/1999a). As a result, according to 

most interviewees in this stakeholder group, bids which attempted to set out workable 

methodologies were not always given adequate regard.  

Ameliorating this concern somewhat was the common belief among contractors 

that the technical element most likely to win an AusAID tender was the quality of the 

personnel on the project team, rather than the formal response to the TOR and Scopes 

of Service. Heated competition between AMCs occurred during the period in which 

commitments were sought from prospective team members. While it is not 

uncommon for consultants to be attached to several bids for the one project, in cases 

where there are few available experts considerable effort is expended on ensuring 

their presence in the team. The AMC perception was that this was especially true of 

team leaders, who may be interviewed by the TAP as part of the selection process, 

thus requiring their being fully briefed on the AMC’s bid as well as the project more 

generally. According to several of the contractors interviewed, with some tenders it is 

clear before the TAP has even met which bid is likely to win, simply on the basis of 

the personnel they have attracted. The number of aid contractors/consultants 
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operating in PNG, in their opinion, is too limited in these circumstances to offer a 

truly competitive market. (Interviews 2/9/1999a, 3/9/1999, 10/9/1999a, 30/11/1999a, 

2/12/1999c) 

Another side-effect of this concentration on personnel in the selection process is 

the reluctance among some contractors to include junior personnel in their teams in 

case this adversely affects their bid. At a 1999 meeting between AusAID and 

contractors working in the PNG Country Program, this behaviour, in conjunction with 

the inherent difficulties in attracting young professionals to work in an environment 

(social, political, and meteorological) such as PNG’s, was claimed to have led to an 

‘aging’ of that particular contractor community (AusAID meeting with PNG 

Contractors, Canberra, 31 March 1999)† . AusAID has attempted to counteract this by 

including a requirement in its selection weighting for the inclusion of new consultants 

in teams (AusAID 1999h, 1999i). No contractor interviewed believed there had been 

significant changes in the selection decisions as a result of this new procedure. 

Muddying the perception among contractors of the reliance on the part of TAPs 

on personnel CVs and, to a lesser extent, interviews, is another view held by several 

of the firms questioned, namely that winning a tender does not mean AusAID will 

necessarily use all of the personnel put forward in the bid. In some cases they will 

attempt to take consultants from other bids and bring them into the final project team, 

which remains under the management control of the AMC (Interviews 10/9/1999a, 

10/9/1999b).  

AusAID officials saw this question of project personnel differently. 

Interviewees in the CSG and the PNG Branch proffered the explanation that 

consultants, in order to ensure they have a steady stream of work, will put themselves 

on bids for a number of projects, on the understanding that, if they are in two 

different, successful tenders, they will excuse themself from one (Interviews 

1/12/1999a, 1/12/1999b). It is therefore felt to be unavoidable that consultants will be 

substituted. In any case, both contractors and AusAID officers were of the opinion 

that there are often likely to be changes in team structure between the one presented 
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in the successful bid and that which actually implements the project. AusAID marked 

this as an issue to be addressed in their contracting reforms, namely that the winning 

team members be the managers who appear on site once the project begins (see 

AusAID 1999e). 

While questions over work methodologies, project management experience, and 

personnel were of importance to stakeholders, the issue most capable of inciting 

antagonism was that of risk. The majority of contractors interviewed clearly felt 

AusAID attempted to shift too much risk via contracts. Their deepest concerns 

centred on the matching of contractor payment milestones to the actions of 

counterparts. More than half of the AMCs interviewed argued that projects 

increasingly included milestones which required evidence of changes in counterpart 

behaviour, which, in turn, indicated institutional change, before payment would be 

made (Interviews 3/9/1999, 10/9/1999a, 30/11/1999a, 30/11/1999b). It was felt that, 

while behavioural change was obviously an important element of any institutional 

strengthening project, there had to be very clear demarcations between what could 

reasonably be considered within the capacity of contractor to bring about and what 

was, essentially, a political issue requiring more direct interaction between the 

Australian and the PNG governments. A number of contractors believed that AusAID 

was attempting to apportion risk via contracts in a way going beyond what a contract 

could ensure. Given that AusAID works on a payment in arrears approach to 

recompensing AMCs for their project management, it was felt that delays left firms 

overly exposed to cash flow problems (Interviews 30/11/1999b, 2/12/1999c).  

The AMC interviewees recognised that the existence of a good working 

relationship between the project management team and AusAID improved the 

chances of the donor agency placing political pressure on counterparts in situations 

where they might be reluctant to make agreed changes. It was also understood that in 

extreme cases, such as civil disruption and/or a breakdown of the developing 

country’s political system, force majeure provisions would come into effect and the 

project would be, at the very least, temporarily suspended and the contractor’s 

expenses reimbursed (Interviews 2/9/1999b, 3/9/1999, 10/9/1999a, 10/9/1999b, 

                                                                                                                                            
† Author's notes 
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30/11/1999a, 1/12/1999a). For all this, contractors still regarded the potential for 

unconscionable risk-shifting to be the major drawback of outputs-based contracting. 

They also saw AusAID’s handling of this issue as exemplifying that agency’s 

generally unimaginative application of contracting principles without sufficient regard 

for the realities of project implementation. Several expressed the belief that AusAID 

managers were caught in an organisational culture of risk avoidance (Interviews 

10/9/1999a, 29/4/2000). 

For their part, AusAID officials have been clear in their insistence that 

Australian aid contractors realise an integral part of any contracting is the assumption 

of risk. They argue that contractors assume responsibility for the completion of the 

project and must realise their role is more complex than straight consulting 

(Interviews 12/8/1998, 1/12/1999a, 1/12/1999b). Including performance criteria 

relating to counterparts accords with broader policy on both good governance and 

participation (see AusAID 2000aa; Downer 2000c). In accordance with the 

contracting out model, AusAID sees itself as “buying” these outcomes, even though 

they include a significant qualitative element. Outcomes which take account of 

counterpart responses are not viewed by AusAID officers as a cause for concern, but 

rather reflect how the contracting system can be used to attain good governance-

related institutional reform (Lyon 2000: 91-92).  

Underpinning contractor attitudes on these questions is an acute appreciation of 

the transaction costs they incur under AusAID’s contracting process. Members of the 

industry are affected by these to varying levels. Major AMC’s have the capacity to 

absorb significant costs because of the large number of projects progressing through 

their management system — from bid through to finalisation — at any one time (see 

IDSS 2002, ACIL 2002, ADI 2002). For smaller groups the requirements of 

AusAID’s selection procedures, as well as the types of payment milestones that must 

be met once a contract has been won and is being fulfilled, mean they commit a large 

percentage of their operating budget to the formation of bids and, even after winning a 

contract, carry a significant risk of income disruption (Interview 10/9/1999b).  
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Focussing on tenders, an unsuccessful bid may critically impact on a small 

contractor’s ability to continue operating. Several interviewees stated that the cost of 

preparing a tender bid for an important project could be upwards of AUD50,000 

(Interviews 3/9/1999, 10/9/1999a). This cost, the opportunity cost associated with 

being unable to seek other work while bringing together a tender submission, and the 

risk which is assumed having won a contract negatively affects the number of 

contractors prepared to bid. This is reflected in the difficulties AusAID officials claim 

to have faced in attracting more than two or three bidders for major institutional-

strengthening projects in Papua New Guinea (Interviews 8/10/1998b, 1/12/1999b, 

1/12/1999c). 

AusAID officials assert that they are fully aware of the costs borne by 

contractors in the tendering process and that it is for this reason they have 

increasingly used Two-Step selection methods so as to reduce the number of firms 

which have to incur the substantial burden of preparing full bids (AusAID 2000x: 12-

15). Interviewed officials were unconcerned, however, over the direct transaction 

costs incurred by their own agency. These were seen as being an inevitable by-

product of the process and outweighed by the benefits of contracting (Interviews 

11/8/1998, 1/12/1999b, 1/12/1999c). Neither here nor in the official documentation 

was there evidence of a full accounting of the transaction costs associated with both 

tendering and monitoring.  

A broader sense of the overall cost to AusAID was expressed by members of 

the PNG Country Program and the Post in Port Moresby. Post officers, especially 

Locally Engaged Staff, viewed the monitoring requirements, especially those 

connected with institutional strengthening projects, as having the potential to be 

overwhelming (a point examined more closely in the following chapter) (Interviews 

8/10/1998b, 14/10/1998a). These officers, in their interaction between local 

communities and project teams, had to manage the fall-out arising from any false 

assumptions about causality in the project design and the contract. Overall, however, 

their criticisms were directed less toward the contracting system itself and more 

toward the problems in obtaining high quality contractors. These issues were not 

phrased in terms of transaction costs. Overall, the conclusion made by AusAID 
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interviewees on this subject was that transaction costs had already been factored into 

their thinking about aid delivery (Interviews 12/8/1998, 8/10/1998b, 14/10/1998a, 

1/12/1999a, 1/12/1999c). In general, there was little dissent on this issue.  

Finally, there was a strong sentiment running through the interviews with PNG 

officials which is critical of the work produced by some AMCs. They also query the 

fact that the same firms seem continually to win the same types of project (Interviews 

9/10/1998, 12/10/1998b, 16/10/1998b). To a degree they share the feeling that the 

market in contractors prepared to work in PNG is overly limited. This perception is 

borne out by the evidence of AusAID’s own figures relating to business participation 

in the aid program (see AusAID 1999p, 1999q). The large amounts of project money 

which have been put into the PNG program in the last five years has led to firms 

which are capable of mounting major operations capturing a disproportionately large 

number of projects. In particular, four major AMCs dominate the health, education, 

infrastructure and governance sectors, with several others picking up the occasional 

large project and many of the smaller ones (see AusAID 1999d).  

PNG officials, who, in their counterpart role have the most direct, daily 

experience in working with AMCs, consistently queried the fact that contracting for 

AusAID projects was limited to Australian and New Zealand firms. The wish was 

frequently expressed that international firms have the right to bid for AusAID 

contracts, thus expanding delivery options beyond that small group of companies 

which dominate the market (Interviews 9/10/1998, 12/10/1998b, 13/10/1998b, 

16/10/1998b). AusAID interviewees, by contrast, appeared caught between a 

recognition that contractor market for PNG was undersized and a long-standing 

preference for using firms with established track records in delivering projects 

(Interviews 8/10/1998b, 1/12/1999a). 

 

Conclusion 

AusAID’s contracting experience was initially gained through outsourcing the 

delivery of agricultural and engineering and also through goods procurement. These 



254 

involved very clear outputs and little of the ambiguities associated with good 

governance. It is relatively early days for AusAID and its contracting out of 

institutional-strengthening, capacity-building and governance-oriented projects. The 

agency claims it has made considerable headway, yet is still learning how best to use 

this public sector management tool. However, the evidence set out in this chapter 

points to some major inconsistencies in AusAID’s efficiency and effectiveness 

rationale for contracting.  

