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ABSTRACT 

In the late 1980s, governments in New Zealand and Australia began to deregulate 
their telecommunications markets.  This process included the corporatisation and 
privatisation of former state owned telecommunications monopolies and the 
introduction of competition.  The Telecom Corporation of New Zealand (TCNZ) 
was corporatised in 1987 and privatised in 1990.  Its Australian counterpart, 
Telstra, was corporatised in 1989 and partially privatised in 1997.  This thesis 
examines and compares TCNZ and Telstra’s changing organisational and 
workforce restructuring strategies, as they responded to these changes.  It further 
examines how these strategies influenced the firms’ employment relations (ER) 
policies.  Strategic human resource management (SHRM) and transaction costs 
economics (TCE) theories assist in this analyse.  TCE links organisational 
restructuring to the make/buy decisions of firms and the asset-specificity of their 
employees.  It suggests that firms will retain workers that have developed a high 
degree of firm-specific skills, and outsource more generic and semi-skilled work.  
Firm strategies are also influenced by national, contextual, factors.  From a TCE 
perspective, these external factors alter relative transaction costs.  Hence, different 
ownership structures, ER legislation and union power help to explain differences 
in TCNZ and Telstra’s organisational restructuring and ER strategies. 
 
During the decade from 1990 to 2000, TCNZ and Telstra cut labour costs through 
large-scale downsizing programs.  Job cuts were supported by outsourcing, work 
intensification and the introduction of new technologies.  These initial downsizing 
programs were carried out through voluntary redundancies, across most sections 
of the firms.  In many instances workers simply self-selected themselves for 
redundancies.  TCNZ and Telstra’s downsizing strategies then became more 
strategic, as they targeted generic and semi-skilled work for outsourcing.  These 
strategies accorded with a TCE analysis.  But TCNZ and Telstra engaged in other 
practices that did not accord with a TCE analysis.  For example, both firms 
outsourced higher skilled technical work.  TCNZ and Telstra’s continued market 
domination and the emphasis that modern markets place on short term profits, 
provided possible reasons for these latter strategies.  This thesis suggests, 
therefore, that while TCE may help to predict broad trends in ‘rational 
organisations’, it may be less effective in predicting the behaviour of more 
politically and ideologically driven organisations aiming for short term profit 
maximisation.  
 
Some TCNZ and Telstra workers were shifted to subsidiaries and strategic 
alliances, which now assumed responsibility for work that had previously been 
performed in-house.  Many of these external firms re-employed these workers 
under more ‘flexible’ employment conditions.  TCNZ and Telstra shifted to more 
unitarist ER strategies with their core workers and reduced union influence in the 
workplace.  Unions at Telstra were relatively more successful in retaining 
members than their counterparts at TCNZ.  By 2002, TCNZ and Telstra had 
changed from stand-alone public sector organisations, into ‘leaner’ commercially 
driven firms, linked to subsidiaries, subcontractors and strategic alliances. 
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CHAPTER ONE 

 

TELECOMMUNICATIONS DEREGULATION: THE TELECOM 

CORPORATION OF NEW ZEALAND (TCNZ) AND TELSTRA 

 

Introduction 

 

This thesis examines two telecommunications companies (TelCos) — the 

Telecom Corporation of New Zealand (TCNZ) and Telstra.  Both had formerly 

been wholly state-owned enterprises that were induced to compete in more 

deregulated operating environments as their respective governments opened up 

their telecommunications sectors to competition.  Two broad questions 

underpinned this research.  Firstly, how did TCNZ and Telstra restructure their 

organisations and workforces following deregulation and why did they restructure 

their organisations and workforces in this way?  Secondly, what were the 

consequences of these strategies for TCNZ and Telstra’s employment relations 

(ER) practices?  This research focuses on the decade from 1990 to 2000, during 

which time much organisational restructuring and workforce reorganisation 

occurred.  Strategic human resource management (SHRM), downsizing and 

transaction costs economics (TCE) theories are used to compare and evaluate 

these policies at the firm level. 

 
Firms differ in organisation, governance structures and strategies, while 

researchers have suggested a causal link exists between a firm’s organisation and 

its performance (see Kogut 1991; Burack et al 1994; Beer 1997).  The decision 

whether to outsource production or produce in-house may differ within and across 

industries and between like industries in different countries.  Researchers have 

used TCE theory to examine the make/buy decisions of firms (Coase 1937; Teece 

1982, 1984; Pitelis 1996; Williamson 1979, 1983, 1985, 1991, 1996; Carroll & 

Teece 1999).  The TCE-based hierarchy versus market model of the firm suggests 

that outsourcing certain production processes to the marketplace may generate 

associated transaction costs related to opportunism and bounded rationality ⎯ for 

example the potential loss of firm-specific knowledge to a competitor.  Thus the 

full cost of outsourcing a service or production process to the market will include 

 1



the specified market price plus any associated transaction costs.  These associated 

costs may increase the total price of a market transaction to the point where it is 

more economical to produce a good or service in-house rather than outsource the 

process to the market.  Thus TCE can assist in analysing why TCNZ and Telstra 

maintained certain production processes and services in-house, while outsourcing 

other transactions. 

 

TCE research has tended to consider the external environment within which firms 

operate as implicit (see Pitelis 1996; Wiliamson 1979, 1983, 1985, 1991).  By 

working within the general world of theory this external context is often implied 

and/or simply understood to exist.  However this thesis applies the TCE model to 

specific firms — TCNZ and Telstra — whose ER strategies were influenced by 

external operating environments that impacted on the transaction costs associated 

with outsourcing production.  For example moves by governments in New 

Zealand and Australia towards deregulating their respective labour markets during 

the 1990s reduced the transaction costs associated with outsourcing and 

influenced subsequent management practices at both firms.  This thesis examines 

the external environments within which TCNZ and Telstra operated and how 

these influenced their organisational restructuring and ER decisions.  External 

variables that impacted on the transaction costs of outsourcing are analysed and 

linked to the TCE model, where they become explicit. 

 

While much literature links TCE to the make/buy decisions of firms and their 

organisational structures, less research has been undertaken to link TCE to the ER 

practices of firms.  Williamson (1979, 1983, 1985, 1991) discusses vertical 

integration, firm hierarchy and work organisation but not does not focus on the 

links between these actions and ER practices within firms.  Reve (1990:138) 

makes important distinctions on how TCE may affect the job security of different 

classifications of workers within a firm, but does not link this to other ER issues, 

such as the effects of labour legislation and the relative power of unions and 

management.  Reve also does not provide empirical evidence to support these 

propositions.  This thesis seeks to fill this apparent gap in the literature by better 

linking TCE to ER policies within firms undergoing organisational and workforce 

restructuring.  It integrates the literature on ER and the organisation of the firm by 
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using the explanatory powers of the TCE model to assist in explaining strategies 

such as downsizing and/or rightsizing. 

 

More recently researchers have linked TCE to strategic alliances and other forms 

of collaborative agreements between firms (Hennart 1988; Dunning 1995; Dyer & 

Singh 1998; Gulati & Singh 1998; Wicks et al 1999; Kale et al 2000; Tsang 

2000).  Dyer and Singh (1998) suggest that building relationships and trust 

between firms mitigates against potential transaction costs associated with 

opportunism and bounded rationality, while Dunning (1995) sees strategic 

alliances as a way for firms to ‘adapt’ to the marketplace, rather than retreating 

from it altogether.  This literature suggests that agreements between firms ⎯ 

including joint ventures and strategic alliances ⎯ may in some instances provide 

better, more cost efficient alternatives than either markets or hierarchy.  Therefore 

firms may internalise ‘intermediate’ markets.  However, while this research uses 

TCE to explain the organisational structure of collaborative agreements between 

firms, it fails to make any strong links between TCE and the ER practices of firms 

entering into alliances.  This thesis considers TCE theory from a new perspective 

as it uses the TCE framework to explain the effects of collaborative agreements, 

such as joint ventures and strategic alliances on ER policies.  For example, during 

the 1990s TCNZ and Telstra increasingly utilised human capital that was 

employed at arm’s-length from the parent firms. 

 

 

Outline of Thesis 

 

This chapter first outlines the significance and justification for this research on 

TCNZ and Telstra.  It then examines the literature on SHRM and TCE.  This 

literature review includes an analysis of how TCE theory may be used to explain 

the behaviour of core firms and their subsidiaries, joint ventures and strategic 

alliances.  The chapter presents a TCE model for TelCos undergoing 

organisational change and concludes by introducing specific research questions to 

be analysed and explained in this thesis.  Chapter Two outlines the methodology 

used to conduct this research.   
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Chapters Three and Four analyse and evaluate organisational and workforce 

restructuring strategies that occurred at TCNZ and Telstra.  Chapters Five and Six 

then link these organisational restructuring strategies to changing ER1 practices at 

TCNZ and Telstra.  Chapter Seven applies the model outlined in Chapter One to 

compare and contrast TCNZ and Telstra’s strategies.  Using the research 

questions developed in Chapter One to draw together the main empirical and 

conceptual findings of this study, Chapter Eight concludes the thesis. 

 

 

Justification for Research 

 

Researchers suggest that globalisation and technological change are proving 

disruptive to national ER systems (ILO 1997).  Governments are seeking to 

change their ER systems to facilitate increases in productivity that will improve 

competitiveness and attract foreign capital.  In many instances this has led to the 

transfer to the enterprise of some ER functions that were previously performed at 

a national level, exemplified by the shift towards enterprise bargaining in 

Australia and New Zealand.  As firms became less constrained by national 

systems they strove to become more flexible in order to compete more effectively 

with other firms in newly deregulated operating environments.  Local firms were 

induced, therefore, to reorganise their workforces to become more globally 

competitive (ILO 1997).  Restructuring strategies used by firms throughout the 

1990s included downsizing, delayering and outsourcing, as firms sought to turn 

themselves into leaner, more flexible enterprises (see Howard 1996; Littler et al 

1997; Ross & Bamber 1999). 

 

Globalisation is further linked to the privatisation of former public monopolies 

(Katz 1997).  Until the 1980s, TelCos in most industrialised market economies 

                                                 
1 Researchers define ER as an integration of human resource management (HRM) and industrial 
relations (IR) (see Gardner & Palmer 1997:584-604).  It has therefore become increasingly 
common for the term IR to be replaced by the more encompassing term, ER.  Under this broad 
definition some of the data contained in Chapters Three and Four of this thesis — including 
workforce restructuring data — could be classified under the ER label.  However, the data better 
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(IMEs) were public-sector utilities enjoying ‘monopolies’ in their home market.  

However, many IMEs subsequently deregulated their telecommunications 

industries, exposing them to competition (Katz 1997; The Economist 1997; Ross 

& Bamber 1998; Ross 2000).  Induced to compete in the market place, these 

former monopolies then had to adjust to more deregulated operating 

environments.  For example, in the USA authorities began to dismantle the AT&T 

and the Bell system in the late 1970s –– unlike many other countries, the US 

TelCos were not state owned.  The UK followed during the 1980s by privatising 

British Telecom (BT).  Subsequently governments in other IMEs increasingly 

corporatised and privatised their TelCos.  The New Zealand government 

privatised TCNZ in 1990 and the Australian government partially privatised 

Telstra in 1997.  In the UK, USA, Canada, Australia and New Zealand 

deregulation led to large-scale downsizing of workforces (see Katz 1997).  Thus, 

since the 1980s, TelCos in IMEs have faced many challenges, among them the 

deregulation of telecommunications sectors, the deregulation of labour markets 

and changing product markets brought about through new technologies.  The 

following sections examine these issues in more detail. 

 

Deregulation and Privatisation 

The reasons given by governments for the privatisation of their 

telecommunications sectors included the need to improve efficiency through 

microeconomic reform in the face of globalisation and the impending 

‘information age’.  In this regard the telecommunications sector was increasingly 

seen as a source of a country’s competitive advantage.  However, cynics may 

suggest that the privatisation process was partly driven by the ability of 

governments to procure large windfalls when they sold TelCo stocks.  The 

privatisation of telecommunications was fostered by agreements reached at the 

World Trade Organisation (WTO) in the late 1990s to open up the service sectors 

of member countries.  By 1998, most WTO member countries had committed to 

an agreement — the fourth General Agreement on Trade in Services (GATS) 

                                                                                                                                      
fitted these earlier chapters.  Thus while all the empirical chapters link TCE to ER issues, Chapters 
Five and Six include data that are more IR oriented. 
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protocol — that ensured competition within their telecommunications sectors 

(WTO 1998). 

 

Katz (1997) discusses the different approaches that IMEs have taken to 

deregulation.  In the USA the incumbent firms were split up and sold to create a 

larger number of smaller TelCos — the so-called baby Bells.  In contrast, while 

concurrently introducing competition into the market, the UK government 

allowed British Telecom (BT) to remain as a single entity.  Where the incumbent 

TelCos — such as, TCNZ and Telstra — were left intact, they tended to have 

considerable initial advantages over their future competitors.  These former 

monopolies still owned most of the fixed line infrastructure, had the most 

recognisable brand names and could generally rely on the forces of inertia to 

retain a customer support base; at least in the short term.  Aside from smaller 

niche areas, entry and exit costs into major telecommunications markets were also 

high. 

 

Government approaches to deregulation also differed in the extent to which they 

embarked on the privatisation process.  New Zealand and the UK both engaged in 

a full privatisation process that saw their former TelCos, TCNZ and BT 

respectively, sold off as 100 per cent privately owned entities.  Other countries, 

such as Australia, Singapore and Taiwan retained significant public ownership, 

although all three governments have mooted further privatisation (Wilhelm et al 

2000).  Those TelCos that remain under majority government ownership generally 

have greater restrictions on their operating practices than those that became 100 

per cent privately owned.  For example, being only partially privatised Telstra 

must act within the constraints of its majority government ownership.  Telstra 

must balance traditional social obligations with more recent demands from 

shareholders for increased dividends (Ross 2000). 

 

In what equates to a ‘Polyani’s paradox’1, some governments set up new 

regulatory bodies to try and help ensure the success of deregulation and 

                                                 
1 Polanyi suggested that forces preventing competition, such as monopolies, forced governments in 
‘free market’ economies to enact a raft of legislation and create a wide range of government 
agencies to prevent market failure (1957). 
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competition (Polyani 1957).  Australia introduced a number of such bodies during 

the 1990s to try to ensure that competition and a relatively open market existed in 

the then newly deregulated Australian telecommunications sector.  Conversely, 

the New Zealand government elected to remain with the generic Commerce Act, 

which did not specifically address the telecommunications sector (Hagley 1999).  

Thus if a competitor were to experience difficulty in gaining access to Telstra’s 

infrastructure at a mutually agreeable price, it could complain to agencies such as 

the Australian Consumer and Competition Council (ACCC).  When a new 

competitor to the New Zealand market, Clear Communications, attempted to gain 

access to TCNZ’s infrastructure, however, its case went all the way to the Privy 

Council in London without a satisfactory resolution (Ahdar 1995).  Thus, 

somewhat paradoxically, competitive pressures may be lower for incumbent 

TelCos operating in countries that have less telecommunications-specific 

legislation.  The competition may be stifled because, outside of the market that the 

incumbent firm already dominates, no mechanism exists to allow rival firms to 

gain access to the public network at competitive rates.  Throughout the 1990s 

TCNZ and Telstra continued to dominate fixed line local calls. 

 

During the 1990s the global telecommunications industry underwent rapidly 

expanded.  By 1997 it employed approximately 5.4 million people world wide 

with total revenues of US$644 billion (WTO 1998).  Table 1.1 shows the top 20 

TelCos ranked world wide in terms of revenue.  It is interesting to note that 10 of 

the top 20 TelCos are former or current monopolies, with nine of these firms 

being from the US.  Many of these US firms were derived from the break up of 

the Bell corporation.  Telstra also ranks relatively highly in global terms, being 

number 18 on the list. 

 

Deregulation was also accompanied by changing product markets that opened up 

new opportunities and potential threats for TelCos.  The traditional revenue base 

for many former TelCo monopolists had been local and long distance calls via 

their publicly owned networks.  Recent advances in digital technology, the 

introduction of mobile telephones and fibre optic cable, and the greatly increased 

use of the internet, offered the potential for a broader range of higher value added 

services.  However, the potential for greater revenues through these technologies 
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was partly offset by new levels of competition, often by newer and nimbler 

competitors in developing niche markets.  There was also a blurring of the earlier, 

relatively distinct market segments of telecommunications and the media.  Many 

TelCos did not have experience in creating content for these new mediums.  

Therefore they purchased and/or made alliances with technology, information, 

multimedia and entertainment (TIME) firms.  TelCos then had to develop and/or 

acquire skills to manage relationships with these firms. 

 

Table 1.1: TelCos Ranked by Revenue  
Rank Firm (Country) Total revenue  

(USD million) 
Net Income

(USD million)
1 NTT (Japan) 71,591 2196
2 AT&T (USA) 51,319 4638
3 Deutsche Telekom 

(Germany) 
37,694 2455

4 Bell Atlantic (USA) 30,194 2455
5 BT (UK) 26,277 2908
6 France Telecom 26,174 2482
7 SBC (USA) 24,856 1474
8 Telecom Italia 24,204 1949
9 GTE (USA) 23,260 2794

10 BellSouth (USA) 20,561 3261
11 MCI (USA) 19,653 149
12 DGT (China) 17,154 N/A
13 Ameritech (USA) 15,998 2296
14 Telefonica (Spain) 15,577 1253
15 US West (USA) 15,235 697
16 Sprint (USA) 14,874 953
17 Telebras (Brazil) 14,158 3,493
18 Telstra (Australia) 11,915 1205
19 DDI (Japan) 8190 -211
20 KPN (Holland) 7671 962

Total  476,554 36,798
Source: WTO (1998:18) 
 

Changing Labour Markets 

Moves towards the privatisation and deregulation of telecommunication sectors 

had profound effects on the workforces of the former TelCo monopolies, as these 

firms restructured their organisations to better compete in the deregulated 

environments (see Katz 1997; Eason 1998; Barton & Teicher1999).  Bamber 

discusses how Telecom Australia, the forerunner to Telstra, had a public sector 

culture that included long term career paths for its workforce and the employment 

of workers in areas not directly related to telecommunications (Bamber et al 

1997).  Following deregulation, these former monopolies re-evaluated their core 
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competencies and downsized staff, as work previously performed in-house was 

outsourced to the external marketplace. 

 

The deregulation of telecommunications sectors was also accompanied by the 

deregulation of labour markets in many IMEs.  Advocates of deregulated labour 

markets suggested that they gave firms more scope and flexibility in their dealings 

with their workers.  New Zealand and Australian governments responded through 

the introduction respectively of the Employment Contracts Act (ECA) 1991 and 

the Workplace Relations Act (WRA) 1996.  The New Zealand Act was more 

radical than its Australian counterpart.  Researchers noted how TCNZ and Telstra 

used these newly deregulated labour markets to great effect when forming their 

ER strategies (Anderson 1992, 1994; Eason 1998; Ross & Bamber 1998, 1999; 

Ross 2000).  This concurrent deregulation of labour and telecommunication 

markets allowed TelCos to undertake ER strategies that would not have been 

possible had deregulation occurred solely in the telecommunications market. 

 

The removal of former legislative ‘constraints’ on ER led to moves towards a 

more unitary approach by many firms as the locus of bargaining power shifted 

towards management.  This approach has similarities with what some researchers 

distinguish as ‘hard forms’ of HRM (Gardner & Palmer 1997:588-89).  Among 

many commentators and managers it was seen as an ideological battle that would 

allow managers to ‘regain control’ of their workers by implementing strategies 

that would not only align HRM policies with overall company objectives, but 

would also remove third parties — such as unions — from the decision-making 

process. 

 

Thus changing managerial attitudes during this period also in part reflected the 

growth of ER literature that focused on new paradigms for human resource 

management (HRM), such as the notion of ‘strategic HRM’ (SHRM) (e.g. Boxall 

1992; Burack et al 1994; Martell & Carroll 1995).  In Australia these changes in 

approach to ER were taken on board by some former government enterprises — 

including Telstra and the Commonwealth Bank — as they sought to better 

compete in newly deregulated markets.  Similarly during the 1990s managers in 

New Zealand firms moved to reassert control of traditional prerogatives by 
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dealing directly with workers (see Rasmussen & Lamm 2000).  However, the 

deregulation of the labour market in New Zealand during the 1990s also led to 

increasing income disparities, often without the anticipated lift in labour 

productivity (see Rasmussen & Lamm 2000).  Labour market deregulation also 

gave firms, such as TCNZ and Telstra more flexibility to restructure their 

organisations. 

 

Changing Organisational Structures 

Barton and Teicher discuss how relatively little attention has been paid to ‘new 

forms of organisation associated with privatised companies’ (1999a:6).  The 

restructuring and reorganisation strategies that occurred at TCNZ and Telstra 

reflected the deregulation of telecommunications and labour markets in New 

Zealand and Australia.  Figure 1.1 shows the changing nature of TCNZ and 

Telstra’s organisational structures.  Following deregulation TCNZ and Telstra 

moved from being relatively large, stand-alone firms, to become leaner 

organisations with flatter management structures.  Smaller core firms were then 

supported by subcontractor and strategic alliance networks.  These organisational 

changes were accompanied by a reassertion of managerial prerogatives at TCNZ 

and Telstra. 

 

Figure 1.1: Organisational restructuring: TCNZ and Telstra 
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The following section reviews the literature on SHRM and TCE.  This literature 

provides a possible framework to explain the organisational and workforce 

restructuring strategies of TCNZ and Telstra. 

 

 

Strategic Human Resource Management (SHRM), Downsizing and 

Transaction Costs Economics (TCE) 

 

This section reviews theories that could help us to understand TCNZ and Telstra’s 

organisational and workforce restructuring and their changing ER practices.  From 

an examination of the literature it seeks to build a model that will assist in 

explaining these changes.  The strategic human resource management (SHRM) 

literature helps to analyse the more strategic focus taken by the ER sections at 

both firms following deregulation.  This strategic focus included the development 

of strategies that led to large scale reductions in worker numbers and the 

outsourcing of production processes and services that had previously been 

performed in-house (see Ross & Bamber 1998; 1999).  Because TCNZ and 

Telstra’s strategies included extensive workforce reductions, relevant literature on 

downsizing is examined to assist in explaining why this occurred. 

 

A question remains, however, as to why the firms decided to retain some workers, 

while making other workers redundant.  Or alternatively, how did TCNZ and 

Telstra decide on which production processes and services to outsource and which 

to keep in-house?  TCE provides a possible explanation for these decisions by 

linking the make/buy decisions of firms to the asset-specificity1 of the good or 

service being produced (see Coase 1937; Teece 1982; Hennart 1988; Williamson 

1985, 1991, 1996).  From an ER perspective, workers with firm-specific skills and 

a subsequent high degree of asset-specificity will tend to be retained, whereas the 

skills of more generic workers will be purchased from the market. 

 

                                                 
1 Asset-specifity may be defined as the ease by which an asset may be transferred to its next best 
alternative use. 
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Figure 1.2 shows how the literature on SHRM and TCE assists in explaining the 

decision making process of ‘rational’ firms engaging in workforce 

downsizing/rightsizing.  To begin with, firms make a strategic decision to reduce 

labour costs through downsizing.  Strategic downsizing and/or rightsizing 

strategies will target specific job classifications rather than simply engaging in 

across the board redundancies (see Kane 1998).  TCE theory then provides firms 

with a strategy to help them decide on which workers to retain and which to target 

for redundancy.  Under this scenario, a strategic reduction of the firm’s workforce 

would occur in accordance with TCE logic.  The following sections examine these 

issues in further detail. 

 

Figure 1.2: SHRM, Downsizing and TCE 
SHRM 
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Rightsizing  
 

 TCE 
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⇒ 

1. Downsizing 
occurs in 
accordance with 
TCE logic  

2. Workers with 
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skills are 
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skills will be 
retrenched 

Source: Developed from Reve (1990); Martell & Carroll (1995), Kane (1998). 
 

Strategic Human Resource Management (SHRM) 

Researchers have cited several reasons for the growth of interest in strategic 

human resource management (SHRM) including increased competition, 

globalisation, changing markets, new technologies, and the notion that a firm’s 

performance is linked to its organisation (see Kogut 1991; Burack et al 1994; Beer 

1997).  While earlier analyses tended to conceptualise employers’ ER policies as 

generally being reactive (e.g. Dunlop 1958), in the SHRM paradigm management 

takes initiatives in ER policy, and moulds it to suit changing product markets.   
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The SHRM viewpoint was further influenced by the resource view of the firm.  If 

managed properly, workers could be trained into valuable, rare, nonsubstitutable 

and difficult ⎯ or costly ⎯ to imitate human resources that provided the firm 

with a sustainable competitive advantage (Gannon, Flood & Paauwe 1999:42).  

This resource view of the firm accords with TCE concepts, such as the asset-

specificity of workers.  While there is no single definition, Table 1.2 outlines four 

major characteristics that help define SHRM (see Martell & Carroll 1995). 

 

Table 1.2: SHRM Characteristics 
Characteristic Functional Application 
1. A longer term focus Multiple year plans for HRM policies 
2. New linkages between HRM and 

strategic planning 
HRM assists in strategy implementation 
and/or exerts influence on strategy 
formulation 

3. Proposed linkages between HRM and 
organisational performance 

SHRM contributes to increased profitability 

4. The inclusion of line managers in the 
HRM policy-making process 

Recognition of HRM skills 

Source: Adapted from Martell and Carroll (1995:255) 
 

While these characteristics may intuitively suggest a greater role for HRM in the 

overall performance of a firm, it remains difficult to measure the extent to which 

the introduction of SHRM type measures actually improve a firm’s bottom line.  

By their very nature, isolating the effects of HRM practices from other practices 

within a firm tends to be somewhat subjective.  However, the notion of SHRM 

has received many proponents (see Burack et al 1994; Koch & Gunther McGrath 

1996).  Burack et al (1994) supported the proposition that SHRM policies can 

assist firms to improve profitability through the creation of high performance/high 

commitment (HP/HC) organisations.  Such ‘new paradigm’1 firms were seen as 

better placed to succeed in the globalised marketplace.  However, Burack et al 

took a generic approach to the implementation of these practices.  This approach 

failed to take into account the diverse training needs of different classifications of 

workers both within and across firms (see Scarpello 1994:160-64).  This research 

also contained limited empirical evidence to support its claims. 

                                                 
1  Characteristics of employment relations (ER) in these firms include management credibility; 
participative management and employee involvement; high achievement focus; and mutual trust 
(1994:145). 
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From a study of Fortune 500 companies in the USA, Martell and Carroll 

concluded that while a large proportion of firms were integrating their HRM 

department into their strategic plans when formulating company strategies, 

general managers still did not generally rate HRM as highly as other departments, 

such as research and development, manufacturing, and marketing.  Interestingly, 

their study found no correlation between sophisticated HRM policies and 

improved short term company performance, such as increased profits.  Rather 

their study suggested a time lag before SHRM can benefit company profitability.  

Given the above mentioned support that SHRM has received in the ER literature, 

such time lags may have important implications for companies seeking to increase 

profits through such strategies, particularly in the short term. 

 

Table 1.3: Strategic Employment Relations Matrix 
 Nature of decisions 

Decision level Employers Unions Government 
Macro level Strategic role of 

human resources 
Political role; 
relations with 
political parties 

Macro-economic & 
social policies 

Employment  
relationship 

ER policies, 
negotiations & 
strategies 

Collective bargaining 
policies & strategies 

Labour law, incomes 
policies; & dispute 
settlement 

Workplace & 
individual groups 

Contractual or 
bureaucratic; 
individual or 
workgroup 
participation 

Policies on employee 
participation,  new 
technology & work 
design 

Regulation of 
workers rights and 
employee 
participation 

Source: Adapted from Kochan, McKersie & Cappelli (1984:23) 
 

Kochan et al (1984) provided a framework through which to examine ‘strategic 

choice’ in organisations by examining the interactions of the industrial relations 

parties –– employers, unions and government –– at three levels (see Table 1.3).  

At the first (macro) level, strategic choice is concerned with political relationships 

and government industry policy.  At the second (ER system) level, decisions are 

made concerning collective bargaining and negotiation strategies.  At the third 

(workplace and individual/group) level, individual workers and/or work groups 

interact with their immediate work environment.  For example, the Australian 
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Council of Trade Unions (ACTU), under the guise of the ‘Accord’,1 were to some 

extent involved in decisions at the macro level when the Australian Labor Party 

(ALP) was in power at the federal level between 1983 and 1996.  The policies of 

the ensuing coalition government, however, induced the ACTU to put greater 

emphasis on the workplace level, as wage determinations become more 

decentralised.  In New Zealand, the Postal Workers Union enjoyed a close 

relationship with TCNZ managers during the 1980s; however, following its 

corporatisation and subsequent privatisation, TCNZ discarded this approach.  

Thus a firm’s changing external environment affects the levels at which the ER 

parties operate and may limit strategic choice. 

 

Hyman (1987) argues that if the major industrial relations parties are limited in 

their actions by external operating environments there can be relatively little scope 

for employers to exercise strategic choice.  Dean and Sharfman also considered 

the influence of environmental constraints on strategic decisions (1996).  They 

saw managerial choice as ‘attempting to identify viable courses of action in the 

face of environmental constraints’ (Dean and Sharfman 1996:370).  Employers 

can either use all resources and information at their disposal to make rational 

strategic choices — termed procedural rationality — or they can make decisions 

on the basis of self-serving political behaviour.  Their studies suggested that even 

in the face of similar environmental constraints, enterprises which based their 

strategic decisions on procedural rationality produced better outcomes than those 

which based their decisions on political behaviour.  Because firms are political 

organisations this limits the effectiveness of strategic decisions.  Dean and 

Sharfman also found that unstable external environments diminished the 

effectiveness of longer term strategies decisions (1996:389).  This raises some 

doubts about the notion of strategic choice in the context of the rapidly changing 

environment of the telecommunications industry.  In the case of the IRIDIUM 

project, billions of dollars were lost when a consortium led by Motorola launched 

over 60 satellites to transmit a globalised mobile phone network.  However, 

                                                 
1 The ‘Accord’ was an agreement between the federal ALP government and the ACTU, whereby 
wage increases were centrally determined.  Wages were adjusted on the basis of price increases 
and productivity improvements.  In return unions agreed to mount no extra wage claims (Davis & 
Lansbury 1998:125). 
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changes in mobile phone technology and decreased call costs meant that their 

initial strategic plans and profit projections were obsolete by the late 1990s (see 

Finkelstein & Sanford 2000; Glater 2001:C7; The Economist 2001:58). 

 

Despite such problems Debrah sees the interaction between management and the 

changing environment external to the firm as an integral part of management 

strategy and decision making (1994:49-55).  Far from acting as a constraint, the 

external environment provides a changing dynamic context within which differing 

strategic choices can be made.  These changes may then provide opportunities for 

HRM practitioners to contribute to corporate decisions.  For example new ER 

legislation may allow the firm to introduce new ER strategies.  Therefore, ‘HRM 

processes and outcomes are determined by a continuously evolving interaction of 

environmental pressures and the responses — including, choice and discretion — 

of employers, unions and government’ (Debrah 1994:53).  This approach suggests 

that firms may undertake differing strategies in the face of similar changes to their 

external operating environments.  Should firms within the same industry respond 

differently to similar external environments then this would provide some 

evidence of the possibility of independent strategic choice.   

 

An example of the above was provided by the wharf dispute in the late 1990s 

between Patrick Stevedores and the Maritime Union of Australia (MUA).  In the 

face of Australia’s changing ER system, Patrick’s engaged in strategic behaviour 

that attempted to remove the MUA from its operating environment.  This strategy 

led to a protracted industrial dispute that had repercussions around the Australian 

waterfront.  However, during this same period a South Australian stevedoring 

firm, Sea-Land, instituted a more cooperative approach.  Its management 

successfully bargained with the union for a new collective enterprise agreement 

and no protracted industrial disputes occurred during the negotiation period (Allen 

1999).  While Sea-Land was a smaller firm than Patrick’s, its contrasting 

approach suggested that both firms had a degree of independent choice in their ER 

negotiation strategies. 

 

Thus the strengths and weaknesses of SHRM reflect its conceptualisation of 

management’s roles.  In the SHRM paradigm ER becomes more integrated into 
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the overall objectives of the firm.  Rather than being reactive, management takes 

the initiatives in ER policy and moulds it to better achieve corporate objectives in 

changing dynamic product markets.  Its weaknesses, however, include the 

limitations placed on management by the external context within which the firm 

operates.  This context includes other ER actors, such as governments and unions.  

A further weakness is the difficulty of quantifying the benefits from introducing 

SHRM type measures — much of the empirical literature is ambivalent about its 

effects, especially in the short term.  Hence, while many writers have extolled its 

benefits, the empirical data has tended to lag behind the rhetoric. 

 

ER strategies utilised by firms in industrialised market economies (IMEs) during 

the 1990s often included staff reductions under the euphemism of ‘downsizing’ or 

‘rightsizing’.  Quinn and Hilmer advised that firms should cut back their functions 

to core activities where the firm had special capabilities that gave them a 

competitive advantage (1994:43).  Activities not considered strategically 

important should then be outsourced to the market.  One result of these strategies 

was a reduction in the size of the regular workforce of many firms in Australia 

and New Zealand (Littler 1997). 

 

Downsizing 

Downsizing was seen as one way towards increased profitability in an 

increasingly competitive global environment (see Gerhart 1996; Cascio 1993; 

Cascio et al 1997; Littler 1997; Kane 1998).  The expected benefits of downsizing 

included lower overheads, less bureaucracy, faster decision making — such as, 

moves towards flat level management; smoother communications; more 

entrepreneurial behaviour and increases in productivity (Kane 1998:48).  While 

mass layoffs in previous decades were seen as the last resort of firms in financial 

trouble, by the 1990s such actions had begun to be seen by the markets as 

indicative of strong, decisive management.  In a bizarre twist, the share prices of 

many firms began to rise in response to announcements that they were laying off 

workers.   

 

Prior to the 1990s the main targets for job cuts tended to be blue-collar workers.  

However during the 1990s many white-collar workers were similarly targeted for 
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redundancy, as firms ‘delayered’1 their organisations.  This in part led to a decline 

in the average job tenure for managers in the USA from 12 years in 1981 to less 

than 7 years in 1993 (Cascio 1993).  Delayering may lead to more ER 

responsibilities being thrust on to line management, as middle management 

functions are purged from the organisation.  This suggests a link between 

downsizing and the decentralisation of some traditional HRM functions (see 

Martell & Carroll 1995:255; Gennard & Kelly 1997).  This delegation of ER 

responsibilities to line management was evident in the strategies introduced by 

TCNZ and Telstra.   

 

Despite the above potential benefits claimed by downsizing advocates, the 

empirical evidence has yielded mixed results.  Cascio, Young and Morris (1997) 

surveyed 537 firms listed in the Standard & Poors (S & P) 500 for the period 

1981-92 in an attempt to find a relationship between employment levels, asset 

levels, profitability and share market prices.  There was little evidence that 

downsizing on its own increased the profitability of firms over the medium term; 

however there was some evidence that such actions were rewarded by the share 

market (Cascio et al 1997:1175-1189; also see Worrell, Davidson & Sharma 

1991).  On the down side, earlier research suggested that the share prices of many 

firms that introduced downsizing programs actually fell below the average market 

rate within two years (Cascio 1993).  This caused ongoing staff reductions to 

become part of a firm’s corporate culture and suggested a focus on short term cost 

reductions rather than long term sustainability. 

 

Kane also suggests that in many instances the expected benefits of downsizing are 

not achieved (Kane 1998:51-52).  Kane makes the distinction between downsizing 

and rightsizing, with the former being a relatively unplanned, reactive response to 

reduce costs in the face of changing markets and the latter being a planned, 

proactive response to improve the firm’s market competitiveness (see Table 1.4).  

Thus Kane sees SHRM practices as being an important element in the success of 

any rightsizing approach.  However, other studies have highlighted the difficulties 

firms may face in introducing innovative SHRM practices during periods of large-

                                                 
1 A process in which level(s) of management are removed as workers are laid off. 
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scale layoffs and redundancies (see Shadur et al 1997; Ross & Bamber 1998).  For 

example, it may be difficult to improve employee commitment and morale 

through ‘soft forms’ of HRM, such as participative approaches, while workers are 

worried about job security.  Under this scenario workers will be more concerned 

about the size of redundancy payments and may already be looking for jobs 

elsewhere. 

 

Table 1.4: Downsizing and Rightsizing 
Type Downsizing Rightsizing 
Methods Reduction in 

employee numbers 
Restructuring, 
redesign, 
reengineering 

Organisational 
transformation, 
becoming a learning 
organisation 

Orientation Resolve financial 
crisis, correct past 
mistakes and 
overstaffing 

Efficiently and 
effectively meet 
current customer 
expectations 

Future vision 

Source: Kane (1998:52) 
 

Downsizing strategies were popular among Australian and New Zealand firms 

during the 1990s.  Littler et al (1997) found that between 1993 and 1995, 57 per 

cent of Australian firms and 48 per cent of New Zealand firms had downsized, 

with many Australian firms having downsized two or three times.  Such repeated 

downsizing is seen by Littler et al as a major contributing factor towards ‘survivor 

syndrome’, whereby repeated layoffs lead to lower worker commitment and 

morale.  In the late 1990s Australia was in the grip of a downsizing cycle, while in 

New Zealand the rate had begun to level off: much of the restructuring in New 

Zealand had begun earlier than in Australia (Littler et al 1997:69-75).  O’Rourke 

(1995) suggests that Australian firms downsized proportionately more than firms 

in any other OECD country (cited in Kane 1998:48). 

 

The alleged benefits of downsizing may also be outweighed by the benefits of 

maintaining a long term stable employment relationship.  Large Japanese firms 

are well known for the practice of ‘labour hoarding’, with larger firms tending to 

keep workers on during cyclical downturns, leaving them well placed to take 

advantage of any upswings in the economy.   
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In examining the financial and social effects of downsizing, Gerhart and Trevor 

surmised: 

In general, it seems that high employment variability, particularly in the 

context of the decision to lay off employees, pits substantial and known 

short term cost savings against the potential long term costs associated 

with hiring, training, employee attraction, and diminished survivor trust 

and commitment (Gerhart & Trevor 1996:1693).  

These issues have ramifications for TCNZ and Telstra as both firms introduced 

significant cuts to the size of their permanent workforces. 

 

Downsizing may lead to the loss of experienced employees with firm-specific 

skills.  Some firms are forced to hire such workers back as ‘consultants’, often on 

higher rates than they were previously paid.  By outsourcing jobs previously 

performed in-house, firms also begin to redraw their boundaries and change 

make/buy decisions: in the process core competencies may be lost.  Firms should, 

therefore, act strategically when laying off workers.  TCE provides a theory that 

can explain how firms decide which workers to retain and which workers to target 

for redundancy. 

 

Transaction costs economics (TCE) 

 

Islands of conscious power in this ocean of unconscious co-operation like 

lumps of butter coagulating in a pail of buttermilk (Robertson, quoted in 

Coase 1937:388). 

 

This novel metaphor for firms in market economies begs the question as to why 

firms exist, and indeed expand into large organisations, in a system that 

conventional neo-classical economics implies largely consists of contracts 

determined by the price mechanism.  Under such a neo-classical approach firms 

could theoretically contract out, or outsource, all their production to individual 

agents.  Given that it is rare for firms to contract their work out to this extent, it 

would appear that they have found a more efficient — less costly — alternative. 
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In his seminal work Coase saw the existence and growth of firms as proof that in 

some instances firms may offer more cost-effective methods of organising the 

production of goods and services than the alternative of contracting out such 

functions to the market.  In this regard he saw the firm as the ‘supersession of the 

price mechanism’ (Coase 1937:389).  Carrying this argument further, a rational 

firm should always be able to carry out such internalised transactions at a lower 

cost than the market-place, for if these costs rise it has the alternative of 

outsourcing these functions.  The market price may also not cover associated 

costs, such as lower quality goods and services, and the possible loss of 

intellectual property rights to competing firms.  Outsourcing in this situation may 

put at risk the ‘core competencies’1 built up by a firm over time and thus risk its 

competitive advantage. 

 

Attempting to better explain why firms organise as they do, Williamson (1979) 

expanded on Coase’s work by taking a TCE approach to the problem.  Williamson 

saw managers (principals) as generally having less information about 

departmental activities than the workers and/or subcontractors (agents) who are 

contracted to perform these tasks.  When coordinating these activities managers 

suffer typical principal/agent problems including bounded rationality and 

asymmetric2 information.  This in turn leads to problems of shirking and 

opportunism on the part of agents in areas including quality control and the 

safeguarding of intellectual property rights.  As outsourcing tends to lessen a 

firm’s control over the production process — a common complaint in licensing 

agreements — an agent’s activities may be more effectively controlled when the 

production process is performed in-house.  In TCE parlance, it becomes cheaper 

to internalise the transaction than to externalise it.   

 

Williamson further advised that because outsourcing involves a legal contract, 

whether written or verbal, it may lead to increased transaction costs in the form of 

legal fees and the costs of possible future litigation.  As the future is unknown, 

                                                 
1 ‘Core competencies refers to skills within the firm that competitors cannot easily match or 
imitate’ (Hamel & Prahalad 1989) 
2 Asymmetric information: a situation in which one side of an economic relationship has better 
information than the other (Katz & Rosen 1991:595). 
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conditions under which contracts are originally made may change rapidly.  

Pressures in reinterpreting and rewriting contracts can lead to breakdowns in the 

relationship between principals and agents.  Finding replacement agents 

represents added costs. 

 

Consequently, TCE suggests that factors such as the potential loss of core 

competencies, difficulties associated with legal contracts, and issues of control, 

induce firms to outsource those functions that have low asset-specificity and keep 

in-house those functions that have a high degree of asset-specificity.  As the risk 

of losing core competencies to external contractors will increase over time, this 

tendency will be more noticeable amongst asset-specific goods and services that 

are reproduced on a regular long term basis.  Pitelis (1996:4954) states that ‘the 

co-existence of asset-specificity, bounded rationality and opportunism creates a 

situation where transaction costs can be so high that it is advantageous to 

supersede the market and organise resource allocation within the firm’.  Thus, 

when firms make decisions concerning outsourcing, production costs form only 

part of the equation.  To economise a firm must minimise the sum of production 

and associated transaction costs (Williamson 1979: 245). 

 

TCE therefore offers a theoretical framework to explain how an organisation can 

attempt to minimise its total costs through its organisational structure.  A 

transaction is seen as the basic unit of analysis, with firms being motivated to try 

and reduce the costs of their transactions to a point below those of their rivals 

(Williamson,1991; Hennart,1994).  According to this approach the ability of a 

firm to minimise its transaction costs has a large bearing on its economic success, 

with transactions either being conducted within the firm or externally in the 

marketplace.  TCE has also been linked to the reengineering literature whereby 

firms ‘focus on the processes a firm uses to accomplish its production or service 

goals.  Firms then design an organisation around the processes rather than the 

functional areas, thus reducing internal and external transaction costs’ (Gannon, 

Flood & Paauwe 1999:44). 

 

However, the future make/buy decisions of firms may be constrained by the 

governance choices that firms have made in the past.  Argyres and Lieberskind 
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refer to this concept as ‘governance inseparability’ (1998:49-63).  They suggest 

that factors such as long term contractual commitments may limit a firm’s 

outsourcing options.  Firms may also take a short term or long term view of 

events.  For example, if a firm decides to sell off and/or outsource core 

competencies for short term shareholder profit, a traditional TCE analysis may not 

hold.  Howard argues that the drive for increased short term profits by many firms 

in the UK during the 1990s led to long term detrimental effects as firms mistook 

cost-cutting for efficiency (1996:66-67). 

 

Changes in the bargaining power of the various stakeholders can also lead firms to 

make decisions that do not accord with what TCE theory would suggest would be 

in the firm’s best interests.  For instance, increases in union power ⎯ or the 

election of a government more sympathetic to union interests ⎯ may lead to firms 

maintaining the production of generic goods and services in-house, even though 

TCE suggests they could be better outsourced to the marketplace.  Thus ‘labour 

and consumer transactions exert an important and pervasive influence on the 

boundaries of the firm’ (Argyres & Lieberskind 1998:58).  For instance, the 

unions at Telstra enjoyed greater bargaining power while a federal Australian 

Labor Party (ALP) government was in office in Australia.  However, the election 

of conservative governments in New Zealand and Australia during the 1990s was 

associated with greater deregulation of their respective labour markets and 

changed the relative bargaining power of unions at TCNZ and Telstra.  Both firms 

subsequently made greater use of outsourcing and subcontractor relationships, 

while concurrently reducing the size of their full-time workforces.  The following 

section links these changing make/buy decisions to ER issues. 

 

TCE and Employment Relations (ER) 

When a firm restructures and downsizes its workforce decisions must be made 

concerning which staff to target for redundancy.  A firm wishing to reduce its 

staffing level by 10 per cent may achieve this by across the board redundancies, 

but it will also lose some talented employees who have received a high degree of 

in-house training.  In other words, there has been a high degree of investment in 

human capital in these employees that is firm-specific (Williamson 1979:240).  

 23



Given the costs associated with this investment in training it does not make 

economic sense for firms to lose such employees in this way.  A more rational 

decision is for firms to target for redundancy those employees with little training 

and few in-house skills.  These employees have a low degree of asset-specificity1.  

As Lepak and Snell state, ‘not all employees possess knowledge and skills that are 

of equal strategic importance’ (1999:31).  Williamson goes so far as to say: 

The efficiency benefits of collective organisation are negligible for non-

specific labour.  Accordingly, such labour will be organised late, often 

only with the assistance of the political process (1979:260). 

This non-specific labour includes workers with generic skills that can usually be 

accessed through outsourcing, subcontracting and/or the part-time labour market. 

 

This argument has similarities with the core-peripheral view, which sees large 

companies developing internal labour markets, with long term job security and 

seniority based promotions for a relatively small ‘core’ workforce.  These regular 

employees are valuable to the company because of the high investment it has 

made in the form of on-the-job and off-the-job training.  ‘Peripheral’ employees 

are employed by small firms or on an atypical2 basis by larger firms and are 

generally forced to accept lower wages and/or conditions than ‘core’ employees 

(Atkinson 1987).  Some researchers imply that this scenario leads large firms to 

use smaller subcontracting firms as buffers to help offset their own internal labour 

costs (Chalmers 1987; Dedoussis 1991). 

 

Large manufacturing firms in Japan provide an example of how the TCE concept 

may affect ER policies.  Such firms expend considerable time and resources on 

training new employees, and retraining and upgrading the skills of their current 

workers.  However, this generalisation applies to core employees to a far greater 

extent than peripheral workers.  The skills taught to core employees are generally 

specific to the needs of the firm.  The worker, therefore, gains a high degree of 

asset-specificity within that firm.  Given that the costs of training new employees 

                                                 
1  The degree of specificity being measured by the ease to which a worker’s skills can be put to an 
alternative use. 
2 Non-standard work - such as casual and/or contract work - performed outside the scope of  
 traditional ‘full-time’ employment. 

 24



in the required firm-specific skills are high, it is cost efficient for employers to 

give incentives that will encourage regular workers to remain committed to the 

firm.  Thus, long term job security is implied in the labour contract, promotion is 

linked to seniority, and employer subsidised welfare schemes are offered 

(Morishima 1995; Ross & Bamber 1997).  According to Koike, ‘seniority wages 

simply reflect the nature of skill; skill is developed in a career over a long period 

within a firm’ (1987:327). 

 

As long as the firm sees the cost of offering these incentives as being less 

expensive to the company than the cost of high labour turnover, the incentives 

will remain.  There are also disincentives for employees to leave.  It is more 

difficult for an employee to transfer firm-specific skills to another company.  

Starting at a new firm often means starting at the bottom of the seniority ladder.  

Thus, the granting of extensive benefits to core workers, relative to other 

employees in the Japanese workforce, reflects an effort to minimise organisational 

transaction costs, rather than altruistic largess on the part of the firm towards its 

core employees.  Peripheral employees, such as casual and part-time workers, do 

not receive the same incentives.  These workers are generally engaged to do work 

that requires generic skills, which can usually be found more easily in the external 

labour market.  Similarly, while extensive subcontracting is common, most large 

companies in Japan still retain in-house those sections of the production process 

which give them a firm-specific advantage over competitors (Asanuma,1992).  In 

these situations, the total costs of contracting out key production processes are 

seen as greater than the costs of conducting them inside the firm. 

 

These TCE concepts are supported by Lepak and Snell who state that much of the 

SHRM literature is overly simplistic because it tends to focus on the provision of 

comprehensive HR strategies for managing all employees within a firm.  Many of 

these strategies, such as participative management and employee empowerment, 

require a large investment by the firm in time and training.  However, they argue 

that rather than engaging in such practices with all workers within the firm, the 

‘most appropriate mode of investment in human capital will vary for different 

types of human capital’ (1999:32).  HR strategies should accordingly vary across 
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the firm, as companies target workers with firm-specific skills for further training 

and development. 

 

TCE suggests then that the ER strategies of firms will broadly reflect the 

following concepts:  

• employees with firm-specific skills will tend to be retained; 

• employees with less firm-specific skills may move towards first and second 

tier contractors; 

• employees with generic skills will move towards atypical employment; and 

• firms will become a function of their strategic core and their strategic alliances 

(Reve 1990:138). 

As many firms both make and buy their human capital (Lepak & Snell 1999:32), 

TCE provides a framework to assist them in deciding which functions to produce 

in-house and which functions to outsource to the market. 

 
Some provisos should be made here.  To begin, a firm that is changing its 

business strategies — such as moving from a production orientation to a customer 

orientation — may still target workers with apparent firm-specific skills in areas 

that the firm no longer considers to be a core competency.  Such areas may be 

outsourced and/or substantially reduced.  Outsourcing and downsizing decisions 

may also be influenced by a firm’s market dominance.  A firm that dominates the 

market may have less concerns about potential transaction costs associated with 

outsourcing work because competitor firms have a relatively small share of the 

market.  Thus subcontractors will have few alternative tendering options, which 

reduces the chance of them giving away firm-specific knowledge to competitors. 

 

Exogenous variables that affect a firm’s external operating environment also have 

a substantial impact on decisions related to workforce restructuring.  These 

external variables may change relative transaction costs.  For example, 

government decisions and regulations may impinge on a firm’s decision over 

which workers to lay-off.  The provision of adequate telecommunications services 

to regional centres in Australia has been a hot political issue for successive 

Australian federal governments.  This in turn puts pressure on Telstra to maintain 

technical services at uneconomical levels in some regional areas to avoid possible 
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higher transaction costs in the form of increased government legislation and 

regulation in the telecommunications sector. 

