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Lessons for Effective Government 
IT Outsourcing:
Education and Immigration in New Zealand
Scott Winnard, The London School of Economics and Political Science, United Kingdom

ABSTRACT

Information technology (IT) tends to be viewed as ancillary to core government functions.
Consequently, IT isoftenoutsourced to theprivate sector.Unfortunately, there is a long lineof
failedoutsourcedprojects.ThisarticleusestwoNewZealandcasestudies,theparticularlypublic
failureoftherecentschoolspayrollsystemandthesuccessfulintroductionofelectronicimmigration
processing,toexaminehowthedesignandgovernanceofoutsourcedgovernmentITprojectscould
beimproved.Itconcludesthatanawarenessofhistorictrendsisimportantforprojectsuccess,that
governmentsneedtobemoreactiveincombatingmarketbasedtransactioncostsandthatcontract
managementbecomesacoregovernmentcompetencywhenprojectsareoutsourced.Italsoargues
thatbetterchangemanagementandcognisanceofdesign-realitygapswouldpositivelyimpactthe
outcomesoffutureprojects.

KEywORdS
Contract Management, Design and Implementation, Government, Information Technology, New Zealand, 
Outsourcing, Path Dependency, Transaction Costs

1. INTROdUCTION

They’ve been overpaid, underpaid and not paid at all – now one teacher has been paid for being in 
two places at one time. (O’Callaghan, 2012)

ThatwasthesituationinNovember2012.ThreemonthsearliertheNewZealand(NZ)Ministryof
Education’s(theMinistry)new,outsourcedschoolspayrollsystems–Novopay–wentlive.Novopay
was,unfortunately,animmediatedisaster.Paymenterrorsoccurredandthecustomerservicefunction
wasunderpreparedandoverwhelmed(Jack&Wevers,2013).ThePostPrimaryTeachersAssociation
eventooktheMinistrytocourtforbreachingitsstatutoryobligations(Barback,2013).Performance
was sobad that eventuallyMinisterial responsibilitywas assigned to resolve thematter and the
MinistryandTalent2(theprivateprovider)partedways(Joyce,2014;Key,2013).

Informationtechnology(IT)promisestoprovidegovernmentswithcostandtimesavingsand
withbetterservicecoordinationandinformationmanagement.Itshouldalsoallowpublicservices
tobetailoredtotheneedsofcitizens(Oostveen,2008).GovernmentITisoftencontractedoutto
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theprivatesector.Contractingout,oroutsourcing,isacoreNewPublicManagementprincipleused
tointroducecompetitionintothedeliveryofpublicservices.Competitionshould,intheory,spur
qualityimprovementsandcostreductions.Additionally,outsourcingancillaryfunctionsissaidto
allowgovernmenttofocuson“core”publictasks.TheoutsourcingofITsystemshashistorically
beenjustifiedbytheirbeingancillarytocorepublicfunctions(Dunleavy,1994;Dunleavy,Margetts,
Bastow,&Tinkler,2006).Despiteallthispromise,thesize,numberandpersistenceofgovernment
ITfailuresarewelldocumented(ControllerandAuditorGeneral,2013;Gauld&Goldfinch,2006;
Oostveen,2008;Small,2000).

ThispaperexamineshowthedesignandgovernanceofoutsourcedgovernmentITprojectsmight
beimproved.Threeprincipalmattersaretackled:

1. Pathdependenceinpublicservicesandtheneedtoberealisticaboutwhathistorymeansfor
servicedeliveryandcontractingout;

2. The importanceofminimising transactioncostswhere themarket isused toprovidepublic
services(oratleastsomepublicfunctions);and

3. Thechangingroleofgovernment–fromproducertomanager–whenservicefunctionsareoutsourced.

ThispaperaddstothebodyofpublicsectorITcasestudiesbyunpickingNovopay’sfailurein
lightofthesematters.However,italsogoesastepfurtherandusesacomparativecasestudytoplace
successalongsidefailure.SmartGate,theprivatelyprovidedelectronicpassportcontrolsystemused
bytheNewZealandCustomsAgency(NZ Customs),isarecentexampleofaparticularlysuccessful
outsourcedgovernmentITendeavour(ControllerandAuditor-GeneralofNewZealand,2012).It
providesapositivecomparisonthroughoutthispaper.Theintentionisthatbyusingcomparative
casestudiesandhighlightinggoodpractice(aswellasbad)thispaperwillcontributetotheexisting
literatureinaconstructivemanner.Itconcludesbydistillingfivecoreprinciplesthatcouldcontribute
totheeffectivenessofoutsourcedgovernmentITprojects.

