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Abstract

In most countries, the defence procurement function (how military materiel is procured as opposed to what is purchased) is internalised and either centralised into some form of an in-house Defence Procurement Organisation (DPO) or dispersed between different organisational elements (e.g., Services).
 In some countries, all-of-government procurement is handled by a single organisation (e.g., Canada). The possibility of contracting out defence procurement has also been suggested (e.g., Hart et al, 1997). Australia has long sought to improve the efficiency and effectiveness of procurement for national defence, most recently through exhortations for greater ‘commercial discipline’ and more ‘business acumen’ in defence procurement arrangements (Mortimer, 2008). 
Our first objective is to test such exhortations by analysing three (stylized) alternative institutional arrangements for the acquisition of goods and services needed by Defence:

· in-house provision of procurement services by an organisational element within Defence (in-house option);

· provision by an organisational element publicly-owned but detached from Defence (statutory agency option); and

· privatised provision where the procurement function is contracted out to a privately-owned service provider (privatised option).

The first two options each involve different forms of governance of a publicly-owned procurement organization. The third option involves private ownership and the form of governance that is commonly assumed in the ‘privatisation’ literature. In each case, the parties cannot enter into complete and enforceable contractual arrangements as gaps in buyers’ and suppliers’ knowledge or informational asymmetries prevent them from writing ex ante complete and enforceable contracts. In these circumstances, the emphasis in defence procurement shifts from an initial contract describing the required deliverable in sufficient detail to the relationship between the parties that enables them to progressively remove the initial contractual incompleteness (incomplete contracting). 

Our second objective is to use the analysis of the three stylized service delivery options to discuss recent efforts to improve the performance of the (Australian) Defence Materiel Organisation (DMO), the procurement arm of the Australian Defence Organisation. 

Our third objective is to evaluate the options using an analytic framework developed by Hart et al (1997) for assessing the advantages and disadvantages of contracting out to the private sector different types of public services under incomplete contracting. The framework distinguishes between cost- (efficiency) and quality-related (effectiveness) aspects of service delivery under different institutional arrangements and allows each delivery option to be compared with the ideal first-best case as well as other options. However, in tailoring this framework to our specific purposes, we have sharpened the distinction between the mode of ownership and the adopted form of governance. Thus modified, the evaluation framework is better suited to the assessment of alternative service delivery options under the same mode of ownership as well as those involving different ownership arrangements. 
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� The first draft of the paper has already been written. If accepted, it will be revised in April 2009 with a hard copy available later that month. Corresponding author’s e-mail address: � HYPERLINK "mailto:s.markowski@adfa.edu.au" ��s.markowski@adfa.edu.au�





� This function comprises market scoping to identify potential sources of supply, the solicitation of supplier offers, management of tenders and source selection, the drafting and management of procurement contracts on behalf of Defence, project management of acquisition, logistic support activities for Defence, and the provision of procurement advice for all those involved in the new capability formation and sustainment in Defence. The essence of the procurement function is thus the provision of ‘go-between’ agency services that link the buyer (the Services and other organisational elements of Defence) and the supplier of equipment/services.
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