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Abstract:  Defence shows distinctive characteristics as against other areas of government funding and activity.  Uncertainty, operational bias, institutional pattern and resource constraints make organisational integration challenging and produce a distinctive Defence culture.  Stretch is required of that culture in a government context.  Problems of uncertainty and value for money will tend to drive a wedge.  Recognising the nature of these issues helps address them.
1. Introduction
What are the distinctives – and hence the distinctive challenges – of defence as against other areas of government funding and activity?  This study derives from review work undertaken for the New Zealand Ministry of Defence and Defence Force at the request of the New Zealand Prime Minister.  It seeks to establish generic characteristics of defence and examine their implications.  In the ensuing discussion, the term “Defence” is used to refer to a defence establishment, including both military and civilian components.

2. The Distinctives of Defence
The path of inputs (resources) being converted into outputs (operations or operational capability in the case of defence forces) to contribute to strategic outcomes through being transformed in a particular institutional context is familiar.  

Figure 1: From inputs to outcomes:
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Any organisation faces distinct challenges and at the same time shares common challenges with other organisations.  A useful way of looking at this is the “social system” approach,
 which has been adapted for management and organisational theory
 purposes and also utilised by the U.S. Department of Defence as the basis of the framework for their massive transformation project.  
This approach distinguishes between short term and long term factors and between internal and external factors.  The resultant two by two matrix provides a way of organising the basic functions of any organisation and exploring their inter-relationships as illustrated in figure 2.  The different elements are in fact a re-arrangement in matrix form of the familiar input-output-outcome path of figure 1.  Of course, the matrix is a highly simplified schematic and, for example, resourcing will itself have long term and short term and internal and external aspects.  However, the basic schematic will suffice for our purposes.
Figure 2 Organisational Matrix
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The four segments interact and the nature of their connectivity is captured by the organisation’s culture – “the way we do things round here”.  Such interaction and the organisational culture mean that launching change in one segment may have unpredictable effects elsewhere or be squeezed out due to countervailing effects and cultural resistance.  
What then might be the distinctives of a typical defence force?  They are illustrated in figure 3 below. 

Figure 3: Distinctive characteristics of defence
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The distinctive features identified in each of the four boxes are explained below.
Uncertainty: Uncertainty is different from risk: it relates to the unknowns and the factors that cannot be taken as given.  For example, a family deciding to buy a second car will – if wise - first determine its purpose and their priorities: that is reduce the unknowns.  In doing so, they might decide to take a risk in buying a less reliable but better featured model of car.  
Defence is characterised by high levels of uncertainty.  Defence deployments are highly contingent on changeable and often uncertain external circumstances and the decision by government as to how to respond to them.  In many cases, with contingencies arising, the government has a high degree of freedom as to how to respond or whether to respond at all.  Thus, there is a high level of optionality as well as contingency in defence expenditure.  Hence, the proportion of GDP devoted to defence expenditure varies very widely amongst advanced countries and, indeed, Iceland has nil defence expenditure. 
For most countries, Defence provides an insurance policy against unknown or uncertain threats.  
Defence differs from any other major government programme in these respects, as can be seen by comparing with Civil Defence or Police activities.  Civil Defence is dealing with known risks and the necessary (non-contingent) responses if these occur.  For Police, the individual frontline police officer may face considerably greater uncertainties day to day than a soldier on deployment (hence the differences in pay and training).  But, at aggregate level a head of police knows to a fair degree of accuracy the broad annual pattern of incidents and policing over their area of responsibility, and these can be forecast over the next 10-15 years with reasonable accuracy.  The insurance aspect of policing is also lower.  
A third factor increasing uncertainty for defence is supply change.  Military technology tends to evolve rapidly – indeed in recent years the international defence community has been discussing a so-called “revolution in military affairs”.  Outmoded equipment may be ineffective, not inter-operable with allies or vulnerable in conflict situations.  Major equipment decisions are lumpy – i.e. expensive - particularly for a small country – and have long lead times for acquisition and for training.
  Equipment decisions may prove to be wrong in terms of field experience, technical developments, changes by allies or changes in deployments or threats.
In combination, these features mean that Defence faces much higher levels of uncertainty – including expenditure implications - than any other area of government.  Thus, the defence area requires a high level of strategic thinking and careful planning to navigate through the uncertainties and as far as possible reduce them to known risks which can then be managed and prepared for.  Wrong decisions in deployments, acquisition or HR can not only weaken effectiveness; they could negate the “insurance policy” that Defence is intended to provide.  In short, the strategic and planning challenges of defence are unique. 
Operational bias: Recruits do not typically join the armed services to sit behind a desk.  The bias to action is often observable within the armed services and (subject to government policy and operational guidelines) is generally welcome.  
However, it can produce problems in the context of management of strategy, policy and planning.   Typical rotation periods for middle managers into policy jobs for 2-3 years from and to operational postings poses a severe challenge for those concerned and, ceterus paribus, will tend to lead to weaker management than typical in government departments.  It may also be more difficult to align incentives for those who regard themselves as passing through HQ.  With each staff rotation, experience is lost, new learning has to begin and an operationally focused culture may be reinforced.