2. THE CASE STUdIES

2.1. Novopay and the Schools Payroll1

Novopaywasafullyoutsourced(i.e.softwareandstaff)payrollsystemtobeprovidedbytheprivate
companyTalent2. It replaced the(alsofullyoutsourced)Datapaysystem.2Thebusinesscasefor
Novopaywas thatDatapaywas aging technology that posed toogreat a technology risk for the
Ministryandthatitwasnolongerfitforpurpose.ItwasclaimedthatNovopaywouldoffergreater
functionality,abetteruserinterfaceandmoreusefulinformationabouttheschoolspayroll.Novopay
wasalsoafullywebbasedsystem,comparedtothemoremanualDatapaysystem.Afterputting
forwarditsinitialbusinesscaseintheearly2000s,theMinistrycontractedwithTalent2(in2008),
intiallyfor theprovisionofsoftwareonly.However,encouragedbypredictedsavingsofNZ$4.6
millionperyear,theMinistrymovedtofulloutsourcing.ThebudgetforNovopaywasNZ$182.5
millionfor10yearsofservice(Jack&Wevers,2013).

TheschoolspayrollisNZ’slargestpayroll–itdistributesaroundNZ$4.6billionannuallyto
120,000staff. It isalsoacomplicatedpayroll.TheMinistry is responsible forprovidingpayroll
services, but individual schools (around 2,500 of them) are the employers for payroll purposes.
Schoolsdifferintermsoftheirsize,theirnumberandspecialityofpayrolladministratorsandtheIT
systemsthattheyuse.Acombinationofcollectiveandindividualemploymentagreementsgenerate
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upto10,000differentpaypermutationsperpaycycle.Historicpractices,suchasreceivingasingle
payslip(evenwhenworkingacrossdifferentschools–i.e.differentemployers),furthercomplicate
matters(EducationPayrollLimited,2016;Jack&Wevers,2013).

NovopaywassupposedtogoliveinSeptember2010,butwasdelayeduntilAugust2012.Even
thenNovopaywasnotabletohandletheschoolspayroll–thereweresoftwareerrors,usererrors
andcustomersupporterrors.Thisdistractedschoolsfromtheirprimarypurposeofeducation,as
staffspenttimechasingNovopayqueries(O’Callaghan,2012).ByJune2013anadditionalNZ$23.9
millionhadbeenspenttryingtoresolvetheissues.TheMinisterialInquirythatfollowedhighlighted
anumberofconcerns.Despitebeinglongandcomplicated,thecontractbetweentheMinistryand
Talent2wasincompletewithrespecttothesystemrequirements.Subsequentscopecreep(todeal
withthepracticalitiesoftheschoolspayroll)increasedthetensioninanalreadystrainedcontractual
relationship.Customisationalsoledtoabacklogofsoftwareerrors.Thissqueezedtimeframes,to
thepoint that theintendedpilotandphasedimplementationwereabandonedinfavourofa“Big
Bang”rollout.TheMinistryalsodisplayedpoorcontractandprojectmanagementpractices(Jack
&Wevers,2013).

TheMinistryultimately tookbackpayroll responsibilityforNovopaywhenTalent2wasnot
preparedtospendmoremoneytofix/improveservices(theMinistrystilllicencesTalent2’sunderlying
software,butitownsallofthesoftwarecustomisation)(Joyce,2014).EducationPayrollLimited,a
governmentownedcompany,nowadministerstheschoolspayrollwithperformancecontinuingto
improve(EducationPayrollLimited,2016;Joyce,2015).

2.2. SmartGate and Border Control
SmartGateisanelectronicpassportcontrolsystemmanufacturedbyMorpho,aprivatecompany.It
usesbiometricdatastoredonpassportstoidentifytravellersattheborder.Asasubstituteforsome
manualpassengerprocessing,SmartGatepromisedtoincreasethespeedanddecreasetheaveragecost
ofpassengerprocessingandtofreeupstafftodeal(manually)withhigherrisktravellers(Controller
andAuditor-GeneralofNewZealand,2012).NZCustomsintroducedSmartGatein2009(Nicklin,
2015).TheprojecthadamodestinitialbudgetofNZ$15.9million,withannualoperatingcostsof
NZ$7.4million(Nicklin,2015).WhilesmallerthanNovopayindollarterms,bordercontrolisano
lesssensitivepoliticalissue.

The Australian Customs and Border Protection Service (Australian Customs) was already
usingMorpho’sSmartGate.BeforeintroducingSmartGateintoNZairportsNZCustomsborrowed
a SmartGate device from Australian Customs to test its functionality and its compatibility with
NZCustoms’otherITsystems.NZCustomsalsomonitoredSmartGate’sperformanceonceitwas
introducedandworkedhard tomaintaincollaborative relationshipswithbothMorphoandother
interestedparties(forexample,airlines)(ControllerandAuditor-GeneralofNewZealand,2012).