 

This thesis contends that the TCE literature complements the strategic 

management and downsizing literature.  Its premise that total costs include both 

production and associated transaction costs gives management a benchmark on 

which to base outsourcing and downsizing strategies.  Following deregulation 

TCNZ and Telstra both moved to make greater use of human capital not directly 

employed by the parent company.  TCE theory provides a framework to better 

analyse why Telstra and TCNZ changed their make/buy decisions and to evaluate 

what the possible longer term repercussions of these strategies will be.  However, 

this analysis needs to incorporate the external variables that change the relative 

transaction costs of make/buy decisions, and hence influence the decisions of 

TCNZ and Telstra managers. 

 

TCE literature provides an explanation for simple make/buy decisions and 

outsourcing arrangements with subcontractors.  However TCNZ and Telstra 

became more complex organisations as they established joint ventures and 

strategic alliance arrangements.  The following section examines how TCE may 

be used to help analyse such equity joint ventures and cooperative arrangements 

between firms.   

 
Relationship Management 

A study of Fortune 500 companies found that by the late 1990s more than half of 

these firms had outsourced large parts of their business processes (Gannon, Flood 

& Paauwe 1999:43).  TCNZ and Telstra managers used the term ‘relationship 

management’ to describe the shift from managing work being performed by their 

own employees to managing work being performed by subcontractors, 

subsidiaries, joint ventures and strategic partners (Interviews with TCNZ & 

Telstra).  In some instances such cooperative arrangements with other firms may 

generate relational rents that are greater than either markets or hierarchy (see 

Hennart 1988; Dunning 1995; Yeom 1996; Dyer & Singh 1998; Kale, Singh & 

Perlmutter 2000; Tsang 2000). 
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Yeom develops the theory of the firm beyond the dualism of organisations and 

markets and sees networks as offering an efficient alternative (1996).  Networks 

can offer loose boundaries and open transparent relations between member firms 

of the group.  Such interaction may include information exchanges and problem 

solving between group members.  Long term reciprocal transactions between 

group members will limit short term opportunism and lead to long run 

equilibrium.  In such an environment networks of firms can operate more 

efficiently and cost effectively than individuals in the market (1996:92).  

Networks may also share the risk and reduce investment costs for individual 

firms.  But Yeom doesn’t satisfactorily explain issues such as the control of the 

production process and the quality of goods and services produced outside the 

core firm.  TCE suggests that these factors will mitigate against the benefits of 

networking arrangements. 

 

Dunning discusses these issues under the guise of ‘alliance capitalism’1 (1995).  

He suggests that cooperative networks of firms will lead towards:  

a flattening out of the organisational structure of decision making of 

business enterprises, with a pyramidal chain of command being 

increasingly replaced by a more heterarchical inter-play between 

participants in decision making (1995:20). 

This quote is a fairly apt description of the kinds of organisational changes that 

occurred at Telstra and TCNZ (see Figure 1.1).  Dunning accepts the principle that 

issues such as bounded rationality, information asymmetries and opportunism are 

factors that assist in the make/buy decisions of firms.  However, if firms are 

facing high market transaction costs, rather than retreating from the market place 

entirely ⎯ and internalising all such transactions ⎯ a cooperative alliance may be 

a legitimate alternative.  Dunning puts this in terms of firms adapting to 

marketplace conditions rather than simply exiting from the market (1995:6).  By 

engaging in strategic alliances firms need not necessarily lose complete control 

over a production process or service, just because it is not produced in-house.  

Therefore firms may be able to reduce the costs associated with ‘arm’s length’ 

                                                 
1 ‘Alliance Capitalism’ – ‘portrays the organisation of production and transactions as involving 
both cooperation and competition between the leading wealth creating agents’ (Dunning 1995:7) 
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market based transactions, while at the same time accessing the skills, assets and 

intellectual capital of partner firms (1995:7).  Such cooperative arrangements 

between firms may then mitigate against transactions costs such as opportunism.  

Dunning see such arrangements as complementary to single firm hierarchies, 

rather than as a replacement to them.   

 

From a TCE perspective this type of arrangement internalises ‘intermediate 

markets’ between two or more firms (Dunning 1995:12).  This is in contrast to 

internalising a production process within one firm.  Japanese Keiretsu groups and 

their supplier networks provide some evidence of the ability of firms to create and 

sustain such interfirm cooperative arrangements.  However, extensive networks 

between firms are more unusual in the western context and in some instances 

would run foul of local anti-monopoly laws.  The Australian Consumer and 

Competition Commission (ACCC) keeps a close watch on suspected ‘collusive’ 

agreements between firms. 

 

Alliances between firms may also be undermined if both parties engage in a 

‘learning race’, where the ‘partners engage in opportunistic attempts to outlearn 

each other’ (Kale et al 2000:217).  This strategy then becomes an attempt to 

simply gain the intellectual property of another firm before dissolving the alliance.  

Therefore researchers stress the importance of creating relational capital through 

building interpersonal ties that foster greater trust between the alliance partners 

(Dyer & Singh 1998; Kale et al 2000).  Such relational capital may reduce 

potential transaction costs associated with market behaviour. 

 

TCE suggests that opportunistic behaviour may be reduced via the asset-

specificity of the good or service being contracted out.  Should the firm be able to 

convince a subcontractor and/or alliance partner to invest in asset-specific 

equipment pertaining to the goods or services being produced, then the 

subcontractor and/or alliance partner will be more likely to continue with the 

relationship.  Inducing supplier firms to invest in co-specific assets creates high 

sunk costs within these firms, which in turn help to create effective ‘non-legal 

enforcement mechanisms’ that bind the firms together (Argyres & Liebeskind 

1998:51).  Because the firm will find it difficult to find alternative subcontractors 
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and/or alliance partners willing to make these large investments in asset-specific 

equipment it is in the interests of both parties to form long and flexible 

relationships (Williamson 1979:237-40).  In his discussion on credible 

commitments, Williamson refers to these kinds of arrangements as ‘hostage 

taking’ (1983).  This following section analyses the ER implications of these 

kinds of inter-firm relationships. 

 

Relationship Management and Employment Relations (ER) 

Agreements with external firms create a number of ER issues.  First, firms are no 

longer required to employ workers directly in order to utilise their intellectual 

capital and skills.  This allows firms to make use of human resource skills that 

they do not currently possess.  For example, workers from joint ventures or 

strategic alliance partners may give the firm access to new and complementary 

labour skills.  This may reduce the need to train their own workers.  Alternatively, 

firms may decide to place parent company workers into a joint venture and/or 

strategic alliance where they can be trained by the partner firm.  These new skills 

can then be transferred back into the parent company. 

 

Workers who are transferred into subsidiaries and joint ventures become 

employed at ‘arms length’ from the parent company.  In some instances the parent 

company may no longer have a legal obligation to these workers.  Because 

employment terms and conditions are often set down by collective agreements 

that relate to the parent firm, these workers may be re-employed by the new entity 

under different terms and conditions of employment.  Research suggests that 

‘greenfield’ sites are able to introduce new employment terms and conditions that 

are less influenced by previous employment agreements (see Hursthouse & Kolb 

2001: 260-268).  Subsidiaries and joint ventures may also employ workers from 

the external labour market who do not identify with the unions that previously 

covered workers at the parent firm. 

 

Firms may also staff subsidiaries and joint ventures with atypical types of 

employment practices.  For example, more ‘flexible’ employment agreements 

may allow these firms to utilise more casual workers and/or short term contract 

labour.  New technologies also allow firms to centralise and rationalise their 
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operations.  Telstra’s joint venture firms centralised and rationalised their call 

centres, while some UK telecommunications firms relocated their call centres to 

India. 

 

Therefore, as firms increase their use of agreements with external firms ⎯ or in 

the TCE parlance, internalise ‘intermediate markets’ ⎯ workers operating outside 

of parent companies will increasingly generate more of their future revenues.  

This suggests that increases in revenues and profits may be associated with 

declining or static employee numbers in the parent company. 

 

 

Workforce Restructuring Model 

 

Because firms do not operate in a political, social or legal vacuum, the ability of 

TCNZ and Telstra to engage in strategic downsizing — including the use of TCE 

concepts — was linked to their ability to exercise strategic choice.  In this regard, 

variables external to the firm constrain and/or provide opportunities for firms 

engaging in outsourcing and downsizing strategies.  From a TCE perspective 

these changing external constraints have the potential to change relative 

transaction costs, which in turn influence the strategic decisions undertaken by 

firms.   

 

Figure 1.3 outlines a TelCo workforce restructuring model that includes joint 

ventures and strategic alliances ⎯ such as those entered into by TCNZ and Telstra 

⎯ and introduces six external operating constraints.  This model considers the 

external environments within which managers at TCNZ and Telstra made their 

decisions.  By linking these external variables to the TCE model they become 

explicit, rather than assumed — i.e. implicit.  This provides a better analysis of the 

strategies undertaken at TCNZ and Telstra, than by TCE alone.  It helps to explain 

why TCNZ and Telstra changed their make/buy decisions and the implications for 

staffing levels within their ‘core’ workforces.  Because TCNZ and Telstra are 

based in different countries a model that takes into account their different 

operating environments is also better able to explain their contrasting strategies. 
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Figure 1.3: TelCo workforce restructuring model 
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OPERATING 
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Notes: 1. Solid lines contain TCE model for workforce restructuring. 

2. Dotted lines contain external variables that impinge on management decisions. 
Source: Developed from Reve (1990), Williamson (1979, 1983 & 1996) and primary research on 

organisational and workforce restructuring (1997-2002). 
 

 

The external variables outlined in Figure 1.3 include: 

1. ownership structure; 

2. political/ideological environment; 

3. legal environment; 

4. relative union strength; 

5. technology; and 

6. the geographical environment. 
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By linking these external variables to TCE theory this model allows for a rigorous 

analysis of the data and research questions. 

 

Research Questions 

In this thesis the above model is used to analyse the strategies at TCNZ and 

Telstra.  The thesis examines the following five specific questions: 

1. How useful is TCE theory in explaining the organisational and workforce 

restructuring strategies undertaken by TCNZ and Telstra? 

2. How useful is TCE theory in explaining the similarities and differences in 

TCNZ and Telstra’s strategies? 

3. To what extent were TCNZ and Telstra’s strategies influenced and/or 

constrained by changing relative transaction costs associated with changing 

external constraints? 

4. What were the ER implications of TCNZ and Telstra’s organisational and 

workforce restructuring strategies? 

5. How useful is TCE theory in explaining TCNZ and Telstra’s changing ER 

strategies following the deregulation of their respective telecommunications 

sectors? 

The following chapter outlines the research methods used to approach and analyse 

these questions.  The next chapters then seek to answer these questions through 

analysing and comparing TCNZ and Telstra’s strategies. 
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CHAPTER TWO 

 

RESEARCH METHODS 

 

Introduction 

 

Chapter One outlined the literature and theoretical background that were used to 

develop the research questions for this thesis.  This chapter outlines the 

procedures used to gather and analyse the data that enabled these issues to be 

examined.  It discusses why a qualitative approach was adopted and the strengths 

and limitations of this research technique.  It then outlines the methods used for 

data collection and examination.  This included a multi-method approach and the 

use of computer assisted qualitative data analysis software. 

 

 

Qualitative Research — Strengths and Limitations 

 

Researchers comment on the strengths associated with in-depth studies of 

organisations.  Hakim states that this method has been shown to be well suited to 

the analysis of ER, management and organisational change — all issues addressed 

by this thesis (2000:68).  Qualitative methods also enable researchers to 

investigate perspectives that are often beyond the reach of quantitative methods.  

For example, as Gillham writes (2000:11): 

• To explore complexities that are beyond the scope of more controlled 

approaches; 

• To get under the skin of a group or organisation to find out what really 

happens — the informal reality which can only be perceived from the inside; 

and 

• To view the case from the inside out: to see it from the perspective of those 

involved. 

These three statements succinctly sum up why this thesis took a qualitative 

approach to the study of TCNZ and Telstra.  The organisational, workforce 

restructuring and ER strategies of these firms were complex issues that involved 
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many different stakeholders.  Examining the perspectives of the people who were 

associated with and/or affected by these actions allowed this thesis to effectively 

analyse TCNZ and Telstra’s responses to deregulation. 

 

One criticism associated with researching a limited number of organisations is the 

perceived difficulty in extrapolating broad conclusions from the study of a 

relatively small number of firms (Hamel et al 1993:20).  Some researchers suggest 

that this may yield narrow and/or idiosyncratic models of firm behaviour 

(Eisenhardt 1999:154-55).  However, in response to this argument Platt advises 

that:  

If there is a rich and detailed account of many features of the case(s), it 

may be a considerable achievement to devise an interpretation which can 

deal with all of them, and this may pose a greater challenge than the fitting 

of superficial generalisations to larger numbers (1999:176). 

This ability to gain rich, detailed data makes qualitative analysis an appropriate 

vehicle for theory development (Fielding & Fielding 1986; Lewin 1992; 

Eisenhardt 1999:154).   

 

Lewin suggests that it is rare to find research that is solely concerned with either 

theory testing or theory development (1992:86-87).  Rather most research 

involves some combination of the two approaches.  This thesis applies an 

established theory — TCE — to the activities of two firms.  It also develops an 

organisational restructuring model for TelCos facing deregulation that links TCE 

theory to SHRM issues, such as external constraints (see Figure 1.3).  By 

conducting in-depth studies of TCNZ and Telstra this thesis was able to compare 

detailed empirical data against that predicted by TCE.  This was supported by 

personal observations of what was occurring at the workplaces at TCNZ and 

Telstra and discussions with other stakeholders, including union officials.  This 

close interaction with the actual evidence meant a strong case could be made for 

whether TCE theory supported or did not support specific actions and/or 

circumstances (see Eisenhardt 1999:154). 

 

Critics of qualitative and case study methods often fail to take into account the 

fact that case studies are seldom selected at random (Hamel et al 1993:41-44).  
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Rather the two firms selected for this thesis were chosen after an initial 

investigation revealed their similar historical backgrounds and the fact that they 

were required to respond to a like event.  TCNZ and Telstra were both former 

public monopolies that faced the deregulation of their respective 

telecommunications sectors. Given their similar historical backgrounds, the earlier 

deregulation and privatisation process that occurred at TCNZ allowed this thesis 

to consider if events in New Zealand could be a precursor for events in Australia. 

 

The decision to use a qualitative approach was influenced by other researchers 

who have compared firms in like industries across countries (see Dore 1973; 

Lansbury & Breakspear 1995; Katz 1997; Lansbury et al 2002).  Katz examined 

and compared changing ER in TelCos in industrialised market economies (IMEs).  

This research suggested that TelCos in other countries were required to respond to 

similar issues to those faced by TCNZ and Telstra (Katz 1997).  Thus the actions 

and strategies of stakeholders at TCNZ and Telstra may have implications for 

other former public monopolies in the telecommunications sector. 

 

 

Data Collection and Analysis 

 

Organisational and workforce restructuring at TCNZ and Telstra was a dynamic 

changing process.  Because new sections were regularly created or disbanded, 

organisational structures soon became out of date.  Therefore it was not practical 

to attempt to include the latest data on TCNZ and Telstra’s organisational 

structures in this thesis.  Rather, this thesis identified and analysed the main trends 

that underpinned the organisational and workforce changes that happened at 

TCNZ and Telstra from the late 1980s to 2000.  It was during this period that 

many major changes occurred.  This allowed this thesis to take a ‘snapshot’ of 

how these firms looked at the end of the 1990s, following a decade of 

deregulation. 

 

Primary and secondary data for the thesis was collected from a broad range of 

sources.  In examining organisational and workforce changes at TCNZ and Telstra 

and its effects on ER, it quickly became apparent that much of the data held by 
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both firms was commercial in confidence.  For example, internal company reports 

on downsizing and collective bargaining strategies were sensitive issues.  To 

circumvent these restrictions data was collected via a number of methods.  These 

included interviews, direct observations, external and internal company reports, 

union documents, reviews of previous research on TCNZ and Telstra; and other 

publicly available sources. 

 

Gathering data on the same issue by different methods created a multi-method 

approach, whereby the strengths of one research method helped to compensate for 

potential limitations in other approaches (Gillham 2000:13-14).  This has 

similarities to what has been termed data triangulation (Denzin 1978; Fielding & 

Fielding 1986:18-46).  When differently sourced data converged to tell a similar 

story, it suggested that a clearer picture of a particular topic or issue had been 

developed, which increased confidence in the findings (see Fielding & Fielding 

1986:24-25; Gillham 2000:13-14).  Conversely, discrepancies between data 

and/or sources suggested the need for further research and analysis of events.  

Within this multi-method approach interviews from different stakeholders 

provided an important data source. 

 

Interviews 

During the course of this research more than 40 semi-structured interviews were 

conducted across a broad range of stakeholders associated with TCNZ and 

Telstra.  This occurred over a four year period between 1998 and 2002.  Most 

interviews involved one-on-one taped sessions that lasted between one to two 

hours.  A small number of interviews were conducted by telephone, while one 

interview was conducted through structured questions via email.  Interviewees 

included past and present managers and employees at TCNZ and Telstra, as well 

as managers of associated firms and subsidiaries.  During interviews, particular 

attention was focused on decisions made by management in relation to 

organisational restructuring, downsizing, outsourcing and training.  Many of the 

people interviewed were involved to some degree in the planning and/or 

implementation of these decisions. 
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When discussing interviews as a research technique Gillham points out that what 

people say may not be what they actually do (2000:13).  Interviewees have their 

own personal beliefs and prejudices, which influence their perceptions of events 

and issues.  Company loyalty may also induce managers to promote company 

doctrine and policies, while concerns over job security may limit their ability to 

speak freely.  For example, former TCNZ and Telstra managers tended to be more 

critical of the policies of these firms than current employees.  Because of this 

potential for bias, information from TCNZ and Telstra managers was compared 

and contrasted with that provided by union representatives.  In relation to TCNZ 

these included interviews with past officials of the former Communications and 

Electrical Workers Union (CEWU); officials of the Engineering, Printing and 

Manufacturers’ Union (EPMU); and discussions with executive members of the 

New Zealand Council of Trade Unions (CTU).  The CTU helped to provide a 

macro perspective on events at TCNZ.  With regard to Telstra, interviews were 

conducted with officials of the Communications, Electrical and Plumbers Union 

(CEPU) and the Community and Public Sector Union (CPSU).  This strategy of 

interviewing both managers and union representatives was designed to balance the 

predisposition that each group had towards TCNZ and Telstra’s strategies and 

issues.  Interviews with different stakeholder groups also elicited additional 

explanations for strategies and events.  Thus the interview data was compared and 

analysed across a broad range of participants. 

 

Collecting data through interviews also creates the potential for bias on the part of 

the interviewer.  For example, researchers may seek only those answers that agree 

with their original hypotheses.  This ‘self-fulfilling prophesy’ problem may be 

reduced through the implementation of good operational definitions and research 

protocols (see de Vaus 2001:83).  This thesis addressed this issue through setting 

guidelines on the interviewing process and related questions.  The interview data 

was then collated and segmented through the NVIVO qualitative computer 

analysis program that provided a robust analysis of the results (discussed in 

further detail below). 

 

Within these constraints the interviews provided a powerful tool to gain insights 

and perspectives at the firm level.  Because it is a personal and interactive form of 
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data collection interviews can be an effective method for eliciting information on 

sensitive topics (Crano & Brewer 2002:223).  Most TCNZ and Telstra managers 

were more open to discussing sensitive issues on a one-on-one basis rather than 

providing written material.  Some of these managers were interviewed on a 

regular basis over a number of years, which further increased trust.  These 

interviews gave access to the insights and expertise of managers at an operational 

level. 

 

Interviews also provided the contextual and circumstantial factors behind 

organisational decisions and brought variables and issues to light that were not 

previously apparent (see Hakim 2000:36).  This helped to explain why the firms 

acted in certain ways.  For example, while TCNZ and Telstra’s reports outlined 

specific changes to their organisational structures they did not adequately explain 

why these processes took place.  Interviews then helped to explain many of the 

reasons behind these decisions.  During interviews, many TCNZ and Telstra 

managers and union officials were also able to provide approximate numbers for 

workforce reductions in certain areas and sections. Thus they were able to 

segment the workforce.  This information could then be compared with available 

secondary data. 

 

The ability of stakeholders to interpret this secondary data was an important 

research tool.  For example, Telstra’s annual and equal employment opportunity 

(EEO) reports showed a decrease in total employee numbers during the early 

1990s.  However, a former Telstra manager advised that during this period many 

former field workers were re-employed on a casual or atypical employment basis.  

These workers did not show up in the official figures.  Thus while the published 

data was showing a reduction in the size of Telstra’s workforce during this period, 

interviews suggested that this may not have been the case1.  This information was 

put to union officials who agreed that this situation had occurred.  Thus interviews 

across a number of stakeholders helped to clarify discrepancies between data 

sources (see Hakim 2000:36).  The qualitative data analysis computer software 

program, NVIVO, supported this examination of the interview data. 

                                                 
1 Analysed in further detail in Chapter Four. 
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Computer Assisted Qualitative Data Analysis Software — NVIVO 

Researchers have pointed to the benefits of Computer Assisted Qualitative Data 

Analysis Software (CAQDAS) (Coffey & Atkinson 1996; Gahan & Hannibal 

1998; Buston 1999:183-202).  NVIVO1 is recognised as a leading computer based 

software system that assists in creating a more comprehensive and rigorous 

analysis of qualitative data (see Richards1999; Gibbs 2002).  NVIVO allows 

researchers to organise large amounts of field work data into coherent logical 

structures.  It then enhances the researcher’s ability to analyse this material 

rigorously. 

 

The system works by building and integrating documents into a data base.  The 

data base for this thesis included the research project outline, records of 

interviews, field notes, memos, other internal documents and links to external 

documents.  These documents were divided into five data sets that related to 1) 

TCNZ; 2) Unions at TCNZ; 3) CTU; 4) Telstra; and 5) Unions at Telstra.  Thus 

documents that pertained to the same firm or union group were placed together in 

a logical format. 

 

Interviews at these organisations elicited a number of common themes, ideas and 

concepts that related to the research questions.  These themes were used to 

segment and code each document.  Under the NVIVO system these various data 

segments are known as ‘nodes’.  The software system could then simultaneously 

retrieve these nodes from all the coded documents.  For example, a request for the 

node ‘outsourcing’ simultaneously retrieved the separately coded segments of 

information on ‘outsourcing’ from all documents within that set.   

 

This data could then be further segmented as required.  Interview transcripts that 

pertained to managers at TCNZ were initially segmented under 12 headings that 

included the heading ‘downsizing’.  This downsizing information was then split 

into a number of subheadings that included themes such as ‘redundancies’, 

‘outsourcing’ and ‘TCE’.  This created a data tree with a hierarchy of different 

                                                 
1 The program was developed from earlier NUD.IST qualitative software programs.  Therefore the 
full name for the program is NUD.IST VIVO; NVIVO for short (Gibbs 2002:xxii). 
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levels of information.  By conducting a simple search operation for these nodes of 

information the computer could then display all the sections within the interviews 

relating to these areas.  Thus themes were narrowed down so as to better focus on 

more specific areas.  Over time a directory ‘tree’ of information was created, with 

a smaller number of general themes grouped together at the top of the tree and a 

larger number of more specific themes grouped at various levels along the tree 

structure.   

 

The length of these nodes was at the researcher’s discretion.  Some segments of 

information were only one sentence long, while other nodes comprised a full 

paragraph.  The above sets could also be combined and the data compared across 

groups.  Thus documents were developed into a system of interconnected data 

sets.  This obviated the need to continually search back and forth through written 

documents for like information, which allowed for a more accurate analysis of the 

data.  Coding the data also required an analysis of the entire transcript and/or field 

notes.  This helped to ensure a comprehensive examination of the material. 

 

Interview transcripts were linked to other internal and external documents.  For 

example, while the interviews were taped, written notes were also made to record 

direct observations and other data.  These notes included such things as body 

language and the way people responded to certain questions.  Some interviewees 

also sketched diagrams to help explain their replies, which were then kept.  This 

information was linked to the interview documents in two ways.  Firstly, data that 

could be typed was linked to the interview transcript as an internal ‘memo’.  The 

text of this internal memo was coded to form part of the above information tree.  

Secondly, information that could not be typed was linked as an external 

document.  In this case an annotation was imbedded within the interview 

document file explaining the name of the external document and where it could be 

located — i.e. where it was filed.   

 

External links were also made to other documents that were not in electronic 

format.  For example, nodes were created that advised where newspaper clippings 

and journal articles were filed.  The program also contained sophisticated search 
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engines that could locate and simultaneously bring together phrases and/or words 

across documents.   

 

Supporting Data 

Interview data was supported, cross-checked and compared with data from a 

broad range of sources.  These included: 

1. TCNZ and Telstra published reports — for example, annual reports; 

2. Internal company reports supplied by TCNZ and Telstra managers — for 

example TCNZ managers supplied primary data that included a breakdown of 

their workforce for the period 1995-2000; 

3. Government reports — this was particularly helpful in the case of Telstra, 

which remained majority government owned.  Therefore committees, such as 

the Federal Senate Environment, Recreation Communications and the Arts 

References Committee (SERCARC), provided much useful information.  

Telstra was also required to table its Equal Employment Opportunity (EEO) 

Reports and associated workforce data in the federal parliament.  Hence these 

EEO reports were available for public perusal; 

4. Supranational organisations — these included reports from the International 

Labour Organisation (ILO); Organisation of Economic Cooperation and 

Development (OECD); and World Trade Organisation (WTO); 

5. Union documents — including newsletters, internet based information; leaked 

documents; and 

6. Journal articles; theses, book chapters; newspaper and magazine articles; 

internet and other electronic data sources. 

 

Data Collection Limitations 

Two factors limited data collection for this thesis: 1) access; and 2) comparability 

of data.  The first factor included gaining access to company personnel, internal 

reports and statistics.  Not surprisingly some managers were reluctant to be 

interviewed.  This was more of an issue at Telstra than TCNZ and appeared linked 

to Telstra’s continued government ownership and the associated political 

sensitivity of strategies, such as future job cuts.  This problem was partly resolved 

by using data collected from interviews with former Telstra managers to support 

and compare with data collected from interviews with current Telstra managers.  
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In contrast, TCNZ management were generally more open about their strategies 

and gaining access to managers was less problematic. 

 

However Telstra’s majority government ownership gave greater public access to 

some company documents and statistics.  As outlined above, Telstra must table 

EEO reports to the federal Senate.  These reports were used to calculate and 

segment its workforce.  Numerous Senate inquiries into the possible full sale of 

Telstra also generated reports that could assist in this research, while internal 

Telstra documents, such as Project Mercury, were sometimes leaked to these 

inquiries.  TCNZ was not subject to these government ownership constraints and 

was not required to table similar documents in the New Zealand parliament. 

 

This leads to the issue of the collection of comparable data.  While this was a 

comparative study it was not always possible to replicate the data for each firm.  

For example, TCNZ and Telstra segmented their workforce in different ways, 

while data on TCNZ’s workforce structure prior to 1995 was no longer available.  

This thesis approached this problem by concentrating on the comparison of 

similar themes at each firm via a TCE approach, supported by the model outlined 

in Figure 1.3. 

 

 

Conclusion 

 

The multi-method approach used to analyse of TCNZ and Telstra drew on a broad 

range of data from multiple sources.  This data was rigorously analysed in 

conjunction with a computer based qualitative analysis software package ⎯ 

NVIVO.  The next two chapters analyse the organisational and workforce 

restructuring strategies that occurred at TCNZ and Telstra.  The following 

chapters then link these organisational restructuring strategies to TCNZ and 

Telstra’s changing ER practices. 
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CHAPTER THREE 

 

ORGANISATIONAL AND WORKFORCE RESTRUCTURING AT THE 

TELECOM CORPORATION OF NEW ZEALAND (TCNZ) 

 

Introduction 

 

During the 1980s and 1990s successive New Zealand governments introduced 

comprehensive economic reforms that led to a more open, deregulated economy.  

This chapter begins by examining how these reforms changed the operating 

environment of the Telecom Corporation of New Zealand (TCNZ).  These 

changes included the deregulation of the New Zealand telecommunications sector 

and the corporatisation and then privatisation of TCNZ.  Two American based 

multinational corporations (MNCs) subsequently became TCNZ’s major 

shareholders.  The chapter then examines how TCNZ management responded to 

this new operating environment.  Management strategies included large scale 

organisational and workforce restructuring as TCNZ evolved into a more 

commercially oriented enterprise.  This included the introduction of downsizing 

strategies.  During this process TCNZ managers changed their make/buy 

decisions, as former TCNZ work was outsourced to the external market.  The 

chapter uses transaction costs economics (TCE) to assist in analysing these 

changes. 

 

 

Changing Competitive Environment 

 

For much of the twentieth century New Zealand maintained a relatively high 

standard of living through the export of primary products.  As recently as the 

1960s New Zealand was listed as having one of the highest standards of living 

among the Organisation for Economic Cooperation and Development (OECD) 

countries (Atkinson 1997:43).  During this period New Zealand’s exports were 

assisted by preferential tariffs to the United Kingdom (UK) under the old empire 

tariff system.  Prior to the mid-1980s governments in New Zealand pursued an 

interventionist role in the economy and regulated labour, product and financial 
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markets (Atkinson 1997:43-4).  Local manufacturers were mainly in import 

substitution industries, protected by tariff barriers.  Given New Zealand’s small 

domestic market1, such industries tended to be relatively small and inefficient by 

world standards, as they were unable to exploit economies of scale. 

 

The 1970s and 1980s heralded lower commodity prices and declining terms of 

trade for New Zealand, while the entry of the UK into the European Common 

Market in 1974 severely curtailed New Zealand’s exports to its most important 

market2.  This, combined with two major ‘oil shocks’ in the 1970s and a serious 

recession in the early 1980s led to a relative decline in living standards.  The New 

Zealand government attempted to compensate for some of these problems by 

embarking on large scale overseas borrowing, but increasing government debt led 

to a downgrading of New Zealand’s financial position by international markets.  

This led to the country’s governments having to pay a higher risk premium on 

borrowed money. 

 

Such problems led to a widespread perception of an impending economic crisis 

that saw successive New Zealand governments — both Labour and conservative 

— embrace a radical new economic agenda in the late 1980s and 1990s.  

Following the election of a Labour government in 1984 there were a series of 

sweeping economic policy changes led by a reforming Treasurer, Roger Douglas3.  

These reforms led to the deregulation of the telecommunications market and the 

privatisation of TCNZ. 

 

The election of a National party conservative government in 1990 precipitated 

more free market economic reforms.  The main thrust of these policies was to 

introduce neo-classical and supply-side economic policies, similar to those 

policies led by Thatcher in the UK and Reagan in the USA.  These included the 

privatisation of other former state owned enterprises (SOEs), such as the New 

                                                 
1 New Zealand’s population in 1989 was 3.3 million.  By 1999 the population had increased to  3.8 
million (OECD 2001). 
2 In 1971 more than one-third of New Zealand’s exports were to the United Kingdom (UK) (Geare 
& Stablein 1995:152). 
3 The policies of Roger Douglas subsequently became known as ‘Rogernomics’.  In the early 
1990s he left the Labour Party to form his own small rightwing Party, ACT. 
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Zealand Electricity Corporation.  In the early 1990s the OECD stated that New 

Zealand had experienced more economic deregulation and legislative reforms in 

the previous decade than any other OECD country (OECD 1993:9).  The National 

party government also deregulated the labour market through the introduction of 

the Employment Contracts Act (ECA) 1991.1  Thus, within a period of 10 years, 

New Zealand moved from what was one of the world’s most regulated states to 

one of the world’s most deregulated open economies (McTigue 1998:34).  

 

During interviews, union officials and TCNZ managers commented that these 

transformations had far reaching effects on New Zealand society.  They suggested 

that during the 1990s the social fabric of the country changed to a more 

individualistic outlook as many of the old collectivist institutions were 

deregulated and many former SOEs were privatised (Interviews with TCNZ & 

CTU).  From an employment relations (ER) perspective this led to the demise of 

many of the networks that had been built up over time between unions and 

employers and/or employer groups.  This was particularly apparent in much of the 

public sector and the former SOEs.  Union officials had previously maintained 

long term contacts with upper level management in these organisations and ER 

issues were often sorted out between the parties in an informal manner.  However, 

the privatisation of SOEs and the deregulation of the labour market quickly ended 

many of these personal links (Interviews with CTU 1999). 

 

The ability of successive New Zealand governments to introduce such widespread 

change was assisted by a centralised system of government.  New Zealand has no 

state governments and only one centralised house of parliament.  Therefore a 

party that enjoys an absolute majority in the New Zealand parliament can pass 

legislation and institute reforms relatively quickly.  Partly as a response to the 

continual reforms that had been occurring over the previous decade, New 

Zealanders overwhelmingly voted in a mid-1990s referendum to change the 

electoral system to a mixed proportional representation voting system.  This made 

it more difficult for one political party to gain an absolute majority and increased 

                                                 
1 A more detailed analysis of the Employment Contracts Act is included in the Appendix 5.1 in 
Chapter Five. 
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the role of the minor parties.  This suggests that future micro-economic reform in 

New Zealand will be less rapid than the previous two decades. 

 

From an economic viewpoint the polices of the 1980s and 1990s had mixed 

success. In the early 1990s New Zealand was caught in a world wide recession.  

However, for a period during the mid-1990s the New Zealand economy seemed to 

be responding quite well to this ‘shock treatment’ with growth rates in 1993 and 

1994 averaging above 5 per cent (Boxall 1997:23).  Yet real wages for many 

employees tended to stagnate, while productivity levels did not increase to the 

extent foreshadowed by many of the advocates for deregulation (Boxall 1997; 

Rasmussen & Lamm 2000:58-60). 

 

In the late 1990s New Zealand’s economy was severely affected by the Asian 

financial crisis and went into recession (Jesson 1999:20).  However, by 2000, 

economic growth rates had improved.  This growth had become increasingly 

underpinned by exports that were assisted by a relatively low valued New Zealand 

dollar.  In late 1999, after almost a decade of National Party government, a Labour 

led government was elected, although it required the support of a minor party1 in 

order to govern.  This government did not wind back the clock to the ER policies 

of earlier Labour governments, but rather it shifted towards more of a middle path.  

It introduced the Employment Relations Act (2000), which removed what it 

considered to be some of the worst excesses of the free labour market policies of 

the former National Party government and strengthened labour market 

institutions.2  However, despite these changes it did not grant unions all the 

previous rights they had enjoyed prior to the introduction of the ECA (1991).  In 

2002, a Labour led government was re-elected with the support of some minor 

parties. 

 

 

                                                 
1 The left leaning Alliance Party. 
2 Appendix 5.1, in Chapter Five, chronicles changes to New Zealand ER legislation between 1987 

and 2000. 
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Corporatisation and Privatisation 

 

In common with many industrialised market economies (IMEs), 

telecommunications in New Zealand in the 1980s were controlled by a 

government monopoly, the New Zealand Post Office.  During the mid-1980s the 

then Labour government initiated a series of reforms and in 1985 it initiated a 

review of the Post Office.  Released in 1986, the subsequent report recommended 

that the government divide the Post Office into three new state owned enterprises 

(SOEs) ⎯ the New Zealand Post Corporation, the Postbank Corporation and the 

Telecom Corporation of New Zealand (TCNZ) Ltd. 

 

The deregulation of the New Zealand telecommunications sector was a relatively 

short process (Flood 1995:2).  TCNZ was established under the State Owned 

Enterprises (SOE) Act (1986) and in April 1987 it took over the responsibility of 

providing the telecommunications services that had previously been carried out by 

the Post Office (TCNZ 1988:1).  The passing of the Telecommunications Act 

(1987) allowed competition to be progressively phased into this sector.  New 

entrants were initially allowed to compete in the provision of customer equipment 

and services, such as the supply of Telex machines and the installation and 

maintenance of domestic telephone wiring (Anderson 1995:2; Ahdar 1995:78).  

The following year saw the introduction of the Telecommunications Amendment 

Act (1988), which allowed anyone that passed certain minimum criteria to begin 

competing in the telecommunications sector from 1 April 1989 (Anderson 1995:3; 

Ahdar 1995:78).   

 

In 1990, the then Labour government fully privatised TCNZ and it was sold to a 

consortium for NZ$4.25 billion (Flood 1995:2-3).  This was the highest return on 

any sale of a New Zealand SOE, with the price being about NZ$1 billion above 

market expectations (James 1992:215).  The major shareholders were two 

American-owned multinational corporations (MNCs), Bell Atlantic and 

Ameritech.  Some local firms also undertook a substantial investment in the new 

privatised entity.  These included a transport company, Freightways Holdings Ltd 

and a merchant banker, Fay Richwhite Holdings Ltd, who purchased a combined 
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equity interest of 10 per cent of TCNZ’s share capital (TCNZ 1991:58; Ahdar 

1995:2).  The purchasing agreement with the New Zealand government required 

the two American MNCs to sell down their combined ownership of TCNZ to not 

more than 49.9 per cent of TCNZ’s share capital by September 1993 (TCNZ 

1991:58).  Between 1991 and 1993, Bell Atlantic and Ameritech sold down their 

share ownership and by late 1993 the two MNCs each retained 24.8 percent of 

TCNZ’s share capital (TCNZ 1994a). 

 

Universal Service Obligations 

Following privatisation, TCNZ was required to perform certain universal service 

obligations for the New Zealand public.  The New Zealand government enforced 

these obligations by retaining one share in TCNZ, known as the Kiwi share.  This 

share required TCNZ to provide a number of services including: 

1) the provision of a free local-calling service for residential (non-business) 

customers; 

2) rural customers to be charged no more than urban ones; and  

3) any price increases to be tied to the CPI Index (Ahdar 1995). 

These obligations placed legal requirements on TCNZ to provide some services 

that it may be uneconomic to supply ⎯ for example to rural and regional areas.  

The provision of these uneconomic services was cross subsidised by other areas 

and sectors within TCNZ.   

 

TCNZ has argued that this cross subsidisation increases the price that it needs to 

charge for access to its network (NZPA 2002:61).1  Thus TCNZ used its universal 

service obligations to the New Zealand public to support its access pricing 

structure.  However, determining the exact cost of these universal service 

provisions has been controversial (see Ahdar 1995; Pengilley 1993-1994). 

 

 

                                                 
1 Telstra has used similar arguments in Australia. 
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Business Strategies 

 

Management strategies at the newly corporatised TCNZ included cost reductions 

through both investment in new technology and downsizing.  From 1987 to 1990, 

when TCNZ operated as a SOE, employee numbers were reduced from 24,500 to 

16,000 (TCNZ annual reports).  Such staff reductions were supported in part by a 

major upgrade of technical facilities.  These capital intensive and high technology 

systems required fewer labour inputs.  Between 1987 and 1991 TCNZ spent 

NZ$2.5 billion on capital improvements, as part of this upgrade.  The number of 

customers serviced by digital lines subsequently increased from 35 per cent to 90 

per cent in the same period ⎯ rising to almost 100 per cent by 1997 (Bromby 

1991; TCNZ 1991; 1998).  Much of the new equipment, such as digital 

exchanges, required only a minimum of maintenance (Anderson 1992).   

 

TCNZ also upgraded its administrative infrastructure.  Prior to 1987 TCNZ had 

no computerised record keeping systems, and subscriber connections were still 

recorded by hand (McTigue 1998:35).  In the late 1980s TCNZ introduced new 

computerised accounting, payroll and customer management systems (Anderson 

1995; TCNZ annual reports).  TCNZ also invested in infrastructure to support a 

new cellular network. 

 

TCNZ annual reports show that much of this large-scale capital investment in new 

technology was made while the government was still the sole owner (TCNZ 1988, 

1989, 1990).  Some former TCNZ workers claimed that this investment was in 

part designed to make the then SOE more attractive to future potential buyers and 

hence improve its sale price (Interviews with CEWU & EPMU).  Despite these 

expenditures the firm remained quite profitable during this period, and between 

1988 and 1990 its annual after tax profits increased from NZ$185 million to 

NZ$257 million (TCNZ 1988; 1990). 

 

In 1993 a new CEO, Roderick Deane, was appointed and he initiated many of the 

cost cutting measures that underpinned TCNZ’s strategies for the remainder of the 

decade.  These strategies included an increased emphasis on outsourcing, which 
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led to many positions in TCNZ becoming redundant.  For example, technical 

work previously performed by TCNZ employees was progressively put out for 

tender.  In some cases, permanent employees took early redundancy options 

before taking up positions with subcontractors, who then performed TCNZ work.  

TCNZ’s ability to implement large scale workforce restructuring in the 1990s was 

assisted by the concurrent deregulation of the labour market following the 

introduction of the ECA. 

 

Despite the declining number of full-time employees, TCNZ claimed to have 

improved its customer service.  For example, it reduced the waiting time for new 

telephone connections from 42 to 2 days, while the number of customers on party 

lines fell from 38 000 to less than 1000 (TCNZ 1997).  However, TCNZ’s 

increased commercial focus saw it progressively segment its residential customer 

base.  In 1999, TCNZ prioritised its residential consumer enquiries into three 

areas — high, medium and low end users.  It then focused its customer service on 

the higher value added consumers who purchased more TCNZ services.  Low end 

users were then more likely to be put on hold and would generally wait longer to 

have enquiries answered.  

 

By the late 1990s TCNZ was also targeting the higher value added business end of 

the market (Interviews with TCNZ 1999).  This was in contrast to 1990, when 

TCNZ’s major priority had been to manage and maintain network services for 

residential consumers.  This increased focus on corporate customers included an 

emphasis on building strategic business partnerships.  For example, rather than 

merely selling TCNZ products, many TCNZ managers became actively involved 

in helping corporate customers solve business problems, such as setting up 

overseas offices (Interviews with TCNZ 1999).  

 

During the 1990s the infrastructure that supported TCNZ’s public network was 

increasingly maintained by subcontractors.  TCNZ management took a strategic 

decision that while they would retain control of the network, they did not 

necessarily need to directly employ the workers that built and maintained the 

network.  This was accompanied by moves towards more competitive tendering 

arrangements, both within and without the firm.  These strategies aimed to reduce 
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costs.  The firm restructured its operations and moved towards a 

‘purchaser/provider split’, with the provider section of the firm being separated 

from the services section.  Under this system the services section of TCNZ 

‘purchased’ services from the providers of these services.  Initially, the main 

provider of these services were other sections of TCNZ; however, external 

subcontractors were encouraged to participate in the tendering process.  This in 

turn helped to develop an external market that could compete with internal 

divisions within TCNZ.  As more work became outsourced to subcontractors the 

work tendered by TCNZ became increasingly externally contestable.  At the same 

time different sections within TCNZ could bid against one another for work.  This 

had similarities to Motorola’s ‘warring tribes’ culture, where internal competition 

between divisions was encouraged (Elegant 1998).  In the late 1980s TCNZ 

introduced a decentralised regional subsidiary structure that further supported the 

idea of work being internally contestable, as regional divisions could compete 

against each other for work being let out for tender by TCNZ’s head office. 

 

TCNZ management saw the main driver of these strategies as the shift from being 

a public sector entity, responsible for building and running infrastructure, to 

becoming a commercially oriented firm focused on reducing costs and 

successfully competing in a deregulated environment.  By 2000 TCNZ employed 

less than 6000 permanent workers.  This was around one third of the number of 

permanent workers it had employed 10 years previously (TCNZ 2000; TCNZ 

internal reports).  But critics of these job cuts, such as union officials, claimed that 

such policies were overly focused on short run profit maximisation strategies that 

could not be sustained over the longer term (Interviews with CEWU & EPMU). 

 

Many of TCNZ’s cost cutting and downsizing strategies were implemented during 

the 1990s when Bell Atlantic and Ameritech — the two US based MNCs — were 

TCNZ’s major shareholders.  These strategies helped to ensure high profits and 

large increases in TCNZ’s share price.  TCNZ’s stated policy during the 1990s 

was to pay out at least 70 per cent of net earnings in share dividends, although it 

routinely distributed more than this amount (TCNZ annual reports).  Table 3.1 is 

based on TCNZ annual reports and shows that between 1994 and 2000 it was not 
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uncommon for 90 per cent or more of TCNZ’s profits to be to be paid out as 

dividends.   

 
Table 3.1: Distribution of TCNZ Net Earnings 
Financial Year Net Earnings paid out as dividends 
1994 90% 
1995 91.4% 
1996 92.3% 
1997 94.8% 
1998 92.2% 
1999 98.1% 
2000 98% 
2001 56% 
Source: TCNZ Annual Reports (1994-2001). 
 

Union officials alleged that the dividends paid at TCNZ ⎯ as a proportion of 

profits ⎯ were higher than was normal for most large New Zealand firms.  They 

suggested that long term sustainability would dictate that more of these earnings 

should have been reinvested back into the firm.  Union officials further argued 

that by the late 1990s TCNZ was overdue for major capital investments, including 

upgrades to its systems (Interviews with CEWU & EPMU). 

 

TCNZ’s 2000 annual report provided some support for this argument.  It stated 

that future share dividends would be restricted to around 50 per cent of annual net 

earnings, with the remainder being reinvested back into the firm.  The reason 

given was that TCNZ needed to retain more earning for new capital investments 

(TCNZ 2000:3).  In line with this new policy, TCNZ’s dividend pay out in 2001 

was approximately 56 per cent of net earnings (TCNZ 2001:28).  Table 3.1 shows 

that this was in sharp variation from previous practices and compares with a share 

dividend for the year ending June 2000 that represented 98 per cent of annual net 

earning (TCNZ 2000:23). 

 

In 1998, following almost a decade of substantial profits and increasing share 

prices, Ameritech divested its shares in TCNZ.  It had been a profitable 

investment for this MNC.  In the same year, Bell Atlantic issued exchangeable 

notes that were underpinned by its TCNZ shareholdings.  The issue was worth 

US$2.5 billion and the notes could be converted into TCNZ shares on maturity in 
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2003 (TCNZ 1998).  This strategy allowed Bell Atlantic to use its TCNZ equity to 

raise capital at below market rates and was interpreted by most of the market as 

simply a different form of selling the stock (Mintz 1998; TCNZ 2002b).  It also 

avoided the possibility of flooding the market with TCNZ shares after the recent 

sale of Ameritech’s stock.  While Bell Atlantic had previously played an active 

role in the management of TCNZ it now disaffiliated itself from the firm and 

removed its directors from the board (TCNZ 2002a).  Therefore by 1998 Bell 

Atlantic’s substantial shareholding in TCNZ was in effect a financial strategy that 

delayed the final sales of its shares and allowed the firm relatively cheap use of 

the money invested in this equity (Mintz 1998).  While this thesis is not 

suggesting that the restructuring of TCNZ throughout the 1990s was entirely for 

short term financial gain, the exit of the two American based MNCs in the late 

1990s raised questions about long term issues, such as, training and reinvestment 

in infrastructure.   

 

Despite union concerns over the long term sustainability of management 

strategies, TCNZ maintained its substantial market dominance of the New 

Zealand telecommunications sector throughout the 1990s (Ahdar 1995; Bromby 

2001; Lynch 2001).  The following section outlines some of the reasons for this 

continued market dominance. 

 

Market Dominance 

Analysts suggested that in 2002 TCNZ held about 80 per cent of the overall New 

Zealand telecommunications market (Niesche 2002:34).  TCNZ’s continued 

market dominance in part reflected its incumbent status, its former monopoly 

position in the market and its ownership of the fixed line public network.1  This 

allowed TCNZ to dominate local calls ⎯ the so called ‘local loop’.  However, 

competitor firms had made some inroads into smaller niche areas, such as long 

distance, international and mobile phones.  Competitor firms also targeted higher 

spending corporate customers.  After 1992 TCNZ’s main competitor, Clear 

Communications, became more competitive in international calls when it installed 

its own independent access to international call routes (TCNZ 1993:29).  

                                                 
1  The Public Switched Telephone Network (PSTN). 
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However, Clear Communications still required an interconnection agreement with 

TCNZ to access its New Zealand customers.   

 

The ability of competitor firms to gain such interconnection agreements was 

arguably constrained by the lack of regulation specific to telecommunications.  

The deregulation of telecommunications in New Zealand was somewhat unusual 

in that it was not accompanied by an industry specific regulator and/or specific 

legislation to cover issues such as pricing and access to the existing network for 

potential new competitors (Flood 1995; Hay 1996).  Ahdar suggested that the 

government would have found it difficult to achieve its record sale price for 

TCNZ in 1990 if an industry specific regulator had been in place and/or the public 

network had not been included as part of the sale (1995:113).  However, 

researchers suggest that such a regulator may be required if the government does 

not wish the incumbent monopolist to prolong its dominance of the sector (see 

Lynch 2001).  Instead the New Zealand government opted to use the existing 

generic Commerce Act (1986) to oversee the newly deregulated 

telecommunications sector (Ahder 1995:77). 

 

The lack of an industry specific regulator had repercussions for TCNZ’s 

competitors.  A population of less than 4 million meant that the New Zealand 

market did not provide the economies of scale that new entrants required to make 

the large scale investments — and associated sunk costs — necessary to seriously 

challenge TCNZ’s market dominance in the local network.1  Therefore it was 

important for new entrants to be able to access TCNZ’s network at affordable 

prices.  However, during the 1990s new competitors found it difficult to gain 

access to TCNZ’s public network at mutually agreeable prices.  The lack of an 

industry specific regulator combined with TCNZ’s willingness to take competitors 

to court had the effect of raising the price of interconnection agreements above 

TCNZ’s marginal costs.  In one long-running, well documented dispute Clear 

Communications engaged in litigation with TCNZ that went all the way to the 

Privy Council in the UK, without obtaining a satisfactory ruling on how the issue 

                                                 
1 In 2001 TCNZ’s main competitor, the merged entity, TelstraClear, begun rolling out its own 
networks in a number of the larger cities.  However, analysts were sceptical of the profitability of 
this venture – at least in the short to medium term (Elliot 2001:23). 
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of access pricing should be resolved (see Ahdar 1995; Flood 1995).  A final 

agreement between TCNZ and Clear Communications on interconnection pricing 

for local access did not come into effect until 1996, some three to four years after 

Clear Communications commenced its initial action.  This case highlighted some 

of the limitations of the Commerce Act in trying to resolve disputes in a 

competitive telecommunications market. 

