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1. Introduction

Institutional reforms of employment policies are sweeping aab¥ECD countries. Reorganising
implementation of employment services is related to new publ@agenent of the public sector in
general; but the intention is also to change the content of delivasgnployment policies. It is,
however, often difficult to determine whether the intention of decisiakems is to create more
effective bureaucratic or administrative solutions, or it is to make sulasgtpolicy changes.

In this article we want to focus on one of these institutional mefothe contracting-out of Public
Employments Services (PES). The arguments behind this institutional referatso closely linked
to expectations that a quasi-market will deliver more efiicieffective and de-bureaucratised
employment services. By comparing experiences from threeatiffeountries and welfare regimes
(Holland, Australia and Denmark), we will, on one hand, try to find wdugther these mainly
"technical” arguments hold water (ie, do the reforms in faliveleon their own promises), and on
the other, investigate whether there are substantial differemties motivations for and designs of
the contracting-out models in the three welfare regimes, inaeltt the question of more efficient
bureaucracy versus policy changes. This should enable us to conchid@anwevaluation of
whether a quasi-market model in effect creates a new typmpibgment policy, clouded in the
“technical” language of improving efficiency and effectivenessl, if so, what this implies for the
governance of labour market and employment policy in general.

First, we briefly describe the institutional history and set-ughef quasi-markets in Australia,
Holland and Denmark. Second, we test the assumptions of the quasi-eqgpkeach and the
political intentions through a comparative analysis of the three-cauntries (cf. Bredgaard &
Larsen 2006}.

1 The analysis is based on an updated study caytenh 2005, which, in addition to desk researnbluded a series of
in-depth interviews with relevant actors in thddieThe results have been published in a Danislk ioautumn 2006
(Bredgaard & Larsen 2006). The analysis in thikrtvill focus on the conclusions drawn on theibad that study.



2. Institutional history and set-up of the quasi-mar ket

There are several reasons why it is particularly reilewa compare Australia, Holland and
Denmark. It is, however, not because they are the only counties/¢ocontracted out their public
employment services. Far from it: contracting-out seems embeternational trend that has spread
to many different countries (cf. Brodkin 2005, Finn 2005a, 2005b, Konle-Seidl 200%5eIB1005,
Barbier 2005; Simonin 2005; Struyven & Verhoest 2005 European Employmentvaibsg
2004).

We have chosen to compare Denmark with Australia and Holland leelbatiscountries have full-
scale tendering models, meaning that all target groups of jobsee&aeferred to external service
providers and that the PES has stopped providing traditional employseevices to the
unemployed. Public authorities are instead used as gate-keepleesguasi-market, and to pay out
social security benefits. So, these are the radical modewjrad us to study the implications of a
shift to a contracting-out model close to its pure form. Both counirgge pioneers in contracting
out the PES: in 1998 Australia adopted a full-scale tendering mantteliHolland followed suit in
2001. Therefore it is possible to identify trends and developments awer lioth as to how the
market and governance develop. That is, trends and developments whicheaging, or perhaps
already have emerged, in Denmark.

An additional reason for comparing Denmark with Australia and Holktitht the three countries
represent three very different labour market and welfare moletsproves possible to identify

similar mechanisms and trends across three so different lataket and welfare models, then it
would seem safe to conclude that such trends and mechanisms adeimottte contracting-out

model as such; ie, they are part and parcel of the inherdntdbgontracting-out, transcending
differences in labour market and welfare models.

2.1. TheAustralian tendering model

In Australia the public employment system, the CES, has alMs@gn run exclusively by the
federal government. In contrast to Holland and Denmark, local autsgpiag hardly any role in
the employment area, neither in connection with delivery of emmayrservices or benefits.
Benefits in Australia are universal and by international staisdaalatively modest. No distinction
is made between insured and non-insured jobseekers.

Just as in Holland and Denmark, the Australian CES came under ¢r@aism in the early 1990s.
Large-scale unemployment — and not least long-term unemploymemas—attributed to a
malfunctioning CES and a far too standardised approach, failing tesadihe individual needs of
the jobseekers. The Labour government’s response was the rafdorking Nation” in 1994,
which introduced a more needs-oriented approach, "case-management’mbaadkezl on a
cautious marketisation of the CES. A third of the new, individutdingeted services (case
management) for long-term unemployed were contracted out. Theetitiwe element, however,
was toned down as service providers were to compete on quality onlypirine), using a
combination of commencement fees and performance-related pay (@Gen2@b0: 278). Even
though the Labour government introduced contracting-out on a limited scgl@ @sl 1994 model,
the way it tackled organisational challenges nevertheless plotted out the phthftdute design of
Australia’s employment services.



The outcome of the reform is still disputed, but no one disputes shatgtementation was fraught
with difficulties. One of the reasons was that the miniéDiZETYA) decided to solve capacity
problems by letting the new providers start by taking over thakes of the unemployed.
Furthermore, most of the extra resources allocated under WorkitignN@ent to meeting the
obligation to offer all jobseekers above the age of 18, and out of wonkdre than 18 months,
either a (subsidised) job or skills upgrading. But the "case gesment” part of the reform, the
individually targeted initiatives, failed to take off becausethesi the time nor the financial
resources were available to upgrade the qualifications oft#fe er carry out the individual
interviews. The system came under political pressure; and whem lgbeeal coalition government
came to power in 1996, a new reform was in the pipeline (Consindine 2005a, 2005b).

Instead of building on the Working Nation reform, the new government ¢bdaench yet another
fundamental reform. They did, however, keep the marketisation proessdsby the previous
government. The overall goal of the new reform, as pointed out by Baw, the employment
minister in 1997, was to achieve lower costs combined with struatbealges. The means to
achieve this goal were efficiency gains in the CES and budget the new employment service
system was to be not only better, but also cheaper (DEWR 2002a:.1Phg3)vo main elements
were a reduction of the services provided and a considerable expantiemudrketisation process
already started under Working Nation. As for the first elememigwa principle was introduced,
linking services to the jobseekers’ “"capacity to benefit” frdmem. Working Nation may be
described as a cautious testing of market elements in emplog®emtes - but it was the new
reform, introducing the job network, which marks the transition to lasfalle quasi-market for
employment services. A number of structural changes were ingddag well. Both to secure a
more work-oriented approach, and to pave the way for implementatemeafi market model. To
make the services more work-oriented, the government merged thatrimenof employment and
social services, and introduced the so-called Mutual Obligation plenavhich demands a higher
degree of activation of the unemployed (DEWR 2002a: 11, 14). The up tillpiaic provider,
EEA, was freed of ministerial control and under its new ndémeployment National, it was to
become a public service provider operating on the same conditionsvai® providers. A new
national public agency, Centrelink, was also set up. Its primarytifunevas assessment and
referral of jobseekers to other providers, and in addition to be inecba@iministration related to
paying out benefits; not just for jobseekers but social benefitsnargl. Thus, with the stroke of a
pen, the entire traditional PES, whose core activity had been proedippyment services for the
unemployed, was dismantled. As a consequence, there is no longer daoyepyidbyment service
in Australia. From then on, provision of employment services was taioed out in competition
between the public provider and the private providers (DEWR 2002a&).fifal administrative
change was the introduction of a new profiling tool, the Jobsedéssification Instrument (JSCI),
used, among other things, to classify job seekers to determineiziheofs the providers’
performance-related pay.

In the first tendering round (1998-2000), providers were to compete angwiwell as quality, and
the focal point was defined as outcome in terms of ordinary jobs, wiashreflected in the
outcome payment structure. There was a strong belief that dompétetween local providers
would lead to efficiency gains. The driving force for this comjoetiaat the local level was the
jobseekers’ freedom to choose their own provider. The government hiztbexlitthe previous
systems for relying too much on standard solutions. Now the providéne dob Network would
be given freedom to choose their own methods, based on the rationdlesteould spur them to



come up with innovative solutions, of a work-first nature (DEWR 2002a: Sibce 1998, the
government has completed four tendering rounds through the Job Networke W going to go
through all developments from the first to the fourth round, just sum up the central elements

— An Active Participation Model (2003), tightening the requirementsdbrgeekers to live up to
the demands of Centrelink and the Job Network providers about participajanpreparing
activities. At the same time, a regular-contact regimeimtasduced. Jobseekers are assisted by
a single provider for the full duration of their unemployment.

A Job Seeker Account, which providers can draw from to finance expendielping to
reintegrate individual jobseekers.

Business Rollover based on a star-rating system. It mean$Q¥@tof providers are offered
automatic renewal of their contract, provided they achieve arceating, leaving only 40% up
for new tender. The star-rating system allows the ministryngasure and compare the
outcomes of the various providers.

Codes of Conduct, which is a set of rules for ethical conduct. Prowidkergail to live up to this
set of rules may be sanctioned by exclusion or loss of mgileees. A sanctioning and reward
system has been introduced, enabling the ministry to continuoushategué market shares of
individual providers.

The welfare to Work bill (2006) means that new applicants for irceapport are shifted from
disability support pension and parenting payment to lower payments, antdsecovered by
new activity requirements and penalties for non-compliance, and edqgtar participate in,
among other things, the Job network.

