
The art of persuasion: management of
the portfolio

Elements of the role
The term ‘portfolio secretary’ had no legal status and, unlike ‘portfolio ministers’,
departmental secretaries did not in my time have any formal responsibilities
over the other agencies in the portfolio. The term is not, however, without clear
meaning: the portfolio secretariy is the most senior official in each portfolio and
is expected to coordinate various activities across agencies for the portfolio
minister and for the government as a whole.

The core elements of this role are:

• to ensure good lines of communication across the portfolio, with the
minister(s) and with central agencies

• to participate on relevant boards and committees of agencies
• to advise the minister on structures and appointments and, sometimes, on

performance
• to manage formal agreements between the department and particular agencies
• to coordinate portfolio budgets and appearances before parliamentary

committees.

Usually, I found the portfolio minister expected a more proactive role than
simply acting as a postbox, and also that the agency heads were keen to get
better understanding of the broader policy context of their work than a basic
information exchange would reveal. Accordingly, I chaired a portfolio agency
heads’ meeting, usually every quarter, with a formal business agenda but also
time for informal discussion. We also generally included on the agenda each
time a short presentation by one agency head about that agency’s plans and
issues. The formal agenda would usually include budget arrangements, industrial
relations issues and areas for possible management cooperation; it would also
include discussion of current policy issues affecting more than the department,
though mostly these would be managed down the line outside these quarterly
meetings. The meetings were always strongly supported by the agency heads
whose access to ministers was often limited.

I also involved the portfolio agencies directly in the department’s strategic
planning process, participating in the senior management’s retreat and
commenting on drafts (see Chapter 6). Agencies usually did the same, involving
me or one of my deputies in their own strategic planning processes.

As secretary, I was also often a member of the board of a portfolio agency, such
as the AIHW and the Health Insurance Commission (HIC). This entailed attending
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monthly meetings, although, by mutual agreement, some boards arranged their
agendas to allow me to reduce my time at those meetings with another
departmental representative acting as an observer for the rest of the meeting.

The department also had responsibility for advising the minister on structural
matters affecting portfolio agencies and, in the Health department, this became
a major policy issue for several years. The structural agenda included splitting
Medibank Private from the rest of the Health Insurance Commission (which
continued to have responsibility for Medicare); corporatising Health Services
Australia; restructuring the Australia New Zealand Food Authority; and
establishing new agencies such as the Aged Care Standards and Accreditation
Authority, the General Practice Education and Training Agency and the
Australian Radiation Protection and Nuclear Safety Agency (ARPANSA), or new
statutory offices such as the Gene Technology Regulator. I established a corporate
strategy team in the department to oversee these projects, but many required
significant personal involvement to resolve differences and to confirm ministerial
views.

Table 7.1 Splitting the Health Insurance Commission

The Health Insurance Commission (HIC) had responsibility for Medibank
Private, a private health insurance fund competing with others, and key
elements of Medicare, the universal government health insurance scheme.
I was acutely aware of the conflicts of interest in this dual role and the
lack of transparency in the operations of Medibank Private, which made
it impossible to deny criticisms of unfair competition. I advised in 1996
that the HIC should be split.

The then CEO opposed my view strongly and there was debate among
the board of commissioners, but the minister accepted my advice.

I established a small team in the department to work with a small team
in the HIC to plan and execute the split. For the most part, this project
management process worked smoothly and a major reform was achieved
quietly and efficiently. The support of the then board chairman was a
critical factor.

Drawing from the Social Security department’s experience in separating
Centrelink from the department, I recommended the early appointment
of (at least acting) heads of each agency to facilitate a transparent process
for dividing resources and staff, with a clear champion for each new
agency. The CEO disagreed, highlighting his statutory responsibilities
for both proposed agencies until the new legislation was in place and
deferring his own decision on which of the new agencies he wished to
head.
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My preference could not be enforced, so there was no point pressing the
matter, but the CEO’s very late announcement that he would go with
Medibank Private left a legacy of minor problems (relating to the
suspicion or reality that resources were not split fairly) that were not
resolved for more than a year after the split.