 

TCNZ’s willingness to undertake long and protracted litigation was a feature of its 

business strategies throughout the 1990s and reflected a determination to defend 

its market share.  TCNZ’s size and resources relative to its competitors gave it an 

added advantage in being able to outlast many of its competitors and/or opponents 

in the legal arena.  Union officials also complained that during the 1990s TCNZ 

increasingly resorted to litigation rather than mediation when dealing with ER 

issues1 (Interviews with CEWU & EPMU). 

 

TCNZ’s continued dominance of the New Zealand telecommunications sector 

provides one possible explanation for its outsourcing strategies.  Because there 

were few fixed line alternatives to TCNZ’s network many redundant TCNZ 

technicians went to work for subcontractors who built and maintained the public 

network.  Thus, while they were no longer employed by TCNZ, in many cases 

these technicians still performed TCNZ work via subcontracting arrangments.  

Unions suggested that the wages and conditions paid by many of the 

subcontractors were less than those provided for under the collective agreement 

that covered TCNZ’s technical workers (EPMU 1999).  They argued that lower 

labour costs then assisted subcontractors to provide cheaper quotes for TCNZ 

work.  Thus TCNZ was able to retain the use of these firm-specific technical skills 

via their subcontractor network at a reduced price.  The lack of fixed line 

alternatives to the public network also meant that there was little concern that they 

would lose this firm-specific technical knowledge to competitor firms. 

 

 

                                                 
1 Chapter Five discusses litigation between TCNZ and the CEWU and EPMU in further detail. 

 57



Organisational structure 

 

Following its inception as a SOE in 1987 and its subsequent privatisation in 1990, 

the nature of TCNZ’s organisational structure remained fluid.  Interviews with 

TCNZ management and unions suggested that organisational restructuring was a 

continuous and evolving process.  When asked during interviews for an outline of 

TCNZ’s organisational structure, TCNZ managers often laughed and advised that 

they could show you the structure as it was on that day, but that it could all change 

by tomorrow.  This scenario was supported by company reports that showed the 

regular formation of new divisions and subsidiaries, while other sections were 

sold and/or re-absorbed back into the group (TCNZ annual and internal reports).  

A common complaint from current and former union officials was their difficulty 

with keeping track of this changing structure.  Throughout the restructuring 

process a constant theme was management’s desire to reduce costs through 

outsourcing and further reducing the size of the permanent workforce. 

 

By the late 1980s TCNZ management knew that the deregulation of the New 

Zealand telecommunications sector was imminent.  Therefore they decided that in 

order to compete with private enterprise they needed to dismantle the old 

centralised bureaucracy and put an entirely new organisation into place (TCNZ 

1989:3).  This strategy aimed to change the ‘public service’ culture that had 

previously prevailed throughout the organisation into a more private enterprise 

focused corporate culture.  To achieve this aim TCNZ introduced a decentralised 

structure in 1989 that included five new semiautonomous regional divisions: 

Telecom Auckland Ltd; Telecom Midland Ltd; Telecom Central Ltd; Telecom 

Wellington Ltd; and Telecom South Ltd.  As their names suggest this was a 

geographical structure, as the subsidiaries were assigned different regions across 

New Zealand.  In 1990 the number of regional subsidiaries was reduced to four 

when Telecom Midland was absorbed by the other companies.  Figure 3.1 outlines 

these changes to TCNZ’s organisational structure.  A further subsidiary, Telecom 

Networks and International Ltd, was also created to maintain the network and 

provide national and international services to the regional subsidiaries (Interviews 

with TCNZ & CEWU 1998; TCNZ 1989:12).  The activities of these subsidiaries 

were monitored and coordinated by a holding company, which operated as the 
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Corporate Headquarters.  However TCNZ managers, former workers and union 

officials all advised that major strategic decisions were almost always taken by the 

main holding company.  TCNZ’s Corporate Headquarters dictated strategies and 

effectively maintained the real power behind this apparently decentralised 

organisation.  TCNZ also set up a number of venture and joint venture companies 

that covered value-added areas and niche areas, such as cellular telephones, 

paging and mobile radio services, directory services, equipment supplies, repair 

services, and computer software services (TCNZ 1989:13). 

 

In 1993 the new CEO, Roderick Deane, decided to consolidate the TCNZ group 

of regional companies.  TCNZ managers had found the regional structure 

cumbersome and it had caused problems in terms of duplication of work, 

procedures and personnel (TCNZ 1994a:29).  It also inhibited the coordination 

and effectiveness of the firm, while customers found themselves spread across 

regional barriers.  Meanwhile the network still ran nationally, not regionally.  

Therefore the regional structure was abandoned and TCNZ’s organisational 

structure was centralised.  In April 1993 the regional subsidiaries were merged 

and renamed Telecom New Zealand Ltd.  This new entity also acquired the 

former subsidiary Telecom Networks and Operations and some former venture 

companies that looked after equipment supplies, repair services and management 

services.  The subsidiary Telecom Cellular also took over a mobile phone and a 

paging subsidiary and was renamed Telecom Mobile Communications (TCNZ 

1994a:63).  The company mergers continued and, in March 1996, Telecom 

Mobile Communications and Telecom New Zealand International ⎯ another 

subsidiary that provided international telecommunications services ⎯ were 

amalgamated with Telecom New Zealand Ltd.   
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Figure 3.1: TCNZ’s Changing Organisational Structure 
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As outlined in Figure 3.1, by the mid-1990s TCNZ had merged all its regional 

subsidiaries and a number of its other subsidiaries back into one corporate entity, 

Telecom New Zealand Ltd.  Under the control of the holding company TCNZ, 

Telecom New Zealand Ltd became the main operating company and was divided 

into two main operational groups, ‘Telecom Networks’ and ‘Telecom Services’. 

These two groups contained business units that administered TCNZ’s operating 

capacity and service requirements.  Under the new model the Networks group 

owned the network assets, and under proxy financial arrangements ‘sold’ to the 

Services group.  The Services group then administered and coordinated areas 

concerned with customer service, billing and sales.  This transfer pricing 

mechanism was in effect an artificial construct in that dollars and cents didn’t 

actually change hands.  But by focusing their ‘pricing’ on long run marginal costs 

the structure aimed to achieve lowest unit costs.  It also created a proxy entry for 

the balance sheet for the activities of the Networks and Services groups. 

(Interviews with TCNZ 1999; TCNZ internal reports).  The Networks group also 

sold to other carriers via TCNZ’s interconnection agreements. 

 

Figure 3.1 shows the changing nature of TCNZ’s organisational structure 

following deregulation.  It shows how TCNZ changed in the late 1980s from a 

pyramid shaped, bureaucratic organisation into a regionally based, decentralised 

structure.  By the mid-1990s TCNZ had again created a centralised core company.  

However, this was a very different entity from when it was originally created as a 

SOE in terms of the size and structure of its workforce, its corporate culture, and 

its ER policies.  By 2000 TCNZ had outsourced much of its former work, making 

it increasingly reliant on external firms. 

 

Subsidiaries, Joint Ventures and Strategic Alliances 

During the 1990s TCNZ created new subsidiaries, joint ventures and strategic 

alliances that assumed responsibility for TCNZ work.  Figure 3.2 details TCNZ’s 

organisational structure in 2000 and outlines its linkages to external firms.  It 

shows that responsibility for technical work was outsourced to the subsidiary 

ConnecTel, while operator services and IT requirements were outsourced to the 

firms SITEL and EDS. 

 61



Figure 3.2: TCNZ: Linkages to External Firms 
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ConnecTel was created in 1997 as a TCNZ subsidiary and performed work 

previously conducted by TCNZ’s Design Build and Maintenance (DB&M) 

section.  In 2000 TCNZ sold off ConnecTel as a stand alone firm (TCNZ 2000).  

SITEL (Asia-Pacific) was a specialist call centre MNC.  In 1998 TCNZ negotiated 

an agreement with SITEL (Asia-Pacific) to outsource its operator services work 

throughout New Zealand.  This included directory assistance, national and 

international assistance calls.  In 1999 TCNZ then entered into an agreement with 

EDS1 to outsource its IT requirements.  TCNZ gained a 10 per cent shareholding 

in the newly created joint venture, EDS New Zealand Ltd (TCNZ 2000a).  This 

was the largest IT contract ever awarded in New Zealand and included a 10 year, 

                                                 
1 EDS (Electronic Data Services) was formerly a New Zealand government owned computing 
services centre before it was privatised in the 1990s. 
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US$800 million agreement for EDS to supply most of TCNZ’s IT services (APTN 

1999:12).  

 

By the end of the 1990s, TCNZ’s organisational strategy reflected a growing 

preference for using specialist external firms to look after the management and 

maintenance of its networks, while it focused on the customer end of the business 

(Hosking 2001).  In keeping with this philosophy, in 2000 TCNZ entered into a 

five year management contract with the Swedish MNC, Ericsson, to manage and 

operate TCNZ’s entire mobile telephone network (Business Wire 2000).  While 

Ericsson operates more than 20 networks world wide, this was believed to be the 

first occasion where the MNC had taken over an existing network held by a 

former government owned monopolist (Business Wire 2000).  

 

As part of its competitive strategy TCNZ also entered into strategic alliances in 

areas related to new technologies.  This included the transmission of data flows 

and internet applications, such as ecommerce.  One TCNZ manager referred to 

these areas as ‘the flagship of the future’, which underlined their increasing 

importance to TCNZ’s future growth and revenues. (Interviews with TCNZ 

1999).  However, TCNZ does not have a history of being a technology creator.  

To help develop and improve its position in these areas TCNZ’s strategies 

included using the expertise of other firms with expert knowledge.  Thus TCNZ 

showed an increasing propensity to access the expertise of leading edge 

technology companies.  For example in 2001 TCNZ entered into talks with 

Alcatel to build new fixed line internet protocol (IP) networks (Frith 2001; 

Hosking 2001). 

 

TCNZ also entered into further agreements with the firm EDS outside of the 

above IT outsourcing contract.  This included the creation of an ecommerce 

section, ‘esolutions’, that was a strategic alliance between TCNZ, EDS and 

Microsoft (TCNZ 2001; Interviews with TCNZ 2002).  Interestingly the 

esolutions alliance was not a legal entity, but rather a memorandum of 

understanding between the three firms.  From a TCE perspective such alliances 

between firms may cause potential problems related to bounded rationality and 

short term opportunism.  However, TCE suggests that the higher the investment in 
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equipment and/or services specific to the project made by each member firm, the 

greater the partners desire to ensure that the venture is a success.  In 2001 TCNZ 

issued NZ$300 million worth of convertible notes to Microsoft, which could be 

converted into TCNZ shares for a set rate on maturity in 2008 (TCNZ 2001:37).  

This investment in TCNZ notes and the option to convert them into equity at a 

later date should encourage Microsoft to ensure that the above venture — and by 

association TCNZ’s share price — performs well.  The earlier IT management 

contract between TCNZ and EDS was also worth NZ1.5 billion over a 10 year 

period (The Press 1999:21).  Therefore EDS should be keen to maintain a 

successful business relationship to help safeguard their earlier long term 

agreement.  Researchers suggest that long term associations — such as the 10 year 

agreement with EDS — allows firms to develop trust, or so called ‘relationship 

capital’, that can help to ameliorate potential TCE problems associated with short 

term opportunism (see Dyer & Singh 1998). 

 

In 2001 TCNZ entered into a further agreement with Microsoft to unite the TCNZ 

internet portal, Xtra, with Microsoft’s MSN portal.  This provided TCNZ with 

content such as Hotmail, Community chat groups, access to search engines and 

news and information channels (TCNZ 2001:17).  This alliance thus gave TCNZ 

access to leading edge IT knowledge, expertise and intellectual capital, while 

Microsoft in turn gained access to the New Zealand market via TCNZ’s 

telecommunications network.  TCNZ also worked with the software giant, Cisco, 

to improve its delivery of data requirements, and in 2000 it took a 10 per cent 

stake in the internet firm INL (TCNZ 2000).  TCNZ managers saw such strategies 

as a cost-effective way of giving the firm a greater stake in the converging 

technology, information, multimedia and entertainment (TIME) sectors (TCNZ 

2000c).  This had some similarities to the strategies being taken across the 

Tasman by Telstra (Ross 2000).   

 
In 2000 TCNZ moved into the Australian market by taking a majority share 

ownership in the TelCo, AAPT.  This move was dictated by the relatively small 

size of the New Zealand market, which restricted TCNZ’s future growth.  Hence 

the Australian market gave TCNZ the potential to expand its operations.  In 2001 
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TCNZ increased its shareholdings and AAPT became a 100 per cent owned 

subsidiary (TCNZ 2000:63; 2001:70).  TCNZ also set up the subsidiary Telecom 

New Zealand (Australia), which successfully competed for a number of tenders, 

including a large IT contract with the Commonwealth Bank of Australia (TCNZ 

2000b).  In the Commonwealth Bank contract TCNZ supplied the 

telecommunications component of the deal, while EDS supplied much of the IT 

expertise.  This further underlined the ongoing strategic partnership between the 

two firms as TCNZ recognised that it had a core competence in 

telecommunications and EDS had a core competence in IT.  Figure 3.2 shows that 

by 2000 TCNZ’s core firm was increasingly supported by such linkages to 

external firms.  These changes to TCNZ’s organisational structure were linked to 

its subsequent outsourcing and downsizing strategies. 

 

 

Outsourcing and Downsizing1

 

In 2002 TCNZ employed approximately one quarter of the number of permanent 

workers it had employed in the late 1980s (see Figure 3.3).  This section identifies 

where job cuts were made and analyses how TCNZ subsequently restructured its 

workforce.  Following corporatisation in 1987, TCNZ sought to reduce what was 

widely considered to be a bloated workforce (Interviews with TCNZ, CEWU & 

EPMU).  This relatively large workforce was a vestige of its public sector past.  

TCNZ management initially sought to increase productivity by reducing overall  

                                                 
1 Because many TCNZ workers went on to individual contracts in the mid to late 1990s their jobs 
descriptions were no longer defined by the relatively narrow job classifications that were common 
to earlier collective agreements.  These broader job descriptions made it more difficult to segment 
the workforce.  Tables 3.2 and 3.3 use data obtained from TCNZ internal reports that divided the 
workforce into four broad job categories: 1) Corporate support; 2) Information Technology 
(IT)/Information systems (IS); 3) Sales & Marketing; and 4) Technical & Engineering.  TCNZ 
managers advised that similar workforce data for the period prior to 1995 was no longer available.  
The collapse of the Communication and Electrical Workers Union (CEWU) in 1995 — outlined in 
Chapter Five — meant that workforce data formerly held by that union was also no longer 
available.  However the data based on the period from 1995 to 2000 gives a good indication of the 
changes that occurred to TCNZ’s workforce.  This is supported by data obtained from annual 
reports that provided figures for the total full-time workforce.  This data was supplemented by 
information obtained from interviews with TCNZ managers and union officials who provided 
estimates of worker layoffs amongst the various TCNZ sections. 
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workforce numbers.  Job cuts in the late 1980s then were generally not targeted, 

but rather were achieved through across the board voluntary redundancies 

(Interviews with CEWU & TCNZ 1998-2002).  Between 1987 and 1990 TCNZ’s 

full-time workforce decreased from 24,500 to around 16,500 workers (see Figure 

3.3). 

 

Worker redundancies in the late 1980s were also frequently the result of the 

introduction of new technology.  These staff reductions were linked to capital 

investments in new technology, rather than the make/buy decisions of the firm.  

More recently, in 2002 TCNZ integrated its purchasing functions into an 

ecommerce system, which led to a reduction in the number of permanent 

administrative staff required for these roles. 

Figure 3.3: TCNZ permanent workforce 
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Targeted Redundancies 

In contrast to earlier, across the board redundancies, worker layoffs in the 1990s 

became more targeted and compulsory redundancies were introduced over time.  

TCNZ re-evaluated its core business and removed sections that were not directly 

related to TelCo work.  This included getting rid of sections as diverse as furniture 

manufacturing and bicycle repairs (Interviews with TCNZ & CEWU).  

Continuing this process, it outsourced other generic work, such as, property and 

car fleet management.  TCNZ managers advised that prior to being outsourced, 

many of these sections were run quite efficiently.  However, they were no longer 
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considered core business and management believed that outsourcing this work 

would be more cost effective.  These strategies fit the TCE analysis quite well, as 

such workers do not have a high degree of firm-specific skills.  This relatively low 

degree of asset-specificity means that there are less potential transaction costs 

involved in outsourcing this work to the market.  

 

TCNZ then outsourced its semi-skilled operator services work.  While the work of 

operator services can be quite demanding, workers can generally be trained to 

perform these functions relatively quickly.  The decision to outsource this work to 

SITEL in 1998 resulted in approximately 560 redundancies that cost TCNZ 

approximately NZ$15 million (TCNZ 1999:4).  SITEL then provided this service 

via TCNZ’s network.  The agreement specified that SITEL be paid a rate based on 

the volume of calls and therefore TCNZ no longer had to concern itself with ER 

issues. (Interview with EPMU 1999).  Rather, TCNZ’s core concerns were linked 

to its ability to maintain adequate operator standards via its written contract.  This 

included ensuring that telephone enquiries were answered correctly, that enquiries 

were answered promptly and that the customer was satisfied by the service 

(Interviews with EPMU 1999; TCNZ 2002).  Once TCNZ management were 

satisfied that these principal/agent issues could be successfully addressed, the 

decision to outsource was decided on market costs.  Again, this fits in with a TCE 

analysis, as semi-skilled work has a relatively low degree of asset-specificity.  

 

However, because a large number of former TCNZ operators chose not to go 

across to the new employer there were reports that the initial implementation of 

the SITEL outsourcing project did not go as well as TCNZ had expected.  Some 

former operators opted for new careers, while other operators who had been 

employed under a collective agreement at TCNZ did not accept the individual 

contracts being offered at SITEL (Interview with EPMU 1999).  In the process, a 

large amount of corporate knowledge was lost.  SITEL was thus required to 

employ a large proportion of external workers who initially lacked the firm-

specific skills required for the job.  The loss of so many long term workers also 

meant that few experienced workers were left to train new employees.  This 

limited SITEL’s ability to quickly train up new staff to the required customer 

service levels and resulted in customer complaints (Interviews with EPMU 1999).  
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This suggests that the loss of firm-specific knowledge associated with even semi-

skilled labour can cause transaction costs.  However TCNZ management advised 

that SITEL eventually trained workers to the required standard and resolved many 

of these problems over time.  Despite these initial problems TCNZ continued to 

outsource other semi-skilled work, such as ‘help desk’ customer service 

operations (TCNZ 1998). 

 

In the mid to late 1990s TCNZ moved beyond outsourcing generic and semi-

skilled work as it began to outsource skilled technical work that had formerly been 

performed by TCNZ technicians.  The maintenance and building of the network 

had previously been considered core business.  In 1996 TCNZ created a new 

section, Design Build and Maintenance (DB&M), that assumed responsibility for 

this technical work.  The DB&M section initially employed approximately 2,200 

workers.  In the following year DB&M’s responsibilities, along with many of its 

workers, were transferred to the new subsidiary, ConnecTel.  The subsidiary 

quickly moved to reduce the size of its workforce and by 1999 it employed 

approximately 1400 workers — a reduction of about 800 employees.  ConnecTel 

management advised that approximately half of these redundant workers were laid 

off due to work lost through open market competition, while the other half lost 

their jobs due to increased efficiencies within the firm (Interviews with ConnecTel 

1999).  ConnecTel managers advised that a combination of open market 

competition and increased efficiencies would lead to further downsizing and that 

its workforce numbers would probably stabilise at around 800 to 1000 workers.  

This equates to about one-half to one third of the number of technicians 

previously employed by TCNZ.  

 

TCNZ’s internal reports confirm that in percentage terms the largest job losses in 

the 1995-2000 period occurred in the technical and engineering classifications, 

with almost half these workers exiting the firm (see Table 3.2 & Figure 3.4).  

These reports showed that in 2000 TCNZ still employed 1,848 permanent 

technicians.  However, under an agreement that covered the transition of this work 

to the new entity, some of these technicians were already performing work for 

ConnecTel.  During the transition period their wages were paid by TCNZ; 

ConnecTel then reimbursed TCNZ for their services (Interviews with TCNZ & 
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ConnecTel).  Following the sale of ConnecTel, TCNZ continued to reduce the 

size of its technical workforce and by 2002, TCNZ managers advised that they 

only employed around 130 technicians (Interviews with TCNZ 2002). 

 

Table 3.2: TCNZ Permanent Workforce by Classification: 1995-2000 
Workforce Classifications 1995 2000 Percentage 

Change 
Corporate support 844 1,437 70% 
Information Technology 
(IT)/Information Systems (IS) 

418 249 - 40% 

Sales & Marketing 3607 2,799 - 22% 
Technical & Engineering1 3574 1,848 - 48% 
Total 8443 6,333  
Notes: 1. Many of these workers continued to be shifted to ConnecTel and/or were made 

redundant.  By 2002 TCNZ employed around 130 technicians. 
Source: TCNZ internal reports. 
Figure 3.4: Breakdown of permanent workforce: 1995-2000 
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These technicians had developed a high degree of in-house training and firm-

specific skills in regard to maintaining the public network.  Thus TCE theory 

would suggest that it made sense to retain such workers.  However, by the mid-

1990s TCNZ management had changed their strategies with regard to what they 

considered still constituted core business.  In particular they began to challenge 

the idea that they needed to maintain an in-house capacity for what many other 

TelCos would then have considered to be traditional TelCo work.  The subsequent 

creation of a contestable external market for the maintenance of the network was 

an example of this strategic change.  This strategy is discussed in further detail in 

the below section on ConnecTel. 
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Some observers have questioned the long term sustainability of subcontracting out 

a large proportion of such maintenance work.  The failure of the Auckland power 

grid in the late 1990s was an example of the alleged failure of the use of such 

practices, with inadequate maintenance cited as a reason for the extensive power 

blackouts during this period (Jesson 1999; Interviews with CTU 1999).  From a 

TCE perspective this raises the issue of transaction costs associated with 

maintaining required quality levels in outsourced services.   

 

TCNZ’s decision in 1999 to outsource its IT support needs to EDS shifted more 

skilled workers out of the firm.  Prior to this decision the IT area had been one of 

the few growth areas for permanent employment at TCNZ (TCNZ internal 

reports).  The EDS decision affected about 600 former TCNZ workers who had 

the option of either moving to the new firm or resigning.  Most of these workers 

had either limited or no redundancy clauses included in their individual contracts, 

therefore their options if they chose not to go to the new employer were fairly 

limited (Interviews with TCNZ 1999).  TCNZ retained an element of the IT 

group, including high level programmers known as business analysts that dealt 

with TCNZ’s IT strategies and architecture.  Thus the workers that moved across 

to EDS were mainly operational IT support personnel.  Table 3.2 shows that 

between 1995 and 2000 the number of permanent Information Technology 

(IT)/Information Systems (IS) workers decreased by 40 per cent. 

 

As with the outsourcing of technical work, it could be surmised that these IT 

workers would have gained a relatively high degree of firm-specific skills in 

TCNZ and so should exhibit a relatively high degree of asset-specificity.  The 

traditional TCE analysis would suggest that these workers should be retained.  

Recent shifts towards the merger of the IT and telecommunications sectors also 

makes the strategy of shifting IT workers out of the firm appear somewhat 

curious.  While interviews suggest that short term cost reductions were an 

important consideration behind this decision, management considered that a 

number of other underlying factors supported this strategy.  To begin with, they 

felt that EDS had more skills and expertise in this area and could therefore 

provide a better service at a cheaper cost.  TCNZ management explained this in 
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terms of IT being a core competence for EDS but a secondary competence for 

TCNZ (Interview with TCNZ 2002).  By taking a minority share in the New 

Zealand subsidiary of EDS, TCNZ also gained greater access to these skills and 

the potential for future strategic alliances.  This minority shareholding also 

allowed TCNZ to better monitor this outsourcing arrangement.  Management also 

advised that while they might outsource work, they always retained control over 

TCNZ’s overall strategies and policies.  Hence the decision to retain higher skilled 

business analysts to assist with TCNZ’s future IT strategies.  Thus a closer 

examination of the EDS contract accords better with a TCE analysis, as the firm 

retained those IT workers with the greater firm-specific skills.  Retaining these 

highly skilled IT workers also gave the TCNZ a greater capacity to monitor the 

activities of EDS, which allowed the firm to more effectively deal with potential 

principal/agent problems. 

 

The outsourcing of TCNZ’s IT requirements may also in part reflect the labour 

market for the IT industry in general.  During the period 1995-99 TCNZ increased 

its use of IT contractors (see Table 3.3).  Shortages of IT workers means that they 

are often headhunted and hence tend to move between different employers 

depending on the salary package being offered.  The rapidly changing nature of 

the IT industry also means that firms are constantly requiring new and updated IT 

skills.  These factors tend to support an employment system within the industry 

that favours relatively short term lucrative contracts, rather than the long term 

development of skills within the same firm.  Such factors may counter the TCE 

view that firms will retain such highly skilled workers with firm-specific skills.  

TCNZ managers confirmed that it was sometimes difficult to engage IT workers 

as employees, as many of these people had set themselves up as contractors and 

were not available for direct hire.  Rather they were available on a fixed-term 

contractual basis.  TCNZ managers advised that by 2000 this trend towards more 

atypical work had become common right across the labour market, which may 

reflect the longer term effects of the ECA. 

 

TCNZ also outsourced some traditional HRM responsibilities.  For example, in 

1999 staff recruitment was outsourced to 10 ‘preferred’ employment agencies.  

This reduced the need for HRM personnel, although executive recruitment was 
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retained in-house.  TCNZ management referred to this as forming strategic 

supplier arrangements with firms in the recruitment industry and discussed the 

need to foster close business relationships.  It was thought that this strategy would 

give TCNZ access to the labour market expertise of these firms.  This included 

knowledge of contemporary remuneration practices and a greater ability to locate 

and match workers to the skills sets for jobs.  TCNZ also felt that the transaction 

costs associated with employing temporary workers would be substantially 

reduced, as they would no longer have to continually interview and vet new 

workers for these positions. 

 

In spite of these potential gains TCNZ’s outsourcing of the recruitment function 

was not a success.  Two main reasons — and associated transaction costs — 

appeared to underlie the problems with this system.  Firstly, the fees charged by 

the employment agencies were quite high.  Secondly, as more workers became 

employed via the external agencies TCNZ began to lose its ability to keep track of 

the skills and knowledge of its workforce. Thus TCNZ found the outsourcing of 

the recruitment function to be more expensive and less effective than it had 

envisaged.  However, TCNZ did not reintroduce the traditional recruitment 

system they had used previously.  Rather, in 2001 TCNZ management introduced 

a computer software package system to help screen potential applicants and create 

a database that would contain the skills sets of future potential workers.  This 

attempt to build up a data base of its workers was seen as a cost effective strategy 

to enhance knowledge management processes within the firm.  Management 

reported that this system would take time to develop and, at least in the short term, 

it would still be supported by external recruitment agencies. 

 

Thus interviews inferred that some outsourcing strategies were implemented to 

remove non-core, relatively low skilled and generic workers from the firm, while 

other areas of TCNZ were outsourced to access better management and technical 

skills (Interviews with TCNZ 2002).  Senior TCNZ managers claimed that 

outsourcing strategies were simply a reflection of the new competitive 

telecommunications environment.  They advised that in order to effectively 

compete with their smaller, nimbler competitors, it was imperative that TCNZ 

 72



became less of a leviathan.  In broad terms TCNZ senior managers considered that 

outsourcing delivered the following benefits to the firm: 

1. Cost reduction; 

2. Access to the expertise of outside firms; 

3. Access to firms that could do the job better; and 

4. The ability to delegate work to firms that could access the market faster, and 

hence look after customers more quickly (Interviews with TCNZ 1999). 

However, some TCNZ managers and staff advised that they had concerns about 

these strategies.  These concerns centred around the loss of skilled staff ⎯ and 

their associated knowledge of the firm ⎯ and the problems associated with 

controlling external parties.  These are both potential transaction costs as outlined 

by TCE theory.   

 

TCE also suggests that the potential loss of core competencies induces firms to 

retain in-house those functions that have a high degree of asset-specificity, as 

these core competencies assist firms to maintain their competitive advantage.  

Therefore TCNZ managers were asked what, if any, ‘core competencies’ was the 

firm unlikely to outsource, at least in the short to medium term?  Most managers 

replied that this was difficult to forecast as the changing nature of 

telecommunications meant that TCNZ’s definition of ‘core business’ and 

associated ‘core competencies’ would continue to change and evolve over time.  

However, some TCNZ managers distinguished between the terms as they related 

to a traditional telecommunications utility compared to how they related to 

TCNZ’s core business.  They advised that certain work may be considered core 

business for traditional TelCos, but was no longer considered core business for a 

firm looking to move away from the traditional model.  TCNZ’s decision in 2000 

to award a contract to Ericsson to manage and operate its mobile telephone 

network provided a further example of this shift away from what would have 

formerly been considered core TelCo business.  Once again, TCNZ chose to use 

arm’s length transactions rather than retain and/or create an in-house capability.  

Such decisions were likely to lead to further job cuts in TCNZ’s permanent 

workforce.  
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Thus, following deregulation, TCNZ management were committed to extensive 

outsourcing and downsizing.  This process led to many job losses as TCNZ 

managers sought to reduce labour costs.  By 2002 TCNZ’s permanent workforce 

had stabilised at around 5,500 employees, which was less than a quarter of the 

size of the permanent workforce that it had employed in the late 1980s (see Figure 

3.3).  During this period redundancy strategies at TCNZ went through a number 

of stages.  In the late 1980s and early 1990s redundancies occurred across most 

functional groups as TCNZ sought to reduce overall labour costs.  In the early 

1990s, redundancies then became increasingly targeted as generic and relatively 

low skilled work was marked for outsourcing.  In the mid to late 1990s TCNZ 

then began to outsource higher skilled traditional TelCo work.  For example, 

between 1995 and 2000 TCNZ focused on technical, engineering and IT areas for 

outsourcing and/or redundancy (see Table 3.2 & Figure 3.4).  In the late 1990s 

TCNZ also outsourced its semi-skilled operator services work.  TCNZ managers 

advised that external firms could provide these services effectively and with 

significant cost savings.  TCNZ was able to achieve a 13 per cent decrease in 

labour costs for the 1999-2000 period, which it attributed to the outsourcing of IT 

service to EDS, the sale of its subsidiary ConnecTel and the outsourcing of 

operator services to SITEL (TCNZ 2000:27).  Thus outsourcing work was one 

factor that allowed TCNZ to cut the size of its permanent workforce.  TCNZ also 

increasingly used fixed-term contractors to perform work previously performed by 

permanent TCNZ workers. 

 

Fixed-Term Contractors 

In 1995 permanent workers comprised 95 per cent of TCNZ’s workforce, but by 

2000 this figure had slipped to less than 70 per cent (see Table 3.3).  The use of 

fixed-term contractors increased across all sections of TCNZ and by 2000 they 

comprised almost 30 per cent of its workforce (see Table 3.3).  Thus by 2000 

fixed-term contract workers were performing a significant proportion of TCNZ 

work.  A good example was provided by the IT/IS classification.  While the 

number of permanent IT/IS workers decreased between 1995 and 2000, the total 

number of all IT/IS workers employed by TCNZ — including fixed-term 

contractors — actually increased during the same period.  Therefore by 2000, 
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more than 80 per cent of IT/IS workers were employed on a fixed-term contractor 

basis (see Table 3.4). 

 

Table 3.3: TCNZ Permanent and Atypical Workers: 1995-2000 
Classification Casual Permanent Contractor Temporary Grand Total 

 1995 2000 1995 2000 1995 2000 1995 2000 1995 2000 

Corporate 
Support 

29 26 844 1,437 9 339 23 37 905 1,839

IT / IS1  2 418 249 96 1291 7 18 521 1,560

Sales & 
Marketing 

110 46 3,607 2,799 18 610 65 67 3,800 3,522

Technical / 
Engineering 

10 21 3,574 1,848 20 583 21 33 3,625 2,485

Total 149 95 8,443 6,333 143 2,823 116 155 8,851 9,406

Percentage of 
workforce 

2% 1% 95% 67% 2% 29% 1% 2%   

Notes: 1. Information Technology (IT)/Information Systems (IS) 
Source: TCNZ interviews and internal reports 
 
Table 3.4: TCNZ Permanent and Atypical Workers by Classification: 1995-

2000 
Type of 
employment 

Corporate 
Support 

IT / IS Sales & 
Marketing 

Technical / 
Engineering 

 1995 2000 1995 2000 1995 2000 1995 2000 

Permanent  93% 78% 80% 16% 95% 79% 99% 74% 

Contractor  1% 18% 18% 83% 0.5% 17% 0.5% 23% 

Casual & 
Temporary 

6% 4% 2% 1% 4.5% 4% 0.5% 3% 

Total 100% 100% 100% 100% 100% 100% 100% 100% 
Source: TCNZ interviews and internal reports 
 

The preference for employing fixed-term contractors was confirmed by comments 

from TCNZ managers.  Under what one HR manager termed the ‘old system’, 

workers were classified as full-time, part-time and on-call casuals.  However, the 

manager advised that under the new HR approach, as full-time workers left the 

firm they were often replaced with fixed-term contractors (Interview with TCNZ 

2000).  TCNZ managers advised that by 2000 they were also increasingly using 

the services of external consultants.  This strategy was aimed at gaining high 

outputs through short term project work.  TCNZ managers advised that they had 
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to pay a premium when engaging people for short term projects.  However, TCNZ 

appeared willing to pay higher wages in return for greater numerical flexibility.  

In this regard, the use of fixed-term contractors and external consultants appeared 

to be TCNZ’s preferred strategies for gaining greater numerical flexibility.  Table 

3.4 shows that in contrast, the use of casual and temporary labour was not 

exploited to the same extent. 

 

Changing Workforce Structure 

TCNZ’s employment strategy is to operate with a relatively small number of 

‘core’ permanent workers supported by workers employed by firms linked to 

TCNZ.  This relatively small permanent workforce is further supplemented by 

employees working on fixed-term contracts and/or by external consultants.  This 

workforce structure has similarities with the core-peripheral view of the labour 

market (see Chalmers 1987).  TCNZ’s decision to enter into strategic partnerships 

with other firms in new emerging markets also allowed it to make use of the 

human resource skills and proprietary knowledge of its strategic partners.  This 

strategy was apparent in the emerging ecommerce and internet sectors, where 

TCNZ made alliances with firms such as EDS and Microsoft.  These are growth 

markets that are of increasing importance to TCNZ’s revenues.  However, many 

of the workers producing this revenue are employed by other firms. 

 

Despite these outsourcing and strategic partnership arrangements TCNZ retained 

the ownership of the public network.  As outlined earlier, this is a significant 

competitive advantage that helped TCNZ maintain its market dominance.  

However, subcontractor firms now build and maintain much of TCNZ’s 

infrastructure, including the network.  In the process, TCNZ introduced the 

principle of greater contestability into its organisation as former technical work 

was progressively put out for tender in the external market.  The following section 

analyses how TCNZ implemented these strategies. 
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ConnecTel – Towards a contestable market 

 

As mentioned above, the work performed by ConnecTel was formerly done by the 

TCNZ division, ‘Design Build and Maintenance’ (DB&M).  TCNZ set up DB&M 

as a separate trading unit within the firm and employed new external financial 

controllers and commercial managers to run the section.  Under a 

purchaser/provider split arrangement the designated purchasing authority at 

TCNZ was known as ‘Network Work Management’.  This purchasing authority 

encouraged market competition to develop by tendering out TCNZ work to 

smaller subcontractors, who competed against DB&M and its successor, the 

subsidiary ConnecTel.  Lower overheads and a more competitive environment 

meant that these external subcontractors helped to drive prices down.  Because of 

the large number of redundancies occurring at TCNZ, many former TCNZ 

technicians were by then working in the external labour market.  Therefore many 

of these subcontractors were either former TCNZ trained technicians and/or 

employed former TCNZ trained technicians. 

 

In the mid-1990s TCNZ allocated approximately 80 per cent of its design build 

and maintenance work to DB&M.  However, by 1999 its successor ConnecTel 

received only around 40 per cent of this TCNZ work (Interviews with ConnecTel 

1999).  The remaining work was tendered out to external subcontractors.  This 

increasingly competitive environment placed pressure on middle managers, as 

they were induced to benchmark the performance of their sections in an attempt to 

reduce costs.  These strategies also lowered morale as technical workers became 

increasingly concerned about job security, as more and more of this work was 

outsourced to the external market. 

 

ConnecTel was expected to make up for the reduction in TCNZ work by tendering 

for work from other firms in the external market.  This created some conflicts of 

interest as ConecTel was still a fully owned subsidiary of TCNZ at that time.  For 

example, when ConnecTel tendered for work from competitors to TCNZ, such as 

Vodaphone, there was the potential for ConnecTel workers to pass on firm-

specific knowledge concerning TCNZ to these competitors.  Conversely it also 

meant that competitor firms could have suspicions about awarding work to 
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ConnecTel, given that it could then provide information/knowledge about their 

actions to its owner, TCNZ. 

 

ConnecTel managers advised that because they were a larger, more experienced 

organisation their firm could generally provide a higher standard of work and 

greater reliability than the smaller subcontractors.  This was particularly so in 

higher value-added areas that required a high quality of service.  They also 

considered that they were more financially stable and, by virtue of their larger 

size, had a better ability to fix problems throughout the country.  However, 

ConnecTel managers complained that TCNZ’s purchasing section, ‘Network 

Work Management’, would seek to get what they considered to be a superior level 

of service from ConnecTel, at the same price they would normally pay to the 

smaller subcontractors.  This produced a degree of tension within the organisation 

(Interviews with ConnecTel 1999). 

 

These strategies created some interesting ER issues.  On the one hand managers 

within the DB&M section and its successor Connectel put pressure on workers to 

reduce costs, on the basis that the purchasers of their products and services were 

using this more competitive market to reduce prices.  Section managers would tell 

employees that they would have to change work practices or there would be no 

jobs left.  However, workers and unions would counter that the argument didn’t 

hold up, as the ‘purchasers’ of their goods and services — and sometimes their 

competitors for this work — were sometimes other TCNZ sections.  Therefore 

workers would argue that they were all working for the same company ⎯ or 

group of companies ⎯ and TCNZ was simply orchestrating the situation to force 

them to constrain wages and reduce conditions.  While some TCNZ managers 

agreed that it was at times difficult to counter this argument, they also suggested 

that much of this strategy was out of their hands, as the market and TCNZ’s 

purchasing authority were effectively dictating their response.  Some ConnecTel 

middle managers also suggested that TCNZ’s strategies allowed them to fend off 

worker complaints, since they could deflect criticisms away from themselves and 

simply point to head office as the chief culprit in the matter. 
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Union officials also suggested that as sections within TCNZ strove to reduce costs 

to compete more effectively with external contractors, this in turn helped to 

produce a further cost cutting downward spiral right across the firm and the 

external market.  Their argument was that at least until the mid-1990s, TCNZ 

retained a relatively small number of skilled technicians to help keep prices down.  

Rather than subcontracting all technical work to the marketplace, these entities 

retained enough technicians to bid for a minority of technical work from TCNZ.  

A combination of lower overheads and aggressive bidding from these new look, 

leaner TCNZ sections meant that they could offer competitive bids to help drive 

down prices and compete with the external subcontractors.  Therefore the TCNZ 

purchasing section could bid down the price of outside contractors by advising 

that such services could be provided more cheaply by their own TCNZ workers 

and/or subsidiaries (Interviews with CEWU & EPMU 1997; 1998).  This 

argument suggested that while TCNZ no longer had the capacity, or desire, to 

perform all its technical work, its various entities retained the ability to affect 

market prices through competitive tendering.  

 

When questioned about the above strategy most TCNZ managers advised that the 

primary reason for keeping some technicians employed was to maintain some 

form of minimum in-house capability, and to retain enough skilled workers to 

check that the work being performed by subcontractors was up to the agreed upon 

standard.  Thus this was a form of quality control.  However, they agreed that one 

of TCNZ’s strategic aims during the 1990s was to actively foster a highly 

competitive market for its technical work, where none had existed before 

(Interviews with TCNZ 1999-2002).  One TCNZ manager stated that the strategy 

of retaining a limited number of workers to affect market prices by competing 

head to head with subcontractors had occurred in a very limited number of areas.  

However, the manager advised that this practice of trying to use TCNZ sections to 

bid down the prices of external subcontractors had been discontinued, as it was 

more cost effective to foster an external competitive market and then simply 

outsource all the firms requirements in that area (Interviews with TCNZ 1999).  

By 2000 the number of subcontractors bidding for technical work had expanded to 

the point that it became cheaper — at least in the short term — for TCNZ to cut 
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ConnecTel loose and simply tender all its technical work out to the marketplace.  

Therefore ConnecTel was sold off as a stand-alone entity. 

 

The creation of a competitive market for technical work led to a concurrent 

increase in the number of technicians employed by subcontractors.  For example, 

unions advised that the subcontractor GC Elstrom went from a relatively small 

employer of around 50-100 workers to employing around 1400 workers, with 

many of the new employees being former TCNZ technicians (Interview with 

EPMU 1999).  Because many of these workers were now employed under 

individual contracts and/or on a subcontractor basis themselves, it is difficult to 

find data on their rates of pay and terms of employment.  Many of these workers 

were also quite transient as they operated out of their own vans.  However, 

anecdotal evidence suggested that overall wages and conditions tended to be less 

than what TCNZ technicians received, particularly in areas such as overtime and 

allowances. 

 
When asked about whether TCNZ had concerns about the possible loss of core 

knowledge to competitors via its subcontracting transactions, ConnecTel 

management agreed that this was a possibility.  In this regard they advised that the 

strategy of simply using market forces to reduce costs had perhaps been 

implemented a bit simplistically.  ConnecTel management considered that the 

TCNZ model worked best when dealing with specific products and/or services, 

and where it was relatively easy to ensure the specified quality of such products 

and/or services.  Under these conditions the main concern of the purchasing firm 

was the price. ConnecTel management considered that the main drawbacks of the 

TCNZ model included:  

1. when the firm was looking to have a long term relationship with a contractor; 

2. where they were seeking to jointly work together with the contractor to 

expand the market; and 

3. where the firm was looking for the contractor to provide a value-added service 

for the firm (Interviews with ConnecTel 1999). 

Similar concerns about market co-operation and the need to develop better 

relationship management skills were echoed by managers in other sections of the 
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firm.  These potential problems accord with TCE theory and the typical 

principal/agent problems associated with ‘arms length’ transactions. 

 

TCNZ managers counter that they have considered some of these problems and 

claimed that they can achieve and maintain adequate quality control.  They 

advised that a fundamentally different management style was required when 

contracting work out as opposed to controlling that work directly (Interviews with 

TCNZ 1999; 2002).  They claimed to have developed a sophisticated set of 

arrangements to manage contractors so as to achieve consistent performance and 

required quality standards.  For example, TCNZ set high standards in the contract 

and retained a small core of skilled workers to oversee the quality of outsourced 

work.  TCNZ also replaced and/or fired subcontractors whose standards fell below 

contractual requirements (Interview TCNZ 2000).  Some TCNZ managers 

believed that setting up these types of arrangements could actually make it 

tougher on subcontractors than if they employed these workers directly.  In some 

instances potential subcontractors were also required to draw up their own quality 

assurance processes and programs.  These then had to be approved by TCNZ 

managers before the subcontractor was awarded the contract (Interview with 

TCNZ 2002).  They advised that these strategies allowed them to put in place a 

regime that required subcontractors to consistently perform work to high 

standards (Interview with TCNZ 2002). 

 

From a TCE perspective the above requirements are associated with immediate 

and potential transaction costs.  Firstly, as Williamson says, drawing up 

‘watertight’ contracts can be time consuming and expensive and may involve 

substantial legal fees (Williamson 1991).  Secondly, if TCNZ chooses to break a 

contract on the grounds that a subcontractor’s standards fell below contractual 

requirements, it faces potential litigation costs. 

 

The outsourcing of technical work may also lead to transaction costs in the form 

of potential long term recruitment problems.  TCNZ managers and unions 

officials stated that most subcontractors did not engage in the large-scale training 

of technicians.  This allowed them to reduce short term costs.  Thus firms may 

soon be competing for a diminishing pool of skilled technical workers, which 
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could bid up future labour costs.  The copper wire public network also requires 

continual maintenance.  While new technology reduced the need for some older 

technical skills, more recent moves to revamp the network with ADSL1 

technology means that the ‘old’ network could still be in use for high speed data 

traffic well into the future.  

 

The above outsourcing of technical work and the sale of ConnecTel were part of 

an overall strategy to introduce greater contestability for many services 

throughout the firm.  A TCNZ internal report on contestability practices within 

the firm in the late 1990s recommended that future organisational changes should 

include the creation of leaner business units that were better integrated with 

internal and external markets.  This strategy aimed to enhance competitive 

practices and reduce costs.  Therefore TCNZ policy stated that where an external 

competitive market existed for a product or service, then internal trading 

arrangements between business units within the firm should reflect market-based 

prices (TCNZ internal report 1998).  Those sections that were unable to reduce 

costs tended to have their roles outsourced to external parties, and full-time 

workers within these sections often found themselves made redundant.  By the 

late 1990s, if a section was competing with external contractors then it was 

generally being prepared for a movement out of the centre of the firm.  The 

section would then be sold off and/or its work outsourced. 

 

Perhaps not surprisingly, the above TCNZ internal report advised that the more 

recently hired managers had a greater appreciation of the benefits of applying 

contestability to their sections than those managers who had been with the firm for 

a relatively long time.  The former generally came from outside TCNZ and saw 

such practices as a normal part of management, while many of the latter retained 

more of a public-sector background and outlook (TCNZ internal report 1998; 

Interviews with TCNZ 1999).  TCNZ also acknowledged that many of its longer 

term managers were more used to managing resources within their sections as 

opposed to being adept at supply and/or contract management.  Therefore 

                                                 
1 ADSL technology allows relatively high speed internet traffic to pass over traditional copper 
cables. 
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management had identified a need to develop better skills in benchmarking, 

contract management and relationship management.  The increased need for such 

skills reflected the organisational changes that had occurred at TCNZ.  This was 

reinforced by TCNZ’s increased use of external management contracts in the post-

1995 period.  Thus TCNZ’s contestability strategies were linked to its concurrent 

organisational restructuring, downsizing and outsourcing strategies. 

 

 
Conclusion 

 

Telecommunications under the New Zealand Post Office had been a government 

owned monopoly that was responsible for building and maintaining the 

telecommunications infrastructure.  Many managers had technical backgrounds, 

with little commercial experience.  Between 1987 and 1990 TCNZ moved rapidly 

from being a public sector monopoly to becoming a fully privatised firm in a 

deregulated telecommunications sector.  TCNZ managers responded by 

restructuring the firm into a leaner, more commercially oriented organisation.  

These strategies aimed to reduce costs and increase shareholder value. 

 

TCNZ managers stated that they continued to retain control over the firm’s 

strategy and direction.  However they no longer believed that it was necessary 

and/or cost effective to directly employ all of the people who performed TCNZ 

work.  While TCNZ retained its ownership of the public network it progressively 

brought in other firms to maintain and expand the network.  Therefore the 

deregulation and privatisation of TCNZ led to fundamental changes in the 

make/buy decisions of TCNZ managers. 

 

TCNZ also outsourced other areas traditionally associated with TelCos.  These 

included former TCNZ sections, such as operator services, IT support work and 

mobile phone divisions.  New growth areas for TCNZ, such as ecommerce and the 

internet, were also undertaken by strategic alliances with other firms.  Thus TCNZ 

evolved into a leaner operation, supported by links to other firms.  These included 

subcontractor agreements, management contracts, joint ventures, subsidiaries 
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and/or strategic alliance type arrangements.  From a TCE perspective, TCNZ 

managers believed that they could put systems in place that would alleviate 

potential principal/agent problems.  For example, the use of legal contracts to 

enforce quality control. 

 

This organisational restructuring led to extensive workforce restructuring and 

downsizing strategies.  Between 1987 and 2002 TCNZ reduced its permanent 

workforce from around 24,500 to 5,500 employees (TCNZ annual reports).  Four 

main factors allowed TCNZ to operate with this reduced permanent workforce.  

Firstly, TCNZ outsourced work formerly performed within the firm.  Secondly, 

TCNZ entered into emerging markets — such as internet related markets — 

through strategic alliances, which allowed TCNZ to access the skills of workers 

employed outside of the core firm.  Thirdly, TCNZ increased its use of fixed-term 

contractors and consultants within the firm.  Lastly, TCNZ invested in new 

technologies that required less labour and/or maintenance. 

 

TCE provides some support for the TCNZ model, in particular the outsourcing of 

generic and semi-skilled work.  A TCE analysis also lends some support to the 

decision by TCNZ managers to retain some higher skilled IT workers, while 

outsourcing their more generic IT support work.  The nature of the rapidly 

changing IT sector may also mitigate against the development of long term IT 

careers within the one firm. 

 

However, a traditional TCE analysis does not support the outsourcing of technical 

work specific to the building and maintenance of the public network.  This is 

skilled work that is highly specific to the firm.  However, two factors may help to 

explain this decision.  Firstly, there are few alternative networks to the TCNZ 

owned public network.  Therefore former TCNZ technicians that now work for 

subcontractors will generally still be performing work on the TCNZ network.  

Competitive tendering arrangements then allow TCNZ to gain the services of 

these technicians at a discount. 

 

A second factor is the emphasis that modern markets tend to place on short term 

profit maximisation.  Throughout the 1990s TCNZ’s profits and share price 
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continued to increase. These increased profits were often achieved through labour 

cost cutting strategies, including outsourcing arrangements.  As outlined earlier, 

throughout the 1990s TCNZ routinely paid out 90 per cent or more of the firm’s 

profits in dividends.  Union officials suggested that TCNZ management 

concentrated on strategies that delivered short term, up front, cost savings, to the 

detriment of long term sustainability.  A TCE approach suggests that while 

outsourcing can reduce short term costs, long term sustainability dictates that 

firms should also consider potential future transaction costs before they change 

their make/buy decisions.  Such transaction costs would include the loss of skilled 

workers with firm-specific skills and potential future skills shortages. 

 

In 2002 the long term sustainability of TCNZ’s lean organisational model was still 

a matter for conjecture.  While TCNZ delivered substantial returns to its investors 

throughout the 1990s, the ensuing world-wide decline in Telco stocks and 

subsequent lower profits placed greater pressures on TCNZ management.  Moves 

by TCNZ to transform itself from a New Zealand company into a Trans-Tasman 

Company will further test the effectiveness and sustainability of its strategies.  