To sum up, Australia to some extent has introduced public re-riegulather than relying on

market competition only. There is stronger public control and gomeenaf the quasi-market, and
market elements such as performance-related pay are wssedhén during the early contract
periods. Some even argue that Australia has moved away form aingndedel towards a

preferred-provider model for delivery of employment services (Sol & &vestd 2005).

2.2. The Dutch tendering model

Just as Australia, Holland has been held up as a “prototype” of tegderithe provision of
employment services and reintegration of the unemployed. 30@¥ Holland has implemented
full-scale contracting-out of the PES. This reform is partadbroader reform agenda, aiming
basically at making both labour market and social policies macgve. Deregulation,
decentralisation and privatisation have been seen as the right inemhseve lower social security
spending and to increase the participation rate of unemployed and inactiVesaoaidy recipients.

Throughout the 1970s and 1980s, Holland’s expenditure on social security kepteasing. The
“Dutch disease” came to be a way of describing an expensivairgubstainable welfare state,
which managed to provide welfare for its citizens, but failedptovide jobs (cf. Visser &
Hemerijck 1997). Social security spending was later successfallyed in, but long-term
unemployment and early retirement due to disability persistachagh level. At the beginning of
the 1990s there was therefore a need for fundamental reformk wdudd create more flexible,
active and cheaper labour market and social policies. Just as in Denmarkipaghebcies became
the favourite tool, under the slogan “jobs, jobs, jobs”. Since the early 188policy shift has
been followed up by almost constant changes to the PES. The develapweamals a contracted-



out employment services system has happened in four phases &fH8obtanders 2005; Koning
2004; Visser & Hemrijck 1997).

The first phase consisted ofsaparation of policy and administratio®uring the crisis of the
1980s, the PES system came under heavy criticism for beindcieeff not sufficiently service-
minded and for lacking the ability to innovate (just as in DenmagkAaustralia). This unpopularity
made the government try to drum up more support for its labour maokey by involving the
labour market organisations more in policy formulation and implementathich in 1991 resulted
in a corporatist structure, where governance of the systenshvesisd by the employers, the trade
unions and the government. The final change was breaking the putnicpoly of providing
employment services. What replaced it was a licensing sy&temprivate providers. However,
when the three-tier PES structure was evaluated in 1995, the ostoerre deemed not
satisfactory. Criticism focused especially on lack of govern&ooe the central tripartite councils,
that decentralisation had gone too far, that budgets were poorlygethrthat the decision-making
process was blurred, slow and unwieldy, and finally that employsesuices still failed to target
the weakest groups on the labour market (Visser & Hemerijck 1997: A'#@uiew of the act in
1996 therefore resulted in changes to the governance structudeeamtralisation. A process of
making local authorities and private reintegration firms more indobsed accountable in labour
market policy began.

The second phase impliedsaparation of purchaser and providérhe new coalition government
of Social Democrats and Liberals in 1994 announced that the singlemnpastant task of the PES
was to fight long-term unemployment. At the same time, théwvelauccess of private employment
services agencies (especially temp agencies) seemed to sthmpadea that it might not be
necessary to pour yet more resources into an expensive PES &ysteealready-employed who
just wanted to change jobs. The next step towards a conti@atexystem came in 1996 when it
was decided to separate public authorities (local authorities aiad security funds — UWV) from
the actual providers of employment services. The budget fareadetbour market policies was
transferred from the PES to the UVW and the local authorities. PH® was also ordered to
contract out 80% of their reintegration to external providers. Aesalt, by the late 1990s, a
number of private reintegration firms had started operating imtr&et. Just as in Australia, parts
of the previously public PES was contracted out and supposed to campeateequal footing with
private providers to win contracts from the public sector. Howeseveral of the private
reintegration firms complained that the old PES had a preferestéials in the market because
many purchasers felt obliged to buy a certain share from them. Thig@meEased in 2000, and led
to a fall in the market share of the now private parts of PES.

In the third phasean open tendering system was introduc@&tie most far-reaching step was taken
in 2001 with the so-called SUWI reform (Work and Income Implement&tauncture Act). With
this new implementation structure, the government planned to aboligtEtBeoffices altogether,
and nationalise implementation of unemployment benefits and the disatystem. New
jobcentres for work and income (CWI) were established and took oyemahbility for direct job
referral, and all reintegration programmes were contractedooptitate providers via tendering
rounds. The former PES was split up into several separate partsamadl ¢co exist. The part of PES
previously in charge of reintegration was turned into an indepempdéttc enterprise (Klig) and
supposed to compete on market terms (cf. Sol & Hoogtanders 2005). Aartiee time, a new
national structure for implementation of national insurance schéamesnployment, illness and
disability), the UVW, which is an amalgamation of the former findustry-specific social security



funds (UVI) and their national umbrella organisation (Lisv), wsialdished. The SUWI reform
also ended the direct involvement of the labour market organisatidghe edministration of the
employment services system. Instead, the parties were giver\asory role in the tripartite
council (RWI) (Struyven & Steurs 2003: 337).

In the so far last phase, local authorities have been iNefinancial autonomyThis will not be
explained in detail here (but the system is by and large admntith the Danish system). Until
2006, local authorities were obliged to contract out 70% of their geatten, but they are now free
to choose whether to do it in-house or through external providers. Panmark, local authorities
are in principle autonomous when it comes to designing their emplalyinitiatives. As for
contracting out, the local authorities are free to choose dgirtendering procedure, selection and
allocation criteria, contract period and content, payment models, mogigystems etc. (cf. Sol &
Hoogtanders 2005; Berkel 2007).

The 2001 reform represents a fundamental change, contracting oeingdgration initiatives to
private service providers. According to Sol & Hoogtanders (2005: h&79\erall objective of the
Dutch reintegration market is to find the quickest possible routeimtegration of the unemployed
(work first). That means shifting the policy in a more socidibciplining direction through tougher
availability requirements, sanctions and short-term initiativesachgeve this, it was necessary to
introduce a new implementation structure (cf. Berkel & Aa 2005).thypugh the 1990s, a
consensus had emerged that the main reason for the high number ofgpetplesfer income was
institutional problems, and that a reorganisation of the social sesystems and labour market
policy would be the solution (Struyven & Steurs 2003: 336). It is goitant point to note in this
context that the labour market organisations were seen as a lbarsach a more active and
disciplining line in labour market and social policy. An important pugpafscontracting out was
therefore to make sure that the labour market organisationssidetmed, making it impossible for
them to protect the existing system, in particular the lucralis@bility act. In the new contracted-
out employment services system, the labour market partiesnarenvolved to at very limited
extent in policy formulation and implementation. Apart from seekinghift the content of labour
market policy towards work first, the contracting out of the&SPiystem is also part of a general
trend, the essence of which is reducing the role of the statgciety, based on the assumption that
competition between private providers will lead to efficiency gaimd improved service (Koning
2004). The state has therefore adopted a “laissez-faireidstibwards regulation and governance
of the quasi-market, expecting it to be basically self-regulating (Koning)200

Developments since 2001 in the one-year contract periods will nosbelal in detail here, just a
few general characteristics. There are mainly private pravidethe market. The payment models
are in general based on the principle “no cure no pay” for shorteteemployed and “no cure less
pay” for long-term unemployed. Even though delivery of employmenices has been left to
private reintegration firms, a number of tasks, such as registratrawing up action plans and
direct job referral, are still carried out by the public secby the CWI. All jobseekers, whether
insured or not insured, must first contact the CWI. Any persorskabfilong-term unemployment
is referred directly to the social security funds (UVW) or ltteal authorities (Koning 2004). The
UVW and the local authorities are responsible for the adminmtratf transfer income and for
contracting out reintegration to private providers. The UVW is ingghaf reintegration of insured
jobseekers and on disability benefits. The local authorities engmod deal of freedom from the
government, and they are largely free to design their own reatii@grpolicies for non-insured
jobseekers. This means that compared with Australia, there aee puarhasers of employment



services in the market (including employers, who are also obl@édy such services in case of
lay-offs), which makes the Dutch system more similar to the systermiméré.

2.3. The Danish tendering model

The Danish governance system resembles the Dutch systenthaorhne Australian. Governance
and organisation of employment policies is tiered as in Hollamsl aitwo-tier system with the PES
system in charge of services for insured jobseekers, and lobalritias for the non-insured, but
there is no common referral agency like the Dutch CWI. In 2007 B& dhd the local-authority
social and employment departments started working side bynsile new local jobcentres. Apart
from 14 pilot jobcentres run by local authorities alone, these shabsgrtres are to deliver
employment services to all jobseekers, whether insured or not.

It is the employment minister who, on the basis of input from fpartite National Employment

Council, decides to what extent private providers are to be used iREBesystem. But the
employment ministry has no authority to set the level of loc&laaities’ contracting out to private
providers. In accordance with the Danish tradition for local authautgynomy, the individual local

authority decides theire own policy for contracting out and stydtegnvolving private providers.