Looking back now, I have no doubt the split helped both sides. Those
responsible for Medicare came into their own, gaining much more
attention from senior management, working more closely with the
department and addressing a range of enhancements to services and
improved administration. Those responsible for Medibank Private gained
greater flexibility to operate commercially, as they had always wanted
to do.

With the establishment of a separate Medibank Private and the commercialisation
of Health Services Australia, the department became responsible also for advising
the minister on aspects of those businesses’ strategic plans and performance.

The ministers also drew on the department for advice on appointments to all the
portfolio bodies, which I usually provided personally after the relevant search
processes. That advice was by no means always accepted but I put considerable
effort into ensuring a merit-based process for our own short-listing. For the HIC
and Medibank Private boards, we employed a search company to identify possible
directors, including the chairs, but our short lists were generally supplemented
by names (often, but not always, good ones) supplied through the political
process.

On one occasion, I was asked to ‘sort out’ a problem concerning an agency head
in whom ministers had lost confidence. Legally, I had no authority, but I was
able to counsel her, help her to identify her own options and assist her with a
dignified departure when she agreed it was in her own best interests to move
on.

In some cases, the department had formal relationships with agencies. In the
case of the AIHW, we developed a partnership agreement under which the
department set out the research and data requirements it had for the next few
years, in addition to the AIHW’s core collections and publications, and the funds
it intended to provide to supplement the AIHW’s core budget. That agreement
followed discussions between me and the AIHW director on the benefits of
moving away from ad hoc requests and payments from different areas of the
department, to a planned approach that allowed the AIHW to invest in ‘ongoing’
staff and additional collections. The new approach also gave the AIHW
responsibility for some collections previously managed by the department.

89

The art of persuasion: management of the portfolio



In the case of the HIC (now Medicare Australia), we had in my time a
purchaser–provider agreement under which we negotiated the funds required
by the HIC to deliver MBS and PBS payments and so on. This required careful
management of my own conflicts of interest given I was both secretary and an
HIC board member. We also developed a memorandum of understanding between
the HIC and the department to promote closer cooperation and better information
exchange on new policy proposals and program administration and
implementation of new measures.

The budget process always involved close interaction between the department
and portfolio agencies, as agencies developed proposals for ministerial
consideration, the department worked with the minister on priorities within the
parameters set by the ERC or senior ministers and the department developed its
own policy proposals that often affected portfolio agencies (particularly the HIC),
which would have some implementation responsibilities. At several points in
this process, as secretary, I would liaise directly with the agency heads concerned.
They would all have opportunities to talk directly with ministers, but these
were inevitably limited and they relied quite heavily on me and the department
appreciating their perspectives and concerns. In my time, they never attended
the ERC.

All portfolio agencies were usually on the agenda for Senate Estimates hearings,
though some escaped scrutiny frequently as the committee focused on agencies
handling more juicy issues. Agencies such as the HIC and ARPANSA were
frequently interrogated. As a rule, I would continue to sit with the minister
when they appeared and occasionally intervened in the answers to explain
background or to try to contain the potential debate.

Differences among agencies and across portfolios
Portfolio arrangements vary considerably with the nature of the portfolio
agencies’ responsibilities. Government Business Enterprises (GBEs) generally
value their independence from the bureaucracy and the portfolio department,
often working closely with the Finance department, is involved only in advising
the shareholder ministers on ownership issues.

Medibank Private rarely attended my portfolio agency heads’ meetings, though
the CEO of Health Services Australia (HSA) almost always came.

The more budget-dependent agencies tend to have closer relationships with
departments, but that relationship can depend on the personalities of the agency
heads and their personal relationship with the minister. Small agencies most
often have problems with access to ministers and appreciate a close, constructive
relationship with the department.

It was interesting as Public Service Commissioner to see the weak arrangements
in the PM&C portfolio for informing or coordinating its agencies. The APS
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Commission was in a privileged situation given my attendance at portfolio
secretaries’ meetings and involvement in the MAC, but many other agencies
(such as the Ombudsman and the Official Secretary to the Governor-General)
felt very much on the outer. I think there was just one meeting of the agency
heads in my three years as the Commissioner. This experience confirmed for me
the importance to agencies of portfolio secretaries actively engaging with them,
though I can understand that this presents a greater challenge for a secretary of
a less-integrated portfolio such as PM&C.