The often high tempo of operations also necessitates a strong focus on operational exigencies throughout Defence in order to meet the demands engendered.
Institutional pattern Inevitably, the separate service structures can slow decision making and policy implementation down when each service has to be consulted, adaptations made to embedded protocols or different protocols aligned.  Tension can arise between the different organisations and this has been a major concern in the past in many Defence organisations.  
Whilst giving a unique flavour to Defence culture, it is not clear that the inherent difficulties are any greater than, say the managing of external relations with powerful interest groups that some other government departments have to undertake or handling relationships between different government agencies with overlapping interests; e.g. the powerful sectoral interests in education or health.  Many government agencies exist in a world where achieving consensus in critical areas can be a slow, laborious and uncertain process.  For Defence the issue is more internal than external, but, by the same token, may be easier to resolve through good management.
Resource constraints: The impact of the high tempo of operations has already been mentioned.  The other factor here is the funding envelope that any Defence establishment must exist within.  
For most Western countries, the contribution of Defence to national welfare is not evident or, if it is, it is controversial with deployment in distant and potentially dangerous fields.  As will be discussed later, consideration of a Defence budget involves different factors than for most large budget items and these are more likely than usual to produce different viewpoints and crises.

. 
Culture: These various distinctive characteristics of Defence combine to form the distinct Defence culture.  Like any organisational culture, this can be robust.  It may provide the critical medium to resist or to further change or shape it in a particular direction (and not necessarily the expected one).  
3. Common problems
Examination of auditors’ reports and specialist media coverage on defence agencies reveals that defence forces in advanced countries are prone to common problems.  This is not unexpected as these will reflect the distinctive dynamics of defence.  Defence forces are prone to major funding crisis and, in consequence, major funding packages and/or cuts and/or re-orientations and/or re-designs.  With changing challenges and changing technology, many forces and combined force commands are engaging in “transformation” exercises. 
Auditors’ reports
 reveal common problems with:

· Acquisition processes; e.g. in the UK a new acquisition process appears to be working worse than its predecessor and in the U.S. no better.

· Following due procedures in linking HQ project planning and direction to operationalisation.
  
· Asset management: Tracking equipment in terms of readiness for use, major maintenance requirements, experience with usage, lifetime costs and replacement/upgrade issues.  

· Postponing maintenance both on property and equipment, leading to catch-up crises or early need for refurbishment/replacement. 

· Being process driven rather than placing decisions within a sufficiently wide context.

If we return to the four box matrix, this suggests a pattern along the lines illustrated in figure 4.
Figure 4: Defence management performance
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Perhaps surprisingly, long term, external issues - high level strategy and planning – may be the area of least concern in improving Defence performance.

What seems to be occurring is that the Defence distinctives mean that the Defence culture brings together the different segments of the organisational matrix in a distinctive way and one that does not fit well with the requirements or expectations of modern governance or financial management.  Somehow Defence planning and capability fail to work together to achieve desired synergies for government.  

There are three exacerbating factors.  
4. Relations with the central control agencies
Robust debate can be expected between spending departments and the central agencies as they have different responsibilities and perspectives.  Such debate can be part of a healthy relationship and from it can eventuate high quality decisions and policy advice.  However, in many countries the relationship appears particularly fraught when it comes to Defence.   
One way of looking at the problem is to return to the question of uncertainty.  As any project progresses – whether it is, say, developing HR policy or defining an acquisition – the fog of uncertainty should reduce and be replaced by more 
manageable risk.  What is unacceptable is for a project to be near completion or have been completed but for high levels of uncertainty to remain.  This can be represented as figure 5 below. 
Figure 5: Acceptable levels of uncertainty 
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In the context of Defence, the differences of view and mistrust between Defence and the central agencies can be represented as a difference of perception, as in figure 6. 
Figure 6: Different perceptions of uncertainty: 
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In these terms, the Defence perception of progress may be such that at point “b”, the project is seen as ready to progress to action.  For the central agencies, uncertainty is higher and they may question why the project has progressed beyond the “gate” at point “a” and wish to revisit that.  Hence Defence and the central agencies are pulling in different direction for what each regard as valid reasons.  The difference between the two perceptions is the gap in trust resulting from different levels of perceived uncertainty.
Because Defence is operating with inherently higher levels of uncertainty than other government agencies the risk of straying over the line of maximum acceptable level of uncertainty is all the higher.  The greater the gap in trust between Defence and the central agencies, the more likely the situation in figure 6 is to occur.  The Defence area is particularly likely to produce such a divergence of view.
As there are information asymmetries between specialist, spending departments and the central agencies, some gap in trust is almost inevitable.  Relevant techniques for reducing this are:  
a) information sharing and transparency,
b) agreed and quality assured processes and / or data sources,