SmartGate has been very successful. Public uptake has greatly exceeded expectations, the
promisedbenefitshavebeenrealisedandNZCustoms’reputationhasbeenenhancedasaresult
ofSmartGate’ssuccessfulimplementation(LineofDefence,2016;WilliamsonM.,2010).In2015
NZCustomssignedanewcontractwithMorphofortheprovisionofmore,andnextgeneration,
SmartGates throughto2020.Reflectiveof thegoodrelationshipbetweenthecounterparties, the
agreementalsoincludedtermsforaBiometricResearchPartnership(Safran,2015).

3. PATH dEPENdENCy – HISTORy MATTERS

Thetheoryofpathdependencyarguesthatthepasthasastronginfluenceoverthepresent(David,
1985).Thisimpliesthatinstitutions(andtheirpractices)arerelativelystableoncetheyareestablished
(Peters,Pierre,&King,2005).However,criticaljunctures(externalevents)providethechanceto
disruptthestatusquo.Suchjuncturesprovideawindowofopportunitytoshiftfromthecurrentpath
(Robinson&Acemoglu,2012).Inpractice,thereisoftenanimportantdistinctionbetweenpolitical
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windowsofopportunityandpracticalwindowsofopportunity.Pathdependencycanbesignificantly
hardertodislodgeatapracticallevel(Bevan&Robinson,2005).

Novopay’smainproblemshadhistoric,pathdependentroots.Accumulatededucationsector
practicescausedsystemicinertia.Singlepayslipsandtheexistenceofcomplexpaypermutations
havealreadybeenmentioned.Additionally,‘bankingstaffing’(allowingschoolstocarryoverstaffing
entitlements)andahighnumberofpaychangesperpaycyclewerethenorm.Existingpayrollpractices
alsoreinforcedthatinertia.DatapaywasmoremanualandpersonalthanthewebbasedNovopay.
Certaininstitutionalnormshaddevelopedduringthe10+yearsthatschoolshadusedDatapay(Jack
&Wevers,2013).Therewasaworkingassumptionamongschoolsandpayrolladministratorsthat
thesepracticeswouldcontinue.

ThepoliticalmandatetopursueanewpayrollsystemwasacriticaljuncturefortheMinistry.
However, that window of opportunity for change was let slip almost entirely. Not only did the
Ministryfailtosimplifytherelevanteducationsectorpracticesforitsownpurposes(thecomplex
paypermutationsandcollectiveagreementsareobviousexamplesofthisfailure),butitalsofailed
tospecifyforTalent2thesystemrequirementsthatthesecomplexitiesnecessitated(Jack&Wevers,
2013;SevenSharp,2013).3Itis,therefore,notsurprisingthatscopecreepoccurred,errorsmounted
andprojecttimelinesbecamesqueezed.

TheMinistryalsofailedtoprepareschoolsforthechangesthatitintendedNovopaytobring
about.Instead,ofproactivelypreparingschoolsforthefunctionalandsupportdifferencesbetween
DatapayandNovopay,theMinistrypaintedasimple,“rosy”pictureofNovopay.Atthesametime,
through customisation the Ministry essentially tried to recreate ‘legacy processes and systems’
withinNovopay(Jack&Wevers,2013,p.37).4Thisisaclassicexampleofdeferencetosystemscale
economies(David,1985).Thereweremanythousandsofschoolpayrolladministrators,butonlyone
payrollsystem.So,theMinistryoptedtotrytochangeNovopaytoconformtohistoricpractices,
ratherthanretrainpayrollstaff.Theeffectofthiswasthatcomplexpracticesweredigitised,rather
thantheunderlyingbusinessprocessesbeingstreamlinedandsimplified.Insum,theMinistryhadan
opportunitytosimplifyhistoriccomplexitiesandchangeexistingpractice.Insteadofbeingrealistic
aboutwhatthosechangesrequired,theMinistrylargelyputitsheadinthesandandpursuedanew
systemwithinanunchanged,andmismatched,environment.

SmartGate,bycomparison,demonstrateshowapublicsectororganisationcantakeboldsteps
whilestillbeingawareof(andutilising)existingpathdependentaspects.Trans-Tasmancollaboration
betweenAustraliaandNZdatesbacktocolonialtimes.Morerecently,andformally,theAustralia
NewZealandCloserEconomicRelationsTradeAgreementof1983 is a foundationaldocument
forjointbordercontrolefforts(Nicklin,2015).Stronghistoricprecedentforcollaborationmeans
thatitisnotsurprisingthatNZCustomschosetolearnfromAustralia’sleadinelectronicpassport
control.ItalsoprovidessomeperspectiveonthedecisionofNZCustomstousethesamesystem
(i.e.SmartGate)asAustralianCustoms–compatibilitywouldaid integration.SmartGatehasan
intentionalpathdependentflavouraboutit.