The first point to be made is that, while contracting helps convey a sense of 

certainty (nominated outputs are bought for a specified price) and assists AusAID 

track and account for expenditure, “certainty” comes at a cost. That cost results from 

the fact that, under a contracting regime, the agency diminishes the control it can 

directly exert over aid delivery. The more complex the activity, the less control the 

agency has, because it is less able to prefigure all components of the delivery in a 

contract. Yet diminished control increases the possibility that not all elements of an 

initiative, or policy, will be delivered to the government’s satisfaction. In order to 

overcome this, tendering and monitoring processes must be put in place that are 

capable of selecting the deliverer most able to achieve the required outcome at the 

agreed price, and then, later, ensuring they accomplish the tasks for which they are 

contracted. Running these processes creates transaction costs on top of the actual 

amount of the contract. Thus issues of control over delivery and transaction costs are 

linked. 

The conclusion to be drawn here is that, in relation to AusAID’s tendering 

process, the evidence from contractors, agency officials, and PNG stakeholders 

reveals a situation where transaction costs are likely to be significant. AusAID’s 

procedures are extensive, require considerable management, and involve a number of 

players. The extent of these costs may well vary between sectors, but in any case they 

will be sufficient to warrant evaluation prior to committing to contract-out an activity. 

However, AusAID’s procedures, and the perceptions of those officers interviewed, 

indicate the agency is not concerned with evaluating the full costs of contracting, or 

comparing those against alternative delivery methods. The belief that the use of 

outside providers is the most efficient delivery approach appears entrenched. 
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The second finding to be made is that, in relation to PNG-based, and 

governance-related, activities, AusAID is not always tendering out to a truly effective 

market. All participants hold the perception that only a few firms are prepared to bid 

for major projects. AusAID’s own records on activity delivery in PNG, which reveal 

that four contractors dominate, bear some of this out, as does the fact the agency has 

expressed its concern on this issue in several fora. The situation is not aided by 

stakeholder perceptions that firms are reluctant to enter the market, and that some are 

considering leaving it, in part because of the high transaction costs they must bear 

under the tendering process.  

It is not a mature market where expectations are capable of being managed 

through institutions other than contracts; the level of mutual mistrust remains high, 

especially in regard to the issue of risk-shifting. The question of risk is extremely 

pertinent in relation to PNG, which presents an operational environment of a kind 

firms are likely to encounter only rarely. As discussed in the early chapters of this 

thesis, PNG offers the prospect of political and social behaviours frequently at odds 

with Australian business notions of certainty. Contractors considering entering the 

PNG aid delivery market have to take this potential risk into account and also the 

position of AusAID on the shifting of that risk. Under a contracting system, the 

negotiations associated with this, as well as the direct effort spent on formulating risk 

management strategies, adds to the firm’s transaction costs and affects its willingness 

to enter or remain in the market.    

These queries over the nature of the activity being contracted and the market 

from which a provider can be sourced, raise the possibility that AusAID itself might 

hold the expertise most appropriate to successfully manage an activity at the lowest 

transaction cost. It might simply be infeasible, under a transaction cost analysis, to 

contract out certain governance initiatives. Yet the agency exhibits no real 

engagement with the idea when it comes to services contracts.  

The same can be said regarding the use of the governance expertise of other 

Australian government agencies. It would be reasonable to expect that AusAID, given 

its position as a fellow agency, might be able to access this expertise at a lower cost 

than a private AMC, thus favouring in-house management, or at least an in-house 
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tender under competitive neutrality arrangements. As it is, AMCs subcontract 

Australian public agencies — at market rates. 

It appears that, for AusAID, more important than the question of transaction 

costs is the continuation of the organisational culture which is prepared to assume the 

presence of causal certainty, and, hence, an environment conducive to contracting. 

This supports the twin assumptions that transaction costs are not burdensome and that 

an effective market of providers exists. Such assumptions must be queried in the case 

of the PNG bilateral aid program. The reality of the agency’s tendering process and 

the contractor market does not support AusAID’s decision to always contract out 

across all sectors. 

From the position of policy network analysis, the stakeholders in the tendering 

process reveal tensions associated with competing expectations. It can be seen in the 

dilemmas some AMCs face in deciding whether to bid for projects their professional 

knowledge tells them is inappropriate. Many AMCs avoid this issue by phrasing their 

professional obligations as relating only to their conduct as deliverers of a project, 

rather than linking professionalism with the attainment of broad development 

outcomes. Even so, given these AMCs also raise the possibility of a project’s 

direction being partially altered during its delivery, the beginnings of some network 

influence over policy can be seen. The potential for such influence is most clear in 

relation to the friction between the donor and contractors over the apportioning of 

risk. For AMCs the risk of non-completion, or extended project times and resources, 

is measured in diminished profits, and for that reason they attempt to resist being 

contractually bound to undertake tasks which might heighten the possibility of such 

events occurring. From the agency’s perspective, contracting out the assumption of 

risk represents an attempt to engage with uncertainty without putting resource control 

in jeopardy. Ensuring the inherent conflict over these opposed interests does not mar 

project implementation is a key management goal for AusAID. The next chapter picks 

up on this and examines the agency’s approach toward activity monitoring and 

evaluation, clarifying its management and policy implications in light of the 

Australia-PNG bilateral aid program.  
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Chapter Nine 

 

Control and participation: 
Contracting in the bilateral aid program: 

 

 

AusAID’s monitoring and evaluation of contracted-out projects forms the core of its 

management role in aid delivery. This chapter assesses the costs and benefits of the 

agency’s method, and attempts to establish whether it encourages recipient 

participation. Also considered are the implications of contracting for policy 

formulation, especially in relation to experimental, bottom-up-oriented policy-

making. The potential for policy network inertia on this is also explored.  

As with the previous chapter, Chapter Nine begins by outlining the relevant 

AusAID principles and procedures. These identify the formal division of 

responsibilities between AusAID, contractors, and counterparts. Several reviews and 

evaluations of that system are then detailed. The chapter finishes by considering 

AusAID’s management approach, and questions relating to networks, in light of the 

Australia-PNG bilateral aid program. 

The first finding to be drawn from this work is that the monitoring and 

evaluation system set out under AusAID procedures adds to the overall transaction 

costs of contracting. In addition, although official procedures paint the agency as only 

performing a contract management role, the evidence suggests that agency officials 

frequently step outside those confines and attempt to “micro-manage” project teams. 

This increases inefficiency. It also underscores the stresses facing an organisation 

which attempts to manage complex service delivery through instruments as 

unsophisticated as contracts. 



258 

The second finding is that contracted aid delivery does not encourage 

participation. Counterparts may take on management and monitoring duties — these 

are entrenched through Memoranda of Understanding and contract provisions — but 

the core principal-agent relationship remains that between AusAID and the 

contractor. The donor agency’s financial accountability is tied to that relationship. 

Ultimately, this influences delivery management, especially in the devising of 

performance criteria and reporting and monitoring standards. Recipients may have 

some input into these structures, the fundamental rigidity of the principal-agent 

relationship, however, is not conducive to extensive participation. This rigidity arises 

from the principal and agents’ competing goals in relation to risk.    

 The final finding is that the widespread use contracting as a management 

method restricts AusAID’s exposure to the local-level realities of aid delivery, and 

hence reduces its ability to integrate such experience into its “corporate knowledge”. 

Agency officers are prevented from experiencing and learning from project delivery 

in ways other than reports, contractor updates, and site inspections (unless they go 

outside formal procedures by micro-managing). The unreflective use of contracting 

helps create these corporate knowledge problems and is symptomatic of them. This 

restricts AusAID’s ability to provide policy advice to the Minister. It also reduces the 

agency’s capacity to help recipients and other stakeholders influence government 

policy from the “bottom-up”, and increases its vulnerability to the actor networks 

contracting helps create. Finally, it is an impediment to AusAID’s encouraging 

experimentation in its own operations and management with a view toward long-term 

improvements in policy, and policy agendas, in relation to poverty alleviation. 

Employing a greater mix of aid delivery management approaches may begin to 

resolve these problems. Contracting can be an appropriate delivery management tool 

in some cases —  it just does not represent a good management option in every case. 

If a development situation, such as a complex governance initiative, appears to 

demand it, any number of options should be open to AusAID: direct management and 

provision; joint management with the counterpart government; contracted out 

management and provision; a combined approach involving NGOs, beneficiaries, and 

partner agencies; sole partner agency management, or sole beneficiary management 

(probably in conjunction with Northern NGOs) of a range of small-scale activities. 
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Such flexibility, however, is not in the interests of AMCs, who owe their livelihoods 

to the contracting system as it stands, whatever their complaints. Nor is it seen to be 

in the interests of a donor agency with an organisational culture that prioritises a 

notion of accountability bound to national interest concerns. Changing this 

organisational culture (and, through that, network agendas) requires exceptional 

senior executive leadership in AusAID, and significant policy agenda change, 

possibly with the assistance of NGOs. 

 

AusAID principles and procedures 

The Minister for Foreign Affairs claims Australia is attempting to encourage the 

participation of beneficiaries in delivering and managing aid activities. This is 

promoted, “not only for reasons of equity but also to ensure that aid will be effective.” 

(Downer 1997b: 6) AusAID has also released a paper, Promoting Practical 

Sustainability, promoting the involvement of recipient governments and agencies in 

all stages of the Activity Cycle. It argues that: “Allocating adequate time and 

resources for participatory analysis and responding to demand-led approaches are 

important ways to improve participation.” (Quality Assurance Group 2000: 4) The 

report emphasises the need to clearly define which groups are to participate and the 

mode of their involvement. It also underscores the need for key members of the 

implementation team, the AMC’s project managers and team leaders, as well as 

partner government representatives, have the skills inculcating such approaches 

(Quality Assurance Group 2000: 5). 

 In line with this, AusAID’s Guiding Principles on encouraging good 

governance advocate that Australian officials and AMCs appreciate how a counterpart 

may politically, and administratively, differ from Australia. It emphasises that: 

An informed understanding of the broad institutional environment is 

necessary and expatriate advisers need to be sensitive to the local situation, 

to ensure that the pace of change is appropriate and that local ownership is 

not lost. (AusAID 2000aa: 12) 
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The government and AusAID are conscious, therefore, at the level of public statement 

if nothing else, of the value of participatory management. Participatory objectives are 

not, however, explicitly set out along the lines of Participatory Monitoring and 

Evaluation (PME) (see Institute for Development Studies 2000b). They are not 

regarded as seriously threatening existing mechanisms of aid delivery management. 

Instead, AusAID’s activity monitoring procedures focus on the contractor rather than 

the recipient. 

On the face of it, there are numerous actors involved in the monitoring process, 

each with its own objectives. As the AusGUIDE on “Mobilisation, Implementation 

and Monitoring” explains: 

Responsibility for project implementation rests with the managing contractor 

and the partner government implementing agencies ... 