c) working together and / or use of intermediaries, 

d) swapping of personnel, and /or

e) alignment of goals or incentives.

However, these techniques must counter two further forces which can tend to drive the different parties apart:
· distinctive cultural issues 

· unusual value for money issues
5. Cultural shift
The distinctives of Defence have been described. The interaction between these factors will produce a distinctive culture.  Each government agency will face its own particular challenges and accordingly develop its own sub-culture – the way we do things round here.  However, there will be a considerable overlap – a common bureaucratic culture.  With its operational bias and other distinctives, Defence will only partially overlap with this, as illustrated in terms of our original matrix by figure 7. 
Figure 7: Different Cultures
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One might say the difference between the two shaded areas is between a “Yes, sir” and a “Yes, Minister” culture. 

Typical reform projects seek to grow Defence towards the right of the matrix in areas “b” and “c - growing a tail to match the teeth of area “a”.  However, growing in these area does not necessarily bring greater alignment with the area of shared state sector culture by growing into the area “d”.  This is because the dynamics and the long term issues facing Defence are different from other agencies.  Indeed, the theories of contracting and governance would lead one to expect business to be conducted quite differently where there are high levels of uncertainty.

This difference matters.  From the point of view of the central agencies the capability development at Defence does not result in “business as normal” – Defence management and analysis is still different from the rest.  And, after all the analysis and effort by Defence on any particular project, the result is still liable to leave higher uncertainty than with other spending agencies of government.  For the central agencies, the dialogue and basis for decisions that are called for remain unfamiliar and apparently less firmly based (that is less certain) than in other areas.  Consequently, there may be a desire for Defence to conform to expectations and familiar practice by growing in the direction of the arrow in figure 7 toward “d”, or there may be a perception of failure because it has failed to do so. 
There is a further difficulty: that of “stretch”.  In figure 7, both the teeth and tail of Defence culture are desired.  As the tail grows, it is not desirable that the teeth lose their bite.  A greater distance from nose to tail has to be covered.  Good management can facilitate such stretch, but it remains a stretch.  Potential negative factors are: pressure from central agencies to follow business-as-normal patterns where these do not fit the Defence case; and financial pressures.  
In nature, tails are useful for grip, signalling and balance – but they have to be firmly attached to the right part of the body, otherwise the results will be negative.  Due to the Defence distinctives, there is no ready made template as to what an optimal pattern of doing the business of HQ management is.  The pattern used for other agencies may not fit.  There are pressures for cultural change which may prove counter-productive – tending to detach, isolate or skew the tail in relation to the body and teeth.  

Various writers place heavy emphasis on cultural change as an integral component of successful military transformation.
  In the context of Defence, this seems likely to mean “joining the dots” so that long term and short term factors are better integrated.  To quote a UK study on defence acquisition: “the strongest message emerging from our analysis is that it is the “softer” factors about building and sustaining relationships … upon which success is predicated.  Without this strong foundation even projects which apply all of the right project management processes are unlikely to succeed.”

A supportive and strategic role by the central agencies may help explore the path forward.  But the rock on which this may founder is value-for-money concepts in the Defence area.
6. Value for money