Changes in arrangements
The portfolio approach was very much an outcome of the 1987 changes in
departmental organisation, which first involved having several ministers in the
one portfolio with the one department. Each department had a portfolio minister
in the cabinet, some with junior ministers outside the cabinet. An explicit purpose
behind this new arrangement was to streamline cabinet business and to give
more responsibility to portfolio ministers and their departments.

In line with this approach, the budget process was aligned more formally with
portfolios and ministers were expected to prioritise across their wider
responsibilities including across portfolio agencies. Some such processes had
always operated, but it became firmer after 1987 and has remained so.

The Uhrig Report in 2004 on statutory authorities and statutory office-holders
raised the question of the role of portfolio secretaries, at long last leading to
formal recognition of their role in such matters as advising on appointments and
reviewing performance, while not detracting from the statutory independence
of such agencies.

A subsequent change to establish the Human Services portfolio including
Centrelink and Medicare Australia does present new challenges for portfolio
secretaries while offering opportunities for closer attention to service delivery
matters. The challenges go to the relationship between such service providers
and their respective policy departments and the relationships in turn with the
Human Services department. I am not convinced that such separation of policy
from administration will prove sustainable.

Portfolio management issues
The main issue to be managed in these portfolio arrangements is acknowledging
the independence of each agency and the legal responsibilities of each agency
head, while addressing the need of the minister for assistance with coordination,
coherence and oversight. Some agencies have considerable statutory or
commercial independence, while others are less independent of the minister to
whom they are responsible.
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The authority of the portfolio secretary is determined largely by the attitude of
the minister: the extent to which the minister turns to the secretary for assistance
and advice. Most ministers I have worked with do not consciously deny agency
heads access to them, but find it necessary in the management of their time and
priorities to limit such meetings. For the most part, the agency heads can just
get on with their jobs, happy not to have the minister breathing down their
necks, but the limited direct interaction with ministers can lead to the minister
and the agency head relying on the department and the departmental secretary
as intermediary from time to time.

A related issue concerns when functions should be performed outside the
department and the appropriate governance arrangements for agencies
performing such functions. New Zealanders appositely call this issue ‘signposting
the zoo’. Notwithstanding its limitations, the Uhrig Report has helped, in my
view, to clarify some of the key issues and options. Before that report, and despite
the efforts of my team advising on corporate strategies, there was limited
coherence among the array of portfolio agencies in Health. These included
statutory bodies, executive agencies and companies, some under the Financial
Management and Accountability Act, others under the Commonwealth Authorities
and Companies Act, some under the Public Service Act and others with their own
employment powers.

Another important issue relates to appointments. For most of my time as secretary,
under Labor and Liberal governments, I was not confident of the integrity of
the appointments processes. Despite efforts to use formal selection advisory
processes and search arrangements, political favouritism was often a dominant
factor. Most such appointees were competent, but not the best for the job, and
the process left the likelihood of some political trade. Fortunately, the Rudd
Government has strengthened the role of portfolio secretaries and the Public
Service Commissioner in advising on these appointments and ensuring a more
merit-based approach.

Table 7.2 Shareholder value or gift of the government: the
appointment of the chair of Health Services Australia

When the chair of the Health Services Australia (HSA) board, Rae Taylor,
came up for reappointment, I strongly supported him given the
company’s successful transition to that point from a bureaucratic
business. There was still considerable risk about the company’s
continuing financial viability and I was concerned that if Taylor left we
could also lose the CEO, Vanessa Fanning, who was performing extremely
well, and shareholder value could collapse.
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While I eventually convinced the two ministers concerned, it was clear
that they viewed the chairman’s position not so much as a key to the
company’s success, but as a prize—a potential gift to a friend of the
government. They were certainly not seized with the possible impact
on shareholder value if the appointment process was not handled well.
For my part, I felt the portfolio—and the public—had been most
fortunate in obtaining the services of Taylor, a former secretary and
former CEO of Australia Post, whose remuneration was a fraction of what
his time was worth; I also knew he did not regard the HSA responsibility
as a prize, but as a burden he was willing to continue to bear.