The [AusAID] Activity Manager’s main responsibilities are those of contract 

management. The Post’s main responsibilities are to facilitate in-country 

dialogue between the contractor and the partner government’s aid 

coordination agency, provide problem-solving support for project 

implementation as required, monitor and report on progress and 

implementation issues and communicate relevant information to the Desk. 

(AusAID 2000h: 6)          

So, at the very least, four sets of actors have a role to play in management/monitoring: 

AMC project managers and on the ground Team Leaders; counterpart agency 

officials; AusAID Post officers, and Canberra-based AusAID Activity Managers. This 

list might also be expanded to include local-level beneficiaries, AusAID’s Sectoral 

and Evaluation Groups, and the Contract Services Group (AusAID 2000d: 7-8).  

 Even though it is one player among many, the partner government is expected 

to have a more direct involvement than just helping AusAID to monitor the actions of 

contractors. Recipient agencies may be subject to jointly set funding and performance 

targets, as seen in the PNG-Australia agreement on benchmarking laid down under 

the Treaty of Development Cooperation. Recipient involvement in delivery 

management also includes regular dialogue between Post officers and partner 
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agencies, as well as the joint undertaking of project monitoring visits and evaluations 

with “partner government personnel” (AusAID 2000ab: 69-70). This involvement is 

heightened in the case of governance-directed projects, and in the governance 

components of other aid interventions, where the recipient government not only helps 

manage, but is also the object of, the initiative.  

Although the recipient agencies play a part in monitoring, the procedural focus 

is on the interaction between the Australian agency and the contractor. This is in large 

part due to the fact that, under a system dominated by contracted-out projects, it is the 

major financial relationship in the delivery process. The structure of that relationship 

rests on the payment milestones determined between the contractor and AusAID in 

the course of finalising the contract (AusAID 2000o: 6). These work from the 

performance indicators set out in the Project Design Document. They may be further 

clarified if the contractor, under the terms of the contract, conducts a baseline survey 

of the targeted services and recipients within the first six months of the project, with 

the option of repeat surveys over the project’s implementation (AusAID 1999s: 12-

13). AusAID’s expectation is that delivery service standards will seek to continually 

improve on the survey results, while also meeting the “objectives, requirements and 

provisions” of the project (AusAID 1999s: 21-22). 

During the course of delivery, the key guiding documents are the Annual Plans 

(AusAID 2000r). An Annual Plan sets out the achievements of the project up to that 

date, as defined via the Logframe, and measures them against AusAID’s key result 

areas. It reviews the delivery problems encountered and offers a plan of action to 

overcome them. Most plans then set forward a schedule of future activities, outputs, 

and expenditure, which can be used by AusAID for its own Annual Report and budget 

statement. They also specify the monitoring activities which will be carried out and 

the verifiable indicators linking those activities to the Logframe (AusAID 2000r: 1-2; 

AusAID 2000h: 6-7). The initial Annual Plan, which may be prepared as early as two 

months into the activity, is often crucial for establishing the management and 

monitoring relationships (both formal and informal) between the major stakeholders 

(AusAID and Government of Papua New Guinea 2000: 37). 



262 

The contractor bears the primary responsibility for bringing together the Annual 

Plan, although the expectation is that they will closely liaise with the counterpart 

agency. In addition, the relevant recipient line agencies and central agencies are 

represented on the Project Coordinating Committee (PCC). Beneficiary groups may 

also sit on this organisation (AusAID 2000h:14). The committee is set up under the 

MOU and meets, on average, every six months to assess the progress report drafted 

explicitly for its consideration by the contractor and the partner agency. This six-

monthly report is on top of a monthly report (sometimes bimonthly or quarterly) 

required of a contractor under the Project Design Document and contract (see 

AusAID 1999r, 2001a; AusAID and Government of Papua New Guinea 2000). The 

monthly reports may themselves be integral components of a broader Change Plan 

coming out of a finalised Annual Plan’s recommendation, after acceptance by both 

AusAID and the partner government, that the project’s scope and direction be altered 

(see AusAID 2000h, 2000q, 2000r).  

Coordinating and overseeing these reporting requirements are the AusAID Post 

officers and the Activity Managers. The draft Annual Plan is passed from the 

contracted Team Leader to the Activity Manager, who thoroughly checks it before 

passing it on to the relevant Sectoral Groups and Contract Services Group for 

assessment. It may be sent back to the Team Leader for revision. It is then passed on 

to the Post and partner government for comment before finalisation. Other reports go 

first from the Team Leader to the Post for review as well as the Activity Manager. 

The six-monthly PCC report is not considered by the committee until it has gone 

through this process (see AusAID 2000h, 2000p).  

The formal guidelines insist that, in addition to the roles played by the Desk and 

the Post, there is also within-project monitoring by contractors and local management 

staff. Counterparts are formally encouraged to, “take the lead in monitoring to 

promote ownership and strengthen local monitoring and evaluation capacity” 

(AusAID 2000h: 10; see also AusAID 1997b). Provision is even made for the use of 

participatory monitoring activities by beneficiaries, although no specific procedures 

are offered to operationalise this opportunity (AusAID 2000h: 10). Indeed, aside from 

the requirement that the contracted project managers provide input, output, and 
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performance data to the PCC and AusAID, no guidance is given as to how the other, 

non-AusAID monitoring processes might work in practice and be integrated with the 

Australian agency’s activities. 

From the AusAID perspective, the Post officers bear the brunt of the ongoing 

project monitoring. Their tasks include: 

 - the analysis of progress reports,      

 - attendance at project coordinating committee meetings,  

 - informal discussions with project teams and partner government 

   agencies, and       

 - project site-visits ... (AusAID 2000h: 9) 

The Post’s work is crucial in ascertaining whether performance indicators are being 

achieved. The Activity Manager, on the other hand, bears the ultimate responsibility 

for judging the contractor’s performance. Since late 1999 this has taken place under a 

“continuous improvement performance assessment system” (AusAID 2000aj). 

Frequent performance appraisal meetings are employed. The timing of these is 

determined by the Activity Manager, although it is common for them to coincide with 

PCC meetings and other, more general, discussions (AusAID 2000p). Given that a 

contractor’s past performance may now be considered by Technical Assessment 

Panels (TAPs) as part of the tender selection process, it is important the information 

documented by the Activity Manager is, “... accurate, objective and defensible and the 

contractors must have been informed and provided with an opportunity to respond ...” 

(AusAID 2000h: 16). Issues which arise may include delays in meeting outputs and 

milestones, queries over the level and quality of inputs used, or changes in the level of 

risk of non- or delayed completion (AusAID 2000p). 

 The differences between an Activity Manager’s tasks and those of a Post 

officer are reflected in the manner of their interaction with contractors. On this issue, 

AusAID procedures recommend: 

Sometimes, it will be necessary for the Post and Desk to take on the roles of 

‘good guys’ and ‘bad guys’. The Post must maintain a good working 

relationship with the contractor, otherwise we will not know what is actually 
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going on in a project. If there are difficulties over the timeliness and/or 

quality of reporting, both Post and Desk need to take the issue up with the 

Project Manager and Project Director. However, if a conflict or formal 

dispute develops over compliance, it is best that this be handled by the Desk. 

The Post must monitor effectively and it can only do that if the in-country 

relationship with the contractor is a viable relationship. (AusAID 2000p: 5-

6) 

As discussed in the previous chapter, risk-shifting is a key issue over which friction 

might arise between contractors and AusAID. Central to the debate is the question of 

causal uncertainty and the party, principal or agent, which must accommodate it at the 

level of project implementation. Uncertainty is expressed at this stage of the Activity 

Cycle in terms of the difficulty in aligning specific outputs and indicators with project 

outcomes. AusAID asserts that “outcomes” are more than just the meeting of a 

plethora of outputs — they represent the overall goal of an aid initiative, which is, 

ideally, a sustainable response to a development problem (Quality Assurance Group 

2000: 4; AusAID 2000i). Slightly contradicting this, the agency also argues that a 

good project design should identify indicators that clearly link with Logframe 

outcomes, and which can be easily collected and reported on (Quality Assurance 

Group 2000: 14-15). In either case, the potential for mismatched indicators and 

outcomes, the potential for uncertainty, can be high when implementing complex aid 

initiatives. 

 Prior to a contract being signed, AMCs and AusAID negotiate over who must 

engage with this uncertainty. Even after risk has been apportioned and project 

implementation has commenced, a contractor may attempt to shift part of that risk 

back on to the agency (thus increasing opportunities for profit-taking) through its 

interpretation of performance indicators, especially their qualitative elements. In these 

situations, rather than have the Post jeopardising their working relationship with the 

contractor, mooted changes to the project implementation are required to be expressed 

in writing to the Activity Manager for formal consideration — as opposed to the Post 

officer intervening informally “on the ground” (AusAID 2000p: 6). 
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In complex projects the monitoring activities of the Activity Manager and Post 

officers can be assisted by Technical Advisory Groups (TAGs). These comprise 

between one and three contracted specialists and provide independent, high level 

technical advice on project activities that might be beyond the scope of AusAID’s in-

house advisors. Their presence is requested by the Desk, usually in response to 

perceived difficulties with the design and implementation of the project, and their 

scope of activity is set by explicit Terms of Reference (AusAID 1998f). The TAG 

will visit the site(s) of the initiative, monitor delivery activity, and assess whether it is 

achieving the overall outcome. They are expected to liaise with the partner 

government as well as the counterpart agency members seconded to the project team. 

They can also be used to make broader program assessments, or even directly assist in 

the implementation of technically complex projects (see AusAID 1998f: vii; AusAID 

2000h: 26-27). 

If it is deemed warranted, AusAID’s monitoring procedures allow for a full 

review of a project to take place over and above what has just been discussed. 

Reviews are used in three cases: to formally re-assess a project which is experiencing 

significant difficulties; to decide whether to upgrade a pilot project to full 

implementation; to decide if a project should move to the next stage in a phased 

implementation (AusAID 2000q: 1; see AusAID 2001a). Review teams are managed 

by the Activity Manager and may include representatives from the Desk, the Post, the 

partner government, a TAG member or an in-house sectoral adviser (AusAID 2000h: 

21; AusAID 2000s). The team evaluates the efficiency and efficacy of a project, it 

identifies problems and solutions, it considers the project’s sustainability, and it sets 

out any refinements or changes to the activity. In cases where the problems are 

assessed as overwhelming, the project/initiative may be terminated (AusAID 2000q). 

The final phase of delivery management includes project completion reporting, 

project handover (where Australian project supplies become the property of the 

partner government and a compliance check is carried out prior to the contractor’s 

final payment), and, where appropriate, ex-post evaluations, usually undertaken 

several years after completion (AusAID 2000i: 1). Project completion reports are 

produced by the AMC within two months of the end of the project. They are expected 
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to provide a brief summation of the project’s history and activities, an assessment of 

its effectiveness, and an indication of the lessons which can be gained from the 

implementation experience. A report should enable AusAID to be able to assess the 

quality of the outputs and the extent to which the project has met its designated 

outcomes (AusAID 2000i: 1-2). 

 Once a project completion report has been finalised by the Activity Manager it 

is distributed to the partner government and the Performance Information and 

Assessment (PIA) section within AusAID, which makes the decision whether to 

conduct a full-blown ex-post evaluation on the basis of this report (AusAID 2000i: 3-

5). PIA sets forward a program-wide plan of evaluation after reviewing all completion 

reports from the previous five years; it finalises that plan with AusAID’s Program 

Quality Committee. Evaluations are carried out by teams which are usually formed 

from consultants/contractors. They are expected to carry out documentary research 

and field work (liaising with the Post) in the production of an aide-mémoire setting 

forward their assessment of the long-term effectiveness of the project. Often three or 

four projects are reviewed together in a “cluster” evaluation so as to gain the benefit 

of comparison (AusAID 2000v: 1-2). De-briefing sessions occur with AusAID and 

partner agencies on the basis of this mémoire. Upon finalisation of the evaluation 

report, the results are fed back into the Lessons Learned database so as to improve the 

effectiveness of future project design and management activities (AusAID 2000i: 6-7; 

AusAID 2000u: 1; AusAID 2000af). 

 On the basis of the procedures outlined in this section, while it is clear 

counterpart agencies do have a major role to play, AusAID’s delivery management 

system is focused on contractors. Even so, counterparts are required to work 

alongside the contracted project teams, and there is also an expectation that partner 

line agencies and central agencies will be consulted during the general monitoring 

processes and have input into evaluation. These actions of recipient governments can 

be components of performance benchmarks set between themselves and AusAID, the 

fulfilment of which has implications for future development cooperation. 

In spite of this inclusion of recipients in monitoring and evaluation processes, 

participatory monitoring and all that might entail, while raised as a possibility, is not 
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directly addressed. AusAID’s procedures are geared toward measuring outputs (with 

some allowance for inputs) and assessing contractors. And while the system is not 

static — Annual Plans, for example, provide opportunities for reconfiguring 

monitoring arrangements —  its focus remains on managing, and avoiding, principal-

agent conflicts over the respective allocations of risk and uncertainty. There are no 

procedures explicitly detailing how the contractor and AusAID may be able to access 

feedback from local beneficiaries in forms other than highly structured reports and 

evaluations. It is a system predicated on the existence of causal certainty. 

 

Reviews and evaluations 

A number of Australian reviews and evaluations have critiqued AusAID’s 

management of aid delivery, although few have explicitly criticised the agency’s use 

of contracting. For example, the 1997 Simons Report supported AusAID’s approach 

toward outsourcing on the basis that the agency was not able to access all necessary 

expertise in-house. Yet it also argued there was a failure on AusAID’s part to 

sufficiently benchmark its own operations against international best practice — a 

failure, in other words, to maximise the quality of its contracting (Committee to 

Review the Australian Overseas Aid Program 1997: 312). A vital benchmark to meet 

was delivery, “which test[s] both social soundness and the capacity to engender and 

sustain greater local participation and commitment to aid-supported development 

projects ...” (Committee to Review the Australian Overseas Aid Program 1997: 170).  

 In its response, the Australian Government claimed that appropriate 

management processes were already in place and would be strengthened by improved 

sectoral expertise in the agency (through the establishment of Sectoral Groups such as 

the Governance Group). It was also argued that the risk of non-completion limited the 

extent to which contractors could encourage local participation (AusAID 1997d: 13-

14).   

  Criticism of the effectiveness of AusAID’s aid delivery management did not 

disappear with the Government’s response to the Simons Report. Self-evaluations of 

its aid management, especially those coming from the Quality Assurance Group 
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(QAG), indicate a number of flaws in the agency’s approach. The QAG’s 1999 

review of project quality at entry, for example, uncovered discrepancies between the 

level of formal support from partner governments for a project (which was often high) 

and the level of actual participation in management and preparation (which was 

frequently low) (Quality Assurance Group (PIA/OPRE) 1999: v-vi). These problems 

could be connected back to the very nature of AusAID’s aid activities: 

Australian development assistance has certain fundamental characteristics — 

it is grant funding for projects that are defined largely in terms of what can 

be undertaken by an Australian contractor overseen by in-house staff. These 

characteristics enable the agency to provide some aid very well, such as 

activities that can be largely supplied by an Australian contractor and are not 

heavily dependent on non-AusAID inputs, including from the partner 

government. Complementary activities beyond those financed by AusAID, 

e.g. counterpart staff and services provided by implementing agencies, are 

harder to implement given the fact that the agency generally has limited 

further leverage. (Quality Assurance Group (PIA/OPRE) 1999: 21, Note 

5)    

In brief, AusAID’s adherence to a management system based around contracting 

structurally impedes participation. In other sections of the QAG report, questions are 

also raised in relation to the seriousness with which AusAID’s organisational culture 

regards participation and sustainability. Pre-existing problems of local capacity add to 

the incentive to contract out delivery management to AMCs (Quality Assurance 

Group (PIA/OPRE) 1999: 13-15).   

 AusAID’s limitations in including recipient government, and local 

beneficiary, management input is a theme picked up in other, more specific project 

evaluations, especially those of rural development initiatives. For example, an 

evaluation of rural sector projects in Samoa argued that it was necessary from the 

project design phase onward to ensure there was genuine commitment from both the 

donor and recipient to the principle of participation. It was also suggested that 

advisers be selected on the basis of their commitment to these processes (AusAID 

2000y: 48). Building on traditional structures while seeking to influence beneficiary 

attitudes and behaviours was seen to be a difficult but necessary task. Participatory 
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processes needed to be applied throughout the project cycle, including the 

introduction of participatory monitoring (something which had not taken place in this 

particular project) (AusAID 2000y: 52, 55).  

  In a similar vein, an evaluation of the impact of Australian-funded NGO 

programs in Vietnam found that: 

... the more successful projects tended to be those that were managed and 

delivered through established local or community structures or line agencies 

at the provincial, district or commune levels. Working with these structures 

provided for better participation by local partners and beneficiaries in project 

design, implementation and monitoring. (AusAID 2000w: viii) 

Support for community participation approaches was also expressed in a 1999 

evaluation of three projects in Thailand assisting poor farming communities. This 

evaluation noted, however, that achieving a productive balance between beneficiary 

involvement and the provision of important Western-based technical knowledge had 

proved awkward. This was especially the case where the level of amenable local 

social organisation was low, or where ongoing, post-project support was absent 

(AusAID 1999l: 55-57). Even though AusAID had increased its emphasis on 

participation, a major issue which became apparent in the course of the Thailand 

projects was that the contracted deliverers would not always take account of AusAID 

principles. This may be the result of commercial incentives to profit-take and risk-

shift, or it may stem from an agent’s desire to maintain their independence from a 

principal. Whatever the case, it appears:  

It is difficult for many design and implementation contractors to identify, 

absorb and apply the full set of AusAID policies, principles and lessons. 

Performance may improve if contractor terms of reference included brief 

summaries of the relevant lessons and design principles rather than general 

reference to policies. (AusAID 1999l: 58) 

The extent to which participatory behaviour should, and can, be forced on a 

contractor arose in an AusAID-instigated evaluation of three agricultural projects in 

the Philippines. This evaluation considered the impact on outcomes of management 
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systems that relied heavily on non-partner input, primarily through technical advisors 

and contracted project managers. It concluded the Project Management Offices that 

operated best (in terms of the quality of their monitoring) were those which evidenced 

the least involvement from the Government of the Philippines, the recipient. 

Similarly, those which were best monitored (that is, which best provided clear, 

objective data on performance indicators and outputs based on the Logframe) had that 

task carried out by managers functioning outside of the line agencies (AusAID 

2000ac: 14-15). Yet, in spite of some managers fulfilling contractual and Logframe 

requirements better than others, all three projects were found to have, or threatened to 

have, sustainability problems once the project funding ceased (AusAID 2000ac: 16-

18). It was found that the commitment of the partner government to the project goals, 

and the capacity of the relevant line agencies to continue to meet those goals, was a 

key factor in ensuring sustainability. Management, in other words, entailed something 

more than fulfilling performance indicators and delivering timely reports — there was 

also a need to take some account of the broad, “political” benefits of participation to 

an aid initiative.  

 Another key issue of concern to reports evaluating AusAID’s aid delivery 

management is that of staff expertise, or what is often called “corporate memory” or 

“corporate knowledge”. The Simons Report noted, for example, that ninety per cent 

of AusAID officers are based in Canberra, which raised doubts as to whether, 

“AusAID can have the in-depth knowledge and local familiarity needed to target 

Australian aid effectively.” (Committee to Review the Australian Overseas Aid 

Program 1997: 316) The report recommended that greater responsibility be devolved 

to the Posts, with a commensurate increase in resources and staff. The government 

agreed to take this recommendation under consideration (AusAID 1997d: 26). 

However, in the changes incorporated following the 1997 Corporate Management 

Review and the “Better Aid for a Better Future” report of the Minister, no mention 

was made of an expanded role, the devolution of responsibility, or an increase in 

number of positions for the Posts (Downer 1998a: 77-83; Downer 1997b: 10-11). The 

concentration instead was firmly on establishing the Sectoral Groups and the Office 

of Review and Evaluation and  improving performance information systems (Downer 
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1998a: 79-80). There were also attempts to raise the importance of quality in the 

contracting system (AusAID 2000aj). 

The problem of corporate memory was directly addressed by AusAID in its 

submission to the Parliamentary Joint Committee of Public Accounts and Audit 

investigation into contract management in the Australian Public Service: 

AusAID indicated that there were ‘difficulties and inefficiencies associated 

with the loss of corporate memory and re-training of staff’, however there 

was no simple solution. AusAID indicated that specialist contract staff can 

stay in a contract area for about two years, increasing to four years for senior 

contract staff. (Joint Committee of Public Accounts and Audit 2000: 

94) 

This gives some indication of the way contracting can displace knowledge from the 

principal agency. As for that knowledge which remains in-house, another AusAID 

submission to the Joint Committee noted that corporate memory was focussed in its 

senior staff (Joint Committee of Public Accounts and Audit 2000: 95). At the (lower) 

level of project/activity management, there were considerable problems with staff 

continuity and corporate knowledge (AusAID 1999i: 21). This was supported by the 

QAG review into project quality, which found that, in the twenty projects reviewed, 

each project had on average a different Desk officer every ten months (Quality 

Assurance Group (PIA/OPRE) 1999: 23). Such high staff rotation decreases the 

chances of retaining corporate memory, and creates problems for effective 

contract/project monitoring. There may also be longer term, adverse consequences on 

the agency’s capacity to influence policy, either through advice to the Minister or as 

an effective participant in the sectoral policy network.   