The value for money problem in the defence area is distinctive.  Aside from the difficulty of assessing the value for money of overseas deployments, there is the problem of valuing armed forces capabilities.  Compare Defence to another area prone to extensive and expensive technological advance: health.  The price of progress is illustrated in figure 8 by the two lines for period one and period two respectively. 
Figure 8: The price of progress
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In figure 8, Country 1 and Country 2 are two allied countries.  Suppose that Country 1 chooses to remain a certain distance behind the frontier of possibility as represented by Country 2 in the defence or health capability that the government funds.  Suppose that, over time, the frontier of possibility moves forward from “b” to “c” and Country 1 moves forward from “a” to “b”.  The results are different for health and for defence.  In health, public opinion may remain dissatisfied as leading edge procedures and drugs will remain as inaccessible as previously through Country 1’s publicly funded health service.  The gap between “b” and “c” is the same as between “a’ and “b” previously.  Nonetheless, actual public health has improved as a result of moving from “a” to “b”. There is a clear benefit for the cost.  This is familiar territory for Treasuries and central control agencies though hard work for politicians.  
In defence, there will be little public knowledge of actual capabilities but a perception that more is being spent.  Country 1’s defence capability moves from “a” to “b” but, to the extent that defence is an insurance policy, there is no benefit per se from this.  The benefits are from inter-operability with allies and retaining a safety margin over potential hostile forces (“x” in figure 8).  For example, a modern frigate may be much more capable than a WW2 battleship but that brings no benefit - the issue is its capability to deal with contemporary weapons and inter-operate with allies.  In figure 8 the relativities remain the same between period 1 and period 2.  Thus, the benefits remain the same but the price has gone up due to the technological cost of moving from “a” to “b”.  In one sense, the extra cost brings no additional benefit – indeed with military inflation rising faster than general inflation, it is a matter of running faster and faster to stay in the same place.  The cost of the insurance policy offered by Defence is going up, due to exogenous factors, without any increase in the benefits.  This is unfamiliar and unwelcome territory for Treasuries and central control agencies.
The result of the rising cost of the insurance that Defence provide is that critical decision points are repeatedly encountered.  “Do we continue to try and retain this level of relative capability even though it is costing more and more in real terms and as a percentage % of GDP or do we forego that part of our Defence insurance or accept that it is going to be sharply eroded?”  Whatever the decision the same kind of issue will arise in that or another Defence area within a few years, giving the impression of constant crises in Defence.  For Defence, their capability to deliver seems constantly under threat.  For central agencies and politicians, Defence seems always to be coming back for a lot more money for new or replacement “toys”.
There is no easy solution to the recurrent value-for-money issue.  The optimal approach is to recognise the nature of the problem and be prepared to address it as openly and frankly as possible – also accepting that any solution is liable to be only medium term at best.

7. Conclusions

Defence is a distinctive area within government.  The interaction of a range of internal and external factors makes it difficult to weave together complex and unusual organisational forces.  Uncertainty, operational bias, institutional pattern and resource constraints produce a distinctive Defence culture. 

Stretch is required of that culture in order to achieve fit with the requirements of government and the wider bureaucratic culture, whilst retaining the teeth of Defence capability. 

Steps to address problems and improve performance include:
· Recognising and building on the distinctive Defence culture.

· Working to ensure that the key organisational forces harmonise and do not pull apart under the tension created by stretching to meet both operational and central government requirements. 

· Working to reduce the gap in trust between central control agencies and Defence that is produced by their different perceptions of uncertainty in the Defence field.

· Recognising the cause of recurrent value-for-money issues in Defence and addressing the consequences. 
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� Originating with Talcott Parsons, e.g. in (1951) The Social System, Routledge. 


� For example: Tushman M, et al (1998) “Levers for organisational renewal”, in Hambrick D C et al, Navigating Change, Harvard, p318-346.


� One commercial response is to rent or lease.  Such options are not usually available for military equipment because of its specialisation and the potential for exposure to highly risky environments and destruction.  For the same reason, defence forces usually self insure.


� Auditors’ reports from Australia, Canada, the UK and USA as well as New Zealand were examined.  In each case, the audit office appears to have a high degree of independence.  Relevant auditors’ reports from Ireland and Singapore were not discovered.


� National Audit Office (2004) Ministry of Defence: Major Projects Report 2004, London. The U.S. case is referred to in the following footnote.


� A U.S. report found that due process for business case development was not followed in 80% of cases.  General Audit Office report 06-368 “Major Weapon Systems Continue to Experience Cost and Schedule Problems under DOD’s Revised Policy”.  


� For example, the U.S. army was accused of being prepared to invest US$5 billion in asset and supply chain management without an integrated strategy. General Audit Office report 07-860 “Lack of an Integrated Strategy Puts the Army’s Asset Visibility System Investments at Risk”. 


� See, for example, Williamson, Oliver (1985) The Economic Institutions of Capitalism, Free Press, pgs 56-63.


� See, for example, various material by the U.S. Department of Defense Office of Force Transformation.


� National Audit Office (2005) Ministry of Defence: Driving the Successful Delivery of Major Defence Projects, HMSO. 
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