However,SmartGate’ssuccessisalsotheresultofacriticaljuncture.Threeelementscreatedthat
juncture.First,theNationalpartywaselectedtoofficein2008andthethenPrimeMinister,JohnKey,
tookupthetourismportfolio(Nicklin,2015).Secondly,in2009KeyandthethenAustralianPrime
Minister(KevinRudd)‘pledgedrenewedambition’forTrans-Tasmaneconomicintegration(Key,
2009).Thirdly,NewZealandandAustraliawerejointlyawardedtherighttohostthe2011Rugby
WorldCup.Thiswasexpectedtogenerateapeakinalreadygrowingpassengernumbers(Controller
andAuditor-GeneralofNewZealand,2012;Treasury,2011).ThisjuncturegaveNZCustomsawindow
ofopportunity.Notwithstanding,SmartGatedidgeneratesomepoliticalandoperationalopposition
whenitwasintroduced.However,politicalsupportfromthethenPrimeMinisterprovidedtheleverage
NZCustomsneededtointroduceelectronicbordercontrol(Nicklin,2015;Stuff,2009;Stuff,2010).

To review, history matters in project outcomes. Yet far too often history receives too little
attentionandgovernmentsarenotrealisticaboutwhatitmeansforservicedeliveryandoutsourcing.
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TheMinistrywantedtochangetheschoolspayroll.However,itfailedtoeffectivelyuseitswindow
ofopportunity (i.e. thepoliticalmandate) toachievepracticalchange.Asa result,Novopaywas
mismatchedwithrealityandfailed.Conversely,SmartGateshowsawarenessofhistorictrends.Even
thoughitsintroductionwasaboldandsomewhatcontroversialstep,itwasbroadlyinlinewithexisting
collaborativepractice,andNZCustomstookadvantageofawindowofopportunityofpoliticalsupport.

4. TRANSACTION COST ECONOMICS – MINIMISING dOwNSIdE EXPOSURE

Outsourcingisadecisiontobuy,ratherthanmake,agood/service.Beforechoosingtooutsource
governmentsshouldconsiderthestrengthsandweaknessesofinvolvingthemarketinpublicservice
provision(Williamson,2000).Asastartingpoint,usingthemarketimposescostsintermsoffinding
acounterparty,negotiatingacontractandmonitoringthatcontractovertime.Thesetransactioncosts
needtobeconsideredandshouldbeeconomised(Coase,1937).Williamson(1975;1985;2000)
identifiesanumberoffactorsthatimpactthesizeofpotentialmarkettransactioncosts.Thesefactors
areasapplicabletogovernmententitiesastheyaretoprivateactors(Shleifer,1998).Thefollowing
ofWilliamson’sfactorsareparticularlyrelevanttotheNovopayandSmartGateprojects:

• Bounded Rationality:Neurologicaland language limitsmean that it isoften impossible to
writeacompletecontract.Incompletecontractsexposecounterpartiestothepossibilityofcostly
futurecontingencies;

• Information Impactedness:Informationasymmetries,thataretoocostlytoovercome,canundermine
contractsbecausecounterpartieshaveaknowledgediscrepancyvis-à-visthesubjectmatter;

• Complexity / Uncertainty:Complexoruncertaincircumstancesaggravateboundedrationality
andinformationimpactednessbyincreasingthechancethat:
◦ Aprojectcannoteasilybereducedtowriting;
◦ Itisnotpossibletoidentifyallofaproject’scontingencies;
◦ One counterparty has superior (and advantageous) knowledge and experience with the

subjectmatterofthecontract;
• Asset Specificity:Assetsaresaidtobespecificwheretheyhaveonlyalimitednumberofuseful

purposes.Thiscancreate“lockin”effects,wherecounterpartiesdependonthesupplyofand
thedemandforparticularassets;

• Atmosphere:Transactionsoccurwithinawidercontext–theatmosphere.Theatmospherecan
produceadditionaltransactioncostsoverandabovewhatcounterpartiesanticipateorexpect.5

Novopaysuffered fromextremelyhigh transactioncosts.Thecontractbetween theMinistry
andTalent2wassignificantlybounded.Thecomplexityoftheschoolspayrollwaslikelytocause
boundedrationalityevenifitwasknownbybothcounterparties.However,itwasonlyknowntothe
Ministry.Talent2didnot(andcouldnotwithoutincurringsubstantialcosts)knowofthepayroll’s
truecomplexity.Consequently,Talent2wasataninformationdisadvantage,onewhichtheMinistry
didnotacttoremedy.TheMinisterialInquirysuggeststhatthismistakebytheMinistryresulted
fromalackofsufficientlyexpertstaff(Jack&Wevers,2013).