Once the minister has set the targets for private providerviement, it is, even in the public
system, to a very large extent the public parts of the locakjates who, in cooperation with
regional and local tripartite employment councils, manage the riagdprocess. In contrast to
Australia, the Danish model for contracting-out is highly deceng@lighis implies that, again
compared with Australia, so far there has been very limitedategdvernance and control of the
guasi-market.

Another important difference between Denmark on the one hand, and HollaAdistralia on the
other, is that private providers are not in charge of the erdinger of employment services.
Denmark does not have a full-scale tendering model. The PESaspaat of the quasi-market, and
it delivers employment services to almost 2/3 of all insured gkess (the target for referral of
insured jobseekers to private providers is a minimum of 15%). Thedotabrities involve private
providers to an even lesser extent, and not through public tenders, but a gneteated-provider
model. So, there are three parallel systems providing employseevites: the PES, the local
authorities and private providers.

A final characteristic of the Danish quasi-market is the stiomglvement of the labour market
organisations. This involvement takes place mainly via the tripagienal and local employment
councils (whose influence has, however, been eroded to some extém BpO7 employment
reform) and the National Employment Council. Some of the trade umienslso themselves
private providers in the market and the trade union movement theredgre plbuble role as both
purchaser and providers of the same services.

Looking at the historical development, it was in fact the trade uti@isuntil the late 1960s, were
responsible for referring unemployed members to a new job. This emghbyservice was taken
over by the state when the Public Employment Service (AF)intasiuced in 1969. The new AF
ended the unions’ right to refer their unemployed members to aglbwihg mounting criticism
that the AF failed to service the ordinary labour market, taking ore rand more extraordinary
(social) tasks instead, the conservative government in 1990 decidédukramise employment
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services, aiming to create a quasi-market for delivery throoghunemployment funds, the trade
unions and temp agencies. This was never really a successA&ssiservices continued to be free
of charge; and the AF continued to be the main provider of employmmertesefor the ordinary
labour market (Csonka 1992).

The goal of the labour market reform of 1994 was actually thet @pgposite from contracting out:
it intended to strengthen the AF. This was supposed to take placednys of a policy shift in
content, away from standardised and rule-based initiatives towastis-oriented and individual
activation initiatives (just as in Australia). However, it was long before the qualitative aspects of
the needs-oriented activation services were replaced by queatdatcome targets, and before the
regional freedom of choice was to some extent rolled baclsébaet al. 1996; Jagrgensen et al.
1999; Bredgaard et al. 2002). The AF found it difficult to meet thaigadlintentions of needs-
orientated, individually and regionally adapted initiatives.

Consequently the AF continued to be criticised for being too inefitictoo costly and lacking in
gualifications. This line of criticism was already noticeableder the Social Democratic-led
coalition government; in spring 2001 the employment minister wggaping a “U-turn” of the AF
system, stating that there would be “no sacred cows”. He jastged to introduce a special
employment services plan, a moderate experiment involving privatedprevand performance-
related pay in employment services, before the current libereervative government took over in
2001. The incoming government wanted more far-reaching changes, inahliegnvolvement of
private providers in employment policies.

As can be seen, until the labour market reform “More at Wark?Q02, there has not been any
strong tradition for contracting out employment services to primateiders, and especially not for

using public tendering and performance-related pay. Traditione8yAE has been responsible for
servicing the insured jobseekers, and for the initial contath yobseekers, registration,

information, guidance, job referral, and for initiating clarifioati activation and skills upgrading

interviews. Private providers have been used primarily to debypercific services, such as

clarification, education and training.

The reform “More people at Work'F(ere i Arbejd¢ in 2002 really opened up for the tendering of
private providers. From a qualitative point of view, the main changetled from 2002 practically
all previous restrictions on tendering of private providers, suchmagtions on duration, scope,
target groups, average prices and types of activities, were liftelle In principle, there were no
limits on the activities and instruments private providers could chimosse, other than the ones
laid down by general legislation. They were given freedom of metbggolThis fundamentally
altered the basis of governance, organisation and implementagompbdyment policies. The first
tasks to be contracted out to private providers on market termsthees®-called contact periods,
job referral and activation activities.

Rhetorically, the involvement of private providers was never launchedagisation, contracting

out or liberalisation of the AF system, but merely as a widbréaden the choice of providers of
employment services; this no doubt helped secure political supportn&xpeoviders were thus
referred to as “other actors” defined very broadly, includingamby private providers, but also
trade unions, unemployment funds, educational institutions etc. The wadms and

unemployment funds were thus offered a chance to participate igubags-market, which gave
especially the unions a double role as not only decision-makershi@iadpresentation in councils,
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agencies and committees), but now also as service providers. ablgeumnions’ role as service
providers is what really distinguishes the Danish reform fromréfiems in both Holland and
Australia. Along with the fact that parts of the AF, the previod$ Bystem, do not act as service
providers in Denmark.

The underlying political idea has been to create a quasi-markeniployment services that is
“better and cheaper”, but also more specialised and innovative than the RiaS syguasi-market
in which “competition, market testing and well-documented outcomes will perraftaspects of
both activation and ordinary employment servigeaitd in which the providers are governed by
financial incentives in the form of performance-related payg@Regen 2002: 14). For the
individual jobseeker, the goal is “back into a job as quickly and direstlgossible”. And for the
government, it is to meet the 2010 economic targets by means oici@ased labour supply
(Beskeeftigelsesministeriet 2002).

Officially, the involvement of new providers is justified with tagyument that, historically, neither
the AF nor the local authorities have been able to gain a footholddoraérs of the labour market
(Beskeeftigelsesministeriet 2002: 12). It is argued that thesbdabour market is characterised by
a huge variety of industries and job types, representing a mulafugielifications and educational
levels; and that offering flexible services targeting the indiviJabseeker requires extensive
knowledge of the special conditions of wide range of industries andspraf@l groups. Meaning:
the AF and local authorities do not possess this knowledge. And that provithersare able to
specialise in finding the right activities for specialisadj¢a groups, therefore need to be involved
in employment services to a much larger extent. An examphesétspecial target groups could be
graduate jobseekers or so-called “weak groups” (eg, seniors, esfagel immigrants). External
providers are expected to bring their specialised competencesthareby help innovate
employment services overall.

Just as in Australia and Holland, contracting out is based on thieitnbelief that a “free market”
by definition is “better and cheaper” than a bureaucratic. FB8 reasoning runs as follows: when
employment services are exposed to “market testing” througkeriagdrounds and performance-
related pay, private providers will emerge on the stage whuaille “better and cheaper” than the
PES and the local authorities, which will, in turn, lead to efficyegains and reduced spending.
Competition from external providers is also expected to lead less bureaucratic and more
flexible public sector. The invisible hand of the market will, byirdebn, produce more cost-
effective solutions. And the jobseekers will be freed from theriglising state”, represented by
de-motivating social workers turning jobseekers into clients. Prayidin income for the
unemployed, which is one of the cornerstones of the modern welféee &ill remains the state’s
obligation, whereas the obligation to provide employment servicegatiah and skills upgrading
is contracted out.

Although the market had only been operational for about 18 months, the emeployninistry
issued an action plan in spring 2005, attempting to rectify some ofdhs malfunctions of the
quasi-market. This action plan is the first Danish example-oégelation of the market. The action
plan can be seen as a wish to use external providers as pacbofpetence strategy rather than a
resource strategy (cf. Beskaeftigelsesministeriet 2003@jdsmarkedsstyrelsen 2005a). The action
plan should also be seen as an attempt to create a more sedtaid standardised market for
employment services, as employment policies are now decesdrétidocal jobcentres. The most
important changes of the action plan are:
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— External providers are to be used based on employment politicaliodgeand for target groups
where they will be able to make a difference. The initialdasintact with jobseekers can no
longer be contracted out to external providers. Tendering must \spiedrly defined target
groups and a clear labour-market political justification for contracting out.

— The focus must be on making the use of external providers as smooth-lancaucratic as
possible. Complicated payment models and contracts are to be redpyacente one simplified
and centralised payment model and standard contracts. New gusdelinendering have been
sent to the AF, to encourage more standardised bids and make Wet siwaupler and more
transparent for providers. To support the tendering model, a nationsystém will be
designed.

There has to be increased focus on measurable outcomes and benchofaokithgoutcomes
and quality. In future, comparable measurements of provider outcortdse vestablished and
published on the internet. Outcomes must be decisive for the choice of providers.

There has to be increased focus on getting the jobseekers back intasjfdst as possible.
Financial incentives should be used to get jobseekers into employatieait than activation or
educational activities. The share of the pay related to penfmen@ust amount 75%. Contracts
must specify clear and measurable outcome requirements. Pay adjusted to give a higher
bonus for more challenging target groups such as long-term ungdplar immigrants.
External providers are to take over full responsibility for finagcatl activities during the
contract period, and they are obliged to ensure that jobseekersppdetici activation activities
for at least 40% of the time.

So far, the action plan has resulted in two central (national) tenders, footipead jobseekers with
vocational competences and jobseekers aged 50+, and for graduate jebsEe&ejobcentres
decide themselves whether they want to make use of these terileesregional employment
authorities are still allowed to make they own calls for tenaleich the jobcentres in the region are
obliged to use. And finally the jobcentres themselves can stilloreabr together with other
jobcentres — make their own calls for tender for specific target groups.

2.4. Summing up

Across the three countries, the official political intentions beltodtracting out employment
services seem to have been, above all, to make the much criticided gguployment services
systems cheaper and better. However, there seem to be gtinelaa as well, such as instilling a
more pronounced work first approach in delivery of employment senAceisthere seems to be an
agenda about political power as well, such as a wish to minimisefthence of labour market
organisations, seen most clearly in Holland. And finally, therdesideological agenda. In our
analysis, however, we are going to concentrate on the first agéne explicitly politically
formulated arguments to create a more efficient and un-bureiausyatem, which can also be
formulated as the quasi-market theory (Le Grand & Bartlett 1983}he following, we will
describe how the quasi-markets have developed in Australia, Halehdenmark in relation to
this theory.
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3. Do quasi-marketsdeliver on their promises?

In the following, we are going to try and answer the question wheth#@racting-out models are
able to live up the political demands for efficiency gains, improvetitguas well as simplification
and de-bureaucratisation. We will first investigate efficieremd how to create a quasi-market.
Then we will look at quality of services delivered, and finabpadude with an evaluation of public
regulation and the goal of simplification and de-bureaucratisation.

3.1. A more efficient and cheaper market?

Creating a market

Before aspiring to test the market model on its own premisegeids to be established whether
efforts have been made to create a “real” market in thefiace (as expressed in the quasi-market
theory). This means, among other things, that there has to estshpetitive market with many
providers (who are not strong enough to fix the market price on thaibgwhanging output), with
relatively easy entry and exit, and that the price of sesvig allowed to respond freely to changes
in supply and demand (Le Grand & Bartlett 1993). This was the st@dingin both Australia and
Holland, where great efforts had been made initially to make conditittractive enough for many
providers to want to participate in the market. And both countries estedein meeting these
criteria (Bredgaard & Larsen 2006).

The Danish market for employment services was launched as @edechwodel only. The public
employment services system (AF) was maintained paraltél thé new quasi-market. The AF is
not allowed to act as a provider in the market (submit tender bugisgan only deal with the parts
of services and the target groups not contracted out to external psovitlee government set the
first minimum target for contracting out to at least 15%hefihsured jobseekers. In addition, local
authorities must set targets for contracting out employmentcssras well, and the employment
minister can issue guidelines for these targets. Still, Enagorities have used contracting out to a
very limited extent. In general, though, the efforts to kick-staguasi-market for employment
services must be said to have been successful. The marketdragrowing constantly, and at its
peak in late 2005 it reached 35% of insured jobseekers. But the emplaymeéster’'s action plan
(cf. above), combined with the setting-up of joint state and local aiythalocentres in 2007 put a
curb on this trend; by the end of 2006, only 18% were referred to extprogiders
(www.jobindsats.dk However, when the new contracts are signed in 2007, the maekgiasted
to recover.

So, at the outset, all three countries managed to establislvalgldtee markets with many
providers (but on a limited scale in Denmark). Over time, howevee Hgams to be an increase in
public regulation, reining in the free market conditions. There is alstrend towards a
concentration of providers, growing larger and fewer in numbers. Trexistare most notable in
the case of Australia, who has the longest experience, but thecaernalso be seen to a lesser
extent in Holland. However, when it comes to comparing providers, ihéne problem that there
can be employment effects without any delivery of employmaemvices, simply because
jobseekers manage to find a job themselves. This makes it Harddgre public purchasers to
evaluate the outcomes of the services delivered by providers irajefed in both Australia and
Holland the market has attracted so-called cowboy providers, aterhade a good deal of money
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basically by doing nothing. In response, a tougher selection wadd acriteria of potential
providers has been introduced, along with transfer of financialaipkoviders (among other things
through price reductions). This makes conditions for operating in thieetriaarder (and reduces
the number of providers), but it also means that providers end up compeprngeoand costs (and
not innovative tools and methods) if the true costs of services deligezenot compensated for in
the price. In Holland and Australia, the markets are in fact tetlayacterised by competition on
price and costs, and not on instruments and methods. Another factor makimgplicated to strike
the right balance between the danger of attracting cowboy proaddrsffloading too much risk
on providers is the fact that the employment outcomes produced wahguservices from the
provider vary depending on the business cycle. The first experifooedDenmark also show a
tendency towards increasing market concentration and less freddartion in the conditions laid
down by public regulation (just as in Australia and Holland).

Composition of providers

The quasi-market for employment services is also a matketersemi-public and voluntary (non-
profit) providers are active. Especially the Australian quamiket is characterised by having a
large number of voluntary organisations, accounting for about 50% of thketmlais interesting to
note in this context that there is a strong tendency for the “rafit*pproviders to pick up a
“business culture” to be able to compete in the market (Considine 2D88)e voluntary
associations (like the Salvation Army, Australia’s largest proyithave had to change their
approach to dealing with people to become or stay competitive, jtistyabave had to adopt more
professional business structures. In both Australia and Holland, pattie édbrmer PES system
have been turned into private providers; it is characteristic mthast of these privatised
organisations have proved unable to compete in the market.

In Denmark, 2/3 of the market is made up of private providers.ofrirast to the two other
countries, there are no public providers but a PES operating p&oale market. Neither is there
any significant involvement of voluntary organisations. But trade unigresnployment funds and
educational institutions are relatively important players in tlaket. It is one of the unique
features of the Danish quasi-market that trade unions axe adiservice providers. The fact that
trade unions are also private providers creates some uncedsittttheir motivation structure. Are
they in the market to make a profit, as is expected to be thgatot for private provides; or is it
to secure a high quality of specific services; is it to lod&rahe interests of their own members, or
is to expand their portfolio of activities in times when traditiamade union services are on the
decline? In many ways, these questions mirror the issues faéloengAustralian voluntary
organisations, and which seem to be gradually moving them awatlemoriginal culture and
way of approaching people (jobseekers), for the sake of beingabtampete in the market (cf.
Considine 2003). Aside from of a few indications, we have not been @btentify the same
tendencies among Danish providers with close connections with the unémes. This may be
because the Danish market in general is not as performance-dsitbe Australian and Dutch;
something that is already changing after the 2005 action plan from the mafistnployment.

The trade unions and unemployment funds have been able to hang onnuatiket shares, but not
so the educational institutions. One explanation may be that the iedatatlements of

employment services have been decreasing, being replacedolgy short-term and cheaper
initiatives. Some educational institutions operating in the markes ddopted a for-profit mentality
to survive in the market, similar to the Australian experiences.w& may be seeing the first
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parallels with Australia: non-profit organisations may be fortedchange their mentality and
attitude if they want to make it in the quasi-market for employment services.

Transaction costs

Experiences from both Australia and Holland show that there amobtg involved in establishing
a quasi-market for employment services. Some will be oneesffs, but even so, contracting out
still seems to entail substantial transaction costs (forhpsers as well as providers); and in
particular tendering rounds seem to be very cost-heavy. It lowsyer, also appear to be possible
to reduce these transaction costs, by means of more public regulatid increased
professionalism, as has been shown especially in Australia (Bredgaamd&n 2006).

Because of the high transaction costs, it would seem thereiiailt dilemma in the tendering
model. On the one hand, one of the goals of contracting out employment services ih plecérs

to get “better and cheaper” services, a goal which can bevacthby creating competition between
a number of (private and public) service providers in publicly regadilsgndering rounds. On the
other hand, the tendering rounds themselves tend to generate massaveragseand considerable
transaction costs, in particular in the transitional phase betw@&&taand a quasi-market model.
The reduction in public spending aimed for will, of course, only beeaehi provided the cost
savings brought about by involving external (primarily private) progideitweigh the transaction
costs resulting from the tendering rounds (Bruttel 2005). Espeéiaifralia, but also Holland, has
experimented to reduce transaction costs. The problem is, thoughatisaiction costs seem to be
higher, the freer and more transparent the market and conditions fpetition are. It is possible
to reduce transaction costs by entering into more stable prowidepaatnership relations, as has
happened in Australia; but this implies moving further and furthaydwmm the original intentions
behind the market-based contracting-out model for employment aericeeds to borne in mind
that creating and maintaining a market structure is an ongwmgess, which will continue to
demand new public regulation.

In Denmark, too, the transaction costs involved in establishing a nfarkemployment services
have turned out to be substantial — for some surprisingly so. roh&lers find that preparing and
presenting tender bids requires disproportionate amounts of resourdegfiefadministrative tasks,
such as working out payment and documentation of jobseekers’ emplogituation, have also
turned out to be quite demanding (Rambgll 2004: 57, 93-94). The majority of presageizat the
workload of administration and setting up procedures is considerablyr higire expected. It has
also proved difficult for the purchasers to describe the servezpsred in precise terms, and the
tendering material has therefore been rather vagumed.tThis has led to diverging interpretations
of the services to be delivered, which again leads to extri wien trying to clarify and settle
differences of expectations (Rambgll 2004).

All'in all, this leaves the impression that the transaction g¢ektted to contracting out employment
services in Denmark have been quite considerable. However, thaere avaluations available of
the total transaction costs involved. And it would in fact be diffiuliraw up such a statement as
some of the transactions are “invisible” and difficult to quantifgm® of the costs are “one-off
costs” and can be expected to fall over time. But the costs cednegdth tendering rounds,
preparing contracts and checking contract compliance will contonbe high compared with the
former system, as they are in Australia and Holland. Experieocethe three countries show that
transaction costs are an inescapable by-product of contracting out. Anghibldem that will have
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to be taken into account when considering how to design a quasi-maHese are many
indications that the freer the market, the higher the transactists. So the strategic choice here is
to decide what level of costs is acceptable. However, theresgandard model to fall back on for
such calculations. Designing a market is an ongoing process.

Freedom of choice

Experiences from Australia (and to some extent Holland) inditete free choice as a quality
driver is next to impossible to implement in practice. Prali§icall our respondents are of the
opinion that, to the extent jobseekers have a free choice, it isisee mostly on the basis of
chance and not the quality of the provider; for instance geographicainitsoof the provider. It is
also debatable whether the individual jobseeker can be expected tospibEsémnowledge and
capacity necessary to make an informed choice, leading toiogjeit the least qualified and
selection of the provider with the best outcomes. And furthermore seems to be a trade-off: the
more freedom of choice the individual jobseeker is given, the hidiertransaction costs.
Obviously this trade-off does nothing to further the possibilitiesealising a high degree of free
choice in practice. It needs to be mentioned, though, that after aucalkgction ended, the use of
individual reintegration budgets (IRO) has increased substantiallfdlland. This may be
indicative of more freedom for jobseekers to choose their providemydutave not been able to
evaluate recent Dutch experiences in detail.

In Denmark there ought to be good conditions for a high degree ofcli@ee, as there are
relatively many providers of employment services. In realibwever, the individual jobseekers
have been offered limited choice so far. Rambgll's data collectfoexperiences from 2004
showed that 67% of the jobseekers interviewed did not feel they hatidhagportunity to choose
between providers. There are regional differences, but the freedohoiok is limited to turning

down a provider offered. The AF allocates the jobseeker to a prdvederehand, based on an
assessment of the jobseeker’s qualifications and needs (eduichtiokground, eg), and then the
jobseeker is given the option to turn down the provider and specifetadlyse another. In contrast
to the two other countries, political interests are a factornwdteosing a service provider in
Denmark, due to the unique characteristic of the Danish quasidinhdtesome trade unions are
also providers of employment services. As a result, the emplaygganisation, DA, who would be
expected to be a staunch supporter of freedom of choice, is in &aticat of the jobseekers’
freedom to choose their own provider (Bredgaard & Larsen 2006). Ratrechoosing providers
documenting good outcomes and rejecting the badly performing, miasgejers will probably be
inclined to choose their own unemployment fund of trade union. The Danishd@oatfen of

Trade Unions, LO, takes great care to inform unemployed menabeheir freedom to choose
another provider. The employment minister's action plan from July 2008 oare sings the

praises of freedom of choice. It is stated here that in orddrdedom of choice to work, it is an
important condition that private providers have a big enough share sémiees to be delivered
for the jobseekers to have a real choice. It is also emphdkatatlis the AF’s job to make sure all
jobseekers are informed about their right to choose between serexatlers, to make all

information about the outcomes and quality of providers available oroda® AF region’s

homepage, and to give a presentation of any provider the jobsee&taried to. However, these
initiatives are not going to change the two fundamental mechamsgrich in reality hamper the
jobseekers’ real freedom of choice: that a jobseeker is aut@ihatillocated to a provider by the
AF system, and that a union-member jobseeker will probably stiflerprieis or her own

unemployment fund or trade union as a provider. So it remains uncertaimewblgtra information
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will have any effect. Just as in Australia in particular emdome extent in Holland, the idea of
freedom of choice as a driver turns out to be difficult to make wogkactice in Denmark as well.

Even if public authorities and the government publicly support the prinofgbbseekers’ freedom

to choose, in practice freedom of choice is mainly the presefrviheo purchasers (ie, the

authorities). So, the freedom of jobseekers to choose their own providerptdyment services

has turned out to be rather limited.

The relationship between provider and jobseeker

Even if using the jobseekers’ freedom to choose their provider askatrdaver does not work as
intended, the relationship between provider and jobseeker neverthedegeghturning into a sort
of consumer relation. Actually this seems to what providers dtiiyehey are eager to establish a
more trust-based and less “clientising” relationship. This apprizachline with the principle of
making jobseekers take on more responsibility for their own joblsssekind of “self-help”
philosophy. As a consequence, providers tend to downplay their public-authkeritasks, which
can be seen especially in their lenient practice on sanctioolisggkers who are not available for
the labour market. The providers have no wish to jeopardise the trudtiest@onship they have
worked hard to build up; so, as they put it in Australitis “all about barking but not biting
Bureaucracy as well as un-compensated costs of reporting ta@ ataarguments for the lenient
practice, too.

In general, several respondents point out that jobseekers expeasssatisfaction to be seeing
private providers rather that public authorities. The differencetitudg on the part of private
providers may of course explain this satisfaction; but it jughtralso have something to do with
the lenient sanctioning practice. Overall, jobseekers ardisdtisith their relationship with the
providers; when jobseekers express dissatisfaction it is usigdlyo lack of relevant employment
activities. As for sanctioning practice, the Danish providers different from the other two
countries in that their practice is more balanced. It is demaf striking the right balance, and
report not too few and not too many. As one provider puts it, it isnodsto top the list as most
reporting”; which is no doubt also recommendable when cooperating with a PES gysiathy
influenced by corporatist interests, not least union interakisicase. And, of course, in Denmark
the trade unions are also among the external providers.

Outcomes and effects

The full-scale tendering model has been in operation for almogese's in Australia and about six
in Holland. But in spite of that, there is still little valid angtematic knowledge on the outcomes
and effects the system is able to deliver. This makes itdliffto evaluate the efficiency of the
private service providers compared with the previous PES systenwinglcost-effectiveness. All
the same, there are some indications that the shift to contractingas produced cost savings in
Australia, even though discontinuation of some cost-heavy progranancesd the time of
contracting out might also explain some of the savings. It is nsiljjeso make comparisons for
the Dutch system. So even if it is difficult to draw any conolusivhether the contracted-out
employment services system is indeed “better and cheaperthihaihd public system, there can be
no doubt whatsoever that contracting out has resulted in a fundametitigient employment
services system (which in itself makes before-and-after comparisauld)ff
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The same applies for Denmark. As explained above, the quasi-mzokiet was here introduced
parallel with a still-functioning PES system, which, in princiglepuld make it possible to compare
the outcomes and effects of the two systems. In practice stifitggs from easy, as the first effect
measurements have proved. It is our evaluation that it has breaoradifficult than anticipated to

meet the conditions for establishing a well-functioning quasi-mdikeemployment services.

Admittedly, a market has been established with a relativedye laumber of service providers and
purchasers; but the market is really more an expansion of aadwe&isting market than

establishment of a quasi-market from scratch. And in any cas@revaot able to evaluate the
efficiency of this market at present, neither in terms of-effisctiveness nor employment effects.
There has been such a high level of information asymmetry and sy tramsaction costs

connected with establishing the market, and as a result both tremspand freedom of choice has
been reduced in the market. Consequently, the authorities have behtéonstroduce regulation,

both to make the quasi-market work better on its own premises, aretldoe unacceptable
outcomes of the contracting-out model. We will look into that in more detail in section 3.3.

3.2. Better services?

The quasi-market model is assumed to lead to more individualbredilservices, using more
innovative methods and tools, and benefiting also from closer conttctousiness enterprises.
Some have expressed fears that quasi-markets lead to creamdipgrking. In the following, we
will have a closer look at these expectations.

Freedom to choose methods and innovation

In the light of the great expectations that contracting out woaldl ie more innovative methods,
experiences in both Australia and Holland can only be describexd disappointment for the

authorities. The general impression is that, in spite of theldreeto choose their own methods,
providers hardly ever come up with innovative solutions. Rather than devglogwv methods and

innovating services, the providers’ primary focus is on survival, lsegdre not willing to take any

risks unless the outcome is considered certain. In Australia,seeager regulation of services
plays a part in this as well. And there can no doubt that the cbbipayment model is an

important factor in both countries. The risk of investing in innovativehaus that cannot be

guaranteed to produce the quick results demanded lies mainltheifitoviders. And the providers
find the risk involved in not sticking to beaten path to be simply too big.

In Denmark, the methods used by providers have also been highly ieftubgche way external
providers have been involved in the delivery of employment servicgsattice, it turns out that
external providers have been used mainly to “relief” the PES ofnégtrative tasks. That is, as
extra hands to help out with the contact periods. One consequence‘mddbigce strategy” is that
when it comes to methodology, the focus has largely been on mininsstg and not maximising
effects (Rambgll 2004). Once the employment minister’s actiontpkes effect, this will change
as external providers can no longer be used to just handle purely stdmtive tasks (such as
contact periods). However, at the same time, the payment maddle whanged in a much more
effect-oriented direction, and providers will be forced to finance giess’ activities themselves
(instead of referring them to activities paid for by the autle®)iti This is not likely to make
development of innovative methods any easier, as the providers welltbdake over most of the
risk.
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I nstrumentsin employment services and the use of education

As for the tools used by providers, what providers primarily ainsfarotivating and preparing the
jobseekers through encouragement, job search and job trainingiestiitiis characteristic that
providers in Australia and Holland use formal education and training \erya limited extent.
However, it is difficult to say whether these more expensivest@adlucational activities) are
disregarded because of inherent traits of the contracting-out nwdaf a consequence of the
general political shift towards a work-first strategy. Botigimh explain it, so perhaps it is the old
chicken-or-egg discussion. Nevertheless, contracting-out modelsbanainbuilt dilemmas when
it comes to improving the skills of the unemployed. When responsifolitfinance lies with the
provider, there is a clear tendency towards under-investment, educati@siments being long-
term, uncertain and cost-heavy, which collides head-on with the demacidg fproviders to
deliver swift employment effects. In both Australia and Holland, ldek of investment in
upgrading the skills of jobseekers has turned into a political discusssue. In the form of
discussions about lack of opportunities for reintegration of the wealessigkers (Holland), and in
connection with the lack of qualified labour to meet the requiresnainthe labour market, and the
needs and interests of employers (Australia).

Just as in the two other countries, it is difficult to isolateekient to which changes in the tools
used can be attributed to the increased involvement of private proindBenmark. In our data
collection of experiences, the activities used most frequentlpdnish providers are largely the
same as the ones used by providers in Australia and HollandssUatkicational activities are
defined as a specific selection criterion, or the authoritles daer responsibility for the finance of
education and training (as was the case initially in Denmaxkgreence seems to suggest that a
guasi-market will lead to under-investment in education. This runssaghe original intentions (at
least when it comes to methodology), and will probably prove pdljticaacceptable in the long
run, as the political debate in Australia and Holland would seem to hint.

Business networks and job matching

When investigating the methods and tools used by providers, itkngtthat neither in Australia,
nor in Holland or Denmark have business networks been used to direatity fousinesses’
recruitment needs with reintegration of jobseekers. It is surgrithat, in general, the big
recruitment firms and temp agencies have chosen not to enteethismarket. On this background,
it must be concluded that there is a strong supply-side orientatemployment services, and that
contrary to what might have been expected, involvement of the busorassuaity remains very
weak. One explanation could be that providers have deliberately chodestegysto seek to
prepare jobseekers to make contact with businesses themself4elfge Another explanation
could be that some providers do not wish to jeopardise their ordinary $aisireas. The demand-
side has been sought activated mainly through agreements ormpdirelcase of jobs (most notably
in Australia). In this context, we have often come across the cootc8mir 6-month jobs and 1-day
jobs. Neither in Australia nor in Holland have we been able to findsatgments of the quality or
duration of the employment offered. The only statements available the employment effects, as
employment after 13 or 26 weeks. The strong supply-orientation, sethhiith the weak business
networks, creates an additional problem. It becomes increagliffitylt to meet the needs of the
labour market by means of employment policy, which is a seriousgmogpecially in a situation
when businesses increasingly demand highly skilled labour.
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Effect focus and staff organisation

In line with the intentions underlying the tendering model, providepe@ally in Holland and
Australia have a very strong focus on effects. The providersisetheir delivery of services to
produce effects, among other things by cultivating a business cuiitbra strong focus on effects.
Paradoxically, this effect focus seems to be strongest irraiastvhere competitive elements are
weakest. The reason is that it has enormous consequences for prif\iceysare not among the
providers whose contracts are automatically renewed for anotieerybar period (ie, if their star-
rating is not high enough). Furthermore, in Australia, bonus paymére isorm for the providers’
staff, whereas this is not allowed by the Dutch purchasers. e staong focus on effects has not
been found among Danish providers; perhaps because they have mainijyvieeesmdministrative
tasks (contact periods), combined with a wish (and necessity) tarappdrustworthy partners in
the eyes of the AF.

The competences of traditional case management are not the cocepepeivate providers are
looking for; they tend to clash with the need to focus on eff@dasequently few of the former
PES employees have found employment with the private providéyasinalia and Holland. The
reasons stated are that they have a problem with the prigyit$ijobseekers, keeping their focus
on work-first and effects, and that there are fewer servicgetiag weak groupsHowever, in
Denmark hiring former AF employees has not been a problem. Tglanexion is probably that
Denmark, in contrast to the other two countries, still has a P&8nsyperating parallel with the
private providers. And what is more, a system that also functiomas mschaser. Having good
personal relations with the AF system is therefore a benefit for the praviders

It is not only the former PES employees who experience probilarigng in the quasi-market.

Both Australian and Dutch providers report very high rates of stafbver (among other things
due to market fluctuations), and many employees leaving the ipditsigether. This trend can be
seen in Denmark too, as uncertainties in the market lead to lafhtweinhover and problems
building up and developing competences among staff in this field. There is exenid® in the

educational level of the staff in Denmark, Australia and Holland. &bl is generally speaking
lower in the other two countries than in Denmark, where staff often has a uxidexgiee.

To sum up, the contracting-out model has proved to result in more coompdanhd market
fluctuations), and it increases the focus on immediate employrffentse This is reflected in the
way the private providers organise their operations; eg, cultivatitgusiness culture” oriented
towards producing effects. These characteristics are most pratbunthe full-scale models of
Australia and Holland. Another characteristic of the contractingroadel is that the traditional
case management competences of staff from the public systeens sot the match the
requirements related to the shift towards increased focus omseffée next question must then be:
which competences are required to match the shift in policy cGnide answer seems to vary
from country to country. But the general impression is that fluctuainotiee market plus high staff
turnover make any long-term development of staff competences difficult.
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Creaming and parking

In both Australia and Holland, extensive creaming and parking of jkbsees a fact. As was the
case above when discussing methods and tools, this is to a veryeldent due to the risk being
offloaded onto providers, with performance-related pay and full redplitysifor finance of
activities. In Holland, this effect is accelerated furthemphbge competition in a downward spiral,
and by allowing providers, in certain cases, to refer jobsedlegls The tendering model all but
forces providers to engage in creaming and parking. Whether tleistsethe political intentions, as
providers in both Australia and Holland claim, is not possible to angmanbiguously based on
our analyses. There are also signs that creaming and parkingawn politically unacceptable
levels. In Australia public regulation has been introduced to count@morg and parking, and in
Holland there is mounting public criticism of the providers, both becadisereaming and
inadequate services for weak groups of jobseekers.

In the Danish debate, creaming and parking as a problem is not onet#aadf could be, of
course, that creaming and parking is not practiced to the sdere ax in Australia and Holland, or
that the authorities simply do not know enough about how providers carry ouivthlk, or that
creaming and parking in the Danish context is taboo. Based on thmeiewt carried out in
Denmark, we have found indications that all three explanations hawe \&lidity. But it is also
evident that the very open prioritising of target groups found amongahastand Dutch providers
does not happen to the same extent in Denmark. Creaming and parkirgytedme less common
here, compared to the two other countries. However, there is ahaskt twill become more
widespread with the new central payment model of 25% commentéaecand 75% performance-
related pay. Increased performance pay carries the inhestnbfrimore open and generally
accepted classification of target groups into investment-wontly(a&eak) investment-unworthy
jobseekers.

It is a common experience in Denmark, Holland and Australiagiinasi-markets have difficulties
in catering to the needs of the jobseekers least ready for rddngployment. Creaming and
parking of the “weakest” among jobseekers is almost unavoidable aitttaamework of market-
economic logic, as employment outcomes of activities are unteatal these jobseekers have a
host of complex problems requiring long-term and cost-heavy initiativean be concluded that
avoiding creaming and parking calls for extensive public monitoring and regulati

3.3. De-bureaucratisation and simplification of public regulation?

The advocates of contracting out argue that quasi-markets in emgloypolicies create less
bureaucratic and more responsive delivery of employment servicése following we will test
this assumption by analysing experiences in the three coun®lesdo so by analysing the
procedures for initial assessment of jobseekers (the refaedgbrafiling process), the methods for
paying service providers (payment models), and the types of subsepulgiit regulation
implemented to improve the functioning of the quasi-markets.

I nitial assessment and referral

The outcome of the initial assessment is strongly linked witldésggn of the payment model. If
payment goes up in line with the target group’s distance frontaboair market, as is the case in
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both Australia and Holland, the authorities will have an interest genestimating the target
group’s distance from it, whereas the providers will have an siter@verestimating this distance.
Providers therefore often complain that the target groups edfesrthem are too “weak” compared
with the public target group definitions. At the same time, the finhmisk is offloaded onto
providers, who are bound by contract to take a certain number adekdrs, often practically
overnight, whereas the authorities themselves are under no obligaticefet the number of
jobseekers agreed in the contract. To prevent mutual distrust,tti@ies go to great lengths to
set objective and transparent assessment criteria.

There is even a tendency towards automation of the assessmersspitmased on such objective
criteria. In Australia they use a web-based questionnaire (J&@l) Holland also uses standard
guestionnaires and interviews (Kansmeter and Kwint). In Denmarke tiselan "assessment
toolbox” (a brochure preparing the jobseeker, a labour market portadarhe source history, a job
barometer, and a dialogue guide). The assessment procesd ts psefile the jobseeker into the
right target group category. Target groups are then offerdgktmarket, and jobseekers eventually
referred to a provider. This assessment process is costvaffdmiit unfortunately it also makes it
difficult to identify the individual jobseeker’s real barriers(te)integration on the labour market.
Quasi-automated and standardised assessment means that jobseelerte aoften reluctant to
divulge information felt to be sensitive or very personal but nevesthelgal for correct target
group categorisation and subsequent referral.

In spite of all the efforts to professionalise and standardisasbessment process, it is telling that
practically all providers submit the jobseekers referred ta theh screening to ascertain their
qualifications and needs. In Holland, for example, this means that firsttbesker will go through
the CWI's assessment process, then a new process at the Ut/ local authority; and finally,
the provider’'s own process. In Australia it is first Centrelink #eh the private provider. So the
public assessment fails to fulfil the needs of the private provaldeguately, and therefore they
choose to reassess jobseekers. Their assessment will probdlalyeaeon more subjective criteria
such as motivation, not measured in the public assessment tools, angvitier's own or more
or less arbitrary target group categorisation. It is a chaistateof the Danish system that even
though authorities have also sought to standardise and objectivissgbesment process, the
outcome of the AF’s assessment process does not have the sawachiang consequences for
providers in Denmark as in the two other countries, among other thioggdeeof the design of the
payment models and measurement of performance.

Payment models

As mentioned, generally speaking both Holland and Australia rely liieaviperformance-related
payment models. The implication of this is that the inbuilt behavieguating incentives
encourage providers to go for short-term employment effects. The phijosofitat providers will
thus opt for the shortest possible route back into employment. Thetgmdlto focus on getting the
jobseeker ready (as quickly as possible) for the labour mark#tding perhaps a few short job-
search or skills-upgrading courses), and on motivating (disciplining) thegkdésto find any job as
soon as possible. And of course (if possible) refer them to job openimg® iE thus a clear link
between incentives for providers to deliver immediate effectsaaratientation towards the “work-
first” strategy.
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A problem faced by all quasi-markets for employment servgctsat it implies offering jobseekers
short-term activities only, which are difficult to tailor to timeltiple and complex problems “weak”
jobseekers typically have. Also, service providers motivated by financeniives will be reluctant
to invest in a jobseeker whose “yield” is far from certain. @gosently, differentiated payment
models have been designed, which give providers a stronger finaruaative to try something
extra for the weakest among the jobseekers. Australia and Hbldevedchosen two different roads
to achieve this end.

Australia offers a generally higher payment for weak grodipge major part of this payment is
performance-related and falls due when a successful outcome d¢rasati@eved, especially 13
weeks’ employment. The aim is to reduce creaming. But atahe gime, a major part of the
financial risk involved is offloaded onto providers, who therefore hasteoag incentive to divide

the jobseekers into “investment-worthy” of “investment-unworthy”. ENesome groups of long-

term unemployed may be found still to be “investment-worthy”, thustralian payment model
cannot be said to have found a viable solution of the problem of credrulgnd instead relies on
higher subsidies for operations for weak jobseekers (no cure — Iessvpash on the other hand
increases the risk of parking. It is difficult to imagine an optirmodel that is able to

simultaneously solve the problem of parking and creaming. To rerhediatvs, a number of other
steering instruments are used, in addition to the payment models

Another important condition for a payment model to be well-functionirthas the prices set are
realistic, irrespective of whether they are set by the atig®eforehand (Australia), or by the
providers in their tender bids (Holland). In Australia providers complaat the prices set by
authorities are too low, thus underestimating the real costs iddoyrproviders when delivering a
particular service. This could be due to either a deliberate taiphovoke costs reductions, or the
reason could be that authorities genuinely do not know the real costs involved in reortexréne
unemployed. In any case, providers react by shadowing the minimoes pet by authorities for
fear of being disqualified in the race for contracts. The prowdening the contract must then
afterwards try to find cost reductions to find the equilibrium betwegenditure and income. In
Holland the same tendency towards a downward spiral of pracebecobserved. Price seems to be
the most important parameter for awarding contracts in the tenolimgls. Here the main problem
is that providers do not know beforehand the authorities’ real unit cogtsthay are therefore
finding it difficult to make a realistic bid. Providers are leftrely on second-guessing, and just as
in Australia, to subsequently introduce cost cuts to adjust expenddumecame. The same
phenomenon is seen in Denmark.

Denmark, however, has so far been a market characteriseonbyl@rable regional variation in
payment models, which creates an in-transparent market. And it makiisult to make general
comparisons with Australia and Holland. However, it is our evaluatidrothaverage the Danish
market, up till now, has been characterised by relying lessedormance-related pay. The new
centralised payment model brings the share of payment rétapetiformance (75%) at least on par
with Australia and Holland, even exceeding it in some areasimirary experience from the
regions seem to suggest that the higher the performance-rstetexiof pay, the fewer bids from
external providers, and the higher the likelihood that providers incorpgbeateestimated financial
risk in the price submitted (Rambgll 2004: 5). This indicates tharrmeadt providers (not least
private consultancies) are indeed motivated by financial incengind adjust their behaviour to the
way the payment models are designed.
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Experiences from Australia and Holland show that the intention tith 8tsong financial motives in
providers by means of performance-related pay can lead tocplitunacceptable byproducts in
the form of creaming and parking, under-investment in methods andesgrgic. Over time the
composition of payment models therefore tend to undergo changes to paBstde imbalances
between financial incentives and the risk offloaded onto providers. fm#ieection, we are going
to look into other forms of public regulation initiatives to alleviach latent, politically
unacceptable problems. It does seem odd that Denmark is headingstewamdsiderably stronger
element of performance-related pay and offloading of risk onto previddiere are strong
indications that this trend will lead to exactly the samaasibn as it did in the other two countries
and can only be expected to create exactly the same kind of acgongparoblems. Problems
which will, over time, grow politically unacceptable and will hawvebe redressed by modifying
payment models, and not least, by introducing more public regulation.

Regulating to reduce market-inherent problems

Even though the intention behind the contracting-out model is to makelasasto a real market as
at all possible, it seems that public regulation is nevertheless vital; on thenohi® lzetually create
real market conditions, and on the other to prevent politically unactemiafsequences inherent
in the market model, such as creaming and parking.

In particular in Australia this has led to considerable re-eggul of the quasi-market, both setting
up strict rules for the activities of the providers (contactmegi jobseeker account, case managers,
no right to refer jobseekers back, etc), but also extensive monitmoh@valuation. Paradoxically,
this all leads to widespread re-bureaucratisation, the exact appbsite original intention behind
choosing the quasi-market model. This tendency is less pronouncedandiathere it seems to
be a deliberate political choice to leave the market to regitiself. But the problems — or the
imperfections - of the market: creaming, parking and inadequate seaxécesvertheless evident in
the Dutch context as well. The response to the problems has beero&di@siges to the tendering
conditions and criteria. And what is more, there seems to mountisgupesfor public intervention
in Holland. As a minimum, in the form of considerably stronger monigoand evaluation of the
activities and outcomes of providers. In general, there is a tendemeyds development of
“market bureaucracies” (Sol 2005: 170), mostly in the Australian case.

A particular characteristic found in both countries is an almoditutisnalised lack of trust
between public authorities and providers. The public authorities, accaodihg providers, distrust
providers, whom they suspect by definition of thinking of profit maxirnosaonly (and short-
changing the authorities); and the providers feel that they ang becreasingly hemmed in by
regulation of every minute detail, under constant surveillance and raifbdte autonomy to
organise delivery of services. In this connection it was quiteradpa to learn that providers in
both Australia and Holland crave for more partnership and dialogiéchwhey define as
characteristic of a real market), whereas the authoatedending over backwards to create what
they think characterise a “real” market, namely clear and transpaegkét conditions.

Finally, we would like to draw attention to a tendency towards deigailan of the field, which is
evident in several ways. Due to governance being based on output aachesjtevhat actually
happens in the market for employment services is less visibteit used to be. As an Australian
civil servant put it, political interest in the area is lieditto a brief period every three years when
the contracts are up for renewal. Basically, this can be péiitimanvenient as changes and cuts in
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employment services are curtained off from political criticend kept out of the public eye. There
can be no doubt that this helps reduce political controversy around the servicesdi®jvarquasi-
market model. On the other hand (as has happened in Holland), media abmig inadequate
employment services can lead to mounting pressure to secure politeal insight into the
activities and conduct of providers.