 Adding to the difficulty in supporting corporate memory, the QAG report 

identified that there were also obstacles to entrenching a culture of review within the 

agency (Quality Assurance Group (PIA/OPRE) 1999: 22-23). A major cause of this 

lay in the way staff interpreted their responsibilities:  

Staff sometimes feel that they face three conflicting priorities: deliver 

development policies and projects that have a significant impact on the 
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ground; commit resources; and operate in a non-controversial, risk averse 

fashion. Coupled with a high degree of delegation, these conflicting priorities 

can lead staff to feel there are two basic agency outputs: one is policy advice 

to the Minister, which is the primary concern of managers, and the other is 

projects prepared to meet expenditure goals but in which there is limited 

further monitoring by management. (Quality Assurance Group 

(PIA/OPRE) 1999: 22) 

It is an organisational culture where Desk staff see their core responsibility to be the 

meeting of financial accountability demands, rather than sustainable development 

outcomes. It is a culture that entrenches the use of contracts in pursuit of this, to the 

point where even the agency itself has recognised there are problems with Desk 

officers over-relying on contracted advisers. AusAID’s own assessment of Technical 

Advisory Groups found there was a risk of de-skilling of AusAID staff if TAGs were 

not employed correctly, that is, if they were set up or referred to every time there a 

decision had to be made which involved a technical component (AusAID 1998f: 48). 

It advised that the position of the Desk as having overall responsibility for project 

management needed to be reaffirmed and that in-house advisors from the sectoral 

groups needed to be better employed by Activity Managers (AusAID 1998f: 33-34).  

 The evaluations and reports, taken as a whole, agree that the involvement of 

recipients in aid delivery management is an important component of sustainability and 

success. They highlight, however, the considerable difficulty in bringing about 

effective participation of partner governments and local beneficiaries in contracted-

out projects. There are a number of potential barriers to this participation. Contractors 

may not feel themselves professionally bound to, or they may have commercial 

incentives to avoid, AusAID and the Minister’s high-level statements on aid 

partnerships. Partner governments may lack the capacity to meaningfully assist with 

management. “Orthodox” management and monitoring often appears easier to achieve 

where the project team has autonomy from the counterpart government and line 

agencies, and is, presumably, not hamstrung by local politics or capacity deficiencies 

— although sustaining results once the contractor departs is difficult. Finally, the 

activity management culture of AusAID, which reflects the nature of its corporate 

memory, tends to be risk-averse. As a result, participation in management and 
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monitoring is built into procedures and contracts, but it is not allowed to alter to any 

great extent the AusAID-AMC, principal-agent, relationship.   

 

The Australia-PNG bilateral aid program 

The Australia-PNG Bilateral Aid Program indicates how, in the daily interaction 

between counterparts, contractors, and AusAID officers, relationships emerge which 

can assist in overcoming some of the problems discussed above, or, alternatively, 

heighten them. These relationships form a policy network of sorts — it is only partly 

influential on policy and not particularly “bottom-up”. In spite of their debates over 

risk allocation, AusAID and AMCs are not in any great conflict when it comes to the 

very presence of the contracting system as a public management tool. Both, 

ultimately, perceive themselves as having only limited incentives to promote 

Participatory Monitoring and Evaluation, to radically change the existing aid delivery 

management approach. 

 The principle of participation and cooperation is formally embedded in the PNG 

aid program via the development cooperation treaty. Participation is deemed to carry 

with it performance requirements for both sides. Mutually-devised generic 

benchmarks establish the PNG government’s funding responsibilities and the 

Australian government’s responsibility to increase the level of PNG participation, 

“particularly in relation to procurement and management contracts”, as well as tender 

processes (see Article 8 (2)). 

 These commitments are further entrenched in AusAID’s PNG Country Strategy, 

where it states: 

We will ensure that there is broad participation by PNG institutions, 

companies and communities in setting priorities and delivering the program. 

PNG involvement in the implementation of aid activities is already high. 

Approximately 60% of all program expenditure is currently spent in PNG on 

PNG goods. Over two thirds of the personnel working on Australian funded 

aid projects are PNG nationals. PNG companies have the opportunity to bid 
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directly for contracts, especially in the infrastructure sector. (AusAID 

2000a: 15-16) 

So, a key element of participation, according to AusAID, involves opening up the 

contracting process to recipient country firms and sub-contractors. The intimate 

partnership envisaged in participatory monitoring and evaluation (a partnership that 

may even go so far as to challenge AusAID’s assumptions in relation to financial 

accountability) is not canvassed. Furthermore, AusAID’s desire to increase its focus 

on the participation of PNG communities in the planning and delivery of aid does not 

mean it wishes to entirely disengage development issues from that of Australian 

national interest. To this end the PNG Country Strategy includes the following caveat: 

While increasing PNG participation further will be important, it is important 

that this be balanced against ensuring that aid projects are identifiably 

Australian. Australia’s aid program reflects the values of the Australian 

people and is linked closely to supporting Australian national interests. 

(AusAID 2000a: 16) 

In assessing whether the encouragement of participation in the Treaty and the Country 

Strategy is reflected in aid delivery management, there are several existing project 

and program evaluations worth canvassing. The first of these, a 1997 evaluation of 

PNG government agencies’ capacity for monitoring and evaluation, found they had 

been insufficiently resourced and trained for such tasks. In this respect monitoring 

and evaluation were regarded as encountering the same PNG public service capacity 

problems as project initiation and design (AusAID 1997b: 33). As a remedy, and in 

order to begin strengthening this capacity, it was recommended that assistance be 

focussed on the Department of Planning and Implementation (now the Department of 

Planning and Monitoring), with the primary goal of assisting them in the setting up of 

a monitoring database (AusAID 1997b: 32-33). It was also hoped that the creation of 

a National Monitoring Authority would improve the government’s ability to oversee 

the implementation of national development policies at the provincial and local levels. 

This body was not, however, given powers to sanction officials who misused 

development funds and hence lacked the political capacity to enforce the findings of 

its monitoring (Turner 1997: 15; Department of Provincial and Local Government Affairs 
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1997). Although the NMA continues, its operation is not helped by the slow 

implementation of the Organic Law on Provincial and Local Level Government, and 

has been overshadowed in the reform monitoring process by the Central Agencies 

Coordinating Committee (World Bank 1999h: 69-71; World Bank 2000c: 16). 

On this question of counterpart input into delivery and management, the 1998 

PNG Cluster Evaluation of Three Institutional Strengthening Projects revealed other 

difficulties. For example, the evaluation of the Tax Office Institutional Development 

Project found that: 

... problems seemed to originate from the poor working relationship between 

the implementing agency and [the managing contractor] as well as from 

inadequate monitoring of project implementation. Differences of opinion and 

poor communication bedevilled the computerisation component that was, by 

project end, only 50% completed. (AusAID 1998h: 3) 

The review of the Bureau of Customs and Excise Institutional Development Project 

found that, even though all project components were implemented and were assessed 

as having had a positive impact in relation to the initial project outcomes, 

sustainability of outcome was low. There had been successful participation between 

the managing contractor and the counterpart agency during the project itself, but the 

benefits of this disappeared as soon as the contractor departed, and AusAID was not 

in a position to take the AMC’s place (AusAID 1998h: 41). After the project’s 

completion, the PNG government merged the Customs and Excise Bureau with the 

Tax Office, forced it to change its management structures and, in the process, lost 

many of the gains resulting from the project (AusAID 1998h: 4). 

The third project, the Community Teachers’ College Lecturers’ Professional 

Development Project, was assessed as having achieved most of its instructional aims 

to a high standard, but was critiqued for making no provision for the establishment of 

professional networks and continued professional training, thus creating sustainability 

problems (AusAID 1998h: 6). 

Overall, the evaluation team offered several recommendations: that the 

recipient’s views on a potential contractor should have some influence in the tender 
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process; that performance indicators needed to be better matched with the outcomes 

they were supposed to be measuring, and that there needed to be increased flexibility 

in delivery management so as to better adapt initiatives to local circumstances 

(AusAID 1998h: 58-60).  It was also argued that institutional strengthening projects 

especially required the commitment of partner governments to reinforcement 

strategies, and that AusAID consider some form of recurrent costs assistance where 

necessary (AusAID 1998h: 7-8). 

On the other hand, other reviews found that aid initiatives require at least a 

minimum level of “orthodox” monitoring and management. This was the conclusion 

of the 1997 PNG Agricultural Cluster Evaluation. It argued that, of the four projects 

evaluated, none provided reports on, “(i) project costs by component, category and 

year; (ii) local costs or resource inputs; (iii) adviser/consultant person-month inputs; 

(iv) training courses conducted; or (v) financial/economic impact” (AusAID 1997e: 

8). It was thus difficult for the evaluators, and, by implication, the original project 

managers, to determine where all the funds had been expended or to have some 

criteria by which to judge the effectiveness of project components. There also needed 

to be better analysis of the impact of agricultural projects on 

smallholder/beneficiaries, something which would benefit from the collection of 

management data via “participatory or rapid rural appraisal” methods (AusAID 

1997e: 8). This appears to support a combination of participatory and orthodox 

monitoring and management styles, where the need for management data is met, but 

the definition of what constitutes that data is broadened (see Pratt 2001: 16-19; 

Estrella 2000). 

Even within a well-run, logframe-based project, the question of whether goals 

are being achieved is not easy to establish. As highlighted in the mid-term review of 

the PNG Community Development Scheme, the implementation environment (law 

and order problems in the case of the CDS project) and the capacity of recipient 

institutions can all make the structured collection of evidence for monitoring purposes 

extremely difficult to achieve. On this project, the mid-term review advocated 

clarifying the monitoring framework and strengthening the body charged with 

overseeing it (the CDS Board) (AusAID 2001a: 6-12). 
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Another project, the PNG Incentive Fund, not only attempts to provide groups 

other than national government departments with direct access to aid funds, it also 

sets up a Management Group comprised of PNG and AusAID representatives which 

is charged with deciding the funding of recipients (AusAID 1999v). This attempts to 

increase the level of direct, recipient participation in activity management. At the 

same time, however, AusAID exerts financial control through the contracting of an 

AMC to run support services for the fund, to manage the application and funding 

process, to liaise with AusAID and DNPM (which screen proposals before putting 

them to the Management Group), and to monitor the successful groups’ activities. The 

funded bodies must also meet clear financial guidelines over the course of their 

activities or else risk losing support (see PNG Incentive Fund 2001). 

What can be seen in the Incentive Fund, and is also the case in the PNG 

Electoral Commission Capacity Building Project, is the way the AMC will have a role 

monitoring what is sometimes called the “executing agency”, that is, the PNG agency 

or organisation which is either the subject of the initiative, or the public agency with 

responsibility for that particular portfolio (AusAID and Government of Papua New 

Guinea 2000: 35, 37-38). The AMC reports on the extent to which the subjects of a 

project have improved, and whether the timelines and work plans set down in the 

design are being met; the AMC is delivering data which will go to the assessment of 

the treaty-set benchmarks. Contractors are, therefore, monitored, but also have a 

monitoring role themselves that has implications for the aid partnership between 

Australian and PNG governments. 