The impact of asset specificity is also clearly evident in the Novopay project. As Talent2
customisedNovopay(attheMinistry’srequest),theMinistryalteredtheproject’stimelinetoallow
Talent2tofixerrors(forexample,theMinistryabandonedtestingandphasedimplementation).The
MinistrycouldhaveinvokedcontractualbreachprovisionswhenTalent2misseditsmilestones.Instead,
andthereisnoindicationofopportunismbyTalent2,theMinistrycontinuedtonegotiateforimproved
performance (Jack&Wevers,2013;SevenSharp,2013).This isclassic lock inbehaviour– the
Ministrywas(orfelt)toocommittedtowalkaway,evenasNovopayfailedtoperform.Onceagain,the
Ministrywasalsoitsownworstenemy.Itletitscontractualcontingency(tocontinueusingDatapay)
lapse,sothatitbecamea‘Hobson’schoice’togolivewithNovopay(Jack&Wevers,2013,p.51).
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Finally,Novopay’satmospherewascomplicated.Payrolladministratorsandschoolstaff,what
Williams(1975)describesasthehumanfactor,wereexpectingsimilarfunctionality,paypractices
andsupportservicestowhatDatapayprovided.TheMinistrydidnothingtodispelthatexpectation
anddidnotpreparethemforthechangesthatwereactuallyrequired.Thetransactioncoststhatthe
Ministrysufferedwereasmuchreputationalasmonetary–‘Novopay[‘sfailures]haveaffectedpublic
trustandconfidenceintheMinistryofEducation,andalsothewider[NZ]publicsector’(Jack&
Wevers,2013,p.9).TheMinistrywasapassivecounterpartywhooverexposeditself tomarket
transactioncosts.Itpaidahighpriceforitsmistakes.

NZCustomstookamuchmoreconstructiveapproachtoSmartGate’spossibletransactioncosts.
SmartGate,too,wasacomplexanduncertainproposition.Thebiometricsoftwareinvolvedinthe
gates/kioskswascuttingedgeandcomplicated.ItwasalsouncertainwhetherSmartGatecouldbe
successfullyintegratedwithotherrelevantITsystems–forexample,thesystemsofImmigration
NZ(ControllerandAuditor-GeneralofNewZealand,2012).Thismeantthatabounded,incomplete
contractwasalmostguaranteed.Italsocontributedtoinformationimpactedness.Morphopossessed
specialisttechnicalknowledgewithrespecttothebiometricsoftwareandhardware,whileNZCustoms
hadamuchbetterunderstandingoftheotherrelevantITsystems(ControllerandAuditor-Generalof
NewZealand,2012;LineofDefence,2016).Theseinformationaldifferencesfurtherincreasedthe
magnitudeofthepossibletransactioncosts.

TheatmospherewithinwhichSmartGatewaspursuedwasadelicateonetoo.SmartGatewas
beingchampionedbythethenPrimeMinisteranddealtwithbordersecurity.Thepoliticalstakeswere
thereforehigh.BordercontrolisalsooftenthefirstinteractionthattravellershavewithNZ(Nicklin,
2015).UseofautomatedpassengerprocessingriskedreputationalramificationsforNZmoregenerally.

NZCustomseffectivelyandconstructivelyaddressedthemarketbasedtransactioncoststhat
itfaced.Itdidsointwonotableways.First,ittestedSmartGateinacontrolledenviromentbefore
introducing it. Testing, and learning from Australian Customs’ experience, reduced the level of
complexityanduncertaintysurroundingSmartGate(ControllerandAuditor-GeneralofNewZealand,
2012).Inturn,thisreducedthedegreeofinformationimpactedness,reducedtheboundednessof
thecontractandnegatedsomeofthepossiblenegativeatmosphericeffects.Secondly,NZCustoms
intentionallypursuedarelationalcontractwithMorphoandcollaborativerelationshipswithother
interestedparties(forexample,ImmigrationNZ,AirNZandAustralianCustoms).BothCoase(1937)
andWilliamson(1985)note thevalueof trustandreputations insupporting longterm,complex
anduncertainprojects.NZCustomsconsultedwith interestedpartiesandengagedwithMorpho
throughout.Asaresult,MorphobecameinvestedinthesuccessofSmartGateinNZ(Controller
andAuditor-GeneralofNewZealand,2012).Thisstrongrelationshiphelpedtooffsetremaining
informationimpactednessandcontractualincompleteness.Thesuccessofthisrelationshipisevident
inthenewcontractbetweenNZCustomsandMorpho,whichexpresslyincludesaresearchpartnership
(Safran,2015).NZCustomsastutelyusedtesting/monitoringandrelationshipbuildingtomitigate
potentiallylargetransactioncostswhenitintroducedSmartGatetoNZ’sairports.

OutsourcingITexposesgovernmenttopotentiallysignificantmarketbasedtransactioncosts.
AcomparisonofNovopaywithSmartGatedemonstratestheimportanceofproactivemitigationof
transactioncosts.ThepragmaticandengagedapproachofNZCustomscouldbeheldupasa“gold
standard”forpublicsectorcontracting–itdemonstrateswhatisrequirediftheprivatesectoristo
beeffectivelyutilisedinpublicserviceprovision.