However in 2002, following more than a decade of deregulation, it remained the 

dominant New Zealand TelCo. 
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APPENDIX 3.1 — New Zealand Telecommunications Regulation 
 
This Appendix examines the competition legislation and subsequent litigation that 
helped to create the operating environment within which TCNZ management 
made their strategic decisions.  The deregulation of telecommunications in New 
Zealand was not accompanied by an industry specific regulator and/or specific 
legislation to cover issues such as pricing and access to the existing network for 
potential new competitors (Flood 1995; Hay 1996).  Rather the New Zealand 
government opted to use the existing generic Commerce Act (1986) to oversee the 
newly deregulated telecommunications sector (Ahder 1995:77).  This lack of a 
specific industry regulator during the 1990s set New Zealand apart from many 
other IMEs (Flood 1995:199) and was in contrast to the Australian experience 
where specific legislation was introduced to cover issues such as pricing and third 
party access.  Thus TCNZ operated within a different competitive environment 
than its Australian counterpart, Telstra.  It was suggested that the introduction of a 
specific regulator would have had a potentially negative effect on the price that 
the New Zealand government would receive for the sale of TCNZ.  Ahdar 
suggests that the government would not have received the then record price of 
NZ$4.25 billion for its sale of TCNZ in 1990 if an industry-specific regulator had 
been in place and/or the public network had not been included as part of the sale 
(1995:113).  
 
Commerce Act (1986) 
The lack of a specific industry regulator requires New Zealand Courts to interpret 
the Commerce Act (1986) in areas such as third party access and pricing in the 
telecommunications sector.  This has mainly involved an interpretation of Section 
36 of the Commerce Act, which prohibits the use of a dominant position in a 
market for the purposes of: 
1. Restricting the entry of any person into that or any other market; 
2. Preventing or deterring any person from engaging in competitive conduct in 

that or in any other market; or  
3. Eliminating any person from that or any other market. 
But Section 36 does not specifically address access pricing issues and the Courts 
have shown that they do not wish to turn themselves into price-fixing bodies 
(Flood 1995:200). 
 
An example of the third party access problems faced by new entrants in the New 
Zealand telecommunications sector was provided by the long running dispute 
between Clear Communications and TCNZ during the 1990s. 
 
Clear Communications versus TCNZ 
In 1990, Clear Communications entered the deregulated market as a competitor to 
TCNZ.  Clear sought to compete in the corporate market and attempted to 
negotiate an interconnection price with TCNZ for connection to business 
customers (Clear v TCNZ 1993; Interviews EPMU 1997). Clear required access 
to the TCNZ-owned public sector telephone network (PSTN), so that its 
customers could be linked to any other customers in New Zealand; however, 
TCNZ and Clear were unable to come to an agreement on access pricing.  TCNZ 
advised that its access pricing structure was inflated by its universal service and 
hence cross subsidy obligations, which inflated the costs of its network access.  
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Faced with an inability to come to an agreement Clear commenced legal action in 
the High Court in 1992 to resolve the dispute.  Specifically it claimed that 
TCNZ’s behaviour had breached Section 36 of the Commerce Act. 
 
The case included the evidence of two distinguished American economists, 
Professors Baumol and Willig (Ahdar 1995:93).  TCNZ used what became known 
as the Baumol-Willig rule to support its access pricing structure.  In essence, this 
rule suggested a supplier of a product should be permitted to price the good or 
service in question at a price that was sufficient to compensate them for supplying 
that good or service (Pengilley 1993-94:153-54).  This included the opportunity 
cost of supplying that service.  This implied that a firm with a dominant market 
share could theoretically charge monopoly-style access rents to compensate it for 
its lost market share.  Clear opposed this rule on the grounds that it should not be 
up to Clear to underwrite TCNZ’s current profits (Ahdar 1995).  The Court 
subsequently ruled that Clear should have access to TCNZ’s PSTN, but it did not 
set an access price.  Rather it ruled that the two parties should renegotiate the 
access pricing issue between themselves.  It further implied that TCNZ could use 
the Baumol-Willig rule as the basis for a future pricing agreement (Pengilley 
1994:160). 
 
Clear appealed this finding, and in late 1993 the Court of Appeal’s ruling found 
the Baumol-Willig rule to be anti-competitive and thus in breach of Section 36 of 
the Commerce Act.  It found that the rule would only allow new competitors to 
enter the market if they indemnified the dominant firm against loss of market 
share and hence potential monopoly profits (Ahdar 1995: 97-101).  The Court of 
Appeal ruled that this was a restriction on entry and therefore would deter 
competitive conduct.  It also stated that the previous High Court’s decision had 
put too much emphasis on the proposed economic efficiency of the Baumol-
Willig rule and not enough emphasis on its potential negative effects on 
competition (Ahdar 1995: 97-101). 
 
While this decision appeared to be in Clear’s favour, the Court again did not give 
any specific ruling on access pricing, stating that it was not a price fixing authority 
(Clear Communication versus TCNZ 1993).  Rather, it simply dismissed the 
Baumol-Willig rule and told TCNZ that it must allow Clear access to its network 
at a negotiated price.  In general terms it stated that this price should represent a 
fair commercial return, but not the full opportunity costs and/or potential 
monopoly profits claimed under the earlier High Court ruling.  It also advised 
Clear that it must pay some contribution towards the interconnection.  For all 
intents and purposes this put the two firms back to their positions before Clear 
began its original action in 1992. 
 
In a continuing litigation spiral, TCNZ appealed the decision to the Privy Council, 
which delivered its judgement in 1994.  The judgement was a win for TCNZ as 
the Privy Council found the ‘economic approach’ of the High Court provided 
better guidance on distinguishing whether the behaviour of firms breached or did 
not breach Section 36 than the approach taken by the Court of Appeals (Ahdar 
1995: 102).  The Privy Council again endorsed the Baumol-Willig rule and found 
that this pricing schedule would not prevent Clear from entering and competing in 
the market.  It also stated that it was impossible for the Privy Council to ascertain 
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whether in fact TCNZ was charging monopoly rents, as this was beyond the 
capabilities of the Court (Flood 1995:213-14).  Such reviews in other IMEs are 
typically carried out by industry regulators that have expertise in these areas.  
 
Therefore after three long, protracted and costly Court battles, TCNZ and Clear 
appeared to be no closer to negotiating an interconnection agreement.  Clear’s 
legal costs alone were estimated at NZ$8-10 million (Adhar 1995:103).  While 
successive Courts had ruled that TCNZ must grant access to Clear, the exact terms 
and conditions were still not agreed upon.  A final agreement between TCNZ and 
Clear on interconnection pricing for local access did not come into effect until 1 
January 1996, some three to four years after Clear commenced its initial action.   
 
Telecommunications Inquiry (2000) 
The Labour led coalition government elected in 2000 set up an inquiry into the 
telecommunications sector.  This was partly in response to some of the criticisms 
of the New Zealand government’s light handed approach to telecommunications 
regulation.  While the recommendations of the inquiry were quite broad, the 
ensuing telecommunications legislation that was passed by the government in late 
2001 was not as strict as some firms had expected (Bromby 2001).  Under the new 
regulatory regime the government appointed a ‘Telecommunications 
Commissioner’, who is responsible for resolving industry disputes within the 
sector.  This will include disputes over access to services, the regulation of 
services and the costing of universal service obligations (Swain 2001).  However 
the New Zealand government continued to favour free market based solutions 
with government involvement ‘only where it is necessary to make the market 
operate more efficiently’ (Swain 2001).  While the introduction of a 
Telecommunications Commissioner may influence and/or restrict future TCNZ 
strategies, the new legislation remains less intrusive than the more proactive 
telecommunications regulatory regime faced by Telstra in Australia. 
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CHAPTER FOUR 

 

ORGANISATIONAL AND WORKFORCE RESTRUCTURING AT 

TELSTRA1

 

Introduction 

Following the corporatisation of Telstra in 1989 successive Australian federal 

governments moved to deregulate the Australian telecommunication sector.  

Telstra subsequently lost its monopoly to supply telecommunications services 

within Australia.  Deregulation in Australia followed a more incremental path 

than in New Zealand.  In 2002 Telstra remained in majority federal government 

ownership, while TCNZ had operated as a fully privatised firm for 11 years. 

 

This chapter begins with an examination of the background issues that led to a 

more competitive Australian telecommunications sector.  It then considers some 

of the broad business strategies undertaken by Telstra management in response to 

the deregulation process.  These strategies were associated with large scale 

organisational restructuring as Telstra evolved into a leaner firm that gained a 

greater proportion of its revenues from new products and services.  In the process, 

it re-evaluated its core competencies and subcontracted work previously 

performed within Telstra to external firms.  This chapter then examines the effects 

that these outsourcing and downsizing strategies had on the size and structure of 

Telstra’s workforce.  It concludes with an examination of possible future 

directions for Telstra. 

 

 

Changing Competitive Environment 

 

As was the case with New Zealand, the Australian economy was heavily 

regulated, with local industry protected by high trade barriers.  

                                                 
1 At various times in its history Telstra has been known as the PMG, Telecom Australia and the 
Australian and Overseas Telecommunications Corporation (AOTC).  To avoid confusion, this 
thesis generally identifies the organisation as Telstra.  An exception is when this chapter discusses 
the historical development of the firm; here the use of the original names is more appropriate. 

 89



Telecommunications had been a government-owned monopoly in Australia since 

1901, being part of the Postmaster Generals Department (PMG).  In 1946 the 

federal government created the Overseas Telecommunications Commission 

(OTC) to administer Australia’s international telecommunications (SERCARC 

1996).  While OTC became the monopoly provider of international calls out of 

Australia, the PMG remained the monopoly provider of local telecommunications 

services within Australia (Brown 1996:2).  Following the recommendations of the 

1975 federal government committee of inquiry, the Vernon Committee, the PMG 

was broken up into two government business enterprises (GBEs), the Australian 

Postal Commission (Australia Post) and the Australian Telecommunications 

Commission (Telecom Australia).  The Telecommunications Act 1975 officially 

transferred the former telecommunications functions of the PMG to the newly 

formed statutory authority, Telecom Australia, and gave the new entity a 

monopoly on the provision of telecommunications services throughout Australia 

(Evans 1988:22).  It also shifted Telecom’s operations to a more commercial 

orientation.  For example, Telecom was expected to pay its own way, with its 

earnings being required to cover expenses and at least half of all capital 

expenditures.  Despite these reforms the federal government retained significant 

regulatory powers over its operations.  Telecom was required to gain the approval 

of the Treasurer before it could undertake any external borrowings and its ER 

negotiations and subsequent agreements had to be considered and approved by the 

federal government (Evans 1988:10 & 37).  

 

In 1981 the government created another telecommunications GBE called Aussat, 

which had a monopoly on the operations of the domestic satellite system (Brown 

1996:2).  In 1984 Telecom bought a 25 per cent equity in the enterprise (Telecom 

1989:53).  Aussat was established as a corporation under the Companies Act and 

was expected to operate in an entrepreneurial manner and make a profit for its 

owner, the federal government.  However Aussat did not begin to earn any 

revenue until 1985, when it launched its first satellite (Evans 1988a:167-68). 

While it was expected to become profitable by 1989-90, in the early 1990s it was 

still a loss-making enterprise (Evans 1988a:167-68); Rice 1996:65).  Interviews 

with Telstra managers and union officials suggested that most observers 

considered Aussat to have been a financial failure.  Thus by the early 1980s 
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Australia had three telecommunications GBEs — Telecom Australia, OTC and 

Aussat — that each had monopolies within their own telecommunications niche: 

national, international and the domestic satellite system.   

 

During the 1980s low productivity and a decline in international competitiveness 

created a perception that Australia needed to lift its economic performance.  In 

1982 the federal conservative coalition1 released the Davidson report that outlined 

reforms that it considered would improve the performance and efficiency of the 

telecommunications sector.  Its recommendations included the introduction of 

private networks that could interconnect to the public sector telephone network 

(PSTN) and resell excess capacity (Brown 1996:2).  Davidson also suggested that 

unions at Telecom were making it difficult for management to introduce changes 

to long held ER practices (Davidson 1982). 

 

While the incoming 1983 Australian Labor Party (ALP) government instituted a 

series of economic reforms, which included floating the Australian dollar and 

deregulating the banking sector, it rejected the major recommendations of the 

Davidson Report.  Rather, it initially reaffirmed Telecom’s position as the 

monopoly supplier of telecommunication’s services within Australia.  However, 

to lift Telecom’s commercial performance the ALP government introduced 

limited competition in the provision of some telecommunications equipment and 

services in the mid-1980s (Brown 1996:2-3).  This included products, such as 

additional telephones, modems and computer terminals, and private automatic 

branch exchanges (PABXs) (Evans 1988b:8).  While the ALP government 

privatised a number of former GBEs — including QANTAS and the 

Commonwealth Bank — it remained opposed to privatising Telecom. 

 

This opposition reflected at least three considerations.  Firstly, Telecom’s 

universal service obligations required it to provide customers with reasonable 

access to telephone services throughout Australia, while prices for metropolitan 

and non-metropolitan regions should on average remain the same (Telstra 

2001:51).  Telecom operated across a vast geographical area that included many 

                                                 
1 Liberal and National Party coalition. 
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sparsely populated areas and metropolitan regions tended to subsidise non-

metropolitan regions.  Talk of privatising Telecom inevitably provoked a voter 

backlash from regional and remote areas, with people concerned that a privatised 

firm would give a lower priority to less profitable and/or uneconomic services.  

Secondly, left-wing factions of the ALP and the unions were opposed to any sale 

on ideological grounds.  Unions feared that privatisation would lead to 

redundancies and the potential loss of members.  Thirdly, because Telecom 

continued to pay substantial dividends to its owner, the federal government, many 

commentators argued against selling off a seemingly successful and profitable 

GBE. 

 

 

Corporatisation and Partial Privatisation 

 

While the federal ALP government did not privatise Telecom it recognised the 

growing importance of the telecommunications sector to the economy and the 

government’s microeconomic reform agenda.  In 1988 the Minister for Transport 

and Communications, Gareth Evans, issued a statement that included a major 

revamp of the GBEs to place them on a more commercially oriented footing 

(Evans 1988).  In 1989 Telecom’s full name was changed from the Australian 

Telecommunications Commission to the Australian Telecommunications 

Corporation.  A new corporate board was appointed and Telecom’s 

Commonwealth loans were converted into equity shares that were 100 per cent 

owned by the federal government (Telecom News 1989:4-5).  Telecom was 

required to provide dividends to its owner, the federal government, raise its own 

investment capital and pay appropriate federal and state taxes (Evans 1988:7&22).  

Telecom management were also allowed greater autonomy to create subsidiaries 

and enter into joint venture arrangements with other firms.  These activities had 

previously required ministerial approval (Evans 1988:10).  The government 

opened up more telecommunications services to competition and created a new 

industry regulator, Austel.  This regulator interpreted which services were 

reserved for Telecom and which were to become open to external competitors 

(Evans 1988b:7). 
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Telstra as the ‘dominant carrier’ was subject to price caps that were monitored by 

Austel.  Telstra and Austel subsequently became embroiled in a number of 

disagreements over the interpretation of these telecommunications regulations.  

Researchers commented on the bad personal relationship between the Chairman 

of Austel, Neil Tuckwell, and the then CEO of Telstra, Frank Blount (Rice 

1996:70).  Telstra’s CEO, Blount, claimed that Australia’s telecommunications 

regulation effectively transferred Telstra’s shareholder value to other carriers 

(Blount 1995:6). 

 

In 1991 the ALP government continued its reform of the telecommunications 

sector by introducing a second licensed carrier, Optus Communications.  This 

direct competitor to Telecom bought the GBE, Aussat, which formed the basis of 

this new domestic carrier (Brown 1996:3).  Optus began operations in 1992 and 

was initially a joint venture between Cable and Wireless (UK), Bell South (USA), 

Australian Mutual Provident Society, National Mutual and Mayne Nickless 

(Bamber, Shadur & Simmons 1997:130). 

 

The federal government also granted mobile licences to Telecom, Optus and a 

third competitor Vodaphone (see Table 4.1).  Therefore in the early 1990s the 

government had created a duopoly in domestic and international services and a 

triopoly in mobile services (Brown 1996:3).  To encourage capital investment the 

new competitors were advised that full deregulation would not occur until 1997.  

This gave the firms time to recoup some of their capital investment outlays before 

the advent of further competition.  These shifts towards a more competitive 

environment accelerated moves by Telecom to reduce its costs to better compete 

with those of its competitors. 

 

In 1992 Telecom Australia merged with OTC to become the Australian and 

Overseas Telecommunications Corporation (AOTC).  In 1993 the new entity was 

renamed Telstra.  This was partly a marketing exercise to create a new corporate 

brand name; however it was also seen as assisting the organisational change 

process.  Interviews suggested that the adoption of the new name helped placate 

former OTC managers who did not like to think they had simply been absorbed 
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into the former Telecom Australia (Interview with Telstra2 2002).1  The firm 

began trading offshore as Telstra in 1993, but it continued to trade domestically as 

Telecom Australia until 1995 (Telstra 1993;1995). 

 

Table 4.1: Chronology of Australian Telecommunications Sector 
Year Event 
1901 Postmaster General’s Department (PMG) established. 
1946 Overseas Telecommunications Commission (OTC) established — 

monopoly on international calls. 
1975 PMG divided into ‘Australia Post’ and ‘Telecom Australia’ — 

monopoly on provision of telecommunications services throughout 
Australia. 

1981 Aussat established — monopoly on domestic satellite operations. 
1989 Telecom Australia is corporatised. 
1992 Limited competition — Optus Communications begins operations. 
1992 Limited competition — Vodaphone granted a licence for mobile 

telephone services. 
1992 Telecom Australia merged with OTC to become the Australian and 

Overseas Telecommunications Corporation (AOTC) 
1993 AOTC renamed Telstra 
1997 Telstra partially privatised — one third of its shares sold to the 

public. 
1997 Telecommunications sector deregulated — open to full 

competition. 
1999 Federal government sells a further 16.6 per cent of Telstra’s shares. 

1999 - Federal government retains 50.1 per cent majority ownership of 
Telstra. 

Sources: Telstra annual reports; Brown (1996:3). 
 

The incoming 1996 conservative coalition government was committed to further 

reform of the telecommunications sector and was elected with a commitment to 

privatise one third of Telstra.  The government’s objectives for the sale included 

the achievement of an optimum financial return and the promotion of an 

internationally competitive, low cost and innovative telecommunications industry 

(ANAO 1998:12).  Critics argue as to which of these objectives was the federal 

government’s highest priority, but the subsequent first float of Telstra shares in 

1997 was highly successful.  The float was oversubscribed and raised $14.2 

billion2 for the federal government, although the Auditor General’s 1998 report 

                                                 
1 As outlined in Chapter 2, interviews were conducted with both former and current Telstra 
managers.  Therefore ‘Interview with Telstra2 2002’, denotes interviews with former Telstra 
and/or Telecom manager(s) — i.e. they are no longer employed by Telstra. 
2 All dollar amounts in this chapter are in Australian dollars, unless otherwise specified. 
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suggested that the issue had been under priced1 (ANAO 1998:13-14; SERITALC 

1999). 

 

The success of the initial Telstra share sale added momentum to the federal 

government’s privatisation policy, so that the government went to the 1998 

federal election with a commitment to sell a further 16.6 per cent of Telstra.  This 

allowed the government to retain majority ownership, with 50.1 per cent of 

Telstra shares remaining under government control.  It was envisaged that full 

privatisation of the company would follow after an independent enquiry was 

satisfied that concerns over Telstra’s universal service obligations to regional 

areas were adequately addressed.  But although it was returned to power in the 

lower house, the House of Representatives, the government failed to gain a 

majority in the upper house, the Senate.  In mid-1999 the Senate agreed to the sale 

of a further 16.6 per cent of Telstra, but remained opposed to any sale of the 

remaining 50.1 per cent of the firm.  In terms of the funds raised for the 

government, the 1999 sale was even more successful than the previous 1997 share 

issue.  Approximately half the number of shares went on sale compared to the 

1997 issue, but it raised around $16 billion for the federal government ⎯ $1.8 

billion more than the previous sale (ANAO 2000:9).  Telstra was now required to 

fulfil its universal service obligations for its majority government owner, while 

striving to maximise shareholder value for its minority public shareholders.  This 

partially privatised status created potential conflict of interest issues.  The 

chronology in Table 4.1 outlines how Telstra changed from a public sector 

monopoly into a partially privatised firm in a deregulated environment. 

 

Deregulation 

The Telstra and Optus duopoly and the mobile telephone triopoly were phased out 

on 1 July 1997 and replaced by a deregulated market.  The telecommunications 

sector was then theoretically open to all comers, although Telstra retained its 

ownership of the public network.  Within this supposedly ‘deregulated’ market 

Telstra was constrained by new telecommunications legislation and organisations.  

                                                 
1 At the close of the first day of trading the shares were trading at a premium of 34 per cent on the 
first instalment price and 20 per cent on a fully paid basis (ANAO 1998:13). 
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One researcher suggested that by the late 1990s there were at least 20 regulatory, 

consultative and/or standard-making bodies that helped to determine the 

telecommunications environment within Australia (Armstrong et al 1998).  These 

included the Australian Communications Authority (ACA), the Australian 

Consumer and Competition Council (ACCC), the Telecommunications Access 

Forum (TAF) and the Australian Communications Industry Forum (ACIF): the 

ACA and ACCC assumed many of the powers that were formerly administered by 

Austel.1 The Telstra Corporations Act (1991) also gave the Minister for 

Communications extensive powers to direct Telstra.  For example, in 1992 the 

Minister directed Telstra to not implement proposed changes to its interconnection 

charges (AOTC 1992:39).  Telstra management complained that these regulatory 

bodies and associated telecommunications legislation discriminated against them 

in favour of new entrants.  A federal government decision in 2002 to increase the 

powers of the ACCC to monitor Telstra’s activities also raised questions in the 

marketplace about who was running Telstra ⎯ the federal government or the 

Telstra board and its CEO? (Westfield 2002:17-18). 

 

The deregulation of the telecommunications sector fostered more competition and 

by the late 1990s there were 21 licensed carriers operating in the Australian 

market (Telstra 1998:4).  As outlined in Chapter Three, in 2000 TCNZ also 

entered the Australian market when it purchased one of Telstra’s competitors, 

AAPT.  This increase in competition was against the background of a rapid 

increase in the size of the Australian telecommunications market.  During the 

1990s the Australian telecommunications market grew at close to 10 per cent per 

annum, with data transmission increasing at an even more rapid rate (Switkowski 

2000).  Thus the market was approximately doubling in size every seven years.  

Such rapid market growth allowed Telstra to increase sales and revenue in the 

face of new competitors and declining market share.   

 

Following a decade of strong growth, the period from 2001 to 2002 witnessed a 

slowing down in the growth rates of the telecommunications sector.  Deutsche 

                                                 
1 A summary of these regulatory, consultative and/or standard making bodies is outlined in 
Appendix 4.1 of this chapter. 
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Bank reported a contraction in expenditure by firms in the Australian 

telecommunications industry, as firms that had spent heavily in the post 

deregulation period on capital investment and marketing began to wind back such 

spending (Gluyas 2002:35).  The collapse of the dot.com and TelCo stock market 

bubble of the late 1990s also caused a shake up in the telecommunications market.  

In 2001 the Singaporean owned TelCo, SingTel, purchased Optus as a 100 per 

cent wholly owned subsidiary (Ellis 2001:34-36), while other smaller local 

competitors, such as OneTel, went into liquidation.  The global downturn in 

TelCo stocks in 2002 was compounded by local market concerns about continued 

federal government majority ownership and influence that saw Telstra’s share 

price drop to some of the lowest levels seen since they were first floated in the late 

1990s.  Telstra, however, continued to be a very profitable enterprise. 

 

 

Business Strategies 

 

Telstra management responded to competition by shifting the firm towards a more 

commercial orientation that included organisational restructuring and labour cost 

reduction strategies.  The latter were achieved through outsourcing, downsizing 

and the introduction of new technologies.  Between 1989 and 2001 Telstra 

reduced its full-time workforce from approximately 84,000 to less than 45,000 

full-time workers (Telstra annual reports).  Such strategies fuelled political and 

community concerns that Telstra’s increased commercial focus would cause it to 

reduce services to less profitable rural and regional areas.  In 2002 the federal 

government conducted the Estens Inquiry that examined standards of 

telecommunications services in regional and remote areas (Goldsmith 2002). 

 

During the 1990s senior management redefined their notions of what constituted 

Telstra’s core competencies.  In 1990, Telstra saw itself as a telephone company 

whose primary aim was to connect a telephone to every person in Australia 

(Interview with Telstra1 2002).  This was in line with its previous history as a 

technically oriented GBE focused on building telecommunications infrastructure.  

Most Telecom managers had a technical orientation, reflecting their technical 

and/or engineering background.  In this environment national infrastructure and 

 97



long term technical projects tended to gain priority over individual customers.  

During the early 1990s Telstra continued to put large capital investments into its 

copper cable network (Interview with Telstra2 2002). 

 

Despite this technical orientation senior management had made some earlier 

attempts to focus the organisation more on customers.  In the mid-1980s Telecom 

instituted its Vision 2000 program that sought to change the organisational culture 

and core values of its workforce.  Interviews elicited different opinions as to how 

successful this program was at changing Telecom’s workforce culture, but its 

1989 mission statement advised: ‘Our customers come first…Our aim is to 

operate profitably, but with full recognition of our vital social role’ (Telecom 

News 1989:7).  This mission statement underlined Telstra’s continuing 

conundrum of balancing an increased emphasis on profitability, with its 

government ownership and universal service obligations. 

 

Following the advent of Optus as a competitor, Telstra management spent 

considerable time looking for a new CEO who would prepare the firm for the 

mooted full deregulation of the Australian telecommunications sector.  Many 

senior managers welcomed the arrival of Frank Blount as the new CEO in late 

1992, as he had experienced the introduction of greater competition in the 

American telecommunications sector.  Blount excelled at presentations and 

dealing with media representatives and one former Telstra manager commented 

that he was seen as a ‘guiding light’ in some quarters at that time. (Interview with 

Telstra2 2002).  

 

Blount’s initial concerns at Telstra centred around reporting and financial systems 

that had been created to cover the requirements of a government regulator.  Many 

of these systems were not suitable for a competitive business.  There was no 

centralised billing system, for example, and a comparative lack of commercial 

accountability practices throughout the organisation (Blount & Joss 1999:37-40).  

Many of Telstra’s reporting mechanisms had been created to provide government 

reports for federal parliament and/or the Minister, rather than to provide more 

commercially oriented information to its managers and shareholders.  One former 

Telstra senior manager advised that much of the data required by a commercial 
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organisation was there, but it was in a format that made it difficult to extract.  

Blount also discovered that the introduction of new technologies was somewhat 

patchy.  In the early 1990s, less than 30 per cent of the fixed line network was 

digital (Blount & Joss 1999:115). 

 

Telstra soon moved to update the entire network and in the mid-1990s it 

committed to spending $3.3 billion on a large-scale modernisation program, 

known as the Future Modes of Operation.  This investment aimed to reduce long 

term costs through the introduction of up-to-date technologies that were consistent 

across the organisation.  For example by completing the installation of digital 

exchanges across Australia, Telstra substantially reduced its maintenance 

requirements.  This allowed it to then reduce the size of its technical workforce.  

Telstra also began to focus on new markets, including internet, entertainment and 

e-commerce services (Interview with Telstra1 2002).  Telstra reduced its 

investment in copper cable and committed $3.9 billion to the fibre optic cable roll 

out that would provide broadband services (Telstra 1995:10-11).  Telstra had 

virtually no in-house capability to create its own content and began to look for 

complementary products and services that could be provided by strategic 

partnerships with other firms (Blount 1995:11).  In the process, Telstra bought 

into some emerging technology, information, multimedia and entertainment 

(TIME) firms.  But while Telstra looked to other firms to provide content it 

continued to own and manage its biggest asset, the network (Blount 1995:11).  At 

the end of 1997, Telstra stopped its fibre optic cable roll out  (Telstra 1995:10-11; 

1997:12). 

 

Telstra’s large scale investment in a broadband network was also a response to the 

concurrent roll out of fibre optic cable by its main competitor, Optus (Interviews 

with Telstra1,2 1998-2002).  Telstra’s continued ownership of the public network 

meant that it retained a monopoly on most end-to-end telephone connections to 

Australian customers.  Optus saw an opportunity to break Telstra’s control over 

direct access to consumers by connecting them directly to its new fibre optic 

network.  This broadband network allowed Optus to sell ‘bundles of services’, 

including telephone calls.  Therefore Telstra saw the continued roll out and public 

take-up of its own fibre optic cable network as a strategic necessity to limit the 
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market penetration of Optus and the potential associated loss of its telephone 

customers (Interview with Telstra1 2002).  But the technology used by Optus in 

the mid to late 1990s to enable its fibre optic cable to be used for telephony 

services proved unreliable, causing it to lose a major competitive opportunity.  

However, by 2002 Optus had fixed many of these problems and was showing 

signs of increasing its share of the local telephony market (Elliot & Schulze 

2002:37). 

 

Prior to the onset of the full deregulation of the telecommunications market in 

1997, Telstra studied the effects of deregulation on incumbent firms in overseas 

markets, such as the USA and the UK.  Scenarios based on the loss of market 

share and downward pressure on prices experienced by other former 

telecommunications monopolies suggested that if Telstra did not change the way 

it operated and reduce costs then it would begin to lose money within 10 years 

(Interview with Telstra2 2002).  Therefore Telstra reassessed its organisational 

strategies and make/buy decisions (Interviews with CEPU, CPSU & Telstra1,2
 

1999-2002).  Because the incoming 1996 federal coalition government was 

committed to the partial privatisation of Telstra and had a less union-friendly 

agenda, senior managers considered that Telstra’s new owner would allow them 

greater flexibility to engage in cost cutting and organisational change strategies.  

In its 1996 annual report Telstra stated that the firm needed to reassess its core 

competencies and consider outsourcing certain functions (1996:10). 

 

Following deregulation in the late 1990s Telstra’s strategies were influenced by 

the dot.com bubble and the belief by some Telstra managers that wireless 

application protocols (WAP) would take over and replace fixed landline networks.  

These new technologies were seen as having the potential to replace many 

existing services.  However, by 2002 the dot.com bubble had burst and WAP 

technologies had not reached their predicted potential.  Senior managers then 

refocused their strategies on products and services that would deliver more profits 

from Telstra’s copper cable and fibre optic networks (Interview with Telstra1 
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2002).  These included attaching new products, such as ADSL1 technology, to the 

existing copper network and selling ‘bundles of services’2 via its fibre optic cable 

network. 

 

While the carriage of basic telephony was still a large revenue source for Telstra, 

it was seen as being an increasingly lower value-added service subject to 

downward pressures on prices.  Telstra’s $2.1 billion half yearly profit report for 

2000 showed that for the first time, its combined revenues from newer 

technologies — such as mobile phones, email, data and internet related services 

— outperformed its traditional revenue base of local and long distance calls 

(Gilchrist & Elliot 2000; O’Brien 2000).  With new technologies and associated 

markets increasing their share of the firm’s overall revenues, Telstra’s new CEO, 

Switkowski, stated that the company’s move from a ‘phone company’ to an 

‘electronic-information-services company’ was not simply succeeding, but 

accelerating (Wilhelm et al 2000). 

 

Telstra also sought to counteract the disadvantages of a relatively small local 

market, in terms of population, coupled with decreasing market share by 

increasing its presence in overseas markets.  While these overseas ventures had 

mixed results in terms of their profitability, they gave Telstra associated benefits 

in terms of the skills and broad experience its managers gained in international 

projects (Interviews with Telstra1 2002).   

 

Market Dominance 

In 2002 Telstra remained the largest TelCo in the Australian telecommunications 

market.  This was despite a decade of limited competition and five years of full 

deregulation.  Telstra remained dominant in local calls, and much of Australia’s 

data traffic still travelled through its fixed land-lines.  Telstra’s continued 

ownership of the public network remains its biggest competitive advantage, as 

rival carriers still do not generally have direct access to household customers.  

                                                 
1 ADSL technology allows relatively high speed internet traffic to pass over traditional copper 
cables. 
2 In 2002 the ACCC allowed Telstra to begin selling combinations of telephone, internet and cable 
television services (Telstra 2002b). 
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This requires them to interconnect to households and businesses via Telstra’s 

network (Interview with Telstra1 2002).1  By its own admission, in the late 1990s 

Telstra had an overall market share of about 80 per cent, spread across all market 

sectors (Telstra 1998:9).  However, Telstra’s competitors were more successful in 

higher value added niche areas, such as mobile telephones and international calls. 

 

The federal government considered that Telstra’s continued dominance of the 

market was an impediment to competition.  In 2002, the federal Minister for 

Communications, Senator Alston, mooted the idea of breaking up Telstra’s 

accounting systems into retail and wholesale sections.  This would make Telstra’s 

accounts more transparent with regards its pricing of interconnection agreements 

with competitor firms.  Such information could then be made public to agencies 

such as the ACCC (Elliot 2002:27).  Such a structure could arguably be conducive 

towards greater contestability within the market.  However, pressure from Telstra 

management amid a falling share price saw the federal government step back from 

this position, at least in the short term. 

 

The conservative federal government has made clear its aim to fully privatise 

Telstra.  It claimed that the potential sale of the remaining 50.1 per cent of 

Telstra’s government-owned shares would allow it to completely pay off all 

federal government debt — a rarity amongst OECD countries.  However, by 2002 

political considerations, combined with a hostile Senate, had prevented the 

government from achieving this objective.  Proponents for maintaining the status 

quo argued that having the government in a position to induce Telstra to perform 

its universal service and social obligations provided a benefit to the community.  

Despite these concerns senior Telstra managers advised that continued 

government majority ownership was an unnecessary constraint on commercial 

business strategies, which restricted their ability to fully compete in the 

deregulated telecommunications market.  This places the Telstra board directly at 

odds with its responsibilities to its minority shareholders.   Therefore they have 

                                                 
1 As outlined in Chapter 2, interviews were conducted with both former and current Telstra 
managers.  Hence, ‘Interview with Telstra1 2002’, denotes interviews with current Telstra 
manager(s) and/or staff member(s). 
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made no secret of their preference for Telstra to operate as a fully privatised firm. 

(Interviews with Telstra1 1999-2002).  

 

 

Organisational Structure 

 

The implementation of the above business strategies included changes in Telstra’s 

structure, as management sought to create an organisation that was better suited to 

a deregulated competitive market.  During its history as a government monopoly 

Telecom operated with a bureaucratic, hierarchical, state-based structure.  In the 

late 1980s Telecom management were aware of growing pressures for the federal 

government to increase competition in the telecommunications sector.  Therefore 

they aimed to create an organisational structure that could shift the firm towards a 

more market driven, customer based model (Telecom 1988:12). Telecom brought 

in the services of an external consultant to assist in this process, which resulted in 

the ‘McKinsey Report’.  This recommended the introduction of a ‘customer 

division’ framework, which it claimed would introduce greater organisational 

flexibility and improve market responsiveness.  It also advised Telecom to 

introduce more commercially oriented services, such as business solutions, rather 

than simply selling product (Interview with Telstra2 2002). 

 

Following the recommendations of the McKinsey Report, the newly corporatised 

firm restructured its operations around five newly created, semi-autonomous 

customer divisions that looked after five regional and product areas: Corporate; 

Retail and Network Services (Metropolitan); Country; Special Business Products; 

and Business Services (see Figure 4.1; Telecom 1990:6).  These customer 

divisions contained their own functional and operational capabilities, including 

their own internal HR sections.  This model was essentially a hybrid between a 

multidivisional (M-Form) and geographical structure (Daft 1998:214-24).  For 

example, the Special Business Products division looked after specific products 

and services, while the Country division administered regional geographical areas.  

Telecom then introduced commercial strategic plans to better coordinate these 

divisions (Interview with Telstra2 2002).  
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In 1992-1993 the CEO, Blount, reorganised the firm into a structure that was 

closer to the American-type TelCos with which he was familiar (Interview with 

Telstra2 2002).  The customer divisional structure was abandoned and replaced by 

a strategic business unit structure that was designed to avoid duplication through a 

better segmentation of the market (AOTC 1992:11).  These business units were 

combined into business groups.  A separate Services Group then supplied internal 

support services to the firm. 

 

Telstra reports describe changes to its organisational structure as being a dynamic 

process as it continued to change to meet the needs of its customers (Telstra 

1995:15).  Figure 4.1 shows that in 1995 Telstra consolidated its business unit 

structure around five group general managers.  Two of these group general 

managers administered support functions for ‘Employee Relations’ and ‘Finance 

& Administration’.  The remaining three business groups were designated 

‘Commercial & Consumer’, ‘Corporate, International & Enterprises’, and 

‘Network & Technology’ (Telstra 1995:15; see Figure 4.1).  While the Telstra 

business groups operated with a degree of autonomy in their day to day affairs, 

they were ultimately under the control of the corporate head office, which 

introduced and coordinated longer term business strategies across the firm (AOTC 

1992:11; Interviews with Telstra1,2 1999-2002). 

 

This strategic business unit organisational model was a hybrid between a 

multidivisional (M-Form) and a functional (U-Form) structure (Daft 1998:214-

24).  The business units were assigned certain products and services similar to a 

divisional (M-Form) structure.  However, administrative support functions were 

centralised under the Services group, which was more in line with the U-Form 

type firm.  These support functions were centralised to reduce duplication across 

the divisions and hence reduce costs.  Daft suggests that hybrid structures such as 

this are suitable for uncertain environments — such as the telecommunications 

sector — as the product divisions can be innovative and adapt to changing 

external environments, while the centralised administrative functions gain 

economies of scale and coordinate the divisions (Daft 1998:222). 
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Figure 4.1: Telstra’s organisational structure: 1990-2000 
 

1990 
  Managing Director &  

Corporate Strategy 
  

  Corporate2 
Customer 

Business 
Services2

⇒ Telecom Australia 
International3

HP Australia4 ⇐ Metropolitan1,2 Country2   
  Special Business 

Products2
 ⇒ Telecom 

Communications3

  ⇓ ⇓   
  Joint ventures5  Joint ventures5   
Notes: 1. Full name was Residential & Network Services 
 2. Customer Division 
 3. Subsidiary 
 4.Joint venture 
 5. Smaller joint ventures in value added and R&D support areas. 
 

1995 
International Joint 
Ventures 

⇐ Chief Executive Officer  
⇒ 

International 
Subsidiaries 

 
Foxtel3

⇐ Employee 
Relations1

Finance & 
Administration1

  

 
Pacific Access3

⇐ Commercial & 
Consumer1

Corporate, 
International & 
Enterprises1

⇒ Visionstream2

HP Australia3 ⇐ Network & 
Technology1

   

On Australia3  ⇓ ⇓   
  Joint venture4 Joint venture4   
Notes: 1. Business Group 
 2. Subsidiary 
 3. Joint venture 
 4. Smaller joint ventures in value added and R&D support areas. 
 

2000 
International Joint 
Ventures 

⇐ Chief Executive Officer ⇒ International 
Subsidiaries  

 
IBMGSA3

⇐ Corporate Centre Support Functions ⇒ On Australia2

Stellar3 ⇐ Telstra Retail1 Infrastructure 
Services & 
Wholesale1

⇒ Telstra Multimedia2

HP Australia3 ⇐ Telstra OnAir1 Telstra Country 
Wide1

⇒ Advantra2

PlesTel3  ⇓ ⇓ ⇒ Pacific Access2

  Joint ventures4 Joint ventures5 ⇒ NDC2

Notes: 1. Strategic Business Unit 
 2. Subsidiary 
 3. Joint venture 
 4. Joint ventures supplying internet content & software development — e.g. Solution 6. 
 5. Smaller joint ventures in value added, R&D support areas. 
 
Sources: Telstra annual reports; Interviews with Telstra1,2 & CEPU (1997-2002).  
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The introduction of competition following the deregulation of the 

telecommunications market in 1997 created added revenue for Telstra through its 

interconnection charges.  In 2000 Telstra created the ‘Infrastructure Services & 

Wholesale’ business unit (see Figure 4.1).  The wholesale section of this unit was 

responsible for interconnection agreements with the growing number of new 

licensed carriers, carriage service providers and internet providers in the 

Australian market that required access to Telstra’s network (Telstra 2000:7).  In 

the 2001-2002 financial year the Wholesale business unit contributed one third of 

Telstra’s total revenues (Gluyas 2002:19).  Therefore the retail sales that Telstra 

lost to competitors were partially offset by its wholesale interconnection charges. 

 

Telstra also remained mindful of regional community concerns — electoral 

concerns of its majority shareholder, the federal government — that its cost 

cutting and downsizing strategies were not compatible with its universal service 

obligations.  Thus in 2000 it created a new business unit named ‘Telstra Country 

Wide’ (see Figure 4.1).  Telstra advised that Country Wide was created to provide 

better services to customers in regional and remote parts of Australia (Telstra 

2001:17-18).  However, unions officials ⎯ and some former Telstra managers ⎯ 

suggested that ‘Telstra Country Wide’ was created more for political 

considerations, rather than as a coordinated plan to service country regions 

(Interviews with CEPU & Telstra2 2002).  Telstra also changed its make/buy 

decisions as subsidiaries and joint ventures began to play an increased role in 

providing services that were previously performed within the strategic business 

units (see Figure 4.1).  The following section analyses these developments in 

more detail. 

 

Subsidiaries, Joint Ventures and Strategic Alliances 

Telstra managers advised that they traditionally preferred to be the senior partner 

in joint ventures and Telstra maintained a controlling interest in many of its 

strategic partnerships (Interview with Telstra1 2002).  Telstra had created 

subsidiaries and engaged in joint ventures and alliances prior to corporatisation.  

For example, in 1986 Telecom created the 100 per cent owned subsidiary 

Telecom Australia International (TAI), to enable Telecom to establish an 
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international presence in areas related to telecommunications consulting and 

international project management (Telecom 1988:75).   

 

Joint ventures in the 1980s were often in areas associated with the development 

and marketing of new telecommunications technologies and products (Telecom 

1990:49-51).  In 1987 Telecom purchased a 50 per cent share in Hewlett Packard 

Australia.  Management saw this as a way of gaining access to the burgeoning 

computer industry and its associated technologies, while giving Telecom greater 

access to Hewlett-Packard’s products and services (Telecom 1988:77; Interview 

with Telstra2 2002).  This partnership lasted until 2001 (Telstra 2001:257).  

During the late 1980s Telecom also entered into joint ventures in areas such as 

PABX products, paging services1 and digital switching technology2 (Telecom 

1988:76; 1990:50). 

 

These earlier joint ventures allowed Telstra to enter into niche markets and/or 

share its research and development (R&D) costs with other firms.  However they 

did not generally impinge on Telstra’s traditional services.  This situation changed 

during the 1990s when Telstra began to engage in outsourcing strategies.  During 

this period Telstra also created subsidiaries for fixed-term project work.  In 1994 

Telstra created a 100 per cent owned subsidiary, Visionstream, to perform its fibre 

optic cable roll out (Telstra 1994:16).  Following the completion of this project in 

1997 this former subsidiary was sold. 

 

Figure 4.2 details Telstra’s organisational structure in 2001 and outlines 

subsidiaries, joint ventures and strategic alliances that supported Telstra’s six 

business units.  Telstra also outsourced technical work to independent contractors.  

The external firms outlined in Figure 4.2 can be divided into two broad groups: 

those that assumed responsibility for former Telstra work and those that 

conducted work that was complementary to Telstra’s network and infrastructure. 

                                                 
1 Telecom provided paging systems through its 51% owned joint venture, Telecom Messagetech. 
2 Telecom developed Queued Packet and Synchronous Switching (QPSX) technology through its 
joint venture with the University of Western Australia, QPSX Communications. 
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Figure 4.2: Telstra: Linkages to External Firms 
 

Subsidiary:
ND&C

Subsidiary:
Pacific
Access (2)

Subsidiary:
On Australia (2)

Joint venture (4):
Foxtel - 50%

Joint venture (3):
IBMGSA - 22.6%Subsidiary:

Advantra (2)

Joint venture (4):
Computershare - 15%

Joint venture (4):
Solution 6 - 19.1%

Joint venture (4):
ECard: 41%

Joint venture (3):
Commander Comm.
 - 16.6%

Joint venture (3):
Stellar - 50%

International
joint ventures

International
subsidiaries

Joint venture (4):
myinternet: 20.9%

Joint venture (4):
Keycorp: 50.75%

Subsidiary:
Telstra
Multimedia

Independent
subcontractors that
perform technical
work

Telstra Retail
& Consumer

Telstra Wholsale

Telstra OnAir
on Air

Telstra International

Telstra Country Wide
Business

Infrastructure
Services

Telstra CEO
&

Corporate Centre (1)

 
 
Notes: 1. Included: Finance & Administration; Legal & Regulatory; Human Resources; and 

Corporate Relations. 
 2. Former joint ventures that became 100% owned by Telstra. 
 3. Joint ventures performing work formerly done within the core firm. 
 4. Joint ventures providing complementary services for Telstra’s network 
Source: Telstra annual reports; Interviews with CEPU & Telstra1

 

Table 4.2 shows that by 2000, Telstra had shifted a significant proportion of its 

work to subsidiaries and joint ventures including Yellow and White Pages 

advertising; its broadband cable roll out; internet services; information technology 

(IT) support services; directory assistance, sales calls and billing enquiries; and 

the design, building and maintenance of its network.  Two of these subsidiaries, 

Telstra Multimedia and On Australia, operated with a high degree of corporate 

control and in many respects were administered as part of Telstra’s business unit 

structure.  However, other subsidiaries operated with a greater degree of 

autonomy.  
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Table 4.2: Related business entities that assumed responsibility for former 
Telstra Work1 

Year 
Established 

Name of firm Relationship to 
Telstra 

Telstra 
Equity 

Type of service 
provided 

1991 Pacific Access Joint Venture 50% Yellow Pages 
(Advertising) 

2000 Pacific Access2 Subsidiary 100% Yellow & White 
pages 
(Advertising) 

1994 Visionstream3 Subsidiary  Roll out of 
broadband cable 

1995 On Australia Joint Venture 50% Internet 
1996 On Australia Subsidiary4 100% Internet 
1996 Telstra 

Multimedia 
Subsidiary 100% Convergent 

technologies 
1997 IBMGSA Joint Venture 22.6% IT Support 

Services 
1997 Advantra Joint Venture 50% IT services 
2000 Advantra Subsidiary 100% IT Services 
1998 Stellar Joint Venture 50% Operator services 
1998 PlesTel Joint Venture 30% Small business 

products 
2000 Commander 

Communications 
(formerly PlesTel) 

Joint Venture 16.6% Small business 
products 

1999 NDC4 Subsidiary 100% Design, building 
and maintenance 
of the network 

Note: 1. Does not include overseas subsidiaries. 
 2. In 2002 Pacific Access was renamed Sensis. 
 3. In 1997 the subsidiary Visionstream was sold. 
 4. In 2003 NDC was re-absorbed back into Telstra’s core firm. 
Sources: Telstra annual reports; Interviews with CEPU & Telstra1

 (2001-2002). 
 

Telstra continued to demonstrate a preference for taking a controlling interest in 

many of its joint ventures.  Telstra is one of the largest and most profitable firms 

in Australia and thus had the capacity to approach most local firms as the senior 

partner.  Table 4.2 shows that three former joint ventures, Pacific Access, 

Advantra and On Australia, became subsidiaries after Telstra bought out its joint 

venture partners.  Telstra also maintained 50 per cent equity in its joint venture 

Stellar.  Hence there have been suggestions that by shifting work into subsidiaries 

in which Telstra has a controlling interest, management simply engaged in 

privatisation by stealth (Interviews with CEPU 1999-2002). 
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From a TCE perspective this equity allowed Telstra to maintain a high degree of 

control over its associated entities.  Telstra could influence the strategies of these 

external firms while accessing the skills of their workforces.  This helped to 

alleviate transaction costs, such as bounded rationality, associated with arms 

length management.  Telstra managers believed that these alliances and 

subsidiaries — or co-specific assets — could generate more profits than either 

producing the goods and services in-house or outsourcing them completely to the 

marketplace (see Dunning 1995).  While Telstra did not gain a similar high equity 

in its IT strategic alliance — in 2002 it had 22.6 per cent equity in IBMGSA — 

this is understandable given that IBM is one of the world’s largest MNCs and has 

the global power to support it being the major partner. 

 

Many of the above changes to Telstra’s organisational structure were driven by a 

desire to cut costs.  This also reflected changing perceptions among senior 

managers over what constituted Telstra’s core business.  For example, by the late 

1990s senior managers considered that selling telephones and associated products 

was no longer core business.  Rather, Telstra’s core business was selling 

telephone calls (Interview with Telstra2 2002).  The implication was that Telstra 

could outsource the installation of telephone systems as long as it maintained 

control over the sale of telephone services over its network.  Thus selling services 

rather than products became core business.  This was reflected in Telstra’s shift 

away from the installation and sale of small business products, such as PABX 

systems, because of their diminishing percentage of overall revenues.  In 1998 

Telstra moved its small business systems products and services into a new joint 

venture PlesTel.  In 2000 PlesTel was restructured and renamed Commander 

Communications.  Telstra’s decreased emphasis on product sales saw it reduce its 

equity in Commander Communications from 30 per cent to 16.6 per cent (Telstra 

2001:257).  

 

A second group of external firms provided strategic partnerships that 

complemented rather than replaced existing services.  The CEO, Switkowski, 

advised that senior management had made a strategic decision that Telstra would 

not create its own broadband content within the core firm  (Switkowski 2000).  

Therefore joint ventures provided content for Telstra’s networks.  In 1995 Telstra 
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entered into a partnership with Microsoft to deliver on-line information services 

(Telstra 1995:4).  In the same year Telstra also entered into a joint venture with 

News Corporation Limited by taking a 50 per cent equity in the firm, Foxtel, 

which provided pay-TV services via Telstra’s fibre optic cable network (see 

Figure 4.2; Telstra 1995:74). 

 

Other complementary partnerships included Telstra’s equity investments in firms 

such as Computershare, Sausage, Solution 6 and Keycorp (see Figure 4.2).  These 

firms provided Telstra customers with content and services via Telstra’s internet 

network (Interview with Telstra1 2002).  For example, Telstra shifted its EFTPOS 

unit into Keycorp, which specialised in ‘end to end’ internet payments systems for 

financial institutions and their customers (Telstra 2000a:48; 2001:247; 2001a:41).  