The trend described: first establishing and developing a sufficiéretty market, followed by re-
regulation to remedy the unintended, market-inherent byproducts haseob pirallel in the
Danish quasi-market. Partly because Denmark has not introducedsaalellmodel, and partly
because the Danish experience must be said still to be in the stages. Nevertheless,
characteristics similar to the other two countries can be folmg avith developments specific to
Denmark only. At the overall level, public regulation in Denmarkesharany of the characteristics
of the Dutch model, in that so far the system has been based on abisidecentralised freedom
to organise the involvement of private providers. Politically itheen a success criterion to obtain
a certain volume, with less interest at first in regulatindetail the means to achieve this end. And
the strategy has been successful: the initial target of H&8ocbeen surpassed. The widespread
freedom of action has, however, also led to many very diffenetels for involvement of private
providers. From a governance point of view, the employment minister’s actiorcgh be seen as a
reaction to a number of tendencies also found in the two other couitnesentralised payment
model and the tighter monitoring and control of the use of external prevad® be seen as
attempts to rein in the high degree of freedom granted to tiensegt the outset. This is also an
expression of a wish on the part of central authorities to be m&cemtrol” of the involvement of
providers. Contrary to this, the action plan wants the purchasers b rgosie freedom to the
private providers so that they can “make a difference”. Thathen it comes to the actual services
to be delivered, less public steering of providers. For instaxternal providers are no longer to
carry out only operational task. In this connection it must be expé#u¢ Denmark will find itself

in the same dilemma as Australia and Holland, where focusinffemtisegoes hand in hand with
freedom to choose methods, but also lack of insight into the aegitid services delivered by the
providers. As we stated above, there is a risk that this candaagblementation being shrouded in
political invisibility. It is, however, our evaluation that there lwiever be the same level of
invisibility in Demark as in the other two countries. Among otherghidue to a deep-rooted
tradition for focusing on employment policy in Denmark; not leastrdoe unions can be expected
to keep a watchful eye on the services delivered to their membee trade union movement is a
much strong player in Denmark; and in addition some trade unions arsetliemproviders in the
market. It is, for example, clear that the employers’ orgtaisaDA, fully agrees with the logic of
governance on the basis of output, measuring and evaluating servigesedeby providers only
on the basis of outcomes and effects, whereas the LO is findingcit harder to let go of the
control of the content and activities of employment policy. Therebeano doubt that the trade
unions are facing a hard task trying to keep the content of empluyservices in focus, because
governance by contractualisation relies on outcomes and effegtsaatiiout taking into account
the quality and content of services delivered. What matters tigaigets are met, not how the
outcomes were achieved by the providers. Implementation of emphbywokcies will probably
not be as shrouded in invisibility as it is in Australia and Holl&ed¢ause the trade unions can be
expected to act as advocates for the majority of insured jobsgtkessnaintaining some focus on
quality as well.

This leads us to the last of our observations on the situation imahasand Holland: that the
tendering model, according to providers, has created an almosttiosalised lack of trust
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between public authorities and providers. We did come across a femplesain Denmark of
providers expressing a wish for more partnership based on trust, lmviettadl picture in Denmark
looks very different from the other two countries. One explanatioo idoubt that the majority of
tasks carried out by private providers have been administrasike, tahich requires a good deal of
coordination between the providers and the AF. And instead of relyirgjandardised national
measurements and evaluations, practically all purchasers usaryegibrmal meetings and
dialogue with providers for mutual exchange of experiences and algrohterests. It could be
argued that the need for coordination and monitoring is solved by miearsiibure of cooperation
and dialogue. The importance of the Danish tradition for involving reldabour market actors at
many levels should not be underestimated, not least the role anadlifi played by the labour
market organisations (Larsen 2005).

Whether it will be possible to preserve this culture in the vedikbe employment minister’s action
plan is, however, an open question. On the one hand, it shifts the involvemeterodleproviders
away from administrative tasks to delivery of services wtierg, as the action plan puts wifl be
able to make a differenteand on the other introduces a much more competitive performance-
related payment model. This last-mentioned initiative brings the Inobakee to a pure tendering
model, which, as has been seen in Australia and Holland, tends to hamiperspgp and
cooperation based on mutual trust. Such ideas of partnership, dialogue arnctaopee much
more characteristic of a preferred-provider model than of a tegd®iodel. The aim of a tendering
model is to create fair and equal conditions for competition andptesrscy. The preferred-
provider model requires a high degree of trust between purchaser andepravhereas the
tendering model, as we have seen it Australia and Holland, ésailyg to institutionalised lack of
trust. Combining the advantages of the two models in one is mission more or less irapossibl
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4. Conclusion

In spite of the differences in the institutional history and desifyquasi-markets in Australia,
Holland and Denmark, there are a remarkable number of sin@faiiti the implementation and
outcomes of the market structure. We have found that the comngramii of the former public

employment service encounters a number of similar dilemmas afldngjes in the construction
and maintenance of a “real market”, and has a humber of simidications for the governance as
well as policy substance of employment policies. Across the ttwentries, the official political

intentions behind contracting out employment services have been, ahote rabke the much

criticised public employment services systems cheaper atet bgttendering (primarily) for-profit

providers in the delivery of employment services.

The first main objective for policy-makers and central bureasiésato set up an attractive market
structure with easy access and exit through transparent andivebjectdering criteria. At the
outset, all three countries managed to establish relativelynfezkets with many providers. Over
time, however, there seems to be an increase in public regulatiomgréen the free market
conditions. There is also a trend towards a concentration of provigterging larger and fewer in
numbers. These trends are most notable in the case of Australia, who has the Xpegesice, but
the trend can also be seen to a lesser extent in Holland and Reahteugh the recent popularity
of individual reintegration agreements in Holland has meant an “explosiotifie number of
providers, and more user choice for clients.

During the process of “market creation”, the ongoing tendering roamdisubsequent monitoring
and supervision of market behaviour creates substantial transacigis. dhere are clear
indications that the freer the market, the higher the transactists. So the strategic choice here is
to decide what level of costs is acceptable. However, theresgandard model to fall back on for
such calculations. Designing a market is an ongoing process.

Experiences suggest that even if there is some room for freehgee it can hardly be applied as
a driver to improve the quality of services. Often choice isoes&a on the basis of idiosyncratic
factors and not the quality of the provider. It is also debatable whbthéndividual jobseeker can

be expected to possess the knowledge and capacity necessaketarmaformed choice, leading

to rejection of the least qualified and selection of the provider tlve best outcomes. Furthermore,
there seems to be a trade-off: the more freedom of choicedhedual jobseeker is given, the

higher transaction costs. However, the relationship between providejobseeker does indeed
change, turning into a sort of costumer-business relation. Ofterej@yseexpress great satisfaction
to be serviced by private providers rather that public authorities.

There is still little valid and systematic knowledge on the@utes and effects of shifting to quasi-
markets in employment policy. This makes it difficult to conclude whether quasiets are indeed
“better and cheaper” than the old public system. There can be no doubtdnptihat contracting
out results in a fundamentally different employment services system.

The great expectations that contracting out would lead to more innovaéitteds has so far —
despite a few exceptions to the rule - been a disappointment fauttinarities in all three countries.
Rather than developing new methods and innovating services, service digheto survive on

the market, and are reluctant to take risks unless the outconumsglered certain. Providers
struggle to motivate and prepare the jobseekers through encourageimaetijch and job training
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activities, which means that formal education and training is asbdto a limited extent. When
responsibility for financing activities lies with the providérere is a clear tendency towards under-
investment in long-term and uncertain instruments, and a clear tonentawards work-first
approaches. Contracting-out is accompanied by a strong supply-sidatwie in employment
services, and contrary to what might have been expected, involveiemiployers and business
networks among service providers remains weak. This makes easiogly difficult to meet the
needs of the labour market, which is a problem especially intuatieon when businesses
increasingly demand highly skilled labour.

Furthermore, it is a common experience in all three countri¢gjtiasi-markets have difficulties in
catering to the needs of the most disadvantaged jobseekers, whichjbabarriers to (re)enter the
labour market. Creaming and parking of jobseekers is almost unavowidfile a framework of
market-economic logic, as outcomes of activities are uncertaithasd jobseekers have a host of
complex problems requiring long-term and cost-heavy initiatives. dhwgicreaming and parking
calls for extensive public monitoring and regulation. So even if tieation behind contracting-out
is to create as “real market”, public regulation is neversiselgtal; on the one hand to actually
create real market conditions, and on the other to prevent politizaigceptable consequences
inherent in the market model, such as creaming and parking.

In summary, we find that quasi-market models have difficultiesiimgl up to the preconditions for
a well-functioning market, as well as political expectatiortge €fficiency gains and cost-savings,
which are spurring the introduction of quasi-markets, are stijelg unknown and undocumented.
Instead it is quite clear that a quasi-market model createswy type of employment policy, and
new conditions for steering and governing the labour market and emplopoimyt Clouded in
the “technical” language of improved efficiency and effectivenassh changes are often neglected
and depoliticised.
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