5. COMMERCIAL ANd CONTRACTUAL NOUS – CONTRACTS NEEd MANAGING

Outsourcingis,broadlyspeaking,aformofprivatisation–the“asset”thatisprivatisedistheservice
contract(Goodman&Loveman,1991;Vickers&Yarrow,1991).Privatisationchangestheroleof
governmentfrombeingtheproduceritselftooneofoversightandmanagement.Thisnewroledemands
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newskillsfromgovernment.Governmentdepartmentsthatcontractoutneedhighqualitycommercial
andcontractmanagementskillstomatchtheirprivatesectorcounterpartsandtoeffectivelymanage
contractstodeliverdesiredoutcomes(ControllerandAuditorGeneral,2009;ControllerandAuditor
General,2011).Unfortunately,thepublicsectoroftenhasskilldeficitshere.Inaddition,publicsector
projectsoftensufferfromhighstaffturnover,causingalossofinstitutionalandprojectknowledge.
Thiscanleadtoanoverrelianceonexpensive(andusuallytemporary)externaladvisers.Aninability
toeffectivelymanagecommercialcontractsoftenunderminesgovernment’sabilitytodeliverdesired
outcomes(ControllerandAuditorGeneral,2009;ControllerandAuditorGeneral,2011).

Novopayis,quitesimply,amodelofhownottonegotiateandmanageanITcontract.Itisa
litanyofpoorpractice.Mostsignificantly,theMinistry:

• Erroneouslybelievedthatithadsufficientinternalexpertiseontheschoolspayrolltomanage
anoutsourcedschoolspayrollcontract;

• Lackedthenecessarycommercialandcontractualnoustonegotiateacompletecontract(this
iscloselylinkedtothepointabove,inthattheMinistrydidnotknowwhatitwantedorneeded
fromNovopay);

• Sufferedfromhighturnoverofseniorstaffmembers;
• Didnotrecognisedeterioratingcommercialconditionsastheyarose.Thedecisiontonegotiate

withTalent2whenitfailedtomeetperformancemilestonesisagoodexampleofthis;and
• UndermineditsownpositionbyallowingitscontractualoptiontocontinueusingDatapay(i.e.

itscontingency)tolapse(Jack&Wevers,2013).

TheMinistrydid,at times, recognise itsskilldeficitsandcontractexternalsupport (Jack&
Wevers,2013).However,overall,Ministrystafflackedthecommercialandcontractualnousneeded
tomanageacomplexITproject. It isalsoworthmaking the linkbetweenpoorcommercialand
contractualpracticesandtransactioncosts.PoorpracticeswereamajorreasonwhytheMinistry
founditselfoverexposedtothemarketbasedtransactioncostsidentifiedinsectionfour.

NZ Customs, on the other hand, demonstrated sensible commercial practices when it
introducedSmartGate.6Itstartedwithaclearunderstandingofitsenvironmentandits“business
needs” – international passenger numbers were increasing, airport space was limited and
processing timesneeded tobemanaged.This resulted ina solidbusinesscase forwhatwas
required from an automated processing system. NZ Customs also used its relationship with
AustralianCustomsasavaluablecommercialpartnership,learningfromwhattheAustralians
alreadyknewaboutautomatedprocessing.NZCustomsthenselectedan“offtheshelf”technology
–SmartGatewasanestablishedproduct thatmet itsneeds–whichlimitedthepossibilityof
unforeseencomplications.Finally,itrigorouslytestedandmonitoredSmartGateandestablished
collaborativerelationshipswithinterestedparties,includingMorpho.Asaresult,NZCustoms
transformeditselffrom“justanothergovernmentagency”intoanastutecommercialcounterparty
whowaswellplacedtomanageandoverseeacontractforanautomatedbordercontrolsystem.
TherecentpartnershiparrangementconcludedwithMorphohighlightsthecommercialrepute
thatNZCustomsnowhasinthisarea(ControllerandAuditor-GeneralofNewZealand,2012;
Safran,2015). It isobvious thatdevelopinga strongcommercialpresencehelped shieldNZ
Customsfrompotentialnegativetransactioncosts.

Contractsdoneedmanaging.Outsourcingimposesupongovernmentstheneedforcommercial
andcontractmanagementskills.Oftengovernmentsdonotpossessthenecessaryskillstobeginwith
–neithertheMinistrynorNZCustomsdid.Wherethatisthecasetheyneedtobeactivelydeveloped.
NZCustoms’approachtoSmartGatedemonstratesthatconcertedandconsistenteffortscanbuild
therequiredskillbase,ultimatelyforthebenefitofcitizens.
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6. COMPARATIVE dISCUSSION – CONTRACTING FOR IT SUCCESS

ThereisnodoubtthatIThaspotentiallylargebenefitsforgovernment.Notonlyoperationally,but
alsopolitically,thismakesITprojectsattractive.However,asNovopaydemonstrates,ITisactually
critical,eveninseemingly“ancillary”functions,suchaspayroll.Governmentsneedtobeunderno
illusionofthisfact.Inthatsense,thefirststeptoimprovingoutsourcedITprojects(bigorsmall)is
tobemorerespectfuloftheimportanceofITasanenablerofthebusinessofgoverningandservice
provision.RespectingITmeansthinkingcarefullyaboutwhatisoutsourcedandhowitisoutsourced.
NZCustoms’approachtoSmartGateisinlinewiththisapproach.OnthesurfaceSmartGatewas
simplyareplacementforamanualstampinapassport.YetwhatNZCustomsrecognisedwasthe
potentialformuchlargerramificationsshouldthingsgowrong.Therefore,itcarefullybuiltupits
familiaritywith,andknowledgeof,SmartGatebeforeintroducingit.

TheNovopayandSmartGatecasestudiesalsodemonstratethatpolicymakersarewelladvised
toacknowledgepathdependencyintheirprojects–ignoringthepastisnotagoodoption.Thisdoes
notmeanthatprojectsshouldnotbeinitiatedwheretheygoagainstthegrainofthepast.Thatwould
stiflebothinnovationandopportunitiestoimprovebusinessprocesses.Rather,realityshouldshape
action.Insomeinstances,ambitionmayneedtobescaledbackorintroductionphased.

ITprojectstendtodisruptthestatusquo.Incircumstanceswheremajorenduserchangesare
required investment in change management is an important part of the implementation process.
Responsibleofficialstendtobewellintentioned.However,theyalsoneedtoberealisticaboutthe
totalityofwhatactuallyneedstobedonetoimplementITprojects,andwhowillberesponsiblefor
doingit–governmentorprivateprovider.Novopaywasnotabadidea,andwouldlikelyhavebeen
moresuccessful(andlesscostly)iftheMinistryhadbeenfrankabouttheneedtosimplifytheschools
payrollandtherequireduserchangers.“Historicawareness”shouldbeachievabletoo.Arelatively
high-levelcomparisonofthepresentwiththedesiredfutureshouldindicatewhatthemainissuesare
likelytobe,andthereforewheretodirectextraattentioninimplementation.Betteruseofbusiness
analysisandprocessmappingattheoutsetwouldserveasavaluablepartofsuchanapproach.

Contractualandcommercialskillshavebeenshowntobeanotherbigareaforimprovement.
Theseskillsarecriticalbecausetheyplacegovernmentonanequalfootingwithprivatecounterparties.
However,andcritically,competentcontractualmanagementandsoundcommercialjudgmentisalso
likelytoreducegovernmentexposuretomarkettransactioncosts.7NZCustomsmitigatedmanyofthe
possibletransactioncoststhatitfacedbymethodicallydevelopingitscommercialunderstandingof
SmartGatebeforeintroducingitandbydevotingtimeandenergytothedevelopmentofcooperative
relationships.Conversely,theMinistry’sapproachwithNovopaywasclosertothe“blindleading
theblind”,andwasparticularlyunconstructive.Commercialandcontractualskillsarenotusually
easytodevelop,nordotheytendtodevelopquickly,withoutintention.Caseinpoint,theUKhas
introduced dedicated civil service training programmes and career tracks focused on improving
contractandcommercialskills(ControllerandAuditorGeneral,2009).Anothermoreshort-term
suggestionmightbetoimplementretentionpayforseniorpublicstaffthatistiedtomajorprojects.
Thiswouldencouragetargetedstafftoseeoutthedurationofaproject,andthereforeallowproject
specificexpertisetoaccumulate.

ITprojectsalsoparticularlystrugglewith‘design-reality’gaps(Heeks,2006,p.128).Adesign-
realitygapexistswherethereisasignificantdifferencebetweentheassumptionsonwhichanIT
projectisbasedandthecurrentrealitiesofthesystemintowhichthatITprojectwillbeintroduced.
Privateproviderswillonlyeverprovidewhatgovernmentscontractfor.Therefore,itiscriticalthat
governmentsidentifydesigns-realitygapsandspecifysolutionsinoutsourcingcontracts.

AkeyreasonthatITprojectsstruggletobridgedesign-realitygapsistherelativeintangibility
ofIT.Prisonsandroadsarematerialthings.ComparedtoIT,itiseasiertoseehowtheywillwork
inpractice.Interestingly,partofSmartGate’ssuccesshasbeenattributedtoitstangibility–physical
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kiosksandgatesthatactuallyletpeopleenterNZ(Nicklin,2015).MostITsystems,bycontrast,are
more“elusive”fromauser’sperspective–usersseeonlyacomputerinterface.Formany,virtual
interfacesarelessintuitivethantangibleobjects.ThismakesITprojectsparticularlyvulnerableto
usererror/interactionissues.ThiswascertainlythecasewithNovopay.Moreattention,therefore,
needs tobegivenbygovernment tospecifying incontractual terms thesocio-technical interface
forITprojects(Maguire,2014)andtomakingsurethatinterfacesmeetrealusers’needs.Thisis
particularly sobecausecontractingout introduces anadditional link in the supplychain–users
themselvesareonestepremovedfromtheprivateproviders.Thisseparationneedstobecountered
ifthedesign-realitygapistobebridged.Early(anddetailed)specificationofenduserrequirements,
alongwithstrongchangemanagementprocessesandproducttesting,canhelptoeffectivelyconnect
privatedevelopersandusers.

Finally,thescaleandintegrationofITprojectsareimportantconsiderations.LargeITprojects
tendtobedrivenfromthetopdownandoftengetpreoccupiedwithtechnicalelementsattheexpense
ofsolvingrealpublicserviceproblemsandincreasinguserreadiness(Gauld&Goldfinch,2006).In
otherwords,politicalvisiontendstotrumppracticalrequirements.This,unfortunately,widensthe
design-realitygapsinlargerprojects.ThiswascertainlythecaseinNovopay.Analternative,and
preferredapproach,istoscaleupsolutionsthataredevelopedatagrassrootslevel.Withgrassroots
developmentprojectfocusrevolvessquarelyaroundsolvingexisting(andactual)challenges.This
shrinksdesign-realitygapsbyallowingiterativelearningtotakeplace(Heeks,2006).SmartGate,
withitsemphasisontestingandorganisationallearning,illustratesthefruitsofthisapproach.

7. CONCLUSION

GovernmentsoftenchoosetooutsourceITprojects.ThisisbecauseITsystemsareconsideredtobe
ancillarytothepublicfunctionstheyhelpdeliver.Caseinpoint,coordinatingteachers’payis(orat
leastwas)notconsideredtobecentraltothedeliveryofeducationinNZ.However,alargenumber
ofoutsourcedgovernmentITprojectsfail.Indeed,Novopaywasaverypublicfailure.Usingthe
NovopayandSmartGatecasestudies, thispaperhasdiscussedimportantdesignandgovernance
issueswhenoutsourcinggovernmentITprojects.

Drawing on the preceding analysis and comparative discussion, five positive principles for
outsourcedgovernmentITprojectsareproposed:

1. Governmentshouldrecogniseandconsidercarefullytheinterconnectionsbetweenallpartsof
publicservicesbeforeoutsourcing–publicservicesarenoteasilydividedupforthepurposes
ofwritingacontract;

2. Governmentshouldacknowledgehistoricimpactsattheoutsetandshouldmatchthelevelof
attentionandresourcethatisdevotedtochangemanagementtothedegreeofchangerequired
fromthestatusquo;

3. Governmentshouldexpectmarketbasedtransactioncosts,makingallowancesinbothtimeand
resourceforthemandactivelyworkingtominimisethem;

4. Governmentshould,asmanagerrather thanproducer, intentionallydevelopthecontractand
commercialskillsthatwillallowittoeffectivelyserviceitscitizens;

5. Governmentshouldallocatemore timeto thedesign-realitygapsofITprojects,so thatreal
peopleknowhowtosolverealproblemsusingIT’s(oftenintangible)functionality.

SmartGatedemonstratesthatpositiveoutsourcedIToutcomesaremostdefinitelyachievable.
Focusingontheprinciplesabovecouldcontributetoimprovingtheoutcomeoffutureoutsourced
governmentITprojects.
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ENdNOTES

1 Asapointofgrammar,itisnotedthatthe“schoolspayroll”referstothepayrollsystemofNewZealand’s
schools,whichisexternaloftheschoolsthemselves(sothereisnopossessiveapostrophe).

2 TheMinistrymovedtotheDatapaysystemin1996.Priortothatithadprovidedpayrollservicesitself
usingitsownsoftware(Jack&Wevers,2013).

3 Ironically,theverysamepracticeshadalsocausedproblemswhentheMinistrymovedtotheDatapay
system(Jack&Wevers,2013).

4 Interestingly,andasanexampleofpoorcommercialpracticeinitsownright,Talent2didnotpushback
againsttheMinistry’sscopecreep(Jack&Wevers,2013).
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5 Williamsonidentifiessmallnumbers(ofproducers)and/orcounterpartyopportunismasreasonsfor
market transaction costs too (Williamson, 1975; Williamson, 1985). However, these factors are less
relevantfortheanalysisinthispaperandarethereforenotdiscussedfurther.

6 ThereislimitedpubliclyavailableinformationregardingthecontractbetweenNZCustomsandMorpho
(thisisprobablybecausenothingsignificanthasgonewrong,sothecontracthasnotbeensubjectedto
publicscrutiny).

7 Market based transaction costs cannot be completely eliminated. In pursuing market solutions, the
governmentmustacceptatleastde minimisexposure.
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