Telstra hoped that Keycorp’s expertise would help to develop its EFTPOS system 

into a global internet payments service (Hanna 2000:31).  Thus Telstra combined 

its network infrastructure with its joint venture partners’ internet content.  

Increased revenues from these new technologies, as a proportion of overall 

revenues, led Telstra to set up a new subsidiary in 1996, Telstra Multimedia, 

which was designed to take advantage of new business opportunities created by 

convergent technologies (Telstra 1996:10).1

 

Telstra demonstrated that it was less concerned with gaining a controlling equity 

in joint ventures that complemented its existing skills.  For example its 

partnership with Foxtel and many of the internet software development firms, 

such as Computershare, Sausage, and Solution 6, did not include a controlling 

interest (see Figure 4.2).  In these alliances the transactions costs associated with 

managing these contractual relationships are outweighed by the benefits 

associated with gaining network content, broader expertise in emerging 

telecommunications technologies and entry into new markets.  The cost of 

developing many of these new technologies also induces firms to create strategic 

alliances. 

 

                                                 
1 Convergent technologies includes the convergence of telecommunications with areas such as 
entertainment, e-commerce and the media.  Convergent technologies are also known as ‘rich 
media’. 
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Some observers suggested that Telstra was keen to float its internet, email and 

other data related services, as Telstra shifted much of this work out of its core firm 

(O’Brien 2000).  In 1995 Telstra took a 50 per cent equity in a joint venture with 

Microsoft, On Australia Pty Ltd, that traded as Big Pond.  The following year 

Telstra bought out Microsoft and On Australia became a 100 per cent owned 

subsidiary.  The new subsidiary supplied internet connections, including high 

speed broadband services and also set up intranets within firms (Telstra 1998:11).  

The creation of On Australia Pty Ltd raised speculation that Telstra was looking to 

spin off and fully privatise more of its business operations.  In 1999 revenue from 

data and internet services was approaching $2.5 billion per year — by 2001 this 

had reached more than $3 billion.  However, in 2000 Telstra’s CEO, Switkowski, 

advised that its Big Pond internet services would remain under the control of its 

Retail Services Group, while content would be provided via its joint ventures with 

outside firms (Telstra 2000d). 

 

Throughout the 1990s Telstra expanded its overseas presence with a large number 

of overseas subsidiaries and joint ventures based in Asia, North America, Europe 

and the Pacific (Telstra 1995:70-4).  The reasons behind this strategy were similar 

to those that induced TCNZ to purchase AAPT in Australia — i.e. a relatively 

small domestic market and increased domestic competition.  In 2000, Telstra 

sought to break into the large mainland Chinese market via its strategic 

partnership with Richard Li’s Hong Kong based firm Pacific Century 

CyberWorks (PCCW).  This included buying a 50 per cent equity in an ‘internet 

protocol (IP) backbone’ business, 40 per cent equity in a mobile phone subsidiary 

and 50 per cent equity in an internet data centre (Telstra 2000a:48-49).  While a 

full examination of Telstra’s overseas subsidiaries is beyond the scope of this 

thesis, the PCCW deal was notable for the large subsequent write downs that 

Telstra was required to make on this investment following the rapid world wide 

depreciation of internet and telecommunication related stocks.  This followed a 

number of previous overseas ventures that achieved less than optimal returns for 

Telstra (Lewis 1998:21-23). 

 

Thus Telstra has a history of entering into joint ventures and setting up 

subsidiaries.  Initially these tended to be focused in areas related to R&D and 
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associated new products and services.  However, during the 1990s Telstra created 

subsidiaries and entered into joint ventures that provided services previously 

conducted within the core firm.  It also engaged in partnerships with other firms 

that complemented its existing skills and infrastructure.  These latter firms often 

provided content and services that could run over Telstra’s network.  In the 

process Telstra focused on new products and services that were contributing an 

increasing proportion of its revenues.  Conversely older, more traditional TelCo 

services — such as the work performed by operators — were being outsourced to 

the marketplace.  These strategies decreased the size of Telstra’s core firm.  The 

following section examines the links between Telstra’s changing organisational 

structure and its associated downsizing and outsourcing strategies. 

 

 

Downsizing and Outsourcing1

 

Between 1989 and 2001 Telstra reduced its permanent workforce to 

approximately half its former size.  Despite this trend, between 1993 and 1995 the 

permanent workforce briefly increased from 69,000 to over 73,000 employees 

(see Figure 4.3).  This increase in worker numbers was associated with Telstra’s 

increased capital expenditure which included the future modes of operations 

project and the cable television fibre optic cable roll out.  Figure 4.3 is based on 

Telstra’s annual reports, which included the employees of Telstra subsidiaries 

when calculating total worker numbers.  Therefore the increase in the size of the 

permanent workforce during the mid-1990s could be attributed to the increased 

number of workers being employed by subsidiaries, such as Visionstream.  

                                                 
1 This section utilised two main data sources to analyse Telstra’s changing workforce structure — 
Telstra’s equal employment opportunity (EEO) reports and Telstra’s annual reports.  The EEO 
reports differed from the annual reports in how they defined Telstra’s total number of workers.  
Therefore some slight statistical anomalies may occur when comparing the two sets of data.  The 
EEO reports included both full-time and part-time staff but generally did not include Telstra’s 
wholly owned subsidiaries, as these ‘arms length entities’ did not fall under the legislation that 
required Telstra to provide EEO reports to the Minister for Communications.  An exception to this 
was the subsidiary ND&C, which was included in Telstra’s 1999, 2000 and 2001 EEO reports.  
Conversely Telstra’s annual reports did not include part-time staff but did include Telstra’s wholly 
owned subsidiaries.  An example of the discrepancies between the data can be seen in 1997, where 
there was an overall net difference between the two reports of 563 staff (Telstra 1997b:22).  But 
despite these differences both data sets provide valuable insights into Telstra’s changing workforce 
structure. 
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Following the sale of Visionstream in 1997 and the implementation of further 

outsourcing strategies in the late 1990s, employee numbers again began to fall. 

 

Telstra argued that such reductions in staff numbers were necessary to make the 

company more attractive to potential shareholders and to achieve world best 

practice.  Telstra used the services of Mercer Consultancy to benchmark it against 

a group of North American TelCos.  The results of this study suggested that the 

company was performing at around 30 per cent below American standards.  

Management then concluded that this equated to a need to reduce staff numbers 

by around the same level — 30 per cent (Telstra 1995:12; SERCARC 1996).  But 

international benchmarking comparisons such as these are difficult, given the 

differing geographical, political and legislative constraints within which TelCos 

operates.  The unions disputed the criteria used to achieve the report’s 

benchmarking results and conclusions and highlighted the differences in the 

operating environments between Telstra and the firms studied (SERCARC 1996). 

 

Despite union objections this benchmarking study was subsequently used to 

support the internal management restructuring program, ‘Project Mercury’, that 

examined ways to reduce workforce numbers.  The program targeted ‘non-core’ 

functions for redundancies and outsourcing.  The objective was ‘to ensure that 

staff without necessary skills and experience are exited from the company in an 

effective and timely manner’ (SERCARC 1996).  Telstra subsequently announced 

it would reduce its full-time staff by 25,500 over four years beginning in the 

1996-1997 period (Telstra 1997:26). 

 

In the late 1990s Telstra accelerated its downsizing program, as management 

sought to reduce costs in the now partially privatised firm.  Between 1997 and 

2001 Telstra reduced its full-time workforce by almost one third (See Figure 4.3).  

Telstra’s 2001 annual report stated that it had a permanent workforce of 

approximately 45,000 employees.  Again this figure included workers employed 

by Telstra subsidiaries, such as NDC and Pacific Access.  If these employees are 

excluded from the figures, then by 2001 Telstra employed less than 40,000 
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workers — a large decrease from the 84,000 workers that it employed in 1989 

(see Table 4.5). 

Figure 4.3: Telstra's full-time workforce:1989-2001 
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Figure 4.3: Telstra's full-time workforce: 1989-2001
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Redundancies 

Telstra demonstrated that it was prepared to outlay significant amounts to further 

its downsizing agenda.  For example, in 1993 it allocated $362 million to cover 

expected redundancies in the 1993-1994 period (Telstra 1993:25).  In 1997 Telstra 

increased its allocations for estimated redundancy and associated restructuring 

costs to $1.26 billion (Telstra 1997:68).  This large increase on earlier redundancy 

provisions constituted a considerable outlay even for a firm that generated as 

much revenue as Telstra.   

 

Despite these outlays, a general theme during interviews was that redundancies in 

the late 1980s and early 1990s lacked a strong strategic focus, and as such were 

not conducted particularly well (Interviews with Telstra1,2 & CEPU 1998-2002).  

Rather, redundancies were designed to simply reduce the overall size of the 

workforce in a bid to reduce total labour costs and were offered on a ‘voluntary 

basis’.  Because redundancies were offered on a first come first served basis many 

of the workers that elected to leave were those with more marketable skills and 

greater self confidence, who considered they were more likely to be able to 
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establish another career elsewhere.  Telstra did not focus on core competencies 

and initially lost many skilled and higher performing workers.  Conversely lower 

skilled and lower performing workers tended to try and retain their jobs.  Lower 

skilled workers were also generally paid above market rates for similar work, 

which provided an added incentive for them to stay employed with the firm.  This 

then was a relatively unplanned, reactive response to reduce labour costs in the 

face of changing markets (see Kane 1998:51-52).  It did not accord with a TCE 

approach to downsizing but instead reflected a lack of managerial expertise in 

strategic downsizing strategies coupled with union constraints. 

 

Telstra’s initial redundancy strategies were also influenced by the fact that many 

Telstra workers were long term employees.  Union officials suggested that it was 

difficult for managers to target workers and ask them to leave because in many 

instances they had worked with these people for 15 to 20 years.  Under these 

circumstances it was easier for managers to simply wait for volunteers to come to 

them who wished to take a redundancy package.  Managers could then give these 

workers ‘a big office send off and everyone was happy’ (Interviews with CEPU 

2002).  Therefore in many instances workers were self-selecting themselves for 

redundancies.  But Telstra managers counter that they were constrained by the 

unions who would not allow redundancies unless they were voluntary (Interview 

with Telstra1 2002).  

 

This loss of firm-specific knowledge caused problems for Telstra services.  For 

example, in the early 1990s a new manager, who had not previously worked for 

Telstra, was appointed to oversee the Brisbane region.  The new manager looked 

at the workload data, decided that the region was overstaffed and then reduced 

staffing levels via redundancies.  However, the apparent lack of work had been 

caused by a prolonged drought in the region.  Consequently, when a period of 

heavy rain finally occurred the region had insufficient staff to perform the work 

— prolonged rain being a major cause of network faults.  This created large 

numbers of dissatisfied customers and bad publicity.  Telstra was forced to bring 

in teams from Sydney to help repair telephones in the Brisbane region (Interview 

with Telstra2 2000).  This highlighted some of the potential weaknesses associated 

 116



with a lack of firm-specific knowledge combined with short term cost cutting 

strategies. 

 

 

Targeted Redundancies 

Telstra managers recognised some of these problems and began to take a more 

strategic approach to downsizing.  In 1992 the new CEO, Blount, targeted the 

Services Group, which provided internal support for the firm in areas such as 

automotive plant, properties, materials, manufacturing and training (AOTC 

1992:20).  Blount announced that many of these areas were now considered non-

core work.  In 1992 he proposed a plan to sell off the manufacturing section of the 

Services Group, Telecom Industries, as management believed they could buy 

these products more cheaply from external sources (Gray 1992:4).  The 

Communication, Electrical and Plumbing Union (CEPU) predicted that the sale of 

Telecom Industries, which manufactured pay telephone parts, circuit boards and 

exchange equipment, would cause the loss of up to 1,200 jobs and immediately 

initiated an industrial campaign (Gray 1992:4).  Telstra management were also 

required to outline these proposals to a full federal ALP government meeting 

(Brown 1992:8).  While this illustrated one of the constraints of government 

ownership, Telstra continued to downsize the workforce and over time introduced 

more outsourcing.  The following sections detail how Telstra initially targeted 

generic work for outsourcing, before targeting semi-skilled and skilled work. 

 

Generic Work 

In the early 1990s Telstra targeted tradespersons in areas not specifically 

associated with telecommunications.  Because Telstra had traditionally performed 

most of its functions in-house it had employed and trained tradespersons in many 

diverse areas.  These included motor mechanics, tool makers and wood machinists 

(Telecom 1990a:188).  One Telstra manager advised that in the 1970s they had 

even trained apprentice French Polishers (Interview with Telstra1 2000).  Table 

4.3 is based on Telstra’s EEO reports and shows that between 1989 and 1995 

Telstra reduced the number of tradespersons it employed from 1,842 to 600 full-

time workers — a decrease of almost 70 per cent.  This outsourcing strategy was 

continued and by 2001 Telstra employed only 20 tradespersons (see Table 4.4).  

 117



 

Table 4.3: Changes in Telstra's Workforce Structure — 1989 to 1995 
Job classification 1989 1995 Change (%)1

Administration 19910 20114 1%
Tradespersons 1842 600 -67%
Building services 1618 631 -61%
Communication Officers2 19579 13484 -31%
Drafting 1226 348 -72%
Executive 652 1033 58%
Food Services 159 0 -100%
Information technolgy (IT) 1391 1847 33%
Manager 1296 1424 10%
MDO (Storeman) 1576 656 -58%
Operators 7217 6921 -4%
Professional3 2452 2551 4%
Sales 770 1830 138%
Technicians 25512 19337 -24%
Trainees 1353 20 -99%
Others 1067 1939 81%
Total4 87,620 72,735 -17%
Notes: 1. Figures rounded to the nearest 1%. 
 2. Includes linesman and basic telephone installation work. 
 3. Figure for 1989 was obtained by combining totals for professionals & engineers, as 

these were previously recorded as separate classifications (see Telecom 1990a:156). 
 4. Total workforce = All full-time & part time workers 
Source:  Telecom (1990a:156) & Telstra (1995b:20) 
Figure 4.4: Changes in Telstra's workforce structure - 1989 to 1995 
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Notes: 1. The figure for 1989 was obtained by combining totals for professionals & engineers, 

which were then recorded as separate classifications in Telstra’s EEO reports (see 
Telecom 1990a:156). 

 2. MDO — Material Distribution Officer.  Activities associated with Storehouse systems 
& procedures (Includes Storeman & Forklift drivers. 

 3. Communication Officers — Includes linesman and basic telephone installation work. 
Source:  Telecom (1990a:156) & Telstra (1995b:20).  
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Table 4.4: Changes in Telstra's Workforce Structure — 1996 to 2001 
Job classification 1996 2001 Change (%)
Administration 20564 120473 -41%
Tradespersons 493 20 -96%
Building services 539 0 -100%
Communications Officer & 
Customer field workforce1

16586 12151 -27%

Drafting 286 2 -99%
Executive 1099 9006 -18%
Information Technology (IT) 2776 94 -97%
Manager 1640 35325 115%
MDO2  609 0 -100%
Operators 7303 1912 -74%
Professional 2602 9624 -63%
Sales 1874 23107 23%
Technicians 19649 3010 -85%
Others 220 618 181%
Total 76240 37,558 -51%
NDC 5642 N/A
Total (including NDC) 76240 43,200 -43%
Notes: 1. Includes linesman and basic telephone installation work.. 
 2. Materials Distribution Officers – includes storepersons and clerks.  
 3. Includes support workstream and Level 6 management stream — lowest management 

level. 
 4. Includes technology professionals 
 5. Includes Level 5 middle management stream. 
 6. Includes Level 1-4 – upper middle & executive management streams. 
 7. Includes Customer Sales & Service stream. 
Source:  Telstra (1997b:22) & Telstra (2001a:22) 
Figure 4.5: Changes in Telstra's workforce structure - 1996 to 2001 
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Notes: 1. Materials Distribution Officers – includes storepersons and clerks.  

 2. Communication Officers — Includes linesman and basic telephone installation work. 
Source:  Telstra (1997b:22) & Telstra (2001a:22) 
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Telstra outsourced other generic work including building services, drafting, 

caretaking, cleaning, food services, materials distribution and property 

management (Interview with Telstra1; see Table 4.3).  By 2001 many of these job 

classifications had disappeared (see Table 4.4).  A TCE analysis supports this 

strategy to target generic job classifications for outsourcing, as this work has a 

low degree of asset specificity.  This reduces the potential loss of firm-specific 

skills and/or core knowledge. 

 

Telstra also outsourced its ‘pit and pipe’ work.1  Prior to the 1990s Telstra had 

maintained a large investment in plant and equipment, such as backhoes.  But 

management decided that having such machinery sitting idle between jobs was a 

waste of capital (Interview with Telstra1 2002).  Accordingly, they concluded that 

for generic work such as trench digging it was more efficient and cost effective to 

simply bring in subcontractors as required.  Such workers were also generally 

available in the external labour market.  An example of the outsourcing of pit and 

pipe work was contained in Telstra’s submission to a 1996 Senate enquiry on the 

partial privatisation of the firm.  This showed that Telstra management planned 

for a further 1,300 redundancies in this area (SERCARC 1996).   

 

Much of the cable roll out performed by Visionstream workers also involved less-

skilled generic work, such as earthmoving and simple connections.  Because 

Visionstream was a subsidiary many of these workers were not employed by 

Telstra’s core firm.  This decision in 1994 to create Visionstream to roll out 

Telstra’s fibre optic cable network, rather than complete the project in-house, 

allowed Telstra to restrict the employment of these workers to the life of the 

project.  When Telstra sold the subsidiary in 1997 another 2000 workers were 

shifted into the external market (SERCARC 1996).  After it was sold 

Visionstream was required to bid for Telstra work as just another subcontracting 

firm in the marketplace. 

 

Because many Visionstream workers performed generic work the firm lacked the 

expertise to bid for much of Telstra’s higher skilled technical work.  However, the 

                                                 
1  Colloquial term for generic field work, such as, operating backhoes and digging trenches. 
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work performed by some Visionstream employees, such as joining fibre optic 

cables, was quite highly skilled and specific to the telecommunications industry.  

Therefore Telstra will have to reply more heavily on the skills of the external 

labour market for the future expansion of its fibre optic cable network.  These 

Visionstream workers may also provide their skills to competitor firms, such as 

Optus.  By 2002 Visionstream had downsized its operations to a relatively small 

full-time workforce supplemented by contractors that were engaged on a project 

by project basis (Barton & Teicher 1999: 32; Interviews with CEPU 1999-2002).  

Unions were concerned that this model would become the norm for Telstra’s 

construction and maintenance work. 

 

Telstra also shifted its workers to new entities.  In 1991 it shifted its Yellow Pages 

workers across to the joint venture Pacific Access  (Telecom 1991:59).  In 1997 

Telstra shifted all of its directory services, including its White Pages, into this 

joint venture, which led to the loss and/or transfer of approximately 650 staff from 

the core company (Telstra 1997:26&33; Barton & Teicher 1999:32).  In 2000 

Pacific Access became a 100 per cent wholly owned subsidiary that employed 

approximately 1,500 workers (Telstra 2000:18&30).  These workers were 

employed under different terms and conditions to those employed by Telstra’s 

core firm.  Telstra had no particular competitive and/or firm-specific advantage in 

performing this marketing type work, and thus TCE provides some support for 

this outsourcing strategy. 

 

In the late 1990s Telstra continued to identify generic work for outsourcing.  In 

particular Telstra used management contracts as a strategy for outsourcing generic 

maintenance type work.  This included its property management and maintenance 

services.  In 1997 it outsourced the maintenance work for its telephone exchange 

buildings to the firm Transfield Maintenance.  This decision was in line with 

Telstra’s earlier strategies to outsource generic type work and was seen as having 

the potential to deliver substantial cost savings (Telstra 1997d). In 1999 Telstra 

then outsourced the maintenance of its buildings on a national basis, maintaining 

that this would give the firm savings of up to $12 million per year (Telstra 1999c).  

Telstra continued this process in 2001, by entering into an outsourcing contract 

with PricewaterhouseCoopers to manage its large property portfolio.  This 
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included the buying, selling and leasing of Telstra’s 11,500 properties throughout 

Australia (Telstra 2001). 

 

Semi-Skilled Work 

Operator services had been part of Telstra’s core workforce.  As noted in Chapter 

Three this is generally considered semi-skilled work as new operators can usually 

be trained relatively quickly.  However, many Telstra operators had extensive 

experience and performed in high pressure environments.  The number of 

operators decreased during the 1970s and 1980s due to the phasing out of manual 

exchanges.  Many of these exchanges had operated in regional areas where their 

closures had often caused a considerable local public backlash.  In 1996 Telstra 

employed 7,303 operators (see Table 4.4).  

 

In the late 1990s new technology allowed Telstra to centralise its call centres.  

Between 1998 and 2000 Telstra reduced the number of its operator assisted call 

centres from 63 to 52 centres (Telstra 1998:11; Telstra 2000:20).  Interviews 

suggested that by 2002, Telstra was operating with approximately 30 call centres, 

although Switkowski, as CEO, claimed that it could perform all such work with 

only 10 call centres (Swtikowski 2000; Interview with Telstra1 2002).  Telstra 

managers advised that this rationalisation process was extremely time-consuming, 

as the closure of call centres continued to attract considerable political and 

community pressure.   

 

Telstra operators had received wages and conditions that were higher than the 

market average, and this provided an added incentive for management to 

outsource this work.  The 1998 annual report advised that operator services was 

considered non-core work, and Telstra began to outsource its call centre work to 

the joint venture firm Stellar.  This included directory assistance, sales and billing 

enquiries jobs.  Telstra also made greater use of casual and fixed term operator 

staff and used the services of a labour hire company, Adecco, to recruit such 

workers (Eason 1998:9). By 2001, Telstra had reduced its operator services staff 

to around 1,900 full-time operators and significantly flattened the management 

structure of its call centres (See Table 4.4).   
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Telstra managers and union officials advised that many experienced operators 

chose not to shift across to the new employer, Stellar.  The reasons were related to 

perceptions of less favourable working conditions under the new employer and 

because many workers chose not to move to where the new centralised call 

centres were being set up (Interview with Telstra1 2002; CEPU 2000-2002).  The 

loss of experienced Telstra staff led to initial problems with quality control in the 

new entity and to associated customer complaints (Interview with Telstra1 2002).  

The Stellar workforce also exhibited higher worker-turnover rates than did Telstra 

operators.  This lack of experience amongst Stellar operators relative to Telstra 

operators would suggest a lower quality of service.  But Telstra managers 

maintained that many of these problems were resolved over time.  Telstra also 

maintained its 50 per cent equity in the joint venture Stellar, which allowed it to 

exert a considerable influence over the joint venture’s operations. 

 

TCE suggests that firms may be able to outsource semi-skilled work, such as 

operator services, as it does not require a high degree of firm-specific skills.  But 

TCE also suggests that this analysis needs to take into consideration the possible 

harm that could be caused by potential quality control issues associated with arms 

length management.  Operators are often the first contact points for customers 

dealing with Telstra, so a bad experience can alter a customer’s perception of the 

firm.  A TCE analysis would thus need to balance cost reductions against potential 

quality control issues associated with outsourcing operator work.  Telstra was also 

subject to protests from local communities, and subsequent political interference, 

whenever it moved to shut down another regional call centre — a further potential 

transaction cost.  Telstra’s decision to continue shifting its operator services work 

to its joint venture partner Stellar suggests that labour cost reductions were a 

deciding factor. 

 
During the 1990s Telstra also reduced the size of its semi-skilled communications 

officer field workforce.  In 1989 Telstra employed almost 20,000 communication 

officers: this was Telstra second largest job classification (see Table 4.3).  These 

workers performed linesman and basic telephone installation work.  Prior to the 

early 1990s some of these workers also performed generic pit and pipe work.  

Therefore Telstra engaged in redundancies to cut the size of this section and 
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reduce its labour costs.  In terms of total worker numbers, these were some of the 

largest job cuts to occur in the 1989 to 1995 period (see Figure 4.4).  By 1995 

Telstra had reduced the size of this classification to 13,484 workers (see Table 

4.3).  Some of the work formerly performed by these workers was outsourced or 

superseded by new technologies.  Telstra also introduced new work practices for 

the remaining employees that increased productivity, but unions regarded this as 

work intensification (Interviews with Telstra1,2 & CEPU 1999-2002). 

 

Interviews suggested that during the early 1990s, many redundant field workers 

were re-employed under fixed-term contracts, or other forms of aytpical 

employment.  Thus, while Telstra paid out large sums in redundancy payments, its 

overall bill for these services did not reduce by a corresponding amount.  The 

initial reduction in the size of the field workforce may then not have delivered the 

labour cost savings that the above figures suggest.  However, Telstra managers 

maintained that these practices were eliminated over time (Interview with Telstra1 

2002).  The number of communication workers rose briefly in 1996 before, again, 

being reduced.  Table 4.4 shows that by 2001 the number of communication 

workers appeared to have stabilised at around 12,000 employees.  The following 

section on NDC outlines some of the reasons why Telstra kept this relatively large 

field workforce. 

 

As with operator services, TCE provides some support for outsourcing this semi-

skilled work.  However, the duties performed by communication officers varied 

from generic work and basic connections to more highly skilled, firm-specific-

work, such as joining fibre optic cables (Interviews with CEPU 1999-2002).  TCE 

would suggest that those communication workers with greater firm-specific skills 

should be retained, while the more generic work could be outsourced. 

 

Skilled Work 

In the 1990s, Telstra moved beyond the above strategies of outsourcing generic 

and semi-skilled work, as it began to outsource higher skilled jobs.  This included 

its higher skilled technical work.  Figure 4.4 shows that between 1989 and 1995 

technicians recorded the greatest decrease in total worker numbers.  However 

these job reductions came off a very high base: in 1989 Telstra employed 25,512 
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technicians.  As with the communication officer classification, Telstra engaged in 

redundancies to reduce labour costs within this relatively large section.  Despite 

these job cuts, in 1995 Telstra still employed more than 19,000 technicians.  Table 

4.3 shows that in percentage terms the generic job classifications recorded higher 

job cuts during this period. 

 

Interviews suggested that in the early to mid-1990s the outsourcing of technical 

work was limited to lower skilled work (Interviews with Telstra & CEPU).  This 

strategy changed in the late 1990s when Telstra began to outsource an increasing 

amount of its technical work to external contractors.  This strategy was reinforced 

by Telstra’s decision in 1999 to shift its network construction and maintenance 

work to the new subsidiary NDC.  This led to the loss of approximately 7,200 

technicians and engineers from Telstra’s core firm (Interview with NDC 2002).  

This strategy to outsource firm-specific technical work associated with the 

building and maintenance of Telstra’s network does not accord with a TCE 

analysis and is analysed in greater detail in the below section on NDC.  In the late 

1990s Telstra reduced its capital works expenditure, and by 2001 it employed 

3010 technicians (see Table 4.4). 

 

The strategy to outsource technical work was again demonstrated by Telstra’s 

decision in 2001 to sell its telephone system maintenance and service business to 

the Ericsson subsidiary, Damovo (Lacy 2001).  This included the maintenance of 

private automatic branch exchanges, while Damovo would also do other work for 

Telstra’s established customers on a subcontract basis.  Damovo planned to shrink 

the section’s 2001 workforce of around 600 employees to less than half that size 

as it moved to rationalise its operations (Lacy 2001).  

 

Moves to outsource higher skilled work were also reflected in Telstra’s 1997 

agreement to outsource its IT support work to the newly created joint venture, 

IBMGSA.  This led to approximately 2,100 former Telstra staff and contractors 

being moved to the joint venture (Telstra 1998:49).  In 1998, a further 300 former 

Telstra workers were transferred to the joint venture, Advantra, which provided 

network support services for IBMGSA (Telstra 1998:49).  Therefore, by 2001, 

Telstra employed less than 100 permanent IT workers (see Table 4.4).   
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The decision to outsource IT support work was related to cost and the belief that 

Telstra’s joint venture partner, IBM, could do the job better.  Telstra managers 

argued that IBM could provide the technical upgrades that were required in the 

fast changing IT world in a more cost efficient manner.  Telstra’s previous IT 

infrastructure had been mainly built by Telstra IT workers and was in many 

respects unique to the firm.  While this gave Telstra workers a large degree of 

firm-specific expertise in Telstra’s IT network, it implied that new IT upgrades 

should be built within the firm.  Where Telstra did attempt to buy IT systems ‘off 

the shelf’ they generally required extensive modifications before they would work 

on Telstra’s system.  One manager advised that original manufacturers of IT 

systems would often look at Telstra’s IT operations and say that they couldn’t do 

anything with it and/or they would have to build a complete new system.  Given 

the size of Telstra’s IT operations this created high costs whenever the firm was 

changing and/or upgrading its IT processes, such as its billing systems (Interview 

with Telstra2 2002).  Therefore, Telstra hoped that IBM could shift Telstra’s IT 

support requirements into a more generic format, while IBM’s extensive IT 

products and skills base would allow the joint venture to more effectively keep up 

with the market at a substantially reduced cost (Interviews with Telstra1 2002).  

 

From a TCE perspective Telstra management saw no competitive advantage in 

maintaining a firm-specific system for its basic IT support work.  The IBMGSA 

joint venture led to the loss of a great deal of in-house IT capability, but it allowed 

Telstra to operate a more generic IT system.  In this environment the firm-specific 

skills of the former Telstra IT workers became less valuable to the firm.  IT 

workers at IBMGSA required less firm-specific training and could be more easily 

brought into the joint venture from the external market.  Therefore this shift from 

a firm-specific to a more generic IT system made it easier for Telstra to outsource 

IT jobs.  However, Telstra retained some of its highest skilled IT workers for 

more firm-specific R&D and problem solving purposes within the core firm 

(Interview with Telstra1 2002).  
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Sales and Administration 

The CEO, Blount, advised that outsourcing and downsizing strategies were 

required to ‘adjust our staff profile to ensure we have fewer people in support 

roles rather than where we need them…at the front line in customer service’ 

(Telstra 1996:10).  Such customer and sales oriented statements became common 

amongst Telstra reports and newsletters.  Between 1989 and 2001 Telstra’s sales 

force rose from 770 to 2310 workers (see Table 4.3 & Table 4.4).  This was one of 

the few job classifications to record significant increases in worker numbers (see 

Figure 4.4 & Figure 4.5). 

 
Figure 4.5 shows that during the late 1990s the administration classification was 

reduced in size while the number of managers increased.  While at first this would 

appear to be a case of more ‘Chiefs’ and less ‘Indians’, the figures for these two 

classifications need to be interpreted with caution.  Telstra restructured its 

management and administration classifications in the late 1990s and changed to 

six management level classifications.  During this process some workers that were 

formerly under the administration classification were reclassified into one of the 

new management streams.  While the division of workers into the administration 

and management streams displayed in Table 4.4 was made after full discussions 

with Telstra ER personnel, this still required some arbitrary decisions relative to 

the available data.  Nevertheless the data suggested that Telstra is seeking to bring 

more of its administration workers under its management streams.  This may be 

linked to Telstra’s promotion of Australian Workplace Agreements (AWAs), as 

by 2002 the majority of its managers were on individual contracts.1  Executive 

numbers also showed a rapid increase during the 1990s, but again comparing 

executive levels across the 1990s is problematic as these roles were redefined and 

reclassified during the decade. 

 

Workforce restructuring 

The above changes to Telstra’s workforce reflected management’s redefinition of 

core competencies and Telstra’s subsequent organisational restructuring and 

                                                 
1 Telstra’s strategy of shifting workers on to individual AWAs is analysed in greater detail in 
Chapter Six. 

 127



outsourcing strategies.  Throughout the decade Telstra outsourced generic work, 

and by 2001 many former job classifications had disappeared.  In the mid to late 

1990s Telstra reduced the number of semiskilled workers, such as, operators, and 

skilled workers, including IT and technical employees.  Such strategies aimed to 

reduce labour costs.  In contrast, Telstra increased its sales force to help bolster its 

revenues.   

 

Senior managers maintained that redundancies that resulted from outsourcing 

were not forced, with many employees having the option of joining these new 

enterprises.  Telstra’s CEO, Ziggy Switkowski, advised that this process ‘allows 

employees to think more expansively about their future’ (Switkowski 2000), the 

implication being that Telstra workers should consider job options outside of the 

core firm.  However, conditions of employment in these new subsidiaries and 

alliances did not mirror those at Telstra, as joint ventures firms introduced more 

‘flexible’ enterprise agreements.  

 

After 1997, Telstra’s EEO reports included the classification ‘Expiry of fixed-

term contract’ as a form of employment separation.  This suggested that in the late 

1990s Telstra increased its use of fixed-term employees.  (TCNZ introduced 

similar ER strategies.)  While figures showing the exact number of fixed-term 

employees were difficult to procure, between 1997 and 2000 at least 2,500 

workers left the firm because their fixed term contract had expired (Telstra EEO 

reports 1997-2001). 

 

As outlined above, Telstra decided to create content for its internet networks via 

its joint ventures and/or strategic partnerships with other firms (Switkowski 

2000).  While these partnerships did not impinge on current Telstra jobs, new jobs 

in content creation were being created within these external firms.  Telstra’s 

business strategies identify these markets as potential growth areas, which limits 

the growth of the workforce in the core firm.  Thus the workers involved in 

developing these markets will in many instances not be Telstra employees but, 

instead, will increasingly come from subsidiaries and/or alliances.  Therefore, 

Telstra’s income from these newly emerging markets will continue to rise; 

however, this will not necessarily lead to any corresponding increase in the 
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number of workers employed by Telstra.  Rather, evidence suggests that the core 

workforce at Telstra will continue to decline, at least in the short to medium term.   

 

In 2000, Telstra announced its ‘next generation’ cost reduction program that 

aimed to reduce permanent workforce levels by 10,000 staff and 220 executive 

positions (Telstra 2000:31).  Such changes would see Telstra operate with around 

30,000 permanent workers — a large decrease from the 84,000 full-time workers 

it employed in the late 1980s.  The former Telstra section, NDC, provides a good 

example of how Telstra managers implemented these outsourcing and downsizing 

strategies, as services previously performed within the section became 

increasingly contestable with external firms.  

 

 

Network Design and Construction (NDC) — Towards Contestability 

 

Telstra’s 1993 business unit strategy included a desire by management to use 

external contractors to build and maintain some of its public network (Barton & 

Teicher 1999:14-15).  The NDC section was responsible for building and 

maintaining this network.  During the 1990s it introduced greater contestability 

into its operations by offering tenders to external contractors.  For example, it 

began to progressively put more of its ‘pit and pipe’ work out for tender.  Telstra 

management also sought to develop a larger subcontractor pool for higher skilled 

technical work, but in the early to mid-1990s they were constrained by a limited 

amount of available external technical expertise (Interview with Telstra1 2002).  

Therefore the initial outsourcing of technical work was generally confined to 

smaller jobs and/or support roles for Telstra’s workforce. 

 

Moves to make more effective use of subcontractor networks were also 

constrained by the skills of Telstra’s managers (Interview with Telstra1 2002).  In 

particular Telstra needed to substantially improve the relationship management 

skills of its line managers (Interview with Telstra1 2002).  Most managers were 

used to having their jobs and/or projects performed by Telstra workers and 

supervisors, who checked and reported back on quality control issues on a regular 

basis.  However, subcontractors operate in a far more autonomous manner.  A 
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lack of contract management experience initially saw Telstra managers paying 

contractors for work that had not been properly checked and that was not always 

up to the required standard (Interview with Telstra1 2002).  Thus Telstra found 

that its managers needed to develop tougher, more commercially oriented attitudes 

when dealing with subcontractors.  Line managers also had to become more 

rigorous in auditing costs to ensure that the savings that they had initially 

identified remained constant (Interview with Telstra1 2002).  Telstra managers 

advised that they needed to ensure that the cost/benefits of outsourcing did not 

erode over time. 

 

In the early 1990s Telstra appointed a new Executive General Manager, Pentecost, 

to head the NDC section and resolve some of the above problems.  Pentecost had 

extensive construction and property development industry experience and began 

to shift NDC towards a private sector building industry model (Interview with 

NDC 2002).  This included the introduction of better project management 

processes and the appointment of approximately 50 new project managers across 

Australia (Interview with NDC 2002).  Telstra managers improved their contract 

management skills, as the organisational culture changed and they gained more 

experience in this area (Interviews with Telstra1,2
 2000-2002). 

 

In the mid to late 1990s the NDC section was kept busy with Telstra’s future 

mode of operation capital expenditure program.  Senior management discussed 

the eventual divestment of the NDC section, but decided to keep the section 

within the firm until this program was completed.  During this period Telstra 

allocated the NDC section work valued at around $1 billion to $1.4 billion per 

year (Interview with NDC 2002).  This relatively high work allocation saw NDC 

staff levels peak in the late 1990s at around 8000 workers (Interview with NDC 

2002).  Following the completion of the Future Mode of Operation program 

Telstra reduced the amount of work allocated to NDC and senior management 

decided that the section no longer constituted core business.  Interviews suggested 

that this was not a universal sentiment and that middle managers in particular 

were concerned about the loss of these skilled workers (Interviews with Telstra1 & 

NDC 2002).  Nevertheless, in 1999 NDC was shifted out of the core firm and 

made a subsidiary of Telstra.  It then became an employer in its own right.   
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NDC managers advised that prior to its becoming a subsidiary the section 

employed approximately 7200 mainly technical workers.  These workers were 

given the option of moving across to the subsidiary and about 5,200 took up the 

offer.  Of the remaining 2000 staff that elected not to go to NDC, approximately 

200 to 300 were redeployed within Telstra, while the rest were made redundant 

over the following 12 months (Interview with NDC 2002).  Many of these 

redundant workers subsequently found jobs with Telstra’s competitors and/or 

subcontractors.  NDC also recruited another 1000 less skilled workers from the 

external market (Interview with NDC 2002).  Telstra then put the subsidiary up 

for sale (Elliot 1999). 

 

Unions officials saw the creation of the subsidiary NDC as a short term cost 

cutting strategy (Interviews with CEPU 2000-2002).  They suggested that 

following the completion of the future mode of operation program Telstra decided 

to cut capital expenditure, at least in the short to medium term.  Telstra managers 

agreed that future capital investments would become more targeted than the 

previous large scale engineering projects (Elliot 2002a:17).  Therefore moving 

NDC out from the core firm provided Telstra with a relatively quick way to 

reduce costs, while the eventual sale of the subsidiary would produce a further 

financial windfall (Interviews with CEPU 2000-2002). 

 

This strategy led Telstra to place a greater reliance on the external market to 

provide the required technical expertise to maintain and upgrade its infrastructure.  

Therefore in the late 1990s Telstra began to foster an external telecommunications 

engineering industry.  The creation of such a contestable market would allow 

Telstra to place future large-scale capital investments out for tender.  To assist in 

this process Telstra created a ‘Contract Management Unit’ to oversee its tendering 

arrangements, which included contestable and non-contestable work.  In 2002 the 

non-contestable work was still reserved for NDC.  However NDC was required to 

bid against competing firms in the external market for any contestable work.  In 

the late 1990s NDC competed against at least 18 other firms, including Telstra’s 

former subsidiary Visionstream (Elliot 1999).  Many of these firms had a 

competitive advantage through lower overheads, which led to considerable 
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competition for lower skilled jobs (Interview with NDC 2002).  In 2002 Telstra 

had reduced the amount of non-contestable work it allocated to NDC to around 

$700-800 million per year.  This was a drop of approximately 30 per cent from 

previous levels (Interview with NDC 2002).  NDC managers advised that Telstra 

planned to eventually make all its work contestable in the external market. 

 

Following the reduction in its allocation of Telstra work NDC downsized its 

workforce.  Between 1999 and 2002 approximately 2000 workers were made 

redundant, while NDC management forecasted that a further 1000 redundancies 

would be necessary before staffing levels began to stabilise (Interviews with NDC 

2002).  Many of these technicians found work with Telstra subcontractors, which 

increased the pool of available technical expertise in the external market 

(Interviews with CEPU 1998-2002; NDC 2002). 

 

NDC was expected to make up for the reduction in Telstra work allocations by 

bidding for work from other firms.  But being a 100 per cent owned Telstra 

subsidiary gave it some added problems in the marketplace.  For example, 

Telstra’s competitors could be reticent about giving sensitive commercial in 

confidence information about their future strategies and capital outlays to a fully 

owned Telstra subsidiary.  This is similar to the situation faced by TCNZ’s former 

subsidiary, ConnecTel.  To counter this NDC managers advised that they had a 

policy of building ‘Chinese Walls’ around any such agreements to quarantine 

them from Telstra business (Interview with NDC 2002).  However, they admit 

that it caused problems with market perceptions. 

 

The reduction in guaranteed non-contestable Telstra work reduced NDC’s market 

value.  This was compounded by a concurrent slump in the Australian 

telecommunications sector.  As such there was little demand from other TelCos 

for contractors, such as NDC, to build and maintain new telecommunications 

networks.  While Telstra had been keen to sell its subsidiary, by 2002 it had been 

unable to find a buyer willing to pay its $1 billion asking price.  Therefore in early 

2003 Telstra re-absorbed NDC back into its core firm.  Analysts suggested that by 

this time NDC employed less than 3000 workers (Sainsbury 2003:18).  This was 
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less than half the number of workers that NDC had employed when the subsidiary 

was created. 

 

In 2002, Telstra set up the Total Area Service Management (TASM) Project to 

benchmark Telstra technicians against outside contractors.  The object was to 

assign contractors their own projects and areas that could then be compared with 

the work performed in projects and areas assigned to Telstra technicians.  Telstra 

managers advised that to begin with, many subcontractors could not perform the 

work as cheaply as Telstra technicians.  Therefore Telstra initially paid a premium 

to attract subcontractors so it could build a more contestable market for its 

technical work (Interview with Telstra1 2002).  The subcontractors then reduced 

their costs over time as they developed the required firm-specific skills.  The use 

of subcontractors and the implied threat of perhaps losing their jobs also induced 

Telstra technicians to reduce their costs.  Thus the introduction of competition 

enabled Telstra to gain cost reductions from both subcontractors and its own 

technicians. 

 

Telstra’s ownership of a large proportion of Australia’s telecommunications 

infrastructure, including the public network, provides another possible explanation 

as to why Telstra was prepared to outsource technical work.  Telstra will remain 

the major client, at least in the medium term, so it is in the interests of 

subcontractors to maintain strong business links with it.  Thus the ‘core 

knowledge’ of workers, such as engineers and technicians that now work for 

subcontractors, will continue to benefit Telstra, even though it no longer employs 

them.  Subcontractors bidding for this work could also be expected to make 

significant investments in equipment and training that is specific to the repair and 

maintenance of Telstra’s network.  This would further link them to Telstra and 

accords with Williamson’s TCE analysis of the role of second tier subcontractors 

that invest in firm-specific assets (1979:237-240). 

 

However, Telstra managers advised that there were limitations that restricted the 

use of subcontractors.  To begin with, many subcontractor firms were too small to 

win large contracts.  For example, Telstra put a large job out for tender in Victoria 

and assembled a group of subcontractors to perform the work.  But the 
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subcontractor consortium then advised Telstra that it lacked the technical skills 

and capital base to perform such a large job (Interview with Telstra1 2002).  

Telstra then had to supplement these skills with its own workforce.  Secondly, 

most subcontractors could not respond quickly enough to perform emergency call 

out work.  Telstra found that its own workers were better in this regard.  Telstra 

managers advised that it was especially difficult to find subcontractors wishing to 

base themselves in remote areas where they could be available for emergency call 

outs at short notice.  While larger metropolitan centres generally had a reasonable 

number of subcontractors available, tendering for remote areas was more 

problematic (Interview with Telstra1 2002).  Thus Australia’s large geographical 

area restricted the use of subcontractors. 

 

A further limitation was the lack of incentives for subcontractors to reduce fault 

rates.  Telstra managers advised that they studied the TCNZ model where most 

technical work associated with the network was outsourced.  They felt there were 

limitations in this model because every time it rained and the network was 

damaged it cost TCNZ large amounts of money to get subcontractors to perform 

this work.  Subcontractors had little incentive to reduce fault rates, as the more 

faults they repaired the more money they received.  Telstra managers therefore 

suggested that TCNZ is now paying bonuses to subcontractors who can reduce 

their fault rates (Interview with Telstra1 2002).  Thus while Telstra fostered a 

more contestable market for its engineering and technical work, perceived 

limitations in the use of subcontractors caused it to retain some in-house technical 

capability. 

 

Telstra managers advised that the use of subcontractors was more effective in new 

project work.  Telstra also used the services of specialist project management 

firms that delegated work to subcontractors and supervised the work over the life 

of the project.  Subcontractors also gave Telstra greater numerical flexibility that 

allowed them to better manage changing workloads.  Thus subcontractors could 

be called in to supplement the existing Telstra workforce during peak periods 

(Interview with Telstra1 2002). However union officials claimed that the work 

performed by subcontractors was of a lower quality than that performed by Telstra 
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technicians.  They further alleged that Telstra technicians were frequently required 

to fix mistakes that were made by subcontractors (Interview with CEPU 2002). 

 

TCE helps to explain some of the benefits and problems that Telstra found in its 

use of subcontractors.  Telstra was quite successful in its use of subcontractors for 

project work, such as new housing estates.  This work generally involves trench 

digging, cable laying and simple connections.  TCE provides support for the 

outsourcing of this generic and semi-skilled work.  However, Telstra found that 

subcontractors were less efficient at performing skilled work associated with its 

network.  A TCE analysis suggests that this should be expected, as this is skilled 

work that is specific to the firm.  In 2002 Telstra was still in the process of 

building a contestable market for this work.  Therefore the external market did not 

as yet provide all skills and expertise that Telstra required.  Telstra’s failure to sell 

NDC was a further setback to this strategy.  Outsourcing skilled technical work 

also raises other long term issues.  These include the need to train new technicians 

and the potential loss of corporate knowledge to competitors.  These are potential 

future transaction costs. 

 

 

Conclusion 

 

Telstra’s transition from a GBE to a partially privatised corporation saw its 

organisational structure change, as it adjusted and redefined its strategies in the 

face of changing technologies and increased competition in a deregulated market.  

By the end of the 1990s Telstra operated a smaller core firm supported by 

subsidiaries, joint ventures and strategic partnerships.  In the process it shifted 

from a technically oriented firm that concentrated on building infrastructure to a 

market focused firm oriented towards increasing shareholder value. Telstra 

managers advised that the nature of the business and market dynamics were 

changing rapidly.  Within this changing environment Telstra operated under a 

number of external constraints.  These included majority federal government 

ownership and politically sensitive universal service obligations that required 

Telstra to provide comparable telecommunications services across a sparsely 

populated continent.  Thus continued federal government majority ownership 
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pressured Telstra to pursue social and politically sensitive objectives that could 

impinge on its future profits.  Telstra managers alleged that they were also 

disadvantaged by the substantial telecommunications-specific legislation and 

associated regulatory bodies.   

 

Telstra’s organisational restructuring was associated with downsizing strategies.  

Telstra managers advised that outsourcing was a significant factor in the 

downsizing process, as Telstra outsourced work that was no longer considered 

‘core business’.  However, new technologies and ‘better’ work practices — 

including work intensification — also played key roles in cutting the size of 

Telstra’s permanent workforce (Interview with Telstra1 2002).  Telstra initially 

targeted generic and semi-skilled work, but in the late 1990s it began to outsource 

higher skilled work, such as that performed by IT workers and technicians. 

 

Telstra attempted to foster a competitive market for its future network building 

and maintenance work; however, by 2002 the external market could not provide 

all the technical field services and expertise that Telstra required.  Thus Telstra 

retained an in-house technical capacity to cover areas where the use of contractors 

had proved less than optimal.  Telstra’s failure to sell NDC increased this in-house 

technical capacity, as some of these workers were re-absorbed back into Telstra’s 

core firm.  Telstra also targeted higher skilled IT jobs for outsourcing.  Telstra 

managers considered the idiosyncratic nature of its IT network and the subsequent 

firm-specific skills of its IT workers as a competitive disadvantage.  In this 

instance a more generic IT system and associated IT skills were considered to be a 

cheaper and more effective alternative. 

 

TCE provides some support for the organisational restructuring and outsourcing 

strategies undertaken by Telstra subsequent to corporatisation.  In particular it 

supports the outsourcing of generic work.  TCE also largely supports the 

outsourcing of semi-skilled work, such as operator services, though with some 

qualifications with regard to issues, such as quality control.  TCE has more 

difficulty in supporting the outsourcing of skilled technical work associated with 

the building and maintenance of Telstra’s network.  These workers gained a high 

degree of firm-specific skills — and high asset specificity — and a TCE analysis 
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would suggest that these workers should be kept within the core company.  This 

leaves Telstra open to criticism that outsourcing this firm-specific technical work 

was simply a strategy to reduce short term costs after it had completed its latest 

capital investment program. 

 

Williamson states that to economise, a firm must minimise the sum of production 

and associated transaction costs, such as bounded rationality (1979: 245).  Thus a 

firm that outsources a service and/or production process generally loses some 

control over that process.  Telstra retained the ability to influence the strategies of 

many of its joint ventures by maintaining a controlling interest and/or substantial 

equity in these entities.  This degree of influence reduced bounded rationality 

problems associated with outsourcing.  Telstra shifted many of its own workers to 

these new entities, which allowed it to continue to make use of their skills.  

Telstra then improved and developed the relationship management skills of its 

managers to better deal with these outsourcing and subcontractor arrangements. 

 

In 2002 Telstra was the dominant carrier in the Australian telecommunications 

sector and remained very profitable.  However some federal government members 

were concerned that Telstra’s continued market dominance impeded competition.  

Therefore in 2002 a break up and/or forced restructure of the firm was discussed 

as one of the options for Telstra’s full privatisation (Interview with Telstra1 2002; 

Skotnicki 2002:58-60).  Such an option would lead to further large-scale 

organisational and workforce restructuring at Telstra. 
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APPENDIX 4.1 – Australian Telecommunications Regulation 

Australian Telecommunications Authority (Austel) 

Until the late 1980s telecommunications in Australia had been largely self-regulating.  
But in 1988, the federal government announced the establishment of an independent 
regulator for the Australian telecommunications sector, Austel (Telecom 1989:9).  
Telstra as the ‘dominant carrier’ was also subject to price caps that were monitored 
by Austel.  Telstra and Austel subsequently became embroiled in a number of 
disagreements over the interpretation of these telecommunications regulations.   
 