On the broad topic of aid delivery management, contractors interviewed for the 

purposes of this thesis consistently raised several themes of their own accord. The 

first of these was in relation to micro-management. Every contractor interviewed 

expressed a concern with the tendency of AusAID Activity Managers (the Desk) to 

overstep the boundaries of contract management and attempt to more directly control 

specific activities. It was held to be an impediment to the efficient and effective 

delivery of a project. Contractors differed in their perceptions as to the extent to 

which this occurred. Some believed it to be a common failing among less experienced 

AusAID managers who were concerned with ensuring all funds were accounted for, 

but who didn’t always understand the uncertainty associated with project management 
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(Interviews 2/09/1999a, 2/09/1999b, 30/11/1999b, 29/04/2000). Others regarded it as 

an inevitable outcome of the principal-agent relationship (Interviews 3/09/1999, 

10/09/1999a, 10/09/1999b, 30/11/1999a, 2/12/1999c). 

AusAID officers regard micro-management as a, sometimes unavoidable, part 

of risk management. This is seen as especially true of initiatives which are attempting 

to encourage a high degree of participation, and which may also be highly complex in 

any case (11/8/1998, 12/8/1998/ 1/12/1999c). One interviewee noted that contractors 

themselves will often initiate a high degree of contact with Activity Managers in 

order to ensure they do not commit to an activity for which they receive no payment 

(Interview 29/04/2000). Contractors, however, saw the contact between AusAID and 

themselves more in terms of transactions costs. Most AMCs saw micro-management 

as an extension of the important informal relationships that exist between AusAID 

managers and AMCs. Just as the working relationship between a Team Leader and a 

Post official was seen as vital in assisting smooth activity delivery, so too was the 

need for good interaction between the AMC Project Manager and the AusAID Desk 

officer emphasised in relation to monitoring and reporting (2/9/1999b, 3/9/1999, 

10/9/1999a, 30/11/1999a). As one firm noted, arriving at some accommodation with 

the AusAID Desk over a project-related problem avoided making the reporting 

process more complicated than it already was, and also prevented costly reviews from 

taking place (Interview 30/11/1999b). 

As noted in the previous chapter, contractors highlighted risk management as 

being an increasingly important component of delivery. Linked to this was another 

theme voluntarily raised by contractors: AusAID’s corporate knowledge. A belief 

existed among interviewees that AusAID managers too often lacked sufficient 

expertise in relation to both PNG (and other recipients) and development projects 

(Interviews 2/9/1999a, 3/9/1999, 10/9/1999b, 30/11/1999a). As with the tendering 

process, it was felt this impacted on their management judgement. Some attributed 

this deficit in knowledge to the fact there was considerable movement of personnel 

within the agency (Interview 30/11/1999a, 30/11/1999b). Others felt it stemmed from 

officers being cut off from direct project implementation experience (Interview 
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3/9/1999). Several contractors felt that there was an organisational problem in that 

feedback from monitoring and evaluation appeared to have little impact on the 

agency’s actions and decision-making (Interview 2/9/1999a, 10/9/1999a). One 

interviewee believed there was a considerable difference in quality between “junior” 

and “senior” AusAID staff, and that project management problems occurred when 

“junior”, inexperienced officers were placed in Activity Manager positions (Interview 

10/9/1999b). 

On the whole, there was a shared belief among contractors that AusAID officers 

were not always capable of recognising the ground-level problems of aid delivery 

management, a failure which was sometimes reflected in their insisting on 

“unrealistic” milestones and onerous monitoring and reporting arrangements. Several 

AMC interviewees expressed the belief that modifying unworkable project 

components through the existing reporting and review mechanisms could not occur 

without first establishing a good relationship with the relevant AusAID officers 

(Interviews 2/9/1999a, 2/9/1999b, 10/9/1999a).  

AusAID officials acknowledge that a contracting system carries with it its own 

management difficulties. There is considerable thematic overlap between the topics 

agency officers considered important and those raised by contractors, although the 

interpretations of those issues differ considerably. From AusAID’s perspective, what 

contractors consider to be micro-management is frequently a response to contractors’ 

own concerns regarding risk. Initiatives which seek significant counterpart 

“ownership” are seen as involving the risk of non-completion. In such cases, agency 

officers see it as in the interests of the contractor for AusAID to either exert what 

leverage it has, or, more commonly, support the counterpart financially so it can meet 

its responsibilities. (Interviews 12/8/1998, 1/12/1999a, 1/12/1999c)  

It was the view of officials working in AusAID’s Contract Services Group that 

contractors needed to improve their skills in monitoring counterpart progress and in 

identifying risk. It was felt that, sometimes, contractors would profit-take at the 

expense of high quality engagement with counterparts. The involvement of recipient 

agencies in the management of aid delivery was something that was built into designs 
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and contracts, and contractors should therefore ensure they could adequately meet 

those requirements before tendering. (Interview 1/12/1999a) 

All AusAID interviewees raised the issue of the lack of counterpart capacity 

and its negative impact on delivery management. It was recognised that contractors 

could run into problems in this respect. Post officers working directly with contractors 

and beneficiaries believed that the accumulated effects of the lack of qualified, able 

counterpart staff, delays in counterpart funding, and AusAID’s own attempts to do too 

much in the relatively short time frames of projects led to most capacity problems 

(Interviews 8/10/1998b, 14/10/1998a). These problems were sometimes exacerbated 

by the sheer number of players involved in a project. The extensive reporting 

mechanisms could not really take the place of person-to-person contact, and a Post 

officer might find themselves ensuring there was sufficient communication between 

AusAID managers in Canberra, PNG central and line agencies, other donor agencies, 

relevant NGOs and civil society groups, provincial governments, and local-level 

governments. This sometimes proved difficult; the Post officers’ perception was that 

Canberra-based officials did not always appreciate exactly how difficult (Interviews 

8/10/1998b, 14/10/1998a). 

From the perspective of the AusAID officials interviewed, there were few, if 

any, problems in relation to corporate knowledge deficits.† It was acknowledged, 

however, that staff shifting created difficulties on specific projects — but this was 

regarded as an inevitable part of the Australian Public Service (Interviews 11/8/1998, 

1/12/1999c). 

Many of the interviewed PNG officials, at the national level, expressed a 

disenchantment with AusAID’s corporate knowledge similar in kind to that of AMCs. 

Several agencies felt that AusAID officers do not always recognise the way the 

structure of PNG society affects aid delivery, especially ensuring outputs are achieved 

by specific times (Interviews 9/10/1998, 12/10/1998b, 13/10/1998b). This concern 

was also sometimes phrased as a desire for the Australian agency to be more broad-



281 

minded on the issue of recurrent costs funding (Interviews 12/10/1998b, 16/10/1998b). 

Other officials, including those at the Provincial level, did not find problematic 

AusAID’s practice of establishing trust accounts for donor and counterpart project 

funds that ensured aid money was not siphoned into regular operational budgets. It 

was seen as firewalling these funds from local politicians (Interviews 12/10/1998a, 

21/10/1998b). Other interviewees believed existing capacity problems were increased 

by difficulties in getting counterpart development funds down to the local levels 

(Interview 20/10/1998b). The use of trust funds on AusAID projects improved this to 

some degree, but did not get around sustainability problems. Once a project was 

completed, it was perceived as being extremely difficult to get funds through the 

national government’s budgetary process and on to the local level in order to meet 

recurrent costs. It was felt AusAID might have a role to play here.  

The capacity difficulties of  PNG agencies were acknowledged as being real and 

often exposed when assisting the management of aid projects. There are, for example, 

impediments in getting enough appropriate officers into counterpart positions. Also, it 

was believed that, all too frequently, the counterpart officials associated with a project 

are later shifted. Corporate memory is just as difficult to maintain within recipient 

agencies as AusAID.  

There were also seen to be significant capacity deficits in provincial and local 

governments, which may have some influence on the apparent wariness of AusAID to 

become too directly involved at those levels. Certainly, the perception of interviewed 

officials at those levels was that AusAID was reluctant to deal directly with them 

(Interviews 20/10/1998b, 20/10/1998c, 22/10/1998, 30/10/1998). Several interviewees 

felt that, once again, this prevented the agency from getting a coherent sense of the 

difficulties associated with delivering services on-the-ground (Interviews 

20/10/1998a, 21/10/1998a). Some saw the possibility for greater interaction with 

AusAID and other donors as being possible once the 1995 Organic Law reforms 

gradually took effect (Interview 13/10/1998b; see also Travertz 1998). 

                                                                                                                                            
† Countering this response is the recent AusAID Strategic Plan: Improving Effectiveness in a Changing 
Environment, which argues for systems and training that will improve corporate knowledge  (AusAID 
2001b) 



282 

 PNG officials acknowledged they were involved in monitoring through their 

counterpart representation on Technical Advisory Groups, Project Coordination 

Committees, and independent evaluation teams (Interviews 12/10/1998a, 

12/10/1998b). One agency also ran its own quarterly reviews which went toward six 

monthly general meetings with AusAID (Interview 16/10/1998b). No interviewee 

explicitly demanded they be entitled to the equivalent of a Participatory Monitoring 

and Evaluation system. Several officials, even while criticising AusAID and AMCs 

for their approach toward aid delivery management, acknowledged that, when 

receiving aid, it was inevitable that donor approaches toward delivery would tend to 

prevail (Interviews 9/10/1998, 13/10/1998a). 

 

Conclusion 

The evidence presented in this chapter describes a situation where AusAID, without 

serious opposition from other stakeholders, manages the performance of aid delivery 

via contracts. There are some valid reasons for its doing this. Most obvious is the 

ability to track funds, which reduces the possibility that recipients, or AMCs, will 

divert donor money to unproductive, or corrupt, endeavours. How far this 

accountability should be pursued is not, however, always clear. Overseeing the 

performance of deliverers, and recipients, has a direct impact on the transaction costs 

of contracting. As with the outsourcing process (discussed in the previous chapter), 

the costs of monitoring have the potential to be so high as to bring into question the 

very use of contracting. The evidence from the PNG bilateral program is that non-

AusAID stakeholders perceive reporting requirements as sometimes being overly 

demanding, complicated, and requiring excessive consultation. However, all 

stakeholders fall short of arguing that the contracting system should be disbanded as a 

result. 

 In relation to recipient participation in the management of aid delivery, while 

their involvement may be written into the terms of contracts, the principal-agent 

relationship between AusAID and AMCs tends to overwhelm the donor-recipient 

relationship when conflicts which threaten project completion arise. Recipient failure 
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to meet set performance targets might well breach agreements with the donor, but 

their impact on the contractor’s achievement of payment milestones is seen as more 

immediately important. The focus is on the level of risk the contractor is bearing — 

whether it is legitimate — and what this means for the financial agreement between 

principal and agent. AusAID has identified in reviews the need to ensure AMCs are 

amenable to participatory modes of delivery. Given the Australian agency 

relinquishes its direct delivery management role to AMCs, however, it can only 

ensure contractors act in a participatory manner through the “indirect” means of 

contract specifications and reporting criteria. As has already been established, it is 

extremely difficult to reduce the complexity of participation to clear outputs and 

indicators. In any case, it appears no serious questioning of the contracting system 

occurs when participatory management on the part of AMCs fails to eventuate. 

 This chapter also revealed there is considerable debate over the extent to which 

AusAID’s contracting regime reduces the agency’s corporate knowledge. Queries 

over this have been raised by AusAID itself in reviews and parliamentary inquiries. 

Interviewed agency officials were, perhaps naturally, not ready to acknowledge these 

problems might be any more serious than those usually associated with human 

resource management in the APS. Contractors, on the other hand, regard agency 

officials as often having far too weak a grasp of the ground-level realities of 

development project management, with the result that they over-monitor and 

inappropriately attempt to micro-manage the work of AMCs.  

 Corporate knowledge deficits potentially downgrade the quality of information 

AusAID can provide to the Minister. The risk is also run of the agency lacking the 

sectoral knowledge to influence other players in the policy network. Under this 

analysis, micro-management can be seen as an attempt by AusAID officials to 

overcome the restrictions imposed by outsourcing the entire management of aid 

initiatives to AMCs, and an attempt to challenge established process and substantive 

policy. From the perspective of the stakeholders themselves, however, it is held to 

result from concerns over the risk of project non-completion more than anything else. 

 In terms of the influence of the actor network, while there is always the 

potential for conflict between AusAID and AMCs over risk, neither party appears to 
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perceive its interests as being served by a major departure from the contracting 

system as it currently stands. The way AMCs focus on risk over development 

outcomes indicates that they see “professionalism” as primarily directing the manner 

of their aid delivery rather than its ultimate aims. They are reliant on the continuation 

of the contracting system in order to make the profits necessary for their existence as 

private companies. While they may try to push some risk back over onto AusAID, 

they do not attempt to influence policy away from that supportive of the contracting 

regime.  

 Finally, PNG officials are cognisant of the way in which their capacity 

problems impact on their involvement in the management of aid delivery. The 

tendency of counterpart officials to be shifted away from the areas in which they have 

built up expertise, the problems of budgetary control and distribution, and the 

influence of exogenous factors such as law and order, combine to increase the risks 

associated with high levels of recipient participation. Rather than renegotiating the 

conceptual terms in which aid delivery is analysed, the interviewed officials accepted 

the contracting system as being an unavoidable element of Australian development 

assistance. 

  

Conclusion 
 

 

Western donors foreclose opportunities for improving development outcomes by 

restricting the scope of their aid policy engagement with developing countries. More 

reflexive policy formulation might improve donor accommodation of the causal 

uncertainty associated with development, but there has been only limited exploration 

of such a possibility. This thesis concludes that a policy approach of this kind 

potentially conflicts with donor government interpretations of their national interest 

and so is avoided. Short term security considerations, an inevitable element of 

national interest, limit the freedom with which high-level policy-makers are prepared 
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to hypothesis development causality. National interest also permeates the 

interpretation of accountability under which donor governments and their 

development assistance agencies operate, with a concomitant restriction on their 

preparedness to experiment with aid delivery and its management. Taken as a whole, 

the official donor policy process as it currently stands, irrespective of whether it is 

viewed from a top-down or a bottom-up perspective, is only partly open to recipient 

input and, thus, only partly capable of accommodating uncertainty.    

 The position of good governance in the Australia-PNG bilateral aid program 

exemplifies this point. Governance reforms are complex and the links between cause 

and effect they espouse are far more ambiguous than donor agencies admit. An aid 

policy process and culture that enables Australia to acknowledge this causal 

uncertainty, and to then seek out participatory means of accommodating it, would 

improve the chances of developing a mode of governance that better reflects PNG’s 

state-society relations. However, this should not be taken as promoting absolute 

cultural relativism on issues such as corruption, the absence of the rule of law, or the 

abuse of human rights. The orthodox interpretation of good governance quite rightly 

condemns such transgressions. Furthermore, donor visions of good governance 

appropriately identify the need for developing countries to engage with international 

trade and investment. Yet the histories of Western donor hypothesising, the Australia-

PNG development relationship, and Australian aid policy making and delivery, point 

to the ultimate futility in assuming causal certainty when it comes to resolving 

development problems in non-Western states and societies. More than that, 

inappropriate aid interventions can create further governance and development 

problems for the recipient. The rule of law, for example, is advantageous to a 

developing country for economic and human rights reasons, but that does not mean 

the recipient state should mimic donor nations in the way that is expressed or 

established. As the PNG experience following the 1960s Derham legal reforms 

showed, even the best intentioned donor actions can have serious negative 

consequences.   

 The impediments to participatory policy-making are not easily overcome. The 

Australian case study underlines how they can be both structurally and institutionally 

entrenched. For example, Australian foreign policy-makers have assumed high-level 
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control over aid policy. The legislature appears to condone this arrangement by 

assessing the expenditure and conduct of foreign aid programs with reference to 

national interest-based criteria. From a bottom-up viewpoint, AusAID’s assistance 

delivery procedures, and the agency’s organisational culture, are seen to support these 

structures. Furthermore, Australian Managing Contractors, who play a significant role 

in the process of policy implementation, exhibit little desire to free the aid delivery 

and management system from its current enmeshment in Australian national interest. 

Being private organisations, the profit imperative guides AMC actions on this. On the 

whole there appears to be neither the political will nor the administrative capacity to 

challenge these restrictions on policy-making.  

The inference to be gleaned from the evidence presented in this thesis is that, at the 

current time, the stakeholders most likely to press for change of this kind are those 

other than donor governments and deliverers such as AMCs. Non-governmental 

organisations, which have traditionally promoted participatory development, may 

have a role here in attempting to sway policy agendas. However, as discussed in the 

first chapter of the thesis, they too have their weaknesses, most notably in their 

capacity to scale-up local-level initiatives to the national arena. This has a 

commensurate, negative effect on their ability to offer clear alternative policy and 

operational modes to official donors. 

 It appears the onus largely falls on official agencies themselves, as distinct from 

their governments (or, in the case of international agencies, their intergovernmental 

boards) to promote change. Partial moves in this direction have been exhibited by 

international agencies such as the World Bank and the UNDP, and bilateral donors 

such as the UK’s DFID. AusAID exemplifies the difficulty in achieving even these 

minor changes where an agency falls directly under the purview of another 

government department. In all cases, however, donor national interest continues to 

exert influence. And, in all cases, the challenge is for agency officials to exercise their 

political and management skills in altering operational processes and cultures so as to, 

ultimately, redress ongoing donor policy deficiencies. To do this legitimately, in the 

context of democratic government, will be a most difficult task.           
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These conclusions were arrived at after a wide-ranging study of history, theory and 

practice that subjected elements of international relations and development theory to 

analysis under the sub-discipline of public policy. This focussed attention on the role 

of governments and donor agencies and their relationship to each other and to policy-

making. This relationship could be, and was, considered from both top-down and 

bottom-up points of view. More than that, the interaction with the policy process was 

recognised as ongoing and lending itself to process-oriented analyses of policy 

formulation. This even went so far as to interpret policy  as occurring within a 

network of public, private, and NGO stakeholders. Cohesive sectors, where the major 

players are capable of broad agreement on the prioritisation and interpretation of 

issues, have the capacity to either directly pressure public decision-makers and their 

policy agendas, or indirectly dominate the intellectual environment from which policy 

springs. Networks here tend toward exerting top-down policy pressure, to work 

toward their “professional” self-interest. The evidence in this thesis suggested that 

this need not be the case. Networks may also have the capacity to express more 

bottom-up concerns — it depends on the nature of the groups acting within the 

network and their preparedness to dispute conventional wisdom where their 

implementation experience suggests this is appropriate. In other words, in relation to 

donor aid policy, there is an opportunity — not large, admittedly — for the influence 

of national interest to be challenged.  

  It was against this theoretical background that Part A examined the theories, 

history, and structures and institutions which direct the causal analysis at the heart of 

high-level donor policy-making on development and aid. This emphasised that the 

Western donor belief in the benefits of good governance must be seen against the 

context of nearly sixty years of theorising on Third World development. The present 

theoretical focus can be distinguished from its predecessors on the basis of its 

promotion of the role of the recipient state in maximising the conditions for economic 

growth. However, in assuming the appropriateness of a universal solution of this kind 

— the democratic ideals and neo-liberal public sector policies that have been moulded 

into a good governance “orthodoxy” — donors continue to repeat the same modernist 

approach to causal theorising that has marked them since the Second World War. This 
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has also entrenched a tendency to assume that the development history of the West 

can be replicated in the Third World. 

 The fallacy of assuming causal certainty in Third World development was 

underscored in an examination of the history of the Papua New Guinea - Australia 

development relationship. This found that over the course of that relationship 

Australian notions of development and “progress” frequently had been, as a result of a 

long-term failure to establish a culture of consultation over development assistance, 

inappropriately applied to PNG. The fault for this could not be entirely sheeted home 

to Australian decision-makers — PNG stakeholders have not always acted in good 

faith themselves. However, PNG, with its continued fiscal, political, and law and 

order problems, also highlights how important it is for policy-makers on both sides to 

not be dissuaded from ongoing attempts to establish a truly cooperative approach 

toward development assistance. 

 The institutional and structural reasons for the Australian government’s 

avoidance of opening its aid policy process up further to recipient input became clear 

once the bureaucratic history of Australian foreign aid had been reviewed. The 

dominance of Australian national interest and the Foreign Affairs Department, in its 

various manifestations, over development assistance has been, for the most part, clear 

and unequivocal since the Second World War. This has not stopped debates over the 

goals of foreign aid from occurring — as the numerous reviews of the sector bear 

testament — but the outcomes of debates inevitably favour the retention of the 

national interest/foreign affairs status quo. The structural subordination of AusAID 

with the DFAT portfolio has a large part to play in this, but it is not the only reason. 

Also important is the institutionalisation of national interest criteria in the 

legislature’s understanding of development assistance, via the processes of budget 

justification. 

 Part B of the thesis dragged the focus away from the high-level causal 

hypothesising of aid policy and toward the more bottom-up concerns of 

implementation. It considered how the tools by which policy is applied can, in turn, 

influence that policy, and revealed the commanding position held by projects in aid 

delivery. The key features of blueprint projects and the stages through which they are 
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formed and applied were outlined and then critiqued. The general tenor of this 

criticism was that projects attempted to impose activity “templates” on a phenomenon 

that is exceptionally complex, and, as a result, prevented the deliverers of aid from 

responding to all possible development opportunities. In considering how 

international and bilateral agencies sought to respond to this criticism, it was found 

that, while sectoral expenditure programs were being increasingly used by donor 

agencies, they appeared loath to relinquish the financial control inherent in projects 

where outcomes, outputs, and performance indicators were clearly stated. 

 The specific example of the implementation tools used in the Australia-PNG 

bilateral aid program was then examined. After first detailing the procedures under 

which AusAID-funded activities are instigated and designed, as well as several 

examples of the initiatives produced, the perspectives of stakeholders — AusAID 

officials, contractors, and PNG officials — were drawn upon in order to provide as 

complete a picture as possible of the Australian agency’s approach. This found that 

there is some pressure to move toward more flexible implementation methods, 

especially sectoral programs, but that there remains considerable structural and 

organisational cultural support for the project form. Activities continue to be 

instigated and designed with projects in mind. The patina of certainty these tools 

bring to foreign aid endeavours continues to be of value to AusAID when it comes to 

budget accountability. For their part, PNG officials recognise that their chances of 

accessing Australian aid funds are enhanced by framing their requests in a manner 

that is project-friendly. In some circumstances this has meant side-stepping PNG’s 

own central development body, the Department of Planning and Monitoring. 

 Part C turned to the management of aid delivery. It found that AusAID, along 

with many other Western donor agencies, contracts out the bulk of its development 

assistance activities. In most cases it outsources both the design, the implementation, 

and even the evaluation of aid initiatives. After investigating the rationale behind the 

large-scale use of contracts, and the public sector management environment in which 

it was encouraged, it was found that there was considerable debate over the extent to 

which contracts could be appropriately used to deliver public services. Contracting is 

not always the most efficient and effective service delivery method, and a contracting 

regime can undermine a public agency’s influence on policy. Nowhere was this more 
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apparent than in relation to the resource-dependence networks which contracting 

helped form. In relation to aid delivery, agencies such as the UNDP, the World Bank, 

and the UK’s DFID were found to all use contracting, but diverged as to the degree 

they outsourced the overall management of that delivery. 

 When it came to AusAID, the finding was that the agency has an entrenched 

culture of outsourcing that has little to do with a rational evaluation of transaction 

costs, which, in relation to complicated aid activities, could be extremely high. Also, 

in the case of the delivery of governance-related initiatives in PNG, it was clear that 

an effective market of suppliers did not always exist. AusAID was also found to use 

contracting as an aid delivery management tool that did little to encourage 

participatory management. The conclusion drawn here was that, even though the 

agency’s procedures advocated the involvement of counterparts in monitoring 

delivery, the evidence provided through stakeholder interviews and the examination 

of reviews and reports supported the inference that effective participation was 

illusory. Further to this, the argument could also be made out that placing the 

responsibility for the direct management of delivery into the hands of AMCs was 

detrimental to the level of development-related (as opposed to contract management-

related) corporate knowledge AusAID was able to build and retain. The implications 

for the agency’s ability to influence policy in either a top-down or bottom-up manner 

were profound. 

 As a final observation, it needs to be reiterated that none of the stakeholders 

who are directly involved in the provision and receipt of foreign aid express anything 

other than the desire to arrive at development solutions that will ease the burden of 

poverty on PNG and countries in similar straits. All the evidence suggests that 

Australian policy-makers genuinely believe there can be a productive overlap 

between the national interest of Australia and the development needs of a country 

such as PNG. Australian Managing Contractors articulate an unambiguous concern 

that their delivery of aid initiatives be as professional as possible. PNG officials 

clearly recognise the dilemmas facing their country, and the problems these raise for 

the effective use of aid. However, as this thesis has established, all players are 

working within well-established conceptual, structural, and financial constraints. Yet 

to move from this conclusion to a further one which states that, in these 
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circumstances, policy stasis is inevitable would be incorrect and overly fatalistic. The 

road to ruin might well be paved with good intentions, but it is the responsibility of 

actors who have the power to do so to avoid such a path. Be it ever so slight, such an 

opportunity falls to the disinterested, professional, politically astute public servants 

who head AusAID and other international and bilateral agencies. These are figures 

who have been referred to obliquely over the course of this thesis. They occupy the 

space between elected governments and the procedural mire of implementation. 

Bound neither by poverty, the profit imperative, nor immediate electoral concerns, 

and supported, in Westminster systems at least, by a tradition that advocates the 

provision of frank and fearless advice to elected governors, the senior public servants 

in charge of donor agencies have the right, and the obligation, to advocate policy and 

operational change when its necessity is as obvious as it is in the case of foreign aid. 

Their ongoing failure to do so draws criticism upon the system of governance which 

prevents them from acting in this way. It exposes the hypocrisy of Western donors 

who push for the “good governance” of developing countries while exhibiting such 

flaws in their own.      
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Appendix 
 

Stakeholder Interviews 
(sorted by date) 

 

Date Time Location Organisation Interviewee(s) 

 

11/08/1998 

 

2.00pm 

 

Canberra 

 

AusAID, PNG Branch 

 

Activity Manager 

 

12/08/1998 

 

4.00pm 

 

Canberra 

 

AusAID, PNG Branch 

 

Activity Manager 

 

08/10/1998a 

 

8.00am 

 

Port Moresby 

 

National Research Institute 

 

Institute Fellow (ex-AusAID LES) 

 

08/10/1998b 

 

11.00am 

 

Port Moresby 

 

AusAID, Post (Australian High 
Commission) 

 

Post Officer 

 

09/10/1998 

 

10.00am 

 

Port Moresby 

 

PNG Attorney General’s Department 

 

Departmental Secretary + 

Assistant Secretary 
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Date Time Location Organisation Interviewee(s) 

 

12/10/1998a 

 

9.00am 

 

Port Moresby 

 

PNG Ombudsman’s Commission 

 

Chief Ombudsman 

 

12/10/1998b 

 

2.00pm 

 

Port Moresby 

 

PNG Office of National Planning 

 

First Assistant Secretary, 

Sectoral Planning Division 

 

13/10/1998a 

 

9.30am 

 

Port Moresby 

 

PNG Parliament Legal Service 

 

Parliamentary Officer (ex-Secretary, 
Law Reform Commission) 

 

13/10/1998b 

 

11.30am 

 

Port Moresby 

 

PNG Department of Provincial and 
Local Level Government 

 

Assistant Secretary 

 

14/10/1998a 

 

11.00am 

 

Port Moresby 

 

AusAID, Post (Australian High 
Commission) 

 

Group interview — Post Officers/ 
Locally Engaged Staff 

 

14/10/1998b 

 

4.30pm 

 

Port Moresby 

 

Prime Minister’s Office 

 

Prime Ministerial Adviser 

 

15/10/1998a 

 

8.00am 

 

Port Moresby 

 

Manufacturers Council of Papua New 
Guinea 

 

President 
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Date Time Location Organisation Interviewee(s) 

 

15/10/1998b 

 

11.00am 

 

Port Moresby 

 

PNG Public Employees Association 

 

General Secretary 

 

16/10/1998a 

 

8.00am 

 

Port Moresby 

 

Strengthening National and 
Decentralised Planning Systems Project

 

Team Leader/UNDP Officer 

 

16/10/1998b 

 

9.30am 

 

Port Moresby 

 

PNG Department of Health 

 

Departmental Secretary 

 

16/10/1998c 

 

2.00pm 

 

Port Moresby 

 

Transparency International (PNG) Inc 

 

Deputy President 

 

20/10/1998a 

 

9.00am 

 

Goroka, Eastern Highlands 
Province 

 

Lik Lik Dinare/Abitore Trust Micro-
Credit Scheme 

 

Team Leader 

 

20/10/1998b 

 

10.30am 

 

Goroka, Eastern Highlands 
Province 

 

Department of Health, Eastern 
Highlands Provincial Administration 

 

Acting Health Administrator 

 

20/10/1998c 

 

11.30am 

 

Goroka, Eastern Highlands 
Province 

 

Goroka District Administration 

 

District Administrator 
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Date Time Location Organisation Interviewee(s) 

 

21/10/1998a 

 

8.00am 

 

Goroka, Eastern Highlands 
Province 

 

Eastern Highlands Governor’s Office 

 

Governor 

 

21/10/1998b 

 

11.00am 

 

Goroka, Eastern Highlands 
Province 

 

PNG Department of the Auditor-
General, Eastern Highlands Province 

 

Eastern Highlands Provincial Auditor 

 

22/10/1998 

 

10.30am 

 

Goroka, Eastern Highlands 
Province 

 

Goroka Local Level Government 
Administration 

 

Deputy Manager 

 

30/10/1998 

 

8.30am 

 

Herowana, Eastern 
Highlands Province 

 

Herowana Ward, Lufa District 

 

Ward Councillor 

 

02/09/1999a 

 

2.00pm 

 

Carlton, Melbourne 

 

International Development Support 
Services Pty Ltd 

 

Managing Director 

 

02/09/1999b 

 

4.00pm 

 

Carlton, Melbourne 

 

International Development Support 
Services Pty Ltd 

 

Senior Consultant/Project Manager 

 

03/09/1999 

 

9.30am 

 

Hawthorn, Melbourne 

 

ACIL Pty Ltd 

 

Program Manager 
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Date Time Location Organisation Interviewee(s) 

 

10/09/1999a 

 

10.00am 

 

Hawthorn, Melbourne 

 

Melbourne Enterprises International 
Ltd 

 

Regional Manager 

 

10/09/1999b 

 

2.00pm 

 

Carlton, Melbourne 

 

Ciptanet International Pty Ltd 

 

Managing Director 

 

30/11/1999a 

 

10.30am 

 

Canberra 

 

Hassall & Associates 

 

Financial Management Specialist 

 

30/11/1999b 

 

2.00pm 

 

Canberra 

 

ANUTECH 

 

Group interview — 5 Project Managers 

 

01/12/1999a 

 

10.00am 

 

Canberra 

 

AusAID, PNG Contracts Section, 
Contract Services Group 

 

Group interview — Section Director + 
2 Managers 

 

01/12/1999b 

 

4.00pm 

 

Canberra 

 

AusAID, Governance Group 

 

Policy Officer 

 

01/12/1999c 

 

5.00pm 

 

Canberra 

 

AusAID, PNG Branch 

 

Director, Governance & Coordination 
Section 

 

02/12/1999a 

 

9.30am 

 

Canberra 

 

Centre for Democratic Institutions 

 

Assistant Director 
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Date Time Location Organisation Interviewee(s) 

 

02/12/1999b 

 

10.45 am 

 

Canberra 

 

State, Society and Governance in 
Melanesia Project, Research School of 
Pacific and Asian Studies, Australian 
National University 

 

Convenor 

 

02/12/1999c 

 

2.00pm 

 

Canberra 

 

Hassall & Associates 

 

Program Manager 

 

29/04/2000 

 

10.00am 

 

Hawthorn, Melbourne 

 

Hawthorn Consulting Group 

 

Project Manager 
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