Another issue involved in portfolio management is the handling of conflicts of
interest. The Uhrig Report recommended that secretaries not be on executive
boards of agencies. I am not convinced this is always the best approach, though
it might be in most cases.

Table 7.3 Should secretaries be on agency boards?

When the HIC had a board, I was initially not a member and then became
one. The chairman was of the view that my membership represented a
conflict of interest, though most of the others felt my involvement assisted
greatly in ensuring the strategic direction of the HIC was consistent with
the government’s policies on Medicare. The chairman, with his private
sector orientation, was looking to ‘increase the return on the HIC’s assets’
(in systems and staff) by widening the HIC’s (essentially government)
business; I saw this as merely another set of new policy proposals to
extend Medicare benefits that would need ministerial and cabinet
agreement. I firmly believed this difference of view was best settled
within the board rather than escalated into a damaging conflict requiring
the minister (to whom both the board and I were responsible) to
intervene. Conflict of interest? Perhaps, but where was it best managed?

A clearer conflict of interest arose when the purchaser–provider
arrangement with the department was being negotiated. I absented
myself from the relevant board discussions and delegated to a deputy
the negotiation responsibilities of the department. Was this adequate
management of the conflict? I think so, but the case here is less clear
(subsequently, based on Uhrig, the purchaser–provider arrangement
itself was dropped—a mistake in my view).

In the Defence department, where I was a deputy secretary, I also
observed the different approaches of two companies being privatised:
Australian Defence Industries (ADI) and Aerospace Technologies of
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Australia (ASTA). ADI had a very able board with no departmental
members or observers and was extremely anxious to keep the department
at arm’s length and, as it saw it, to avoid conflict of interest. ASTA’s
board was probably not as strong and it included a senior departmental
officer. ASTA’s sale went smoothly with close cooperation, independent
assessment contracted by the department, careful coordination with the
Department of Finance before cabinet took its final decisions and transfer
of the sale itself to the Asset Sales Task Force. ADI’s process could not
have been more different. Arguments over conflicts of interest continually
delayed and escalated issues, forcing the conflicts up into the cabinet
room, where it was clear that it was the board along with its CEO, not
the Defence Minister (the main buyer of products) or the Finance Minister
(the other ‘owner’ of the company), that was the odd man out.

Sometimes conflicts of interest, such as in the sale of ADI mentioned in Table
7.3, cannot be totally avoided but must be balanced. What is always essential
is that they are openly identified.

Lessons
Portfolio management is still a growing responsibility and the arrangements are
still evolving.

The portfolio secretary should never have direct powers over the agencies and
will always rely heavily on persuasion, reinforced by having the confidence of
the minister. Whatever arrangements emerge, it is important to establish processes
for regular and open communications.

It is also very helpful to involve portfolio agencies in the department’s strategic
planning processes. This can clarify relationships and reinforce shared objectives
as well as harmonise strategies throughout the portfolio while recognising distinct
roles and responsibilities.

For bigger portfolios with many agencies, it is almost certainly worthwhile
investing in a unit in the corporate strategy area to have primary responsibility
for managing the relationships and undertaking any work on restructuring,
reviewing performance and advising on appointments. The unit needs to be led
by someone who commands the respect of the agencies and who has expertise
in public and private sector governance.

Secretaries and agency heads (and chairs of agency boards) can also usefully
cooperate to ensure the processes for appointments to boards and agency head
positions are more robust. Together, they can ensure more emphasis on merit
in appointments, even if they might not fully constrain political choices.
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There will from time to time be conflicts of interest. These need to be
acknowledged and processes for managing them agreed. Avoiding such conflicts
might usually be the preferred approach, but frequently they just have to be
managed: balancing interests is part and parcel of the political process.
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