Optus was created in 1991 as a direct competitor to Telstra.  But Telstra retained 
ownership of the existing publicly owned telecommunications network — the Public 
Switched Telephone Network (PSTN).  This gave Telstra a considerable initial 
competitive advantage as Optus could not connect to customers throughout Australia 
without using Telstra’s network.  Hence it was important for Optus to gain a 
favourable interconnection price.  In this regard the Telecommunications Act (1991) 
allowed for the two firms to negotiate such interconnection charges between 
themselves.  However the Act provided for direct intervention from Austel if the 
firms failed to come to an agreement. In the event Austel proved quite proactive in 
this regard. (Brown 1996:7).  This is contrary to the New Zealand experience, where 
the absence of a specific regulator saw Clear Communications engage in protracted 
litigation with TCNZ over interconnection charges. 
 
Austel also directed Telstra to amend its operations over a number of issues that it 
believed were anti-competitive and constituted price discrimination.  For example, 
Austel alleged that Telstra lowered the prices of those services where customers were 
most likely to shift across to Optus, while raising the prices of other services to 
subsidise these specific price cuts (Brown 1996:10-11).  In the mid-1990s Telstra and 
Austel had a protracted disagreement over the latter’s ruling that Telstra remained the 
dominant carrier in international calls, and in 1995 Telstra successfully appealed 
against this decision (Brown 1996:12-13; Rice 1996:70).  In 1997, the Australian 
telecommunications sector was fully deregulated and Austel was replaced by a 
combination of federal government run and self-regulatory organisations. 
Australian Communications Authority (ACA) 

In 1997, Austel was merged with the Spectrum Management Agency (SMA) to form 
the newly created Australian Communications Authority (ACA).  Under the new 
legislation the ACA and the ACCC became the most important federal government 
agencies responsible for administering the telecommunications industry (ACA 2002).  
The ACA took over much of the technical regulation of the Australian 
telecommunications sector that was formerly administered by Austel.  This included 
jurisdiction over safety issues and the proper functioning of the network.  The ACA 
was also given responsibility for overseeing some of the activities of the self-
regulating organisations to help ensure that the objectives of the Act were being met 
(Armstrong et al 1998:9-10). 
Australian Consumer and Competition Council (ACCC) 

Much of Austel’s former jurisdiction over economic and competition regulation was 
passed over to the ACCC, which administered the Trade Practices Act (TPA) 1974.  
The federal government then passed telecommunications industry specific legislation 
by introducing amendments to the TPA ⎯ Parts XIB and XIC (Gilbertson 2001:66).  
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These amendments sought to ensure the provision of interconnectivity and access to 
the core network for new firms and thus help to prevent the occurrence of anti-
competitive behaviour (Horsley 1998:1). Importantly it gave the ACCC the power to 
oblige TelCos, such as, Telstra, to make their facilities available at cost price.  This 
encouraged competition and created a major responsibility for incumbent firms to 
allow competitor firms access to their networks (Telenews Asia 1998).  The Act gave 
the ACCC the power to monitor and direct the behaviour of firms in the 
telecommunications sector through the issuing of competition notices.  Thus the 
ACCC could specifically target the telecommunications sector. 
Telecommunications Industry Ombudsman 

In 1993 the federal government also set up a Telecommunications Industry 
Ombudsman (TIO) scheme to assist in monitoring industry practices, while 
legislation to continue this scheme was subsequently included under the 
Telecommunications Act (1997).  Its role was to ‘investigate and resolve disputes 
between end users and providers of telecommunications and internet services’ 
(Primrose 2001:311).  The TIO is funded by industry contributions, with firms paying 
such contributions on a pro rata basis based on the number of complaints received 
against them.  Most of the complaints handled by the TIO involve customer billing 
(CIRCIT 1999:62-3). 
Self-Regulating Organisations  

Two self regulating organisations, the Telecommunications Access Forum (TAF) and 
the Australian Communications Industry Forum (ACIF), were set up in 1997 to 
complement the legislative changes that accompanied full deregulation.  The TAF 
comprises telecommunication carriers and service providers located in Australia and 
develops sets of codes to govern interconnection and access arrangements between 
firms.  These are then ratified by the ACCC (Horsley 1998 1-2).  The development of 
such codes should reduce the need for the ACCC to intervene in interconnection 
disputes between carriers but as discussed above this has not always been the case.  
 
The ACIF was created to look after the concerns of a wider range of stakeholders that 
included industry groups and consumers, along with representatives of carriers and 
service providers.  The ACIF is charged with developing technical standards, 
operational codes and consumer codes of conduct (Horsley 1998:2).  In this regard it 
operates under the auspices of the ACA. 
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CHAPTER FIVE 

 

EMPLOYMENT RELATIONS AT THE TELECOM CORPORATION OF 

NEW ZEALAND (TCNZ) 

 
Introduction 

 

The organisational restructuring that accompanied the corporatisation and 

privatisation of TCNZ was associated with widespread changes to management’s 

ER strategies.  This included an assertion of managerial prerogatives as TCNZ 

abandoned its previous long-standing association with the union, resulting in a 

unitarist ER approach.  These ER polices were facilitated by the deregulation of 

the New Zealand labour market following the introduction of the Employment 

Contracts Act (ECA) 1991.  This Act allowed TCNZ to shift workers on to 

individual contracts. 

 

This chapter begins by examining these management strategies and then considers 

union responses to this changed ER environment.  The downsizing strategies 

associated with TCNZ’s organisational restructuring strategies reduced union 

membership and revenues.  The Communications and Electrical Workers Union 

(CEWU) did not adjust well to the new ER environment and went into liquidation.  

The chapter concludes by examining the strategies of the Engineering, Printing 

and Manufacturing Union (EPMU) which signed up some former CEWU 

members. 

 

 

Management’s ER Strategies 

 

Following corporatisation in 1987, management’s approach to ER at TCNZ did 

not immediately change.  Under arrangements negotiated by the Post Office 

Union (POU), union membership remained relatively high and included relatively 

high levels of union density in middle management positions.  However, 

corporatisation did create legislative issues regarding ER in the newly formed 

State Owned Enterprise (SOE).  Industrial relations at the Post Office had 
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previously been covered by state sector legislation including the State Services 

Conditions of Employment Act.  In contrast, the private sector was covered by the 

Labour Relations Act (1987).  This created a separation between private- and 

public-sector unions and caused some transitional issues in respect to the 

application of industrial relations legislation to the new SOE, TCNZ. 

 

The government thus enacted special legislation which effectively put the new 

SOE in the position of having an enterprise agreement with the Post Office Union 

(POU) (Interview with TCNZ 1997).  In 1987, TCNZ established an agreement to 

cover its employees that retained many existing rates of pay and conditions from 

the New Zealand Post Office.  It also included a 7 per cent pay increase and a 

technical change clause (Anderson 1995:2).  TCNZ then began to streamline its 

worker classifications (Interviews with TCNZ 1997).  In 1988, TCNZ 

management and the POU negotiated a new national agreement that included a 4 

per cent pay increase, while the number of occupational groups was reduced from 

39 to nine (Anderson 1995:3). 

 

This collective agreement included improved redundancy provisions that allowed 

for a maximum of 52 weeks pay.  TCNZ managers advised that the size of these 

initial redundancy packages helped them to avoid industrial disputes in the early 

downsizing stages (Interviews with TCNZ 1998).  Union officials advised that in 

the late 1980s and early 1990s many workers received redundancy payments of 

between NZ$50,000 and NZ$60,000 (Interviews with CEWU 1998). 

 

Evidence of the initial continuing relationship between TCNZ managers and the 

union is contained in TCNZ’s 1989 Annual Report, where the then Managing 

Director, Dr Peter Troughton, publicly thanked the POU for its help and 

contribution to the firm’s restructuring program (TCNZ 1989:9).  This 

engagement by TCNZ with the union was in stark contrast to later management 

strategies.  Shortly before privatisation TCNZ negotiated another national 

collective agreement in 1990 that included a 4.8 per cent pay rise, but it further 

rationalised the number of salary scales and reduced the redundancy provisions 

for workers employed after 1 April 1990 (Anderson 1995:3). 
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Privatisation 

Following privatisation in 1990 TCNZ initially continued with its national 

collective agreement and in 1991 the newly merged Communications and 

Electrical Workers Union (CEWU)1 gained a 2.5 per cent wage increase for its 

members (Anderson 1995:6).  However, management continued to rationalise and 

simplify pay scales, as the number of allowances was reduced from 200 to 32, 

with many of these allowances now incorporated into normal wages (Anderson 

1992:25). 

 

The election of the National Party government and the subsequent introduction of 

the Employment Contracts Act (ECA) 19912 then gave TCNZ managers greater 

scope to introduce more comprehensive ER changes.  The National Party 

government had campaigned on a platform of labour market reform, and generally 

saw no place for the union movement in relation to forming government policy.  

Thus the National Party government gave tacit approval and encouragement for 

the types of ER policies that were beginning to be introduced by firms such as 

TCNZ. 

 

The ECA ended a century old system of industrial conciliation and arbitration and 

radically changed the New Zealand industrial relations system (see Harbridge & 

Walsh 1999; Rasmussen & Lamm 2000).  Under the ECA the previous award 

system was abolished and replaced by a decentralised system of individual or 

collective contracts.  Bargaining therefore became focused at the firm level.  

Compulsory unionism became illegal and it became more difficult for union 

officials to enter workplaces (Geare & Stablein 1995).  From a TCE perspective 

the ECA reduced transaction costs for firms that wished to shift unions out of their 

workplaces.  

 

Harbridge and Walsh suggested that while the ECA allowed for collective 

bargaining, it did not promote the concept.  Rather, the ECA led to individual 

                                                 
1 In 1991 the POU amalgamated with the Electrical Workers Union (EWU) to form the 
Communications and Electrical Workers Union (CEWU). 
2 A summary of New Zealand ER legislation — including the ECA (1991) — is outlined in 
Appendix 5.1 of this chapter. 
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contracts becoming the primary means of determining employment conditions for 

many New Zealand workers (1999:16).  Proponents of the ECA countered that its 

provisions were employer/employee neutral in that the Act placed employers and 

employees on an equal level.  However, in practice large firms usually have more 

power and resources than individual workers.  Thus they have the potential to 

dominate negotiations and dictate the terms and conditions of individual contracts. 

 

Following the introduction of the ECA, TCNZ managers took a tougher approach 

to wage negotiations as the firm focused on reducing costs.  In 1992, the first new 

collective contract after privatisation and under the ECA contained a nil pay 

increase.  This was despite the company recording a yearly profit of more than 

NZ$400 million. (Anderson 1992:23).  However the agreement did retain most of 

the workers’ previous conditions, including relatively generous redundancy 

provisions.  In 1993 TCNZ set aside NZ$245 million to fund redundancy 

payments over the next three years (TCNZ 1993:32).  Thus TCNZ’s downsizing 

strategies elicited high transaction costs in the form of redundancy payments.  

After extensive negotiations in 1993 TCNZ management agreed to a modest 1.5 

per cent pay increase for workers under the collective agreement (TCNZ 1993:21; 

Anderson 1994:6). 

 

This hardening in the attitude of TCNZ managers towards ER issues became more 

pronounced following TCNZ’s appointment of a new CEO, Roderick Deane, in 

late 1992.  During interviews a recurring theme from TCNZ managers and union 

officials was the link between the appointment of Deane and major changes to 

TCNZ’s approach to ER.  Deane had previously been CEO of the Electricity 

Corporation of New Zealand (ECNZ), where he had previously introduced similar 

organisational restructuring and ER policies to those subsequently introduced at 

TCNZ (see Ammon 1989).  He also brought a new Human Resource (HR) 

manager with him, David Bedford, who helped to articulate and introduce these 

new polices.  These included reducing direct labour costs through outsourcing 

agreements; a disengagement between TCNZ managers and union officials; and a 

shift from collective to individual contracts.  These policies became the basis for 

TCNZ’s ER strategies throughout the remainder of the 1990s. 
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While many of these management policies can be linked to cost cutting measures, 

TCNZ managers inferred that ideology also played a role in forming these 

strategies.  In particular, senior TCNZ managers advised that they had an 

ideological objection to the participation of third parties, such as, unions, within 

the firm.  This included a move away from dealing with the union at the national 

level on an across the board basis.  Thus TCNZ moved away from its traditional 

collective bargaining approach. Interviewees suggested that some outsourcing 

decisions were undertaken in part to reduce union influence within certain sections 

of the firm (Interviews with TCNZ & EPMU). 

 

Many of these policy changes occurred while TCNZ’s major shareholders were 

two American based MNCs.  This lends some support to previous research which 

suggests that American based MNCs have an ideological bias against unions 

operating within their overseas subsidiaries (see McDonald & Timo 1996). 

 

When questioned on alternative strategies to the above, TCNZ managers advised 

that had they chosen to continue to engage with the union under the former 

collective bargaining arrangements then they would most likely have remained a 

profitable firm.  They gave examples of other former SOEs such as, New Zealand 

Post, that had maintained their relationship with the union and remained quite 

profitable firms.  However, senior management had made a conscious decision to 

shift TCNZ workers to a new type ER system where managers dealt directly with 

their workers.  These new ER strategies became increasingly underpinned by 

management’s policy of shifting TCNZ workers from collective to individual 

contracts.  

 

Individual Contracts 

The introduction of the decentralised organisational structure in the late 1980s, 

with its semi-autonomous regional divisions,1 helped to fragment the workforce 

and to some degree assisted managers in their drive for individual contracts for 

workers.  By 1993, about 5 to 10 per cent of workers were covered by individual 

contracts.  In contrast, the majority of workers were covered by the union 

                                                 
1 As discussed in Chapter 3. 
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negotiated national collective agreement (Interviews with TCNZ 1998).  However 

TCNZ managers began to focus on dealing with workers at an individual level via 

a formal contractual relationship.  Under the provisions of the ECA this translated 

into a drive throughout the organisation to place workers on individual contracts. 

 

TCNZ was prepared to spend large amounts of money to further this agenda.  In 

the early 1990s ‘TCNZ set up a new company for PABX installation, paid all the 

existing staff their redundancy payments — approximately NZ$25 million — and 

then rehired many of them the next day on individual contracts’ (CEWU 

1996:16).   

 

This strategy went through a number of phases as management first sought to 

break up the single collective agreement.  In 1994 the national collective 

agreement came up for renegotiation and TCNZ management refused to bargain 

for another single collective agreement to cover all workers.  Instead, management 

agreed to bargain for a number of smaller separate agreements across different 

sections of the organisation.  Breaking up a large collective employment 

agreement made collective bargaining more difficult for the CEWU, as it then had 

to bargain on a number of different fronts.  Bargaining became more time 

consuming and used up more of the union’s resources.  Removing this single 

collective contract created a more fragmented workforce that made coordinated 

industrial action more difficult.  This lessened transaction costs associated with 

industrial disputes. 

 

TCNZ’s refusal to bargain with the union for a single collective agreement led to 

a protracted industrial dispute in 1994 that garnered a large amount of support 

from CEWU members.  The dispute was resolved when TCNZ and the CEWU 

agreed to negotiate three separate collective contracts.  The CEWU also accepted 

some changes to conditions of employment for its members.  The largest 

collective contract was the Operations collective that covered the majority of 

workers in TCNZ’s main operating firm (Interviews with TCNZ 1998).  TCNC 

also negotiated smaller collective contracts covering their Mobile and Directories 

groups (TCNZ 1994a).  In mid-1996 these collective contracts expired. 
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Despite the above agreement TCNZ made no secret of its desire to eventually 

replace all the above collective contracts with individual contracts.  Reports put 

out by the HRM section in the mid-1990s stated that TCNZ ‘has a strategic 

objective to move towards individual contracts with all employees’ (TCNZ 

1995:4).  This strategy would not have been possible under New Zealand’s former 

centralised ER system that promoted collective bargaining.  Thus the ECA 

became the vehicle for TCNZ’s new ER strategy.  TCNZ managers argued that 

individual contracts would allow them to forge better relationships with their 

employees; however, the new strategy left the company open to criticism that it 

was denying the rights of workers to bargain collectively.  The use of the ECA in 

this way had also brought criticism from the International Labour Organisation 

(ILO) (Anderson 1994:12). 

 

The CEWU went into liquidation in 1995 and the EPMU signed up former 

CEWU members.  In 1996-1997 TCNZ management became involved in an 

industrial dispute with the EPMU, which centred over moves by TCNZ to split the 

main Operations collective contract into a series of smaller collective contracts.  

TCNZ claimed that by this time, more than half the workers originally covered by 

the Operations collective contract had either left the firm or gone on to individual 

contracts (Interviews with TCNZ 1998). 

 

These changes reflected TCNZ’s changing workforce structure.  By the mid-

1990s a combination of organisational restructuring and associated redundancies 

had led to a decrease in the number of its workers who had previously been 

employed by the old Post Office.  In contrast, the more recently employed 

managers and workers had not been associated with TCNZ’s previous public-

sector culture and were often engaged on individual contracts.  Thus workforce 

restructuring combined with continued downsizing and an intensified strategy of 

moving employees on to individual contracts meant that the EPMU was fighting a 

rearguard battle to retain members and negotiate collective contracts on their 

behalf (IBW 1996). 

 

The negotiations with the EPMU concluded with TCNZ agreeing to five 

collective contracts.  The largest collective agreement covered approximately 
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2000 workers at the Design, Build and Maintenance (DB&M) section ⎯ which 

later became the subsidiary ConnecTel.  Following the outsourcing of technical 

work many of these workers subsequently left TCNZ.  A second collective 

agreement covered around 600 Operator Services employees.  However, the 

Operator Services agreement folded in 1998 when TCNZ outsourced much of this 

work to SITEL.  Thus TCNZs outsourcing strategies effectively removed its two 

largest collective agreements.  The other three collective agreements were 

relatively small and covered functional groups within TCNZ called Key 

Platforms, Services Assignment and Activation and Billings.  As an example of 

the size of these smaller collectives, the Key Platforms collective agreement only 

covered about 40 workers (Interviews EPMU 1999).   

 

By 1999 all TCNZ’s collective contracts had expired and were not renewed.  

Meanwhile TCNZ continued its policy of shifting workers on to individual 

employment contracts.  Thus by the end of the decade TCNZ had achieved its 

objective of having no workers employed under any current collective 

employment contract, while union membership had plummeted (Interviews with 

TCNZ & EPMU 1998-2002). 

 

This strategy allowed TCNZ to reduce its redundancy costs, as workers employed 

under TCNZ’s individual contracts did not generally receive the same redundancy 

provisions that had been written into the former collective agreements.  By 2002 

redundancy clauses in most individual contracts had been reduced to a maximum 

of 13 weeks pay.  This was further reduced for workers operating in sections that 

exhibited high staff turnover, where redundancy clauses were generally limited to 

a maximum of eight weeks pay (Interviews with TCNZ 2002).  The following 

section examines how the shift towards individual contracts also led to changes in 

the determination of pay rates and job classifications. 

 

 

Rates of Pay and Job Classifications 

When queried concerning rates of pay under individual versus collective 

agreements TCNZ managers responded that there were fundamental differences 
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underpinning the approach to setting wages under the two arrangements.  They 

advised that under collective contracts remuneration was set via the collective 

bargaining process, while under an individual contract wages were set relative to 

the external labour market and the individual’s performance (Interviews with 

TCNZ 1998).  This suggests a more performance driven wages model, 

underpinned by wage rates set by the external market. 

 

EPMU officials claimed that TCNZ used to be a market leader in setting wages, 

but became a market follower.  TCNZ managers responded that they generally 

paid wages that were above the market average.  However, the lack of available 

data relating to TCNZ’s individual contracts makes such comparisons difficult to 

verify.  Thus the proliferation of individual contracts has made it more difficult to 

gauge wages rates across the board.  However, under a more deregulated market 

driven approach it would be expected that workers with skills in demand and or in 

short supply would see their wages bid upwards.  Conversely, lesser skilled 

workers or those with skills in less demand would see their wages remain static 

and/or fall.  Anecdotal evidence suggested that TCNZ also absorbed former 

allowances into their workers regular wages. 

 

TCNZ’s outsourcing strategies led to many former job classifications 

disappearing, as this work was shifted to external firms.  Interviews suggested that 

TCNZ’s individual contracts contained broader job classifications than was the 

case under the former collective agreements.  Thus some of the former narrower 

job classifications disappeared (Interviews with TCNZ 2002).  When queried 

about job titles one HRM manager at TCNZ remarked, ‘Our best situation is when 

we put manager on everybody’s contract.  You are employed as a manager in 

Telecom…and just change them around and say hey you’re now managing 

something else’ (Interviews with TCNZ 2002).  While this remark was said 

somewhat tongue in cheek, it suggested a move towards greater functional 

flexibility in the TCNZ workforce.  As outlined in Chapter Three, TCNZ 

managers also gained greater numerical flexibility through the employment of 

workers and external consultants on short term contracts.  Moves towards 

individual contracts were also associated with the decentralisation of HRM 

activities. 
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Delegation of HRM 

During the 1990s TCNZ was able to reduce the size of its HRM section by 

delegating many traditional, day to day HRM functions to line management.  In 

line with this strategy the centralised corporate HRM section no longer sought to 

deal directly with TCNZ employees.  Rather it saw its role as instituting and 

coordinating company policy and giving advice to line managers.  However, there 

were suggestions that some line managers struggled to adjust to this role 

(Interviews with TCNZ & EPMU 1999). 

 

In 2001 a new HRM policy reintroduced decentralised HR managers who were 

each assigned to functional sections within the firm.  While their primary role was 

still to provide advice, perhaps not surprisingly, many line managers simply 

redirected much of their HRM work back to them.  In 2002 this system was still 

under review (Interviews with TCNZ 2002). 

 

TCNZ’s HRM section was also responsible for coordinating training activities 

across the firm.  The following section analyses how TCNZ’s outsourcing and 

cost cutting strategies were associated with a reduced emphasis on technical 

training. 

 

 

Training 

The former New Zealand Post Office had engaged in extensive technical training, 

including occupational apprenticeships, for technicians in the telecommunications 

sector.  However, following corporatisation and then privatisation TCNZ ceased 

much of this broad-based vocational and/or technical training.  Two main reasons 

appeared behind this change in strategy.  Firstly, such training is expensive and 

TCNZ spent most of the 1990s looking for areas in which it could reduce its short 

term costs.  Secondly, TCNZ’s outsourcing strategies — such as shifting technical 

work out of the core company — meant that the firm now relied on the external 

market to provide these skills. 
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This reduction in broad-based training did reduce TCNZ’s short term costs.  

However the strategy raised concerns about the capacity of the New Zealand 

labour market to continue to supply skilled technicians in the medium to long 

term, as TCNZ had been the major trainer of telecommunication technicians in 

New Zealand.  Union officials suggested that a skills shortage may develop as 

former TCNZ employees begin to retire or otherwise move on to different jobs 

(Interviews with CTU 1998; 1999).   This points to potential long term 

recruitment costs.  Because no other New Zealand firms appears to be engaging in 

the large-scale training of technicians, firms may soon be competing for a 

diminishing pool of such skilled workers.  This could bring into question the long 

term sustainability of outsourcing technical work, as a diminishing labour pool 

bids up costs.  Therefore TCNZ faces transaction costs in the form of potential 

future skill shortages for work associated with the building and maintaining of its 

network. 

 

Such concerns were also echoed by ConnecTel managers, one of whom observed, 

‘We’re living off the pantry to date’ (Interviews with ConnecTel 1999).  In 1999 

ConnecTel management advised that their youngest technicians were already in 

their early 30s, having been recruited in 1987, while the medium age for their 

technicians was around 40 years.  They further advised that by the late 1990s 

training had been mostly restricted to upskilling existing technicians in new 

technology.  ConnecTel had employed a small number of new technology 

trainees, but this only amounted to about 10 new trainee hires for the entire 

country.  However, improvements in the network and correspondingly lower fault 

rates helped to balance the supply and demand for skilled technical labour. 

 

TCNZ managers counter that new technology may take over from the old network 

and require workers with different skills and training requirements, than the old 

broad-based technical apprenticeship system.  Given the rapidly changing nature 

of the information technology (IT) industry — for example in areas related to 

internet and ecommerce functions — it may not be possible or even advantageous 

to engage in large scale long term training of workers in firm specific skills.  

TCNZ managers also noted that new technologies, such as broadband cable, 

would soon supersede the existing copper wire network.  However, technology 
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has found ways of making the most out of this ageing infrastructure.  For 

example, ADSL technology allows relatively high speed data transfers to occur 

over the existing copper network, giving it the potential for high speed internet 

services.  With less capital being put into the local network than in the past, a 

potentially tight future labour market may develop for skilled technicians in this 

area.  

 

In the late 1990s TCNZ managers were already commenting that it was becoming 

harder to find skilled and talented personnel (Interviews with TCNZ 1999).  

Union officials and TCNZ managers also advised that skills shortages were being 

magnified by the number of skilled workers leaving New Zealand to seek 

employment in Australia and elsewhere.  In one example a former TCNZ 

technician took a redundancy payment from TCNZ, moved to Australia to work 

for Telstra for a number of years and then received a further redundancy payment! 

(Interviews with CEWU 1997). 

 

 

ConnecTel 

 

In 1997, following the creation of ConnecTel as a subsidiary of TCNZ, many 

technicians were seconded to perform work for ConnecTel ⎯ their collective 

agreement allowed TCNZ to do this.  However these technicians remained 

employed by TCNZ.  In return ConnecTel reimbursed TCNZ for their labour 

(Interviews ConnecTel & TCNZ 1999).  When ConnecTel was sold in 2000 it 

would only employ these TCNZ technicians if they agreed to come across on to 

new individual contracts.  These individual contracts contained a slightly higher 

base salary, however, other terms and allowances were reduced.  ConnecTel also 

offered these workers a two year abatement on their redundancy pay if they came 

across to work for them.  In other words these workers would receive their full 

redundancy pay — as spelled out under their old collective agreement — if they 

were sacked by ConnecTel within the first two years of their employment 

(Interviews with TCNZ 2002).   
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However, many TCNZ technicians felt that this still placed them in a difficult 

position.  If they went to ConnecTel they would have voluntarily left TCNZ and 

after two years they would lose their entitlements to their former redundancy pay 

provisions.  Given ConnecTel’s declining share of TCNZ’s technical wok, many 

of these workers felt that two years might be the extent of the work that 

ConnecTel could offer them (Interviews with EPMU 2002).  However if the 

workers elected to remain with TCNZ they would very likely soon became 

redundant and lose their jobs.  The TCNZ redundancy agreement also stated that 

workers that took redundancies could not get a job at TCNZ or ConnecTel for two 

years (Interviews with EPMU 2002).  Thus workers that took a redundancy 

payment from TCNZ could face difficulties in finding alternative employment. 

 

By 2002 most technicians had either gone to work for ConnecTel on new 

individual agreements or had been made redundant (Interviews with TCNZ 2002).  

The EPMU stated that about 20 to 30 technicians remained at TCNZ in the hope 

of gaining their redundancy pay (Interview with EPMU 2002).  In 2002 the 

EPMU took the case of these remaining technicians to Court on the grounds that 

they should have been made redundant ⎯ and paid out their full redundancy 

entitlements ⎯ when ConnecTel was sold.  However, the Court ruled in TCNZ’s 

favour and stated that they could second these workers to ConnecTel.  But the 

Court did strike out the clause in TCNZ’s redundancy agreement which stated that 

technicians who received redundancy pay could not be hired by TCNZ or 

ConnecTel for two years, as this was seen as an unlawful restraint on trade 

(Interview EPMU 2002).   

 

 
Unions Strategies 

 

This section analyses how unions responded to the above changes to their 

operating environment, including the confrontational approach to ER negotiations 

taken by TCNZ managers.  It begins by outlining the activities of the POU and its 

successor the CEWU.  It then outlines the strategies undertaken by the EPMU, 

which subsequently gained some former CEWU members.  This analysis 
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indicates that declining union power within TCNZ decreased the ability of the 

CEWU and EPMU to influence management’s outsourcing and ER strategies.  

This reduction in union influence reduced potential transaction costs, such as, 

industrial action, for TCNZ. 

 

POU and CEWU 

During its long period as a government owned monopoly, workers at the New 

Zealand Post Office were covered by the POU.  The POU’s structure, institutions 

and strategies had evolved within the public-sector, where it had a long history of 

consultation with management.  The Post Office was virtually a closed shop and 

during the 1980s union membership density in the telecommunications section 

typically ran at more than 90 per cent (Interviews with CEWU 1998).  This 

membership extended into middle management, which heightened the closeness 

of the relationship between managers and union officials.  Therefore the POU was 

used to dealing with one employer, had reasonably developed union-management 

consultative arrangements and worked within the framework of relatively union-

friendly industrial relations (IR) legislation.  Following the government initiated 

corporatisation program in 1987 the POU’s membership was split amongst the 

three new SOEs: TCNZ, New Zealand Post and Postbank.  In 1990 the newly 

privatised TCNZ employed approximately 60 to 65 percent of the POU’s total 

membership (Interviews with CEWU 1998).  Thus TCNZ remained a major 

source of the POU’s membership and revenue. 

 

The POU had to adapt to represent a private sector workforce employed by a more 

commercially oriented firm, however, it struggled to adjust to this new operating 

environment.  The POU had developed a centralised organisational structure that 

suited the then centralised New Zealand IR relations system.  The union did not, 

however, have strongly developed local representation among the rank and file, as 

this had not seemed necessary under a centralised bargaining system.  Following 

the introduction of the ECA (1991) by the incoming National Party government, 

this centralised structure was not well suited to the decentralised bargaining 

requirements of a deregulated labour market. 
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Curiously the leadership of the POU did not at first think that the ECA would 

adversely affect them.  For example, in the early 1990s the POU leadership did 

not overtly support a campaign by the New Zealand Council of Trade Unions 

(CTU) against the introduction of the ECA (Interviews with CTU 1998).  Given 

TCNZ’s later use of the ECA to the detriment of the union this appears to have 

been a strange decision.  A number of reasons were behind this attitude.  Firstly, 

as the POU only dealt with three firms its leadership felt that they were already 

used to enterprise bargaining.  Therefore, they believed that the provisions of the 

ECA would allow them to simply continue negotiating collective contracts at the 

firm level.  Secondly, the POU only dealt with relatively large firms, which the 

union believed were easier to organise.  Therefore they felt that their financial 

base would not be challenged.  Thirdly, the POU already had high existing 

membership densities within these firms and did not envisage that management 

would radically alter their approach to ER (Interviews CEWU & CTU 1998). 

 

In retrospect these would seem to be rather naive assumptions.  For instance, 

given that the POU was only organised in three firms, they only had to face one 

aggressive anti-union employer and theoretically they could potentially lose a 

large percentage of their membership.  In the event, TCNZ turned out to be just 

such an employer.  The POU also failed to anticipate the potential mass signing 

up of workers on to individual contracts. 

 

Despite these problems the POU did attempt to introduce some strategies that 

were designed to pre-empt the organisational restructuring and outsourcing 

strategies that occurred at TCNZ.  Following the privatisation of the Post Office 

and the creation of the above SOEs, the POU became concerned that these firms 

would shift workers out of their core companies and into subsidiaries that were 

outside its coverage.  In consequence, in 1991 the POU attempted to broaden its 

coverage and membership base by holding amalgamation talks with a number of 

unions including the Electrical Workers Union (EWU) the Printers Union and the 

Engineers Union.  But previous demarcation disputes had sown a certain amount 

of discord between the EWU and the Engineers Union, with the result that the 

latter union left the talks.  The Printers Union also pulled out of the talks and later 

amalgamated with the Engineers Union to form the form the EPMU (Anderson 
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1996:7).  In 1991 the POU then amalgamated with the Electrical Workers Union 

(EWU) to became the Communications and Electrical Workers Union (CEWU).  

Following the union merger TCNZ employed approximately 40 per cent of the 

CEWU’s total membership base (Interviews with CEWU 1998).  Demarcation 

disputes continued between the CEWU and EPMU, which were unhelpful to 

either union in an environment that was becoming increasingly hostile to union 

activity. 

 

Following the creation of the CEWU it soon became apparent that adequate due 

diligence had not been undertaken by either of the parties.  Interviews suggested 

that the former EWU had been carrying higher debts than had previously been 

disclosed and it did not have the number of paid up members that it had originally 

claimed.  Many of so-called EWU members were from the previous closed shop 

days when union membership in many firms was virtually compulsory.  Under the 

ECA closed shops became illegal and many of these former members had refused 

to continue to pay their union dues.  Partly as a result of the downsizing strategies 

occurring at TCNZ and other former SOEs the POU also had a lower membership 

base than its earlier quoted figures.  Thus the projections for the original merger 

were based on incorrect information (Interviews with CEWU & CTU 1998;1999).   

 

These factors meant that the CEWU began operations with less income then 

originally envisaged.  This led to continuing financial problems (see Anderson 

1996).  While membership density rates at TCNZ in the early 1990s remained 

relatively high, the rapid reduction in the size of the permanent workforce meant 

that the actual number of union members continued to decrease.  The former 

TCNZ field workers who now worked for subcontractors were also difficult to 

organise within these smaller firms and many of these workers let their union 

membership lapse.  The CEWU also had little success in signing up members 

from TCNZ’s competitors, such as Clear Communications.  Thus CEWU found 

itself operating with a shrinking membership base and decreased revenues. 

 

These financial problems were exacerbated by TCNZ’s more aggressive stance 

towards the union.  The ECA placed no obligation on TCNZ to bargain with the 

CEWU for a collective contract in good faith and the union found it increasingly 
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difficult to negotiate with TCNZ management for wage increases under the 

national collective contract.  Union officials claimed that during negotiations 

TCNZ would send managers without sufficient authority to bargain across 

sections on the firm’s behalf.  This limited the scope of negotiations and made it 

more difficult to arrive at a comprehensive agreement that would cover a broad 

range of workers (Interviews CEWU & EPMU 1998 & 1999). 

 

As outlined earlier, the collective contract between the CEWU and TCNZ 

contained no wage increases in 1992 and only a very modest wage increase the 

following year.  This occurred at a time when the firm was increasing its profits 

and returns to shareholders.  Thus CEWU members became disillusioned with the 

ability of the union to gain benefits on their behalf.  The appointment of Deane as 

CEO of TCNZ in late 1992 caused the CEWU further difficulties.  TCNZ’s ER 

philosophy no longer saw a place for the CEWU in the workplace and TCNZ 

managers began to challenge the union on every front.  TCNZ’s subsequent shift 

towards individual contracts further fragmented the workforce and accelerated the 

decrease in union membership. 

 

Not surprisingly, CEWU organisers found it difficult to operate in this tougher 

environment.   Many organisers had spent large parts of their careers working 

under the more consultative type of arrangements at the Post Office and were ill 

equipped in terms of their own training and skills to deal and negotiate with a 

more aggressive employer.  Union officials were also often required to enter into 

litigation to resolve member complaints.  A common theme from interviews with 

union officials was that TCNZ forced them to go to Court at every opportunity 

(Interviews with CEWU 1998).  CEWU reports complained that too much of their 

organisers’ time was spent in preparing litigation cases and attending the 

Employment Tribunal and Employment Court (Anderson 1996:16).  While the 

CEWU allocated more resources to deal with this hostile environment, it did not 

have the financial backing to match TCNZ.  Therefore, despite the CEWU having 

a number of successes in the Courts, litigation expenses continued to be a drain on 

its resources. 
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Union officials advised that the issue of redundancy payments further limited their 

capacity to negotiate and/or engage in industrial action.  Many union members 

were preoccupied with retaining the relatively high redundancy provisions 

contained in their collective agreement.  TCNZ’s downsizing and associated 

outsourcing strategies, therefore, allowed it to use the issue of redundancy 

payments as a powerful negotiating tool.  Union officials advised that many 

workers saw these redundancy payments as the ‘holy grail’ and did not want to 

enter into any sort of confrontation that might threaten their redundancy pay 

(Interviews with CEWU & EPMU).  When threatened with industrial action, 

TCNZ would simply threaten to reduce and/or remove the redundancy package.  

Workers would then pressure the union into dropping other claims being made on 

their behalf, as long as the redundancy clause remained intact.   

 

Despite TCNZ’s tactics, union officials advised that the CEWU’s financial 

problems were not solely brought about by the actions of TCNZ management.  

They advised that the union executive did not seem to understand the gravity of 

their financial situation and continued to maintain spending at previous levels, 

while the CEWU’s revenue base continued to deteriorate (Interviews with CEWU 

1998).  Rather than using the merger as an opportunity to rationalise operations 

and reduce costs the CEWU executive instead retained large numbers of paid 

union officials.  For example, rather than building up local shop steward and local 

branch offices networks the CEWU created groups of paid regional staff 

(Anderson 1996:4).  The union became over reliant on these paid officials and 

failed to foster and make use of the resources and experience of local networks.  

In 1993 the CEWU’s financial situation was further strained when it was 

defrauded of a significant amount of money by one of its accountants (Anderson 

1996; Interviews with CTU).  These problems meant that the CEWU continued to 

struggle with its financial situation. 

 

The CEWU also failed to adjust its strategies to better meet the challenges created 

by individual contracts.  In contrast, some New Zealand unions had responded to 

this challenge by segmenting their fee structures and services, based on whether 

their members were employed under individual or collective contracts.  However, 

the CEWU continued to provide the same services to all its members, despite the 

 158



fact that servicing workers on individual contracts was more labour intensive and, 

therefore, more costly.  In the end the union did not have the resources to 

adequately look after the increased number of its members who had shifted on to 

individual contracts. 

 

Despite the union’s continuing financial problems the 1994 industrial dispute 

between TCNZ and the CEWU over a new collective contract provided a brief 

revival in the latter’s ability to influence TCNZ’s ER strategies.  TCNZ’s 

demands included splitting up the national collective contract, shifting some 

workers on to individual contracts, rationalising numerous penalty rates and 

changing various other conditions of employment (Anderson 1994:10).  These 

moves were contested by the CEWU and it received strong support from its 

members.  During the dispute, the CEWU received international support and 

advice from the Communication Workers of America (CWA).  The CWA had 

experience in dealing with TCNZ’s then main shareholders, Bell Atlantic and 

Ameritech, in America. 

 

The size of the dispute, which culminated in a national strike that lasted for seven 

days, appeared to take TCNZ’s managers by surprise.  This was the first national 

strike in the union’s history (Anderson 1994).  However by 1994 TCNZ employed 

a considerable number of non-union workers.  These workers were on individual 

contracts and had either left the union or been employed subsequent to 

privatisation.  While union members went on strike, a considerable number of 

non-union members turned up for work.  This reduced the effectiveness of the 

CEWU’s industrial action and further fragmented and divided the workforce. 

 

The dispute brought some concessions from TCNZ, however, and provided a brief 

fillip for the union.  But this was tempered by the continued reduction in union 

membership.  Similar decreases in union membership were also occurring at one 

of the CEWU’s other major employers, PostBank (Anderson 1996:18).  In 

December 1995 a combination of decreased revenues and alleged financial 

mismanagement caused the CEWU to go into liquidation.  The CEWU had been 

unable to successfully adjust to the multiple challenges of becoming a private-
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sector union working under a reduced revenue stream, while facing an aggressive 

employer operating within the framework of a deregulated ER environment. 

 

EPMU 

Shortly before its demise, the CEWU entered into discussions with the EPMU 

about a possible merger.  This was seen as a potential strategy to stave off 

bankruptcy.  However, while the EPMU had provided some financial assistance to 

the CEWU its leadership decided that it was against the interests of its members to 

take over the CEWU’s considerable debts (Interview EPMU 1998).  In 1995, 

however, the CEWU executive sold its membership list to the EPMU, this being 

one of the last items of value owned by the union (Anderson 1996:20-21). 

 

After the CEWU went into liquidation the EPMU recruited some former CEWU 

members.  The exact number of members signed up by the EPMU is difficult to 

tell.  Such figures tend to be confidential, while different parties tend to quote 

different figures depending on their own agendas and perspectives.  The EPMU’s 

recruitment drive was limited by the provisions of the ECA, which required union 

officials to gain written authority from individual TCNZ workers before they 

could bargain on their behalf.  Without this written authority EPMU officials were 

restricted in their right of entry into TCNZ workplaces.  The EPMU had no 

automatic right then to bargain on behalf of TCNZ workers.  Despite these 

restrictions the EPMU most likely recruited somewhere between 3500 to 4500 

former CEWU members (Interviews with CEWU & EPMU 1998; 1999). 

 

TCNZ management continued their previous ER strategies and chose not to have 

a constructive relationship with the EPMU (Interviews with TCNZ 1998), so the 

union’s relationship with TCNZ began on a fairly confrontational basis.  TCNZ 

managers were told to resist union advances and remove ‘privileges’ previously 

allowed the CEWU, such as the automatic payroll deduction of union dues (IBW 

1996).  While the collective contract signed with the CEWU stated that union fees 

would be deducted for CEWU members, TCNZ managers advised the EPMU that 

as it was not the CEWU they would not deduct union fees on its behalf 

(Interviews with EPMU 1998; 1999).  This created a drain on the EPMU’s 

resources as it then had to contact all union members and have them sign payroll 
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deduction forms.  This was further frustrated by TCNZ’s continuing hard line 

policy on restricting union access to the workplace. 

 

TCNZ’s ER tactics prompted the EPMU to seek a ruling in the New Zealand 

Employment Court on the right of union officials to enter workplaces under the 

ECA.  The subsequent Court ruling used precedent to help define this right and 

stated that providing the union had the written authority to represent workers, it 

then had the right to go on site and talk to those workers about the renewal of their 

collective employment contract.  This placed limits on what matters union 

officials could discuss with workers and further constrained their ability to talk to 

and recruit potential new union members.  The Court ruled that union access to 

the workplace under the above conditions could be in paid time, but that it should 

not unreasonably interrupt the employers business and the employer should not 

unreasonably withhold their consent (Interviews EPMU 1998).  But the EPMU 

complained that some employers, such as TCNZ, still restricted access by only 

allowing union officials to meet one worker at a time, or only allowing union 

officials and workers to meet in constrained areas, such as a small rooms.  This 

effectively prevented any form of a group stop work meeting. 

 

EPMU union members at TCNZ tried some innovative ways to get around such 

restrictions.  For example, a provision in their collective contract allowed 

technicians one hour per week to wash their vans, so union members would 

congregate in a public place, such as a supermarket car park, and conduct a 

meeting while ‘washing’ their vans in a public place (Interviews with EPMU 

1998).  But such actions were limited in what they could achieve, and the 

restrictions on entry to the workplace continued to have a negative effect on the 

EPMU’s ability to communicate with workers. 

 

This caused the relationship between TCNZ and the EPMU to degenerate into a 

cycle of litigation.  Union officials alleged that whenever they accused TCNZ 

managers of breaking the provisions of the collective contract, the reply was that 

if the union thought they were wrong then they could take TCNZ to court 

(Interviews with EPMU & CTU 1999).  Given the continuing litigation that 

occurred between these two parties there was obviously a wide difference in the 
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interpretation of the collective agreement(s) and union rights under the provisions 

of the ECA.  TCNZ’s managers responded that they had never sought to develop a 

relationship with the EPMU and therefore were not interested in extending to the 

EPMU any of the contractual arrangements that they had signed with the CEWU.  

However, TCNZ managers maintained that they always respected their workers’ 

right to nominate the EPMU to bargain on their behalf, if that was their wish  

(Interviews with TCNZ 1998; 1999). 

 

Many EPMU’s members at TCNZ were operators and technicians.  In the mid-

1990s, these two classifications contained approximately 2,600 union members 

(Interviews with EPMU & TCNZ 1998;1999).  When TCNZ outsourced much of 

this work in the mid to late 1990s the EPMU began to rapidly lose its main 

sources of membership within the firm.  This was compounded by TCNZ’s 

continued promotion of individual contracts.  In 1996 the EPMU organised a one 

day strike, but TCNZ management claimed that more than half of the workforce 

reported for work.  Many of those workers were on individual contracts (TCNZ 

1996a). 

 

By the end of the 1990s the only significant worker group at TCNZ in terms of 

union membership were the technicians who had been employed under the 

DB&M collective contract.  When this collective contract expired most of the 

technicians elected not to go on to new individual contracts.  Under the provisions 

of the ECA they then went, by default, on to individual contracts that had the 

same terms and conditions as their old collective contract.  These workers elected 

to remain under the terms and conditions of the previous collective contract 

because of its superior redundancy provisions.  The EPMU then attempted to 

ensure that TCNZ managers followed correct due process when it came to 

selecting technicians for redundancy and that these redundancy payments were 

correct (Interviews with EPMU 2002).  In 2000, the EPMU also took legal action 

over TCNZ’s failure to award performance pay rises to four technicians, simply 

because they had not signed new individual contracts, and TCNZ was 

subsequently fined by the Employment Tribunal (EPMU 2000). 
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The election of a more union-friendly, Labour Party led government in 2000, was 

followed by the introduction of the Employment Relations Act (ERA) 2000.  The 

ERA gave more support to the collective bargaining process and required firms to 

bargain in good faith, and so had the potential to improve the bargaining position 

of the EPMU.  The ERA also gave union officials greater rights to enter 

workplaces.  However, EPMU officials advised that by 2002, the ERA had not led 

to any real changes in TCNZ’s ER policies.  A number of reasons appeared to 

underlie TCNZ’s decision to continue with its previous ER policies.  To begin 

with, the ERA was relatively new and its full impacts were probably yet to be felt.  

Secondly, the ERA still allowed firms, such as TCNZ, to employ workers under 

individual employment agreements.  Lastly, during the 1990s TCNZ transformed 

its workforce.  By 2002 all TCNZ’s employees were on individual contracts, 

while union membership was low (Interviews with TCNZ & EPMU 2002).  Many 

of the more recently employed workers were unlikely to have ever been in a union 

and thus had not developed a union consciousness.  This helped TCNZ to 

continue with its unitarist ER strategies. 

 

EPMU officials concurred that the costs involved in trying to reorganise workers 

at TCNZ — in terms of the allocation of resources and possible litigation fees — 

outweighed the benefits of gaining potential new members (Interviews with 

EPMU 2002).  While the EPMU still sometimes took TCNZ to Court on matters 

related to individual members, to a large extent the union was no longer active 

within the firm.  Major increases in union membership at TCNZ, therefore, 

appeared unlikely, at least in the short to medium term. 

 

 

Conclusion 

 

The organisational restructuring that occurred during the transformation of TCNZ 

from a public-sector entity to a privatised firm was accompanied by large-scale 

changes in TCNZ’s ER strategies.  These included an emphasis on managerial 

prerogatives, an aggressive push towards the use of individual contracts and the 

exclusion of unions from the firm’s decision making processes — a unitarist  ER 

approach.  TCNZ managers and unions advised that the ideological drive 
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supporting these changes accelerated following the appointment of the CEO, 

Deane, and his new senior management team in the early 1990s. 

 

These strategies aimed to reduce labour costs and increase the ‘flexibility’ of the 

workforce.  TCNZ achieved greater numerical flexibility by cutting redundancy 

entitlements and increasing its use of fixed-term contractors.  TCNZ also 

increased the functional flexibility of its workforce through the introduction of 

individual contracts that contained broader job descriptions.  Former allowances 

were incorporated into normal wages, while the introduction of more individually 

based performance and remuneration systems could arguably be associated with 

higher levels of worker productivity.  However the large scale downsizing that 

occurred at TCNZ makes it difficult to separate individual productivity gains from 

the overall productivity effects associated with cuts to its permanent workforce.  

TCE also suggests that dealing with a multitude of individual contracts as opposed 

to one collective contract could arguably lift transaction costs, such as the 

necessity of having to draw up separate contracts and review multiple individual 

pay rates. 

 

TCNZ’s ER strategies led to decreasing union membership and fewer union dues.  

Many union members also voted against industrial action in order to maintain 

their redundancy provisions.  This placed the unions at TCNZ on the defensive for 

much of the 1990s.  The CEWU and EPMU were further constrained by the 

provisions of the ECA.  The CEWU’s membership base was concentrated in a 

relatively small number of firms, which made it more susceptible to the loss of 

members from a major employer, such as TCNZ.  Five years after the 

privatisation of TCNZ the CEWU demonstrated that it had been unable to 

successfully adjust to these more difficult conditions.  The EPMU was then placed 

in the difficult position of picking up and maintaining members in a firm that was 

very much on the offensive with regard to union activities.  While the EPMU was 

one of New Zealand’s largest unions, it could not match the size and resources of 

TCNZ (Interviews with CTU 1998;1999).  Much of the work formerly performed 

by EPMU’s members at TCNZ, such as, technical and operator services work, 

was also outsourced.  This led to a rapid decrease in EPMU union members 

within TCNZ, and by 2002 the union no longer maintained a significant presence 
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within the firm.  In 2002, no other New Zealand union appeared to have any 

strategies to attempt to organise TCNZ’s remaining workers.  There appeared then 

to be no serious external challenge to TCNZ’s unitarist approach to ER, in the 

short to medium term. 
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APPENDIX 5.1 — New Zealand Employment Relations (ER) Legislation 
 
This Appendix discusses New Zealand’s ER legislation.  It begins by discussing 
the Industrial Conciliation and Arbitration Act (IC&A) 1894, and Industrial 
Relations Act (IRA) 1974.  The provisions of these ‘union-friendly’ Acts help to 
explain some of the difficulties faced by New Zealand unions in adjusting to the 
different ER climate of the 1990s.  The Appendix then discusses the Labour 
Relation Act (LRA) 1998, State Sector Act (1998) and the Employment Contracts 
Act (ECA) 1991.  It concludes with a discussion of the Employment Relations Act 
(ERA) 2000. 
 
Industrial Conciliation and Arbitration Act (IC&A) 1894, and Industrial Relations 
Act (IRA) 1974 
For much of the 20th century New Zealand had a centralised system of industrial 
relations (IR) with strong government involvement in the IR bargaining process.  
Rather than following the free collective bargaining processes of many other 
industrialised market economies (IMEs), New Zealand created a system of 
government sponsored arbitration.  In the late 1800s the government introduced 
the Industrial Conciliation and Arbitration (IC&A) Act 1894, and set up a 
legislative framework to deal with industrial disputes.  This was originally 
motivated by the government’s desire to set up an IR system that contained a 
strong role for a centralised independent umpire that theoretically removed the 
need for strikes (Geare & Stablein 1995:155-56).  Therefore it introduced ‘legal 
procedures to resolve workplace conflict and enforce industrial agreements’ 
(Rasmussen & Lamm 2000:47).  These procedures included binding rulings from 
arbitration courts that set minimum wages and conditions for workers. 
 
The IC&A Act, and the later Industrial Relations Act (IRA) 1974, gave unions a 
strong role in the New Zealand IR process.  For example, the original IC&A Act 
gave unions monopoly representation: once registered unions were deemed the 
only organisations allowed to represent workers that fell within the unions’ 
jurisdiction.  The post-1945 era also saw the growth of a large number of ‘closed 
shops’, which in effect amounted to de facto compulsory unionism.  By 1981, 
approximately 64 per cent of employees were members of unions (Geare & 
Stablein 1995:157).  Unions were used to working in a relatively union-friendly 
climate and had developed centralised structures in line with a centralised IR 
relations system.  This made it more difficult for unions to adjust to the more 
decentralised and deregulated labour market of the 1990s. 
 
Rassmussen and Lamm stated that the main features of the New Zealand 
arbitration system prior to 1987 included: 
• a legalistic process that fostered and ingrained an adversarial approach; 
• a union registration process whereby unions obtained sole bargaining rights by 

‘signing up’ to the arbitration system ; 
• an organisational structure of many and weak unions; and 
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• legally binding documents ⎯ i.e. ‘Awards’1 ⎯ that established industry or 
occupational minimum wages and conditions.  These provided blanket 
coverage for these workers (2000:47-48) 

 
In response to increasing pressures on the centralised arbitration system the then 
Labour government introduced the Labour Relations Act (LRA) 1987. 
 
Labour Relations Act (LRA) 1987 
The LRA allowed unions and employers greater freedom to engage in collective 
bargaining and to form their own enterprise agreements.  It sought to decentralise 
bargaining down to the enterprise level (Harbridge & Walsh 1999:13).  Unions 
and employers had the option of opting out of the award system and negotiating 
their own agreements, which could then be registered with the Industrial 
Commission (Harbridge & McCaw 1992:177).  While the number of employers 
and unions that chose to opt out of the award system and negotiate their own 
agreements under the LRA remained comparatively low, it did give employers 
and unions the opportunity to take a more proactive role at the workplace level if 
they so chose.  The LRA also sought to eliminate secondary agreements2 between 
unions and employers by stating that the terms and conditions of workers should 
be set by only one set of negotiations (Harbridge & McCaw 1992:175). 
 
The LRA retained many of the traditional institutions that had long been a feature 
of the New Zealand ER system, such as, the Arbitration Commission.  It also 
retained a strong role for unions by giving them sole rights to represent workers in 
enterprise bargaining negotiations (Harbridge & Walsh 1999:13).  It also allowed 
for closed shops provided there was an agreement between the union and 
employer concerned (Geare 2001:289).  However, the LRA was seen as a move 
towards more a more decentralised ER system. 
 
State Sector Act (1988) 
The passing of the State Sector Act (1988) shifted the emphasis of bargaining in 
the Public Sector from wage relativities with the private sector, towards enterprise 
bargaining (Harbridge & Walsh 1999:15).  This began moves towards more 
decentralised bargaining between public sector employers and unions.  Such 
moves towards a more decentralised labour market received a far bigger boost 
with the passing of the Employment Contracts Act (ECA) 1991. 
 
Employment Contracts Act (ECA) 1991 
The ECA radically changed the New Zealand ER system, as bargaining became 
focused at the firm level.  Under the ECA the previous award system was 
abolished and replaced by a decentralised system of individual or collective 
contracts, while compulsory unionism became illegal.  Harbridge and Walsh 
stated that the main features of the ECA included: 

• an ending of the century old system of industrial conciliation and 
arbitration; 

                                                 
1 Award = an ‘Award of the Court’.  This was a legally binding document that set down minimum 
rates of pay and conditions for all workers covered by the Award’s application clause, whether 
they were union members or not.  Therefore Awards provided ‘blanket’ coverage for workers. 
2 Often referred to as ‘second tier’ agreements.  
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• an ending of state sponsorship of trade unions; 
• it allowed for, but did not promote, collective bargaining; 
• it established individual contracts as the primary means of determining 

employment conditions; and 
• it allowed for collective bargaining but prohibited strike action in support 

of multi-employer contracts (1999:16). 
The proponents of the ECA claimed that its provisions were employer/employee 
neutral.  However, in practice the ERA gave firms greater power to induce 
workers into signing up for individual contracts, rather than continuing with 
collective contracts (Interviews with CEWU, EPMU & CTU 1998-2002).  If a 
collective contract expired and a new collective was not renegotiated, workers by 
default automatically went on to individual contracts, under the same terms and 
conditions as the old collective contract.  Union officials suggested that workers 
were vulnerable at that stage and could more easily be signed up on to new 
individual contracts (Interviews CTU 1999).  For example, some employers 
would not grant workers a pay rise unless they signed new individual contracts 
that included different terms and conditions of employment. 
 
Unions under the ECA lost many of their former monopoly rights.  The ECA did 
not recognise union membership, but rather it recognised the right of workers to 
give unions the authority to bargain on their behalf.  Before they could legally 
enter a workplace unions were required to obtain a written authority from an 
employee, stating the union as their preferred bargaining agent (Rasmussen & 
Lamm 2000).  Without this written authority union officials could not go on site 
even if union members were employed in the workplace.  Such restrictions on the 
right of entry made it more difficult for unions to recruit new workers and/or 
retain their position as bargaining agents for current workers.  The ECA also made 
it illegal for workers to strike in support of multi-employer agreements, which 
reduced the ability of union members to engage in solidarity actions. 
 
The ECA did not require the parties to an industrial dispute to bargain in good 
faith.  Once an employer had recognised an employee’s duly elected bargaining 
agent they had to a large extent fulfilled their legal obligations under the ECA — 
i.e. there were no legal requirements for employers to bargain and/or negotiate 
with that agent.  Interviews suggested that for most of the period under which the 
ECA operated it remained difficult for unions to negotiate with employers that 
were antagonistic to third parties in the workplace.1  Therefore if an employer 
recognised the employee’s official bargaining agent but was not prepared to 
bargain for a new collective agreement, the onus then fell on the worker ⎯ or the 
workers representative, the union ⎯ to pursue the matter through industrial 
action.  This arguably made it easier for employers to sit back and allow collective 
contracts to lapse and then sign people up on to new individual contracts. 
 
Employment Relations Act (ERA) 2000 
The ERA was seen as shifting New Zealand’s ER legislation closer towards the 
standards enumerated by the ILO declaration on fundamental principles and rights 
at work (Wilson 2001:14-15).  But the ERA was not a return to the previous 
                                                 
1 A 1992 Employment Court ruling, ‘Adam versus Alliance’, supports this viewpoint (see Geare 
2001:296). 
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system of centralised arbitration that had existed prior to the ECA.  While 
unionism remained voluntary, the ERA provided better support for the role of 
collective bargaining in determining employment conditions (Rasmussen & 
McIntosh 2001:131).  Under the ERA unions regained the sole right to represent 
workers under collective agreements1, but all collective agreements had to be 
ratified ⎯ i.e. voted on ⎯ by the workers (Boxall 2001:33).  The ERA also gave 
unions greater access to workplaces. 
 
The ERA included a provision for employers and employees to bargain in ‘good 
faith’.  While the ERA did not force employers to agree to enter into collective 
agreements, employers, unions and workers must follow due process when 
bargaining (Wilson 2001:16-17).  Complaints brought against firms that are 
alleged to have refused to bargain in good faith may be investigated by the 
Employment Authority — a new statutory authority, which replaced the 
Employment Tribunal.   
 
The ERA still allowed firms to employ workers under individual employment 
agreements.  Thus TCNZ was able to maintain its workers on individual contracts.  
However, the ERA tightened up on the definition of what constituted an 
independent contractor.  In particular it considered the nature of the relationship 
between the employer and the worker and the worker’s preference of their style of 
employment (Boxall 2001).  This may have implications for firms such as TCNZ 
that have greatly increased their use of subcontract labour.  The ERA, however, 
still allowed for fixed-term contracts of employment. 
 
 

                                                 
1 The term ‘employment ‘contract’ was changed to ‘employment agreement’ under the ERA. 
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CHAPTER SIX 

 

EMPLOYMENT RELATIONS AT TELSTRA 

 
Introduction 

 

Telstra managers advised that the downsizing and outsourcing strategies that 

followed corporatisation and partial privatisation were designed to make Telstra 

more competitive in a deregulated telecommunications environment.  This 

organisational restructuring impacted on Telstra’s ER strategies, as management 

sought to introduce more flexible employment practices.  This included breaking 

down demarcation lines and increasing the span of working hours.  In the late 

1990s Telstra managers used the provisions of the Workplace Relations Act 

(WRA) 1996 to further their ER agenda.  This chapter begins with an examination 

of these management ER strategies.  It examines specific affects of the WRA, 

including the introduction of Australian Workplace Agreements (AWAs) and the 

award1 simplification process.  This is followed by an analysis of issues related to 

dispute resolution procedures and redundancy provisions.  The chapter then 

examines Telstra’s changing approaches to training requirements, as it shifted 

towards more job-specific training.  The chapter concludes by considering union 

responses and strategies in the face of this changed, ‘less union-friendly’ ER 

context. 

 

Management ER Strategies 

 

After corporatisation in 1989, Telstra’s ER strategies went through three broad 

phases.  Firstly, in the early 1990s Telstra attempted to shift its work practices 

towards a more commercial orientation.  However many Telstra managers were 

inexperienced in organisational change and lacked effective communication skills.  

Given Telstra’s long history as a public-sector organisation, its managers also 

faced entrenched worker attitudes.  In contrast, Telstra unions were relatively 

strong and retained considerable loyalty from their members.  Management then 
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found itself ill prepared for the subsequent industrial disputes in which they 

became embroiled.  In response, Telstra introduced a participative approach to 

ER.  Senior managers hoped that greater participation with the unions would 

produce a ‘win-win’ situation for all stakeholders.  However, the election of the 

federal conservative government in 1996 and the partial privatisation of the firm 

heralded the end of this approach.  Telstra then entered its third ER phase that saw 

it move towards a more unitarist approach that excluded unions from the decision 

making process.  This shift was in part a result of its new operating environment 

that included a new government owner and further labour market deregulation.  

These changing external factors reduced the transaction costs involved in 

implementing these ER strategies.  The assertion of managerial prerogatives also 

reflected a changing mindset on the part of senior Telstra managers who felt that 

the participative approach had not delivered the promised results.  However, 

arguably this approach was never fully implemented.  The following sections 

analyse and discuss these ER phases. 

 

Corporatisation 

In the late 1980s Telstra’s ER and workforce structure reflected its public sector 

background.  This included a large and stable workforce, relatively low employee 

turnover and high unionisation rates.  In 1990 Telstra employed around 87,000 

permanent staff, the average years of service for its workers was almost 13 years,2 

and unionisation rates across the firm were typically above 90 per cent (Telecom 

1990a:153&171; Interviews with CEPU 1998).  During the 1980s Telstra 

management invested considerable time and effort into the Vision 2000 program.  

This program sought to make Telstra’s workforce more adaptable to 

organisational and technological change.  However, interviews suggested that by 

the beginning of the 1990s the workplace culture had not changed a great deal 

(Interviews with Telstra1,2
  1998-2002).3

 

                                                                                                                                      
1 Awards are legally binding documents that contain minimum rates of pay and conditions for 
workers that are covered by their application clause. 
2 The average years of service for Telstra technicians was close to 18 years. 
3 As outlined in Chapter 2, interviews were conducted with both former and current Telstra 
managers. ‘Interview with Telstra1 2002’, denotes interviews with current Telstra manager(s) 
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Telstra managers had traditionally considered unions to be the representatives of 

their workers and many ER issues were settled via the union.  Employees with ER 

problems would often prefer to consult their local union officials, rather than 

approach their managers.  Union officials would then discuss the problem with the 

manager on the worker’s behalf (Interviews with Telstra1,2 2000-2002).  Many 

Telstra managers were also union members and some had been union officials.  In 

1988 Telstra’s internal news magazine quoted its HR director as stating that he 

owed a debt to the union officials who had been involved in the discussions over 

the corporate restructure and that union consultation had allowed Telecom 

management to achieve the new organisational structure ‘sooner rather than later’ 

(Telecom News 1988:12).  While senior management may have been putting the 

best spin on these discussions, it suggested that unions at this stage remained 

actively involved in the change process.  Telstra also included a union member 

nominated by the Australian Council of Trade Unions (ACTU) on its board. 

 

Following corporatisation in 1989, Telstra moved to achieve greater functional 

and numerical flexibility amongst its workers.  In 1992 senior management 

announced plans to outsource sections within the Services group and to introduce 

more flexible working arrangements within the Consumer Business Unit (Gray 

1992; Barton & Teicher 1999a:14-16).  In the early 1990s Telstra also introduced 

individual contracts for many of its senior managers (Bamber et al 1997:137-8).  

These strategies met with strong union resistance and subsequent industrial action.  

This included work stoppages and the imposition of work bans (Gray 1992;1992a; 

Barton & Teicher 1999a:15-16).  Union officials suggested that Telstra’s ER 

strategies during the 1992-1993 period were influenced by the fact that senior 

managers thought the federal conservative coalition1 parties were likely to win the 

1993 federal election (Interviews with CEPU 1999).  This demonstrated how 

government ownership could potentially influence Telstra’s ER strategies.  In the 

event, the federal Australian Labour Party (ALP) government was returned to 

office. 

 

                                                                                                                                      
and/or staff member(s).  ‘Interview with Telstra2 2002’, denotes interviews with former Telstra 
and/or Telecom manager(s) — i.e. they are no longer employed by Telstra. 
1 Liberal and National Party coalition. 
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Prior to 1993 wages and conditions for Telstra workers were set by 24 separate 

federal awards (Bamber et al 1997:136; Interviews with Telstra1 2002).  These 

included specific awards for the work that an employee performed, such as the 

technical trades award.  These specific awards then referenced back to the General 

Conditions of Employment Award, which outlined the general conditions of 

employment for all Telstra workers.  In 1993, in line with the changes occurring 

to Australian ER legislation,1 Telstra entered into its first Enterprise Bargaining 

Agreement (EBA) with the unions, entitled ‘An Agreement for Business 

Improvement and Future Growth’ (Telstra 1993:17).  Telstra managers advised 

that from their point of view the negotiations for the first enterprise agreement 

were less than optimal, as union resistance had made it difficult for them to 

implement significant workplace change.  Management had attempted to bypass 

the unions and approach their workers directly.  However, many workers rejected 

this direct ER approach and continued to consult with their union representatives 

(Interviews with Telstra1 2002).  This suggested that workers trusted their union 

representatives more than their managers.  This experience became the catalyst for 

later attempts by Telstra to increase the level of direct communication between its 

managers and their workers. 

 

The 1993 EBA included pay increases totalling 8 per cent, as well as a one off 

payment of up to $1000 in return for productivity improvements, such as multi-

skilling and increased worker mobility.  The average amount received was 

approximately $500 per worker (Bamber et al 1997:145-6; Interviews with 

Telstra1 1998).  The 1993 EBA did not replace the above awards, but rather 

worked in conjunction with them.  For instance, entitlements not specifically 

addressed by the EBA could be referred back to the relevant provisions in the 

specific and/or general award.  Thus wages and conditions of employment for 

Telstra’s workers were set by a tiered EBA/award system. 

 

The Participative Approach 

By 1994 the Telstra CEO, Blount, had become increasingly concerned with the 

apparent deteriorating relationship between management and the unions.  Telstra 

                                                 
1  A summary of Australian ER legislation is outlined in Appendix 6.1 of this chapter. 
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acted by introducing an innovative ER strategy, known as the ‘participative 

approach’, in conjunction with the unions.  This was the end result of a meeting in 

1994 between management and the unions at the town of Lorne in Victoria that 

produced the ‘Lorne Statement of Intent’ (Telstra 1995a:2).  Endorsing this new 

policy helped the unions to secure a 4.5 per cent pay increase under the 1994-1995 

EBA.  This approach was actively promoted by Telstra’s then Acting Director of 

Industrial Relations, Ian Macphee, who had formerly been a Minister in the 1975-

83 conservative coalition federal government.  As a Minister he had advocated 

such schemes.  Moreover, the participative approach was consistent with the 

policies of the then ALP government and the ALP-ACTU Accord,1 which 

encouraged the management of organisational and technological change by some 

degree of consensus, especially in the public sector.  Thus while this strategy was 

not imposed by the federal government, it did have the support of Telstra’s then 

100 per cent owner and regulator, the ALP federal government. 

 

Interviews among the various stakeholders at the firm level elicit different 

responses as to the effectiveness of the participative approach (Interviews with 

Telstra1,2 & CEPU).  The unions had tended to see the participative approach as an 

agreement between unions and management that could develop into something 

similar to co-determination.  However, management viewed the participative 

approach more as a strategy to incorporate employees and their unions into the 

implementation of organisational change and thus pre-empt their opposition to it.  

Thus management saw the approach as a communication process with unions and 

workers rather than as a form of co-determination (Interviews with Telstra1 & 

CEPU). 

 

The commitment of the parties to this strategy was reaffirmed in Telstra’s 1995-

1997 EBA.  While unions secured further wage increases totalling 11 per cent 

over two years (Telstra 1995a), the implementation of the participative approach 

was showing signs of strain.  Telstra managers complained that the process was 

written in such a way that technically managers would have to consult with unions 

                                                 
1 The ‘Accord’ was an agreement between the federal ALP government and the ACTU, whereby 
wage increases were centrally determined (Davis & Lansbury 1998:125).  The Accord was 
influenced by Northern European corporatist style consensus ER models. 
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over almost every decision (Interviews with Telstra1 2002).  This was at a time 

when Telstra was undergoing extensive organisational change.  One former 

Telstra HR manager advised that union officials during this period tried to tell the 

HR section who they could or could not shortlist for advertised managerial 

positions (Interviews with Telstra2 2002).  In this instance CEPU officials did not 

want clerical workers interviewed for managerial positions in technical areas.  

Such union ‘requests’ were supported by the threat of work bans.  While this 

action could be put down to a simple demarcation dispute, Telstra managers 

claimed that the unions felt they had a legitimate right under the participative 

approach to influence these decisions. 

 

Telstra managers also became concerned about the role of the decentralised 

consultative committees that had been created to improve the communication 

process.  In practice these committees had become overly focused on airing 

grievances regarding issues such as downsizing and redundancies, and often 

erupted into hostile arguments (Telstra 1997a:15).  One Telstra manager advised 

that ‘many of the consultative committees resorted to more traditional forms of 

industrial relations and beat one another up!’ (Interviews with Telstra1 2002). 

 

Union officials countered that it was difficult for them to play a positive role at 

consultative meetings while their members were being made redundant.  The 

unions felt that Telstra instituted a top down approach that failed to elicit worker 

views and discuss possible options.  Therefore the participative approach did not 

resolve the unions mistrust of management’s organisational and workforce 

restructuring strategies.  In this regard the unions complained that management 

were using the consultative committees to simply advise workers on 

reorganisation and downsizing strategies that had already been decided upon.  

They therefore questioned the usefulness of their involvement in these forums 

(Telstra 1997a; Interviews with CEPU 1998).  

 

Despite these problems the participative approach should not be written off as a 

complete failure.  It could be expected that it would take time to implement the 

significant changes that it required.  Interviews suggested that some sections 

within Telstra did manage to gain more positive results, such as, increased levels 
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of trust between workers, unions and management (Interviews with CEPU & 

Telstra1,2 1999-2002).  Telstra management had hoped that increased participation 

and communication would increase the unions’ awareness of the commercial 

reasons underlying Telstra’s ER strategies and hence create an environment that 

was more supportive of organisational change and workforce restructuring 

(Barton & Teicher 1999a:18).  This had the potential to reduce transaction costs 

associated with organisational change by lessening industrial disputes.  One 

Telstra manager said that the participative approach had been moderately 

successful because it had forced managers to talk to their staff, even if this was in 

the presence of union representatives. 

 

In the event, the parties did not have long to implement the participative approach.  

Union officials suggested that senior management did not think that it was 

delivering organisational change fast enough.  In the mid-1990s Telstra hired a 

new director of human resources, Rob Cartwright, and some associates, who in 

their former jobs had challenged the role of unions at Rio Tinto (RTZ-CRA) (see 

McDonald & Timo 1996; Interviews with CEPU 2002).  Within Telstra they 

subsequently became known as the ‘Comalco Mafia’ (Interviews with Telstra2 

2002).  These senior ER managers began to introduce a more unitarist ER 

approach that aimed to deal directly with employees, rather than involving ‘third 

parties’ ⎯ such as unions ⎯ in the employment relationship.  Unions allege that 

Telstra began to put out circulars to their managers stating that the participative 

approach was over and that any remaining consultative committees should be 

disbanded (Interviews with CEPU 1999).  Telstra managers began to abandon the 

participative approach and by the late 1990s it was no longer seen as a serious 

management tool (Interviews with Telstra1 1999). 

 

A Unitarist Approach? 

During interviews Telstra managers and union representatives advised that the 

election of the coalition conservative government in 1996 and the partial 

privatisation of the firm in 1997 were turning points in senior management’s 

attitude to the unions. The coalition federal government adopted a much tougher 

approach to the unions, while the ACTU lost much of its influence and the Accord 

 176



was abandoned.  In 1996 the former ACTU nominated union representative on 

Telstra’s board, Bill Mansfield, was replaced by a non-union representative. 

 

In the mid to late 1990s Telstra’s new senior ER managers took the view that the 

ER section contained too many entrenched attitudes that were not conducive to 

organisational change, and consequently many long term Telstra ER managers 

were targeted for redundancy (Interviews with Telstra2 2002).  This was achieved 

through three main strategies.  Firstly, many ER duties were delegated down to 

line management, which allowed Telstra to reduce the size of its ER section.  

Secondly, some interviewees alleged that management targeted ER managers who 

were union members.  Thirdly, employees being paid more than $50,000 per 

annum were ‘strongly encouraged’ to go on to individual contracts.  Those who 

refused found themselves being made redundant (Interviews with Telstra2 2002).  

Some former managers suggested that targeting union members for redundancies, 

and those not willing to go on to individual contracts, was a strategy to help 

restructure and downsize the workforce.  This suggests that at least in some 

sections, ideology rather than individual skill levels played a role in downsizing 

strategies.  This does not accord with a TCE analysis but reflects the fact that 

firms are political organisations.  Between 1990 and 2000 Telstra cut the size of 

its ER section from more than 2000 to less than 900 workers (Interviews with 

Telstra1 2000). 

 

Telstra’s ER personnel distanced themselves from the day to day ER issues of 

individual workers.  Instead the section took on a more strategic and advisory role 

that provided specialist advice to line managers (Interviews with Telstra1 2002).  

This accords with SHRM literature that suggests a link between downsizing, 

delayering and the decentralisation of HRM functions (see Martell & Carroll 

1995:255; Gennard & Kelly 1997).  Telstra then implemented many of its ER 

changes through their lowest management level, the team leaders.  This delegation 

of greater ER responsibilities to line managers meant that they were the main 

contact point for their staff in relation to general ER issues and problems.  For 

example, workers that had complaints about their pay were forbidden to contact 

the payroll section directly.  Rather they were required to approach their 

immediate manager who would then contact the payroll section and resolve the 
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issue on the worker’s behalf (Interviews with Telstra1 2002).  Telstra also released 

new organisational principles which specified that ER issues were not to be 

delegated to third parties, such as unions (Barton & Teicher 1999a:26). 

 

This hardening in management’s attitude towards the unions was reflected in the 

bargaining process over the 1998-2000 EBA, which was protracted and involved 

industrial action. (Interviews with CEPU & CPSU).  Management split the 

workforce into three separate agreements that covered: 1) the Customer Field 

Workforce; 2) Network Design and Construction (NDC); and 3) the remaining 

Telstra award based workers.  While it was not their preferred option, the unions 

eventually agreed to these three separate agreements in part because they included 

an eight per cent wage increase over two years (Telstra 1998c).  The new EBAs 

gave Telstra managers some of the ER changes that they had been seeking.  For 

example, throughout the 1990s senior managers had attempted to resolve 

demarcation problems with their field workforce.  In this regard their objective 

was to create ‘one workforce’ that would allow their field workforce to perform 

work across a variety of traditional demarcation lines (Interviews with Telstra2 

2002).  This was achieved under the 1998-2000 Customer Field Workforce EBA, 

which reduced the traditional demarcation lines between technical staff and other 

field workers (Telstra 1999:27).  This EBA covered approximately 18,000 Telstra 

workers (Telstra 1998c).  The 1998-2000 EBAs eliminated some allowances and 

introduced new dispute resolution and consultation procedures.  Splitting 

employees up into separate EBAs also fractured the workforce, while the NDC 

EBA was a precursor to those workers being shifted out of the core firm to the 

new subsidiary. 

 

Workers employed in Telstra’s joint ventures and subsidiaries were employed 

under more flexible employment agreements than Telstra’s core workers.  For 

example employees of the subsidiary NDC worked a 38 hour week rather than the 

Telstra standard 36¾ hour week, although they received a negotiated pay 

adjustment.  The NDC EBA also included a ‘facilitative agreements clause’ that 

allowed for greater flexibility in the spread of working hours.  Employment 

conditions for operators at the joint venture firm, Stellar, also differed from those 

enjoyed by Telstra operators.  The Stellar EBA included performance bonuses that 
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had to be earned, rather than received as an automatic entitlement, while the 

spread of hours was increased (Interview with Telstra1 2002; Barton & Teicher 

1999:34).  Unions alleged that outsourcing operator services was simply a strategy 

to bypass Telstra’s wages and employment conditions (Interviews with CPSU & 

CEPU 2002).  However, Telstra managers countered that the WRA1 prohibited 

outsourcing if it could be demonstrated that it was only being used to reduce costs 

(Interviews with Telstra1 2002).  They maintained that the salaries being paid at 

Stellar had to be comparable with the workers’ previous salaries.  Otherwise the 

unions would have been able to mount a challenge under the Act. 

 

Telstra’s shift towards a more unitarist style of ER was further demonstrated in 

mid-2000 when it removed the automatic payroll deduction of union dues from 

workers’ salaries.  In late 2000, Telstra negotiated four new EBAs that created 

separate employment agreements for the following four business units: 1) Retail 

Services; 2) On Air; 3) Infrastructure Services; and 4) Wholesale and Corporate 

Group business units.  These new agreements covered in total approximately 

31,000 workers (Telstra 2000c).  The unions would again have preferred to 

negotiate a single EBA.  However, they recommended acceptance on the grounds 

that the general employment conditions were similar for all the four separate 

EBAs, while the agreement included an eight per cent pay rise over a two-year 

period (CEPU 2000; Telstra 2000c).  However, the introduction of four separate 

EBAs further split the workforce. 

 

Individual Agreements 

Following the introduction of the WRA Telstra moved to increase workforce 

flexibility and reduce union influence through the introduction of individual 

contracts via Australian Workplace Agreements (AWAs).  Management used 

AWAs to individualise the employment relationship between Telstra and its 

workers.  Unions could become involved in negotiating AWAs only if employees 

authorised them to act as their bargaining agent.   

 

                                                 
1 A summary of the Workplace Relations Act (WRA) 1996 is outlined in Appendix 6.1 of this 
chapter. 
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Because Telstra had already placed its senior managers on common law individual 

contracts AWAs were initially directed at middle managers (Interviews with 

CEPU 1999).  In mid-1999 AWAs covered just under 10 per cent of Telstra 

workers; however, management offered them to another 4000 workers during the 

remainder of that year. Telstra then targeted the lowest management rung, the 

Team Leaders, and many of these workers subsequently shifted on to individual 

contracts.  Telstra managers advised that part of the reason for targeting these 

groups was to shift their allegiance away from the union towards the firm.  

Because many middle managers were union members, AWAs became a senior 

management strategy to bring this group more on side (Interviews with Telstra1 

2002).   

 

Telstra’s AWAs contained a ‘Re-Assignment’ clause.  It advised that upon 

signing the agreement a worker could be reassigned within Telstra, its related 

bodies or other specified entities.  It specified that such reassignments would not 

constitute a termination of the agreement or the worker’s employment (CEPU 

1999a).  This gave Telstra the flexibility to move these workers around their 

subsidiaries and joint ventures.  It also allowed Telstra to second managers to train 

workers in new subsidiaries and joint ventures in the required firm-specific skills.  

Hence this reassignment clause assisted Telstra’s organisational and workforce 

restructuring strategies. 

 

Telstra was quite successful in its drive towards individual agreements.  By 2002 

individual AWAs covered approximately 11,000 workers, or around 25 per cent 

of the workforce (Interviews with Telstra1 2002).  Most of these workers were in 

management and/or administration.  While Telstra’s preferred ER policy was to 

eventually shift all its workers on to individual contracts, interviews suggested 

that in 2002 senior managers did not consider this to be a priority for non-

managerial and/or non-administrative staff (Interviews with Telstra1 2002). 

 

Award Simplification 

The WRA stipulated that all federal awards were to be limited to cover only 20 

allowable matters.  This led Telstra to conduct a rationalisation of its award 

agreements in the late 1990s, in accordance with the provisions of the Act.  By 
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2001 the WRA award simplification process had allowed Telstra to reduce the 

amount of award documentation that it dealt with from 420 to 151 pages (Telstra 

2001:116).  This process was assisted by a reduction in the number of worker 

classifications.  Following the outsourcing of former Telstra work many earlier 

awards classifications no longer pertained to Telstra workers.  Telstra also used 

the award simplification process to remove some of the tripartite boards that had 

been set up when Telstra was part of public sector.  These included the 

Disciplinary Appeals and the Promotions Appeals Boards, which were replaced 

with management led policies and processes, such as, the Employment Conduct 

Procedures (Barton & Teicher 1999:29-30). 

 

Telstra also used the provisions of the award simplification process to support its 

enterprise bargaining position.  Management argued that future enterprise 

agreements should not include any special conditions outside of the 20 allowable 

matters.  Instead, management proposed that they would make some of these 

conditions Telstra ‘policy’ (Interviews with Telstra1 2000).  A potential problem 

with this approach is that policy, as opposed to an award or EBA provision, can 

be changed unilaterally by management without the workers’ and/or unions’ 

consent.  When queried on this issue, Telstra managers advised that gaining 

support for the strategy was a matter of increasing trust levels between workers 

and management (Interviews Telstra1 2000).  Not surprisingly, this was greeted 

with scepticism by the unions (Interviews CEPU & CPSU 1998-2002). 

 

Despite the above changes, some Telstra managers said that they did not think the 

Australian Industrial Relations Commission (AIRC) went far enough in the award 

simplification process.  Union officials concurred that they were successful in 

retaining some award provisions that Telstra had attempted to remove (Interviews 

with CEPU 2002).  These included the retention of sick leave, higher duties and 

travelling time provisions under the General Conditions of Employment Award.  

The AIRC also ruled that Telstra’s redundancy agreement with the unions should 

be retained (CEPU 1999).  
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Redundancy Provisions 

Redundancy payments are a transaction cost associated with downsizing 

strategies.  Telecom had initiated redundancies prior to the firm becoming a 

corporation, but these were generally related to the introduction of new 

technologies.  For example, the 1970s and 1980s witnessed the shedding of 

workers in labour intensive activities such as manual exchanges.  These 

redundancies led to a period of industrial confrontation at Telecom that included 

strike activity in the late 1970s — some of the first large-scale strikes in the 

history of these unions (Rice 1996:85).  In 1980 Telecom management and the 

unions attempted to settle some of these ER issues by formulating the 

‘Consideration for the Introduction of Technological Change’ agreement.  This 

specified broad parameters for the introduction of new technology and included 

the provision for extensive consultation between management and unions 

(Telecom 1983).  In 1983 this agreement was renewed for a further three years.  

Section 3.1 of the 1983 agreement states: 

Telecom and the unions recognise that technological change should only 

be accepted where there is a demonstrable net benefit to the 

community…in considering the possibility of the introduction of new 

technology the principles set out hereunder shall be applied equally to an 

assessment of the maintenance or extension of existing technology 

(Telecom 1983:3). 

This suggests something of a bias against the introduction of technological 

change.  Section 3.4 further stated that unions should be advised and provided 

with appropriate information as soon as the introduction of any new technology 

was being contemplated (Telecom 1983:4).  This agreement therefore provides a 

good example of the then extensive union involvement in the management and 

introduction of new technology.   

 

Before corporatisation, redundancies were minimised and carried out on a case by 

case basis under the guidelines of the Government’s ‘Redundancy in Australian 

Government Employment Guidelines’ (Telecom 1988:79).  However, the 

downsizing strategies that followed corporatisation increased the need for Telstra 

management and the unions to arrive at a more firm-specific redundancy policy.  

While the unions in principle remained opposed to redundancies they decided that 
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in the circumstances it was in their members’ interests for them to bargain for the 

best redundancy provisions that they could obtain (Interviews with CEPU 2002).  

In late 1991, Telstra management and the unions came to an agreement on 

redundancies that subsequently became the ‘AOTC Redundancy Agreement 

1993’ (AOTC 1992:34).  This agreement included a maximum of 84 weeks 

redundancy pay and a three month redeployment period.  Telstra management 

agreed that during this three month period they would look for other areas within 

the firm where these workers could potentially be redeployed (AOTC 1993).  As 

redundancies increased and the chances of redeployment became less likely, 

workers began to use this time to register for unemployment benefits and look for 

new work (Interviews with CEPU 2002).  Telstra also brought in external 

consultants, such as financial planners, to assist these workers to plan for their 

future. 

 

This redundancy agreement has proved quite resilient to change although, not 

surprisingly, union officials advised that Telstra has tried to reduce the size of 

these redundancy payments (Interview with CEPU 2002).  In particular Telstra 

was keen to remove the three month redeployment provisions, arguing that these 

were no longer applicable as successive staff cuts meant that alternate jobs were 

not generally available.  However, in 2002 workers under Telstra’s collective 

agreements were still entitled to the same redundancy payments and conditions 

(Interview with CEPU & Telstra1 2002).   

 

Telstra managers maintained that workers on individual contracts, such as AWAs, 

still received the full maximum 84 weeks redundancy pay, although they did not 

receive the preceding three months redeployment leave (Interviews with Telstra1 

2002).  But these redundancy provisions are not listed under the terms of their 

individual contract.  Rather, they are listed under Telstra policy.  As discussed 

above, this can be changed at management’s discretion.  

 

In the mid-1990s Telstra began to target workers for redundancy through an 

individual skills based approach known as ‘Resource Rebalancing’ (Barton & 

Teicher 1999:30; Interview with CPSU 2002).  Unions challenged this process as 

being inconsistent with their 1993 redundancy agreement, but following 
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negotiations the AIRC allowed its implementation (Barton & Teicher 1999:30).  

Under this approach management decided on a list of skills that a section of the 

firm required from its workers and then directed line managers to appraise and 

draw up a list of skills of the workers under their control.  Those workers without 

the required firm-specific skills were targeted for redundancy.  Retaining workers 

with higher degrees of firm-specific skills accords with a TCE analysis.  However 

TCE theory suggests that firms will engage in rational behaviour when making 

their make/buy decisions.  In contrast, union officials complained that the 

Resource Rebalancing process could be highly political.  They alleged that in 

many instances managers provided bad skills reports simply because of personal 

dislikes (Interviews with CPSU 2002).  Workers then had to appeal against bad 

reports via the dispute resolution processes.  This was an area of continuing 

confrontation between unions and management. 

 

Dispute Resolution 

Telstra’s strategy of shifting from award and EBA based ER procedures to 

company policy-based ER practices included the introduction of a new dispute 

resolution process.  Telstra’s EBAs set out dispute resolution processes that 

allowed unions to be active participants in resolving worker disputes,1 although 

these processes did not cover workers on AWAs.  However, Telstra set up a 

policy-based complaints resolution process named the ‘Fair Treatment Procedure’.  

Under this latter process, workers with a grievance first discussed the problem 

with their immediate manager and if they were still unhappy they could go to their 

manager’s direct manager (Interviews with Telstra1 2002).  But as opposed to the 

EBA based dispute resolution procedure, the ruling of the next manager was final.  

Union representatives could accompany workers but were considered witnesses 

and advisors — not active participants.  Thus the policy-based Fair Treatment 

Procedure sought to exclude third parties from the employment relationship. 

 

Union officials advised that in practice, the amount of their involvement under the 

Fair Treatment Procedure depended on the Telstra manager involved.  In some 

                                                 
1 An example of these dispute resolution procedures can be found in Section 22 of the Corporate 
Group Business Unit Enterprise Agreement 2000 (Telstra 2000e). 
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cases they actively acted as an advocate on the worker’s behalf, while in other 

cases they were told by the manager that they could act as an ‘observer’ only 

(Interviews with CPSU 2002).  Consequently the unions continued to advise their 

members to pursue complaints through the disputes resolution procedures set out 

by their relevant EBA.  

 

Training 

The development of worker skills is linked to training processes within the firm.  

As a state owned commission, Telstra had large and comprehensive in-house 

training programs and facilities.  These training centres were of a high standard 

and covered a broad range of generic as well as industry specific skills (Interviews 

with Telstra1,2 & CEPU).  Telstra was one of Australia’s leading trainers of 

tradespersons and prior to the 1990s it trained apprentices in skills that were not 

always directly related to telecommunications.  Some former Telstra managers 

suggested that the federal government saw government business enterprises 

(GBEs), such as Telstra, as playing a significant role in providing apprenticeships 

to help upgrade the skills of the Australian workforce.  Technical training at 

Telstra had also had an active union element.  Many technical trainers were 

closely involved with the union, and some Telstra managers suggested that this 

presented them with an opportunity to organise new workers into the union 

culture. 

 

Table 6.1: Telstra Technical Trainees 
Year Number of Technical Trainees 
1989 1353 
1990 1241 
19911 N/A 
19921 N/A 
1993 343 
1994 88 
1995 20 
1996 5 
1997 0 
Notes: Figures for 1991 & 1992 were not available. 
Sources: Telstra EEO reports (1989-1998). 
 

Table 6.1 shows that during the 1990s this comprehensive large-scale in-house 

training was phased out.  Between 1989 and 1993 Telstra reduced its annual 
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intakes of trainees by almost 75 per cent (Telecom 1990a:156; Telstra 1994a:24).  

Telstra continued to reduce its trainee intake and in 1997 it ceased its annual 

trainee recruitment program (see Table 6.1).  In its place Telstra recruited workers 

from Technical and Further Education (TAFE) Colleges, where they had already 

gained some generic technical skills.  Upon employment at Telstra workers would 

be taught the specific skills required to perform their job, such as how to use a 

particular piece of machinery or equipment (Interviews with Telstra1,2 2000-

2002).  Thus in-house training became more job-specific.  Current workers also 

received in-house training in relation to new products and services.  TCE gives 

some support for these strategies as training in firm-specific skills is related to a 

company’s competitive advantage.  However union officials alleged that the 

current technical training was shallow and inadequate. 

 

The shift from broad based to specific training was linked to the changes that 

occurred to Telstra’s workforce.  Prior to the 1990s Telstra managers were 

accustomed to a long term, stable workforce.  Managers, therefore, focused on 

developing skills over a long period of time.  However, continued downsizing and 

an increased workforce turnover accentuated moves towards a more short term 

approach to training (Interviews Telstra1,2 2000).  Firms with a higher staff 

turnover are more conscious of losing their investment in training. 

 

This reduction in Telstra’s broad based technical training led to concerns about 

possible future skills shortages.  This was exacerbated by the large fall in the 

number of technicians employed by Telstra.  Many of the subcontractors that 

performed outsourced technical work were Telstra trained and/or employed 

former Telstra technicians.  Therefore union officials alleged that Telstra was 

overly relying on the skills of the current cohort of skilled technicians (Interviews 

with CEPU 1998;1999).  Telstra managers agreed that there could be skills 

shortages in the future.  In 2002 these concerns led Telstra to once again recruit 

some technical trainees (Interviews with Telstra1 2002).   

 

Despite these concerns Telstra managers advised that new technologies had 

increased productivity.  This allowed Telstra to perform its technical work with 

fewer employees.  The skills set that Telstra required also changed, as some skills 
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became redundant (Interviews with Telstra1,2 2000-2002).  For example, a Telstra 

technician no longer needed to be able to read a meter to detect and locate a fault.  

While this was previously a skilled and time consuming job, a centralised 

computer now provided an electronic readout stating the problem and location of 

the fault.  Repairing many of these faults had previously required detailed 

knowledge and/or skills, however, many faults were now fixed by simply 

replacing a part, such as, a circuit board.  This led to a certain amount of 

deskilling in some technical areas.  Union officials agreed that while upskilling 

had occurred for cable joiners, as they progressed from twisted wire to coaxial to 

fibre optic cable, the skills required for many technicians had probably been 

downgraded (Interviews with CEPU 1999). 

 

This upskilling for fibre optic cable joiners occurred during a world wide increase 

in demand for their services, as TelCos around the world increased their capital 

investment in broadband infrastructure.  Therefore the late 1990s witnessed labour 

market shortages for these workers.  Telstra examined the possibility of bringing 

in such workers from America but found that the going rate was approximately 

US$90,000 per annum (Interviews with Telstra1 2002).  Therefore Telstra decided 

to retain their existing workers and train other workers in this technology.  

 

Along with technical training Telstra also had a history of supporting employees 

to complete higher education programs.  This support included time off from 

work and other allowances.  Prior to the 1990s the study programs undertaken by 

these workers were not always related to the telecommunications industry 

(Interviews with Telstra1 2000).  This was in line with the public sector type 

arrangements at that time.  However, during the 1990s support for study programs 

became linked to business drivers, such as how will this study help the business? 

(Interviews with Telstra1 2000).  Thus tertiary training became more specific to 

the needs of the firm.  More generic training, such as basic computer skills, was 

outsourced to specialist training firms (Interviews with CEPU 1999).  During the 

1990s Telstra also increased its training allocations for customer service focused 

programs.  This was in line with its shift from a technical to a customer based 

orientation that focused on sales revenue (Interviews with Telstra1 2000). 
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Training at Telstra, therefore, shifted from broad based, comprehensive training 

towards a narrower, job-specific focus.  TCE provides some support for this shift 

in training orientation.  Firm-specific skills can be linked to a firm’s competitive 

advantage and help to tie workers to a firm.  Conversely, broad based training is 

expensive and workers can more easily leave and use their wide skill base 

elsewhere.  New technology has also deskilled some technical jobs, thus reducing 

the amount of required training for certain jobs.  TCE however has more trouble 

supporting the decision to stop training new technicians and the outsourcing of 

technical work.  While this decision cut short term costs, the potential long term 

costs of this strategy include the loss of technical skills and potential future labour 

market shortages for technicians.  The world wide demand for fibre optic cable 

joiners in the late 1990s provided a good example of how skill shortages could 

drive up labour costs. 

 

 

Union Strategies 

 

Unions traditionally played a large role in ER at Telstra and its forerunners — 

Telecom Australia and the PMG.  The role of unions is important from a TCE 

perspective because management strategies are influenced by the power and 

concerns of other stakeholders.  Therefore unions may influence outsourcing and 

downsizing strategies, as firms may refrain from outsourcing work to avoid 

industrial disputes. 

 

During the 1980s union density rates at Telstra were well above 90 per cent and 

included most white collar workers and a large proportion of managers.  Many 

unions were occupationally based and in some instances covered relatively narrow 

categories of employees.  In 1992 Telstra negotiated with 15 different unions 

(Bamber et al 1997:135).  The large number of unions also reflected Telstra’s then 

policy of performing much of its generic work in-house.  An ACTU strategy that 

encouraged union amalgamations during the 1980s and early 1990s assisted 

Telstra to decrease the number of unions with which it bargained.  In 1992 the 

Public Sector Union (PSU) and Professional Officers Association (POA) merged 

to form the Community and Public Sector Union (CPSU).  In the same year the 
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Australian Telecommunications Employees’ Association (ATEA), the Australian 

Telephone and Phonogram Officers Association (ATPOA) and Australian Postal 

and Telecommunications Union (APTU) merged to form the Communication 

Workers Union (CWU).  In 1992 these two unions, the CWU and CPSU, covered 

95 per cent of Telstra’s unionised workers, with around 45,000 and 13,000 

members respectively (AOTC 1992:34; Bamber et al 1997:134). 

 

By 1993, the number of unions that Telstra had to negotiate with was reduced 

from 15 to three: the CWU, CPSU and the Australian Manufacturing Workers 

Union (AMWU).  In 1994 the CWU merged with the Telecommunications 

Officers’ Association and the Electrical, Electronics, Plumbing, and Allied 

Workers’ Union to form the Communication, Electrical and Plumbing Union 

(CEPU) (Rice 1996:34).  The CEPU and CPSU then acted as a single bargaining 

unit for all unions (Telstra 1995a).  The remainder of this section refers to only 

two specific unions, the CEPU and CPSU, although their above forerunners are 

acknowledged.  While the CEPU is the major union at Telstra the CPSU has a 

wider membership base outside Telstra and is the larger union in terms of its 

overall membership numbers. 

 

The CEPU tended to cover field workers — such as technicians and linesman — 

and operator services, while the CPSU generally covered white collar workers.  

However, some overlaps occur in their coverage.  A CPSU officer advised that 

there were no particular job classifications where they considered they could not 

recruit but that the two unions had an agreement not to ‘poach’ each others 

members.  Despite this agreement, during the 1990s the CEPU stated that it would 

like to gain singular coverage of Telstra workers (Rice 1996:101).  This was 

supported by Telstra management who were keen to develop a single enterprise 

union (Gray 1992:a).  But while a possible merger of the communications sections 

of these two unions was mooted it did not eventuate (Rice 1996:101-02).  The 

CEPU did gain exclusive coverage of Optus workers, although it initially gained 

very few members (Interviews with CEPU 1998).  In 1992 Telstra’s CEO, Blount, 

advised that this single union agreement gave Optus a considerable competitive 

advantage (Brown 1992:9).  
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While relations between the unions and Telstra had generally been relatively 

harmonious, restructuring and organisational change in the 1970s and 1980s, 

brought on by the introduction of new technology, caused strains in the 

relationship.  This was illustrated by the industrial disputes in the late 1970s that 

led to the 1980 and 1983 agreements on the introduction of technological change.  

These agreements gave the unions significant influence in this area.  Union 

involvement in tripartite boards, such as the Promotions Appeals Board and the 

Disciplinary Appeals Board, also enhanced their formal representation in the ER 

process (Barton & Teicher 1999:13).  As well as these more formal processes 

Telstra unions were active in informal, day to day ER issues and problems.  

Interviews indicated that there was a relatively strong loyalty between members 

and their unions.  Thus the unions began the 1990s with a history of being 

important and influential stakeholders in Telstra’s ER processes.  On a macro 

level the unions also had support from Telstra’s then owner and regulator, the 

federal ALP government. 

 

Thus in the early 1990s the unions at Telstra had the strength and membership 

support to mount effective industrial campaigns that aimed at resisting initial 

moves by Telstra management to restructure and downsize its workforce (see 

Gray 1992:4; Head 1992:3).  The unions were initially successful in preventing 

the outsourcing of some generic and semi-skilled work.  When Telstra moved to 

sell Telecom Industries in 1992 the unions began a series of 24 hour stoppages at 

sites around Australia (Gray 1992:4).  The CPSU was also initially successful in 

preventing many middle managers from being switched to individual contracts 

(Bamber et al 1997:137-38).  Union concerns during this period included job 

security and heightened stress for their members brought about by organisational 

restructuring — the ‘survivor syndrome’ (Interviews with CEPU 1999). 

 

Industrial disputes continued though the level of industrial unrest was worse in 

some areas than others (Interviews with CEPU 1999 & Telstra2 2002).  On one 

level this industrial action simply reflected union strategies to safeguard the 

interests of their members.  Thus the unions tried to limit worker layoffs and 

where this was unsuccessful they sought to gain good redundancy payments.  

However, on another level the unions’ actions represented a power struggle as 
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Telstra managers sought to more fully assert their power while the unions fought 

to maintain their influence.  The end result of this escalating conflict was the 1994 

introduction of the participative approach. 

 

The participative approach would at first seem to have had positive connotations 

for the Telstra unions, as it allowed for their greater involvement or participation 

in the firm.  But union officials were not pleased with how the approach worked 

in practice and some union officials were relieved to see its demise (Interviews 

with CEPU 1999-2002).  The approach was very labour intensive, as the unions 

had to allocate substantial time and resources to consultative meetings and dispute 

settlements (Rice 1996).  Telstra unions also felt that managers in many areas of 

the firm did not demonstrate a high level of commitment to its implementation 

and only paid lip service to the approach (Rice 1996; Interviews CEPU 1999; 

Barton and Teicher 1999a 18-19).  While Telstra’s move away from the 

participative approach in the mid to late 1990s reduced the unions’ role within the 

firm, the approach itself had not lived up to union aspirations. 

 

The election of the coalition conservative government in 1996 and the 

introduction of the WRA — and its award simplification provisions — required 

the unions to devote large amounts of time and resources to retain the redundancy 

agreement and prevent the removal of provisions, such as sick leave, from Telstra 

awards.  The provisions of the WRA also made it more difficult for the unions to 

engage in former industrial tactics, such as, work bans (Interviews with Telstra1 

2002).  Therefore large-scale industrial action tended to be restricted to supporting 

claims made during the enterprise bargaining process, when strikes were allowed 

under the legislation. 

 

As discussed, the WRA contained provisions for individual employment contracts 

through AWAs.  The white-collar workers targeted for individual AWAs were 

often CPSU members.  After signing individual contracts, many of these workers 

subsequently left the union.  The introduction of AWAs, therefore, limited 

industrial action by splitting the workforce into non-union workers on individual 

contracts and unionised workers covered by a collective EBA.  When the unions 

initiated strike action in the late 1990s Telstra management were able to keep 
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many areas operating by using skeleton staff made up of non-union AWA workers 

(Interviews with CEPU 1999).  Workers on individual contracts who remained 

union members also took up more union resources, as servicing these members 

was more labour and resource intensive. 

 

Interviews suggested that in the late 1990s Telstra became more aggressive in its 

ER dealings.  In many instances this required unions to take legal action if they 

wished to contest Telstra ER policies and strategies (Interviews with CEPU & 

CPSU 1999-2002).  Thus unions spent more time in litigation with Telstra, which 

further depleted union resources.  Concurrently, Telstra’s downsizing strategies 

were reducing the number of union members and union dues.  The CEPU 

negotiated EBAs with Optus, NDC, Vision Stream and Stellar.  However, despite 

this limited success, by 2002 overall union membership figures for the 

telecommunications section of the CEPU had substantially declined.  Union 

officials also reported that recruiting technical workers from new smaller 

subcontractor firms was extremely difficult (Interviews with CEPU 1999-2002).  

Thus, similar to the experience of the CEWU and CPSU at TCNZ, union costs 

were rising while revenues were falling.  

 

Union officials advised that some of the changes introduced by Telstra 

management were more subtle than the above legal confrontations.  For example, 

Telstra began to demarcate its ER policies to discuss three separate groups: 

management, unions, and workers.  Previously its literature had generally referred 

to only management and unions, as it had always been assumed that the unions 

represented the rights of workers (Interviews with CEPU 2002).  Telstra managers 

were also no longer allowed to use the term enterprise bargaining agreement 

(EBA).  Rather they had to use the term enterprise agreement (EA).  While the 

latter term was more technically correct, the term EBA was the more general term 

used by most practitioners.  The reason for this policy change was to suggest that 

the agreement was not ‘bargained’ between management and the unions, but 

rather ‘agreed upon’ between management and the workers (Interviews with 

CEPU 2002).  
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Despite Telstra management’s changing approach to ER, union density rates in 

the late 1990s remained relatively high.  In 1998, union officials claimed that they 

still represented around 75 per cent of Telstra’s workers, although this was a 

smaller workforce than had started the decade (Telstra 1998:17).  The unions had 

also been able to negotiate significant wage increases for their members — 

between 1995 and 2002 wage increases totalled 27 per cent.  In return for these 

wage increases the unions were required to make tradeoffs.  These included the 

introduction of more flexible working conditions and the breaking down of 

demarcation lines between technicians and linesman.  The unions also agreed to 

split up the single EBA. 

 

An examination of the above union strategies shows that significant changes 

occurred to their role and influence at Telstra.  During the early to mid-1990s a 

combination of successful industrial action and a reasonably supportive ALP 

federal government Telstra owner helped to maintain union influence ⎯ or at 

least slow its demise.  The participative approach also arguably gave unions an 

added role and responsibility for the operations of the firm.  But following the 

election of the conservative coalition government in 1996 and the partial 

privatisation of the firm, Telstra management shifted towards a more combative 

approach to the unions.  This assertion of managerial power in the late 1990s was 

associated with increased outsourcing and accelerated downsizing strategies. 

 

The unions’ response to this change in management’s attitude could best be 

described as pragmatic.  They were prepared to undertake industrial action to 

support claims on behalf of their members, however, when faced with the large 

costs involved in protracted industrial campaigns and potentially high litigation 

costs they generally came to some form of compromise agreement with Telstra 

management.  However, despite these tradeoffs Telstra workers still enjoyed 

employment conditions that were above the market average (Interviews with 

Telstra1 & CEPU 2002).  These included a nine day fortnight and comparatively 

high travelling allowances.  The unions also continued to negotiate significant 

wage increases for their members and retained a relatively generous redundancy 

agreement. 
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Following the reduction in the size of Telstra’s workforce and the corresponding 

reduction in the number of union members, the CEPU rationalised its operations 

and workforce to reduce operating costs (Interviews with CEPU 2002).  This was 

in contrast to the New Zealand experience where the CEWU maintained its 

expenditure patterns and went bankrupt.  Interviews suggested that many long 

term union officials were discouraged by the events that transpired at Telstra 

following corporatisation and partial privatisation.  However, given the changing 

political, regulatory and technological environment of the 1990s the unions 

survived relatively well.  Despite the large scale organisational and workforce 

changes that occurred throughout the 1990s the majority of Telstra’s workers 

remained union members (Interviews with CEPU, CPSU & Telstra1,2 1998-2002).  

However, the re-election of the federal conservative coalition government in 

2001, with its agenda of further workplace deregulation and the possible full 

privatisation of Telstra, could herald more challenging times ahead.  Further 

downsizing of Telstra’s permanent workforce will further exacerbate the decline 

in union revenues.  Plainly, maintaining job security and employment conditions 

for their members are major future challenges for the unions (Interviews with 

CEPU & Telstra1 2002). 

 

 

Conclusion 

 

Telstra’s ER polices following corporatisation in 1989 were influenced by 

environmental constraints and opportunities.  Federal ER legislation during the 

early to mid-1990s allowed a greater role for awards in setting employment 

conditions and restricted the introduction of individual contracts for workers.  

Unions had long been a strong force within Telstra and under the former federal 

ER system they were able to exert considerable influence.  The links between the 

former ALP federal government and the union movement also made large-scale 

redundancies and outsourcing decisions more difficult.  These factors restricted 

Telstra’s make/buy decisions and helped to steer management towards a more 

conciliatory ER process through the introduction of the participative approach. 

 

 194



The incoming 1996 conservative coalition government, with its industrial 

relations reform agenda and its commitment to partially privatise Telstra, heralded 

a change in management’s ER strategies.  Telstra then shifted towards more 

unitarist style ER policies.  The participative approach was abandoned and 

management developed a much tougher attitude towards the unions.  The 

provisions of the WRA assisted management in these strategies.  The workforce 

was split into a number of EBAs, while the majority of middle managers were 

moved on to individual contracts.  Telstra also aimed to shift employment 

conditions out of awards and EBAs and into company policy manuals. 

 

During the 1990s Telstra changed its approach to training.  Many Telstra 

technicians had high skill levels that were built up over a long career within the 

firm.  However, Telstra management no longer attached such a high importance to 

long term worker commitment and increasingly viewed staff turnover as part of 

the rapidly changing telecommunications sector.  From a training perspective, 

higher job turnover rates mean that in-house training and internal labour markets 

are less economical and it may be easier and cheaper to find  workers in the 

external labour market.  The kinds of technical skills that Telstra required also 

changed over time, as some technical areas were deskilled and others upskilled.  

From a TCE perspective this reduction in technical training could lead to future 

skills shortages.  This could drive up future labour costs — a potential transaction 

cost. 

 

Despite the above changes, Telstra management did not succeed in all their ER 

strategies.  While the AIRC removed a number of former Telstra award provisions 

under the WRA’s award simplification process, it also retained some award 

provisions that Telstra had sought to remove.  Secondly, despite Telstra’s success 

in moving its managers on to AWAs, the majority of its workers remained 

covered by collective agreements rather than individual contracts.  Union 

membership amongst these latter workers remained relatively high.  Telstra also 

agreed to substantial wage rises. 

 

Telstra managers advised that future ER strategies must take into account 

Telstra’s network of strategic alliances and subsidiaries.  In particular, Telstra 
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managers must learn to effectively manage staff from other businesses that have 

their own workplace cultures and agreements (Interviews with Telstra1 2002).  

One Telstra manager advised that from an ER perspective these private sector 

subsidiaries provided the opportunity to create more ‘commercially oriented’ ER 

systems — management-speak for more flexibility through different employment 

conditions.  Should Telstra become a fully privatised firm, it could be expected to 

implement similar ER practices within its core workforce. 
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APPENDIX 6.1 — Australian Employment Relations (ER) Legislation 
 
The deregulation of the labour market in Australia was not as comprehensive as 
that which occurred in New Zealand.  By 2002 Australia had shifted to a hybrid 
system where bargaining was increasingly decentralised to the firm level, while 
government legislated award rates of pay and conditions were retained as a safety 
net for workers.  This section outlines some of the main changes that led to this 
ER system. 
 
Public Sector ER 
Prior to the 1980s most public servants had their wages and conditions set by 
public sector tribunals.  Following a series of reforms in the 1980s many of these 
tribunals were removed and the bargaining processes for public servants were 
shifted to the main arbitration tribunals (Gardner & Palmer 1997:530-31).  Many 
public sector employees — including Telecom Australia1 workers — were 
required to join a union upon starting work. 
 
Conditions for public sector workers employed by government business 
enterprises (GBEs), such as Telecom Australia, were generally set by the Act that 
established the corporation and these conditions tended to mirror the public 
service (Gardner & Palmer 1997: 527).  For example, employment conditions for 
Telecom Australia employees were set by the Telecommunications Act (1975).  
These employment conditions included industrial relations coordination 
arrangements that required Telecom to consult with the Department of Industrial 
Relations over issues related to wages and conditions of employment (Evans 
1988:37).  The conditions laid down by the Act then worked in conjunction with 
the relevant federal awards that covered Telecom workers. 
 
The above conditions of employment were removed from the 
Telecommunications Act when it was amended in 1989 to create the Telecom 
Australia Corporation (Evans 1988:24-25).  Wages and conditions were then 
bargained directly between management and workers ‘in accordance with normal 
commercial practices’ (Evans 1988:24-25).  Thus after 1989 the bargaining 
arrangements for Telstra unions and workers became similar to those in the 
private sector. 
 
Industrial Relations Act (1988) 
As in New Zealand, Australian ER legislation was traditionally based around a 
centralised model that included a strong role for industrial tribunals, national wage 
fixing agreements and compulsory arbitration.  The Industrial Conciliation and 
Arbitration (IC&A) Act 1904 was passed shortly after federation.  In 1988 the 
ALP government replaced the IC&A Act with the Industrial Relations Act (IRA).  
The IRA included a centralised Australian Industrial Relations Commission 
(AIRC), which acted as the independent umpire.  The industrial division of the 
Federal Court looked after judicial functions (Bamber & Davis 2000:26). 
 
This system provided a strong role for unions and employer groups.  Both parties 
would make submissions to the Commission, which would then make legally 
                                                 
1 Telecom Australia was the forerunner to Telstra. 
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binding decisions.  The Commission ratified employment agreements, known as 
federal awards,1 that were generally occupationally or industry based.  The 
Commission also brought down regular national wages decisions, which would 
impact on the rates of pay for all workers covered by federal awards.  Such wage 
decisions tended to be set by social justice rather than economic arguments.  
Because unions had developed structures suited to this centralised form of 
bargaining their organisations tended to be less well developed at the workplace 
level.  Thus individual employers and workers were often relatively isolated from 
the centralised bargaining process. 
 
The coming to power of the federal ALP government in 1983 led to an increase in 
union influence in the federal arena.  During the 1980s and early 1990s 
Australia’s peak union body, the Australian Council of Trade Unions (ACTU) 
entered into a number of Accords with the federal government.  These Accords 
were basically incomes agreements that were influenced by Northern European 
corporatist style consensus models.  Under the Accord the union movement 
agreed to moderate wage demands in return for social bonuses and a greater say in 
domestic policy making (see Davis & Lansbury 1998:125-30).   
 
Industrial Relations Reform Act (1993) 
By the early 1990s the previous centralised arbitration approach was coming 
under increasing pressure.  The major parties — government, employer groups 
and unions — were calling for greater flexibility to engage in enterprise 
bargaining (Gardner & Palmer 1997:33).  The Industrial Relations Reform Act 
(1993) shifted away from the traditional centralised arbitration model towards a 
more decentralised approach and envisaged a greater role for enterprise 
agreements.  The previously dominant federal award system began to play more 
of a support role or ‘safety net’ for workers under federal awards that had been 
unable to bargain their own enterprise agreement.  Many public sector workers 
also became covered by enterprise agreements (Gardner & Palmer 1997:38).  But 
the full effects of this legislation were only beginning to flow through the 
workforce before the 1996 election of the federal conservative coalition 
government. 
 
Workplace Relations Act (WRA) 1996 
The federal conservative government had been elected on a program of industrial 
reform and it quickly moved to further decentralise the labour market through the 
Workplace Relations Act (WRA) 1996.  The general emphasis of the WRA was to 
reduce the role of the AIRC and the unions by shifting Australian ER further 
towards individual bargaining between employers and their workers (Bamber & 
Davis 2000:38). 
 
The WRA removed the former broad ranging power of the AIRC to rule on 
‘industrial matters’ related to employers and employees (Davis & Lansbury 
1998:138).  It also stipulated that the content of all federal awards had to be 
reduced to 20 allowable matters.  This reduction in the role of awards heightened 
their position as a minimalist safety net and further reduced the role of the AIRC.  
                                                 
1 Legally binding documents that contained minimum rates of pay and conditions for workers 
covered by the award. 
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Conditions outside of these allowable matters had to be negotiated between 
workers and their employer.  However, the AIRC proved quite flexible in what it 
chose to include in the 20 allowable matters, raising the ire of some employers 
including Telstra (Interviews with Telstra 2002).  One union official advised that, 
‘the AIRC did not want to completely deal itself out of a job’ (Interviews with 
CPSU 1998).   
 
The WRA also moved to individualise the relationship between employers and 
workers through the introduction of non-union collective and non-union 
individual Australian Workplace Agreements (AWAs).  These agreements had to 
be approved by the newly created Employment Advocates office to ensure that 
they passed the no disadvantage test (Davis & Lansbury 1998:138-39).  This 
stated that workers going on to AWAs should be no worse off than if they had 
remained under a previous award and/or collective agreement.  But unions 
remained sceptical about this process.  For example many employment conditions 
for Telstra workers who went on to individual AWAs became listed under Telstra 
policy — which could be changed unilaterally by management — rather than 
under the terms of the AWAs. 

 199



 

 

 

 

 

A COMPARATIVE ANALYSIS 

OF TCNZ AND TELSTRA 

 

 

 

 
 

 200



CHAPTER SEVEN 

 

A COMPARATIVE ANALYSIS OF TCNZ AND TELSTRA 

 

Introduction 

 

This chapter compares and contrasts TCNZ and Telstra’s strategies following the 

deregulation of their respective telecommunications sectors.  Because external 

environments influence management strategies (see Hyman 1987; Debrah 1994), 

this chapter first focuses on the external constraints and contexts affecting the 

operations of TCNZ and Telstra.  The firms’ business and employment relations 

(ER) strategies are then compared, followed by an analysis of union responses to 

this changed environment. 

 

 

External Constraints 

 

Figure 7.1 reintroduces the TelCo workforce restructuring model, first introduced 

in Chapter One.  This model links transaction costs economics (TCE) to the 

following external constraints: 

• Ownership: public or private? 

• Political/Ideological environment 

• Relative union strength 

• Technology 

• Geographical environment 

• Legal environment 

These constraints changed the relative transaction costs associated with TCNZ 

and Telstra strategies.  In turn, this helps to explain similarities and differences in 

the firms’ decisions.  The following analysis indicates that Telstra operated with 

more external constraints than TCNZ. 
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Figure 7.1: TelCo workforce restructuring model 
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Notes: 1. Solid lines contain TCE model for workforce restructuring. 

2. Dotted lines contain external variables that impinge on management decisions.. 
Source: Developed from Reve (1990), Williamson (1979, 1983 & 1996) and primary research on 

organisational and workforce restructuring (1997-2002). 
 

Political and Geographical Constraints  

TCNZ and Telstra managers developed their strategies under quite different 

political and geographical settings.  Australia is a federation of states, which have 

retained their own parliaments and considerable autonomy.  Most of the States 

administer their own separate ER legislation.  Australian federal governments are 

also constrained by a bi-cameral Parliament.  Neither the former Australian Labor 

Party (ALP) government, nor the incoming 1996 federal conservative1 coalition 

                                                 
1 Liberal and National Party conservative coalition. 
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government enjoyed a majority in the Senate, the upper house.  The Senate could, 

and often did, block proposed legislation.  In 2002, a majority of senators 

remained opposed to the federal government selling its remaining 50.1 per cent 

interest in Telstra.  In contrast, New Zealand had a centralised unicameral system 

of government, which allowed majority governments to introduce rapid legislative 

change.1  This allowed successive New Zealand governments to introduce 

widespread legislative changes, whereas successive Australian federal 

governments had to take a more gradual and negotiated approach to economic 

reform.  During the 1990s, the New Zealand government privatised more former 

government departments and state owned enterprises (SOEs) than did the 

Australian federal government.  

 

Australia’s larger geographical size, compared to New Zealand, was also a factor 

in the telecommunications deregulation process.  Telstra must provide services 

across an entire continent.  This factor, combined with majority federal 

government ownership, made Telstra’s universal service obligations an important 

political issue.  It was one of particular significance for regional and isolated 

areas.  While the New Zealand government retained the Kiwi Share to enforce 

TCNZ’s similar universal service obligations, the country’s smaller physical size 

arguably made it easier for TCNZ to provide these services.  In comparison 

Telstra has remained more of a ‘political football’. 

 

Public versus Private Ownership 

Table 7.1 shows that telecommunications deregulation occurred more rapidly in 

New Zealand than Australia.  TCNZ began trading as a corporate entity in 1987, 

and two years later the New Zealand telecommunications sector was opened to 

competition.  In 1990, TCNZ was sold and began trading as a private firm.  

Within four years TCNZ had changed from being a government owned monopoly, 

located within the Post Office, to being a privatised firm in a deregulated market.  

This gave TCNZ managers the freedom to operate as a relatively independent, 

private sector commercial entity.  TCNZ’s strategies subsequently became 

                                                 
1 The ability of a New Zealand political party to gain a majority government in its own right 
became more difficult following the introduction of a proportional voting system in the mid-1990s. 
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directed towards increasing shareholder value, with an emphasis on short term 

profits. 

 

Table 7.1: Deregulation of New Zealand and Australian Telecommunication 
sectors 

Year New Zealand Australia 
1880 Post Office merged with Telegraph 

Department 
 

1901  PMG1 established 
1946  OTC2 established 
1975  PMG divided into: 

1. Telecom Australia 
2. Australia Post 

1981  Aussat3 established 
1987 Post Office divided into three 

corporatised SOEs:5

1. TCNZ 

2. New Zealand Post 

3. Postbank 

 

1989 Deregulation of New Zealand 
telecommunications sector 

Telecom corporatised 

1990 TCNZ 100% privatised  
1992  1. Telecom merged with OTC to 

become the AOTC4 
2. Introduction of limited competition: 

Optus Communications 
1993  AOTC renamed Telstra 
1997  1. Deregulation of Australian 

telecommunications sector 
2. First float of Telstra shares: 

remained 66.5% government owned 
1999  Second float of Telstra shares: remained 

51.1% government owned 
2002  Still under majority government 

ownership 
Note: 1. Postmaster General’s Department (PMG). 

2. Overseas Telecommunications Commission (OTC). 
 3. Aussat operated the Australian domestic satellite system. 
 4. Australian and Overseas Telecommunications Corporation (AOTC). 

5. SOE = state owned enterprise. 
 6. Telstra continued to trade domestically under the name ‘Telecom Australia’ until 1995. 
Source: TCNZ and Telstra reports. 
 

In contrast to New Zealand, the Australian Postmaster General’s Department 

(PMG) was split up in 1975 — 12 years prior to the break up of the New Zealand 

Post Office.  However, for the next 14 years Telecom Australia operated as a 

government owned commission, not a corporation.  This limited its requirements 

to operate as a commercial enterprise.  Telecom Australia was not corporatised 
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until 1989, which was two years after this occurred at TCNZ.  Following its 

merger with OTC the new entity Telstra was partially privatised in 1997.  Thus 

TCNZ had operated as a privatised firm for seven years before Telstra became a 

partially privatised firm.  Because Telstra remained under majority government 

ownership, its strategic decisions were influenced by the changing political 

ideologies of successive federal governments.  Political considerations 

surrounding Telstra’s universal service obligations also meant that Telstra had less 

freedom to implement commercially oriented decisions than TCNZ. 

 

ER legislation 

New Zealand and Australia had a long history of centralised arbitral ER processes 

and relatively high unionisation rates — especially within their public sectors.  At 

least until the mid-1980s the two ER systems exhibited many similarities.  Table 

7.2 compares ER legislation in the two countries.  It shows that changes to New 

Zealand ER legislation often preceded similar changes to Australian legislation.  

In the late 1980s, social-democrat style governments in both countries updated 

their ER legislation.  The New Zealand Labour government introduced the Labour 

Relations Act (LRA) 1987, while the Australian Labor Party (ALP) federal 

government introduced the Industrial Relations Act (IRA) 1988. 

 

The two ER systems diverged following the introduction of the Employment 

Contracts Act (ECA) 1991, under the New Zealand National Party government.  

This led to significant changes in the underlying ideology and practical operation 

of the New Zealand ER system.  The ECA removed the previous award system 

and severely checked the former institutional power of the unions.  It enabled 

TCNZ to enter into individual contracts with its workers and restricted union 

access to workplaces.  This assisted TCNZ to shift away from collective 

agreements and take a more aggressive approach to ER.  The ER practices being 

introduced by TCNZ at the firm level were broadly in accord with the ER 

ideology of the New Zealand National Party government at the macro-level.  This 

fits the Kochan et al framework for ‘strategic choice’ that examines the 

interactions of the ER –– employers, unions and government –– at three levels 

(Kochan et al 1984; see Table 1.3). 

 

 205



Because the ECA removed the award safety net for New Zealand workers, unions 

alleged that TCNZ subcontractors could pay their technical workers rates that 

were significantly below what they had previously been paid at TCNZ.  This in 

turn helped to reduce subcontractor bids for TCNZ work.  Thus the cost benefits 

of subcontracting out technical work may have been relatively greater in New 

Zealand than Australia, where workers in subcontracting firms retained award 

coverage.  Thus the introduction of the ECA may help to explain why TCNZ 

placed a greater reliance on subcontractors for its technical work than Telstra. 

 

Table 7.2: New Zealand and Australian ER Legislation 
Year New Zealand Australia 
1894 Industrial Conciliation and 

Arbitration Act (IC&A) Act 
 

1904  Industrial Conciliation and 
Arbitration Act (IC&A) Act  

1974 Industrial Relations Act (IRA)  
1987 Labour Relations Act (LRA)  
1988  Industrial Relations Act (IRA)  
1991 Employment Contracts Act (ECA)  
1993  Industrial Relations Reform Act  
1996  Workplace Relations Act (WRA) 
2000 Employment Relations Act (ERA)  
Sources: Geare & Stablein (1995); Davis & Lansbury (1998); Rasmussen & Lamm (2000). 
 

In 2000, the incoming New Zealand Labour government created an environment 

more supportive for collective bargaining under the Employment Relations Act 

(ERA).  However, it still allowed for individual agreements between employers 

and their workers. 

 

Compared with the New Zealand experience, the changes that occurred under 

Australian federal ER legislation were more measured.  The former ALP 

government had committed itself to working in a consensual partnership with the 

ACTU, which limited its ability to deregulate the labour market.  The Industrial 

Relations Reform Act (1993) shifted federal ER processes towards a more 

decentralised system.  It supported collective bargaining, however, and unions 

retained an important role in the ER process.  Though diminished in importance, 

the Australian Industrial Relations Commission (AIRC) and federal awards still 

played a significant role.  Thus a hybrid federal ER system developed, with 
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enterprise bargaining agreements (EBAs) often operating in conjunction with 

federal awards. 

 

The election of the Australian federal conservative coalition in 1996 shared 

aspects of the earlier election of the New Zealand National Party.  These were 

both conservative parties whose election platforms included workplace reform.  

The introduction of the Workplace Relations Act (WRA) 1996 promoted the 

ability of firms to deal directly with their workers and allowed for individual 

employment contracts — Australian Workplace Agreements (AWAs).  However, 

the changes were not as far reaching as in the ECA.  While the scope for federal 

awards was reduced, they were not abolished.  Thus Australian ER legislation 

placed a greater onus on Telstra to continue to engage with the unions in 

collective bargaining processes. 

 

Telecommunications legislation 

New Zealand and Australia’s relatively small domestic markets meant that 

competitor firms needed to access TCNZ and Telstra’s public networks at 

competitive prices, because the size of the markets generally made it uneconomic 

to build new large-scale landline networks.  But new competitors complained that 

the former telecommunications monopolists, TCNZ and Telstra, set access fees to 

their respective public networks above marginal costs.  They also alleged that 

TCNZ and Telstra inflated the costs of their universal service obligations (NZPA 

2002:61). 

 

Despite these claims Telstra’s strategies were undertaken within the confines of 

extensive telecommunications-specific legislation.  Federal government 

regulators, such as the Australian Consumer and Competition Commission 

(ACCC) — and its forerunner, Austel — were prepared to intervene in disputes 

over access pricing issues.  In contrast, the New Zealand government took a 

minimalist approach to telecommunications regulation and chose to rely on the 

existing generic Commerce Act.  However, new entrants into the New Zealand 

telecommunications market, such as Clear Communications, found that this Act 

was limited in its ability to resolve access pricing disputes.  Critics of the 

minimalist approach to telecommunications legislation stated that this assisted 
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TCNZ to maintain its hold as New Zealand’s dominant carrier (Flood 1995; 

Lynch 2000; Bromby 2001). 

 

In 2002 Telstra remained the dominant Australian carrier, despite the constraints 

of comprehensive telecommunication legislation.  This sugges that TCNZ and 

Telstra’s ownership of their respective public networks was a more significant 

factor in their continued dominance of their respective markets than the influence 

of telecommunications legislation.  Chapters Three and Four outlined how this 

market dominance gave one possible explanation for TCNZ and Telstra’s decision 

to outsource firm-specific technical work associated with the building and 

maintenance of its network.  Many subcontractors continue to perform mainly 

TCNZ and Telstra work, which reduces their ability to pass on firm-specific ‘core’ 

knowledge to competitors.  This in turn reduces potential transaction costs 

associated with the loss of core knowledge.  The following section analyses and 

compares TCNZ and Telstra’s changing strategies within their different operating 

external contexts. 

 

 

Business Strategies 

 

TCNZ and Telstra faced similar challenges.  Both firms were required to 

transform themselves from public sector monopolies into commercial 

organisations in deregulated competitive environments.  TCNZ and Telstra shifted 

away from public-sector bureaucratic frameworks and financial systems towards 

more commercially oriented practices that better suited the demands of 

deregulated telecommunications markets.  In the process they shifted from a 

technical to a customer driven focus.  To achieve these goals TCNZ and Telstra 

changed their organisational cultures and structures.  Revenues were increased 

through the promotion of higher value-added products and services, while labour 

costs were reduced through extensive downsizing programs.  This led to leaner 

organisational structures supported by new technologies, outsourcing agreements 

and strategic alliances.   
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TCNZ and Telstra’s strategies reflected the changing dynamics of 

telecommunications markets and the advent of new technologies.  While 

traditional revenues from local and long distance calls continued to provide 

substantial incomes for the two firms, the relative contribution of these sources to 

overall profits declined.  In contrast, income from mobile telephones, internet and 

ecommerce applications became increasingly important revenue components.  

TCNZ and Telstra created new sections and entered into agreements with external 

firms to better exploit the opportunities provided by these new technologies. 

 

Despite the above similarities TCNZ and Telstra differed in the extent to which 

they implemented these strategies and the time frame for their implementation.  In 

this regard TCNZ maintained a more consistent strategic direction.  This reflected 

TCNZ’s fully privatised status which allowed it to pursue commercial objectives 

with a minimum of government interference.  By the mid-1990s, TCNZ had 

already created a pared back, relatively lean organisation that outsourced a 

significant proportion of its work.  TCNZ maintained these strategies throughout 

the remainder of the decade.  In contrast Telstra’s strategies could be divided into 

pre-1996 and post-1996 eras.  Under a federal ALP government outsourcing 

strategies were generally limited to more generic work, while between 1993 and 

1995 the size of Telstra’s permanent workforce actually increased.  However, 

following the election of the conservative coalition government in 1996 and its 

partial privatisation in 1997, Telstra introduced strategies that were closer to the 

TCNZ model.  These changes included an accelerated downsizing program that 

incorporated the outsourcing of semi- and high-skilled work.   

 

 

Organisational Change 

 

Centralised organisations assist firms to coordinate and control corporate 

strategies.  This allows firms to disseminate consistent policy across the 

organisation.  However centralised structures may impede flexibility and make 

firms less responsive to local market conditions.  In contrast, decentralised 

organisations offer firms the flexibility to tailor their products and/or services to 

local conditions, but may suffer from coordination problems.  It is not uncommon 
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then for firms to shift between centralised and decentralised models as they strive 

to find the optimum mix between coordination and local market flexibility.  In the 

case of TCNZ and Telstra, both firms initiated organisational changes by 

decentralising their operations, before reverting to more centralised structures. 

 

In the late 1980s TCNZ management decentralised their operations into a regional 

firm structure that they felt would be more responsive to local market conditions.  

This was in essence a geographical structure, with the regional firms operating as 

self-contained, semi-autonomous companies.  In 1989, Telstra also decentralised 

its operations by creating five customer divisions.  TCNZ and Telstra advised that 

their initial restructuring strategies helped to ‘shake up’ and change their 

organisational cultures.  However, these decentralised structures caused 

coordination problems and the duplication of services at both firms.  The New 

Zealand and Australian public telecommunications networks also operated 

nationally, not regionally, which further limited their effectiveness.  

Consequently, TCNZ and Telstra shifted back to more centralised organisational 

models.  In 1993, TCNZ merged its regional firms back into one main company.  

During the same period Telstra replaced its customer divisions with a business 

unit structure that was headed by a centralised corporate centre, which dictated 

overall strategic policy. 

 

Researchers suggest that as firms grow, their organisational structures will change 

from functional (U-Form) structures into multidivisional (M-Form) organisations, 

as the latter is seen as a more efficient form of organisation (Daft 1998, 

Wiliamson 1991).  However TCNZ and Telstra maintained hybrid structures.  

TCNZ kept its centralised operating company, which was divided into two broad 

operational groups, Networks and Services.  Each group contained its own 

functional departments, such as marketing and research, similar to an M-Form 

firm.  However administrative functions, including finance and human resources, 

were centralised and reported directly to the corporate centre, similar to a U-Form 

firm.  This hybrid structure had similarities to Telstra where the separate business 

units administered some of their own functions, while much of their 

administrative work was centralised under a single corporate services section.  

TCNZ and Telstra managers advised that their corporate centres maintained strict 
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control over firm strategies.  This desire to centralise corporate strategy may help 

to explain why TCNZ and Telstra have not changed into the classic M-form 

structure. 

 

TCNZ and Telstra continued restructuring their organisations as they strove to 

become more commercially viable firms.  In the process new sections were 

created and/or replaced, and older sections removed.  However the basic 

underlying hybrid structures remained the same.  In 2001 Telstra created the new 

business unit, ‘Telstra Country Wide’, in response to community and political 

concerns over services to regional and remote areas.  This demonstrated the 

influence of majority government ownership on Telstra’s organisational 

restructuring strategies: there was no similar counterpart at TCNZ. 

 

Subsidiaries, Joint Ventures and Strategic Alliances 

Chapters Three and Four outlined how organisational changes at TCNZ and 

Telstra were also associated with increasing links to external firms.  These 

strategies were related to changing make/buy decisions and outsourcing 

arrangements.  Subsidiaries and joint ventures were joined to TCNZ and Telstra 

through equity investments.  However, subcontractor agreements, management 

contracts and strategic alliances often generally involved some form of written 

legal contract.  TCE suggests that legal contracts are associated with current and 

potential transaction costs, such as the costs involved in having contracts drawn 

up.  Disputes over the interpretation of contracts may also lead to potential future 

litigation expenses. 

 

TCNZ placed a greater reliance than Telstra on management contracts for its 

outsourcing needs.  For example, in 2000 TCNZ entered into a contract with 

Ericsson to manage its mobile telephone network.  Where TCNZ did take equity 

interests in external firms these tended to be relatively low, such as TCNZ’s 10 

per cent shareholding in the IT joint venture, EDS New Zealand Ltd.  In contrast 

Telstra demonstrated a preference for gaining substantial equity interests in 

external entities (see Table 7.2).  Telstra took a controlling interest in the former 

joint ventures Pacific Access, Advantra and On Australia, and held 50 per cent 

equity in its joint venture Stellar. 
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A number of factors help to explain these different approaches.  To begin with, 

Telstra is a larger firm than TCNZ, with greater financial resources.  This gave it 

more scope to be the dominant partner in joint venture negotiations.  Secondly, 

Telstra remained majority owned by the federal government.  By shifting work 

into subsidiaries and joint ventures in which it had a significant and/or majority 

interest Telstra could control these firms at arm’s length from federal government 

constraints.  It could then gain the services of these external workers under new, 

more commercially oriented ER terms and conditions.  From a TCE perspective a 

high degree of control in its joint venture partnerships also helped Telstra avoid 

problems associated with asymmetric information.  Unions criticised these 

strategies by arguing that Telstra’s private sector subsidiaries and joint ventures 

were simply privatisation by stealth (Interviews with CEPU). 

 

TCNZ did not have these government ownership constraints.  Because they 

operated within a privatised firm, TCNZ management had more scope to 

introduce similar ER strategies and processes within the core firm, as they could 

in their subsidiaries.  Outsourcing decisions then became a simple matter of 

whether the external market could provide the service cheaper and/or better, rather 

than whether the creation of a new subsidiary and/or joint venture could be used 

to implement new ER conditions and processes.  

 

Table 7.3 outlines the types of services that TCNZ and Telstra outsourced to 

subsidiaries, joint ventures and contractors.  These included property and fleet 

maintenance, operator services, IT support work and the maintenance of their 

public telecommunications networks.  TCE theory suggests that outsourcing 

arrangements are more likely to succeed if the different firms to the transaction 

invest in co-specific assets that create high sunk costs.  Argyres & Liebeskind 

term these as ‘non-legal enforcement mechanisms’ that bind firms together 

(Argyres & Liebeskind 1998:51).  The outsourcing of TCNZ and Telstra’s IT 

support work provides some support for this TCE perspective.  EDS and IBM 

made large equity investments in their IT joint ventures with TCNZ and Telstra.  

Because these were both 10 year contracts it was in the interests of EDS and IBM 

to help ensure they succeeded.  Such long term contracts also help build trust, or 
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so-called ‘relational capital’ between the firms, that helps to minimise transaction 

costs (Kale et al 2000; Dyer & Singh 1998). 

 

Table 7.3: Outsourcing Arrangements: TCNZ & Telstra 
Service provided TCNZ Telstra 

Property & Fleet 
management 

Various management contracts Various management contracts 

Operator services  SITEL 

(Management Contract) 

Stellar 

(Joint Venture: 50% equity) 

IT support EDS 

(Joint Venture: 10% equity ) 

IBMGSA 

(Joint Venture: 22.6 % equity)
Building and 
maintenance of the 
public network 

ConnecTel 

(Former subsidiary) 

NDC 

(Subsidiary) 

Source: TCNZ & Telstra reports & interviews 

 

TCNZ and Telstra’s strategies went beyond outsourcing the above business 

processes that had previously been conducted within the firm.  Both firms created 

new external entities and entered into agreements with external firms that allowed 

them to access the skills and knowledge of outside firms that would complement 

their existing skills, infrastructure and knowledge bases.  This helped TCNZ and 

Telstra develop new services and enter new product markets.  For example, TCNZ 

entered into a strategic alliance with EDS and Microsoft to help develop its 

ecommerce section, esolutions.   

 

This strategic alliance with EDS and Microsoft was interesting in that it involved 

no legal written contract.  Rather, it was an informal memorandum of 

understanding between the three firms whereby they worked together to use their 

complementary skills and infrastructure to achieve mutually beneficial aims.  This 

suggests an alternative mechanism for firms wishing to engage in strategic 

alliances, albeit one that requires a high degree of trust between the parties.  

TCNZ also entered into a separate agreement with Microsoft to provide content 

for its internet portal, Telecom Xtra.  Similarly Telstra took equity interests in 

firms such as Computershare, Solution 6 and Keycorp, that could provide content 

for its internet and ecommerce related services.  Telstra also entered into the cable 

television joint venture, Foxtel.  The joint ventures partners to the Foxtel 
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agreement provided content for Telstra’s fibre optic cable network.  Because these 

latter types of joint ventures and alliances were engaged in developing new 

products and services they had a fairly neutral effect on existing employment 

levels within TCNZ and Telstra’s core firms.  However, these agreements allowed 

TCNZ and Telstra to enter new markets without increasing the size of their core 

workforces. 

 

TCNZ and Telstra also embarked on overseas ventures.  These strategies were 

related to the relatively small size of TCNZ and Telstra’s local markets, combined 

with increased competition.  TCNZ targeted the Australian market for expansion 

through its purchase of AAPT.  Telstra in turn targeted a number of countries in 

the Asia-Pacific including New Zealand and the People’s Republic of China 

(PRC).  In 2002 TCNZ and Telstra were still losing money on these overseas 

ventures.  This demonstrated the difficulties faced by former telecommunications 

monopolists as they attempted to move out of the ‘comfort zone’ of their home 

markets, where they had the advantages of brand recognition and the ownership of 

the public network. 

 

TCNZ and Telstra’s organisational and workforce restructuring strategies were 

influenced by the relative size of their workforces.  One former Telstra manager 

likened changing the organisational culture at Telstra as being akin to trying to 

turn around the Queen Mary.  The implication was that when dealing with a 

relatively large workforce and associated bureaucracy, change could only occur 

slowly.  While TCNZ also had to deal with entrenched attitudes, as a smaller 

organisation it had more flexibility in this regard. 

 

 

Outsourcing and Downsizing 

 

In the late 1980s Telstra employed more than 84,000 permanent employees, 

compared to around 25,000 permanent workers at TCNZ (TCNZ & Telstra annual 

reports).  TCNZ and Telstra subsequently engaged in downsizing programs to cut 

labour costs. These strategies were achieved through the outsourcing of business 

processes, the introduction of new technologies and natural attrition.  Downsizing 
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strategies were also supported by the introduction of new work practices that 

increased labour productivity.  These downsizing strategies induced a degree of 

‘restructuring fatigue’ and ‘survivor syndrome’ amongst the remaining workers 

(Interviews with TCNZ, CEWU & EPMU; Telstra, CEPU & CPSU). 

 

In percentage terms TCNZ downsized its workforce to a greater extent than 

Telstra.  By 2002, TCNZ had cut the size of its 1987 workforce by 78 per cent, to 

around 5,500 permanent employees.  In comparison, during a similar period 

Telstra cut its workforce by 45 per cent, to approximately 45,000 permanent 

workers (TCNZ & Telstra annual reports).  In percentage terms Telstra would 

have to make another 20,000 workers redunant before it equalled the downsizing 

that occurred at TCNZ.  While much of the downsizing at TCNZ occurred 

between 1987 and 1995, the greatest job cuts at Telstra occurred in the post-1995 

period.  Downsizing strategies at Telstra accelerated after 1997, following partial 

privatisation. 

 

Despite the differing downsizing time frames TCNZ and Telstra engaged in 

similar downsizing phases.  During the first phase TCNZ and Telstra managers 

had little experience in strategic downsizing, or rightsizing, processes.  The initial 

downsizing phases lacked a strategic focus, with downsizing targets largely 

achieved through voluntary redundancies.  TCNZ and Telstra committed 

significant funds to pay for this expensive process.  This was compounded by 

relatively strong unions, which would only agree to voluntary redundancies.  

Therefore many workers simply self-selected themselves for redundancy 

payments.  This did not accord with a TCE analysis and TCNZ and Telstra lost 

workers that had a high degree of firm-specific skills. 

 

Senior managers at TCNZ and Telstra learnt from some of these early problems 

and began to adopt more selective approaches to downsizing and outsourcing.  

The second downsizing phase saw TCNZ and Telstra managers increasingly 

target workers and/or specific sectors for redundancies.  TCNZ and Telstra 

targeted generic work for outsourcing, including tradespersons in non-core areas, 

pit and pipe work, and property and fleet management.  In 1991 Telstra also 

shifted its more generic Yellow Pages advertising work to its joint venture, Pacific 
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Access.  Targeting generic workers for redundancy fitted the TCE analysis quite 

well.  These workers have fewer firm-specific skills, and so outsourcing this work 

creates fewer associated transaction costs.  Outsourcing then becomes based on 

whether the external market can produce the good or service cheaper than the 

firm. 

 

TCNZ and Telstra’s next downsizing phase included outsourcing semi-skilled 

operator services work and higher skilled IT and technical work.  Both firms 

encountered quality control problems when they outsourced their operator 

services, leading to customer complaints.  These problems were caused by the 

relatively large number of new, inexperienced operators, who were now 

performing this work for the firms SITEL and Stellar.  TCNZ and Telstra 

managers maintained that these quality control issues were resolved as the SITEL 

and Stellar managers and operators gained better skills and knowledge over time.  

Despite these initial problems TCE provides some support for the targeting of 

semi-skilled work for outsourcing, as the nature of the work suggests that 

employees can be trained up to the required skill levels relatively quickly. 

However, any short term cost saving would need to be balanced against potential 

transaction costs, such as the above quality control issues. 

 

Union officials alleged that high turnover rates at SITEL and Stellar meant that 

these firms continued to employ a relatively high proportion of inexperienced 

operators (Interviews with EPMU, CPSU & CEPU).  They claimed that while the 

quality of service provided by SITEL and Stellar remained below the levels 

previously provided by TCNZ and Telstra operators, outsourcing operator 

services allowed the firms to bypass the relatively high wages and conditions 

previously enjoyed by their operators.  The subsequent employment agreements 

introduced by SITEL and Stellar assisted these firms to perform this operator 

service work at a lower cost.  Union officials further claimed that TCNZ and 

Telstra were prepared to accept some trade off in the quality of service — i.e. 

increased transaction costs — in exchange for lower operating costs.  

 

TCNZ and Telstra also reduced labour costs by outsourcing their IT support 

services to EDS and IBMGSA.  Both firms outsourced their more generic IT 
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support work and retained some of their higher skilled IT workers.  The retention 

of these workers with greater firm-specific IT skills provided some support for a 

TCE analysis.  TCNZ and Telstra managers advised that these firms could provide 

their IT support services better and at a cheaper rate.  TCNZ advised that they did 

not have a history as a technology creator and therefore EDS had more expertise 

in this regard.  In contrast, Telstra had a history of research and development in 

telecommunications related IT systems.  However, this caused problems with its 

IT support system because it was too specific to the firm.  Telstra could not buy 

upgrades off the shelf and instead had to engage in costly firm-specific research 

and development every time its wished to upgrade its IT system.  Despite 

Telstra’s IT expertise it was thus cheaper for it to outsource this work to an 

external firm that could change its IT support system into a more generic format.  

This contrasts with TCE theory, which suggests that firm-specific skills assist 

firms in gaining competitive advantage. 

 

TCE theory also does not support TCNZ and Telstra’s decision to transfer their 

skilled technicians into the subsidiaries ConnecTel and NDC.  These workers had 

gained high degrees of firm-specific skills in the building and maintenance of 

TCNZ and Telstra’s public networks.  TCNZ and Telstra managers advised that 

the ownership of their respective public networks remained one of their biggest 

competitive advantages.  However they no longer considered it necessary to 

employ all the workers that built and maintained the network.  During this process 

TCNZ shifted nearly all its technicians out of the core firm, while Telstra retained 

some in-house technical capability.  The following section discusses these 

strategies in relations to the firms Connectel and NDC. 

 

ConnecTel and NDC 

TCNZ introduced a rigorous ‘hard nosed’ approach to the issue of contestability 

that included a strategy to outsource all work associated with the building and 

maintenance of its network.  By the mid-1990s, TCNZ had already created a 

subcontractor market that could provide much of its technical work.  However, 

Telstra took a slower more incremental approach.  During the early to mid-1990s 

Telstra restricted itself to outsourcing more generic pit and pipe type work, while 

its own technicians continued to perform much of its higher skilled technical 
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work.  This was in part the result of greater union influence combined with a 

union-friendly ALP federal government owner.  Telstra managers also advised 

that in the early 1990s there was a lack of available technical expertise in the 

external market.  However, by the late 1990s Telstra was outsourcing more 

technical work associated with the building and maintenance of its public 

network. 

 

To assist with these changes TCNZ and Telstra hired managers from the external 

labour market who subsequently introduced more commercially oriented practices 

to their Design Build and Maintenance (DB&M) and Network Design and 

Construction (NDC) sections.  TCNZ and Telstra then divested these sections 

from their core firms.  In 1997, TCNZ shifted many of its technicians who were 

formerly employed by the DB&M section into the subsidiary ConnecTel.  

Similarly, in 1999 Telstra shifted many of its technicians out of the core firm and 

into the subsidiary NDC.  In 2002, Telstra had recently completed much of its 

immediate large-scale capital expenditure program, and senior management 

decided that they no longer required the services of many of these workers — at 

least in the short to medium term.  While this strategy allowed Telstra to cut short 

term costs, interviews suggested that a number of middle managers were 

concerned about the loss of these skilled workers. 

 

TCNZ and Telstra progressively made more of their technical work contestable, 

as they reduced the amount of guaranteed work that they delegated to ConnecTel 

and NDC.  Both firms then allocated more work to external subcontractors.  

ConnecTel and NDC were expected to make up for this reduction in guaranteed 

work by bidding for tenders with other TelCos in the New Zealand and Australian 

telecommunications markets.  However, because they were still owned by TCNZ 

and Telstra this created potential conflicts of interest scenarios.  In 2000, TCNZ 

sold ConnecTel, and in 2002 it outsourced much of its remaining call-out 

emergency work.  Similarly Telstra put NDC on the market.  However, because 

NDC had lost much of its guaranteed Telstra work, the market perceived that it 

had lost much of its value.  Therefore Telstra was unable to find a buyer willing to 

pay its asking price and in 2003 it re-absorbed NDC back into its core firm.  By 

this time NDC had cut its workforce by more than 50 per cent. 
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By 2002 Telstra had not developed the comprehensive type of subcontractor 

network within Australia that TCNZ had created in New Zealand.  One problem 

was that the external market did not yet provide the required number of skilled 

contractors.  This was exacerbated by the sheer geographical size of Australia, 

relative to New Zealand, that restricted the use of subcontractors in more remote 

areas.  Telstra managers were also concerned that the TCNZ model provided little 

incentive for subcontractors to reduce fault rates.  They further advised that 

subcontractors were less effective for call out and other emergency type work.  

Consequently, Telstra managers retained reservations about outsourcing all such 

work.  In contrast TCNZ retained very few technicians.  Therefore Telstra found 

greater limitations in the use of subcontractors than TCNZ. 

 

Thus while Telstra moved closer to the TCNZ subcontractor model for 

outsourcing technical work associated with the maintenance and building of its 

public network, it did not completely remove its in-house technical capacity.  

Rather it retained a substantial  — though far reduced — technical workforce.  

When discussing their progression towards tendering for work in a fully 

competitive market, an NDC manager advised that they still had ‘one toe in the 

water’ (Interview NDC 2002).  The suggestion was that by 2002 fully competitive 

tendering arrangements were not yet in place. 

 

More recent strategies, such as Telstra’s 2002 Total Area Service Management 

(TASM) project, suggested that Telstra will continue to develop a subcontractor 

market that will better supplement their own technical workers.  Telstra is also 

working to improve its project and subcontractor management skills.  Telstra is 

accordingly likely to outsource more project work.  Telstra managers also advised 

that the use of subcontractors — and the associated implied threat that Telstra 

technicians may lose their jobs — induced Telstra technicians to lift their 

productivity levels. 

 

The above outsourcing and redundancy strategies have reduced short term costs, 

but from a TCE perspective they have the potential to generate longer-term 

transaction costs.  These costs include the loss of firm-specific skills, such as the 
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skills specific to the building and maintaining of their respective networks, and 

possible future skills shortages that could drive up future labour costs.  TCNZ 

maintains that it can ensure the quality of this outsourced work through drawing 

up comprehensive contracts.  However it is difficult and expensive to draw up 

supposedly ‘watertight’ contracts.  These contracts also open the door for 

potential litigation costs with external subcontractors.  As outlined earlier, the lack 

of incentives for subcontractors to reduce fault rates provides a further transaction 

cost.   

 

 

Employment Relations (ER) Strategies 

 

TCNZ and Telstra’s organisational and workforce restructuring strategies were 

linked to changing ER strategies at both firms.  These strategies were influenced 

by external variables including employment legislation and the relative power of 

the unions at each firm.  Table 7.4 shows that TCNZ and Telstra’s ER strategies 

included a more unitarist approach and a shift away from collective bargaining 

practices.  TCNZ and Telstra also introduced more flexible ER agreements. 

 

Unitarist Approach 

A unitarist approach suggests that workers can have allegiance to only one 

authority, which is management.  Any allegiance by workers to other parties takes 

away their commitment to the firm.  This approach confers legitimacy to the 

authority of management, with unions viewed as unnecessary third parties whose 

presence upsets ‘the natural order’ of the firm (see Deery & Plowman 1991; 

Gardner & Palmer 1997).  During the 1990s, TCNZ and Telstra managers moved 

closer towards this ER perspective as they distanced themselves from union 

involvement in their policy decisions.  This approach was more pronounced at 

TCNZ, where management displayed a stronger ideological bias against union 

activity within the firm. 
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Table 7.4: ER Strategies: TCNZ and Telstra 
ER Strategy Method 
1. A unitarist approach  • An assertion of managerial prerogatives; 

• A disengagement between management 
and the union(s); 

• Union engagement limited to the 
minimum requirements of New Zealand 
& Australia’s ER legislation 

2. From collective bargaining to individual 
contracts. 

• Splitting up of single collective 
employment agreements. 

• Individual contracts under the ECA, ERA 
and WRA 

3. More ‘flexible’ ER agreements — 
increased numerical and functional 
flexibility. 

• Individual contracts; 
• Award simplification; 
• Use of fixed-term contract labour; 
• Employment conditions covered by 

company policy rather than by the terms 
and conditions of written ER agreements; 

• The creation of new entities — i.e. 
greenfield sites — that could introduce 
new ER terms and conditions. 

4. Delegation of HRM function • Corporate HRM section sets overall 
strategic HRM policy 

• Responsibility for day to day HRM 
issues delegated to line management  

5. A decrease in across the board technical 
training. 

• Increased use of external labour market 
to obtain required skills; 

• Emphasis on job-specific and/or 
equipment-specific training. 

6. Development of relationship 
management. 

• Introduction of training to assist TCNZ & 
Telstra workers to better manage 
subcontractors & workers employed by 
associated firms; 

• Employment of external managers with 
prior contract management experience. 

Source: Telstra reports; Interviews with TCNZ, Telstra, CEWU, EPMU, CEWU & CPSU 
 

Prior to deregulation the New Zealand Post Office and Telecom Australia were 

large, public-sector bureaucratic organisations with high union density rates.  

Union influence extended to tripartite public-sector tribunals.  During interviews 

TCNZ and Telstra managers implied that it was normal for managers to deal 

directly with union representatives to settle ER issues.  Within this environment, 

managers at the New Zealand Post Office and Telecom Australia tended to take a 

reactive approach to ER matters.  However, following deregulation TCNZ and 

Telstra managers took more initiative as they sought to mould their ER policies to 
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better suit more competitive telecommunications markets.  TCNZ and Telstra’s 

corporate ER sections concentrated on forming ER strategies that were in line 

with overall strategic objectives, while day to day ER responsibilities were 

delegated to line management. 

 

This approach fits in with elements of the SHRM paradigm (see Nankervis et al 

1996).  However, other elements of TCNZ and Telstra’s ER strategies did not fit a 

SHRM and/or TCE approach.  For example, there was little evidence to suggest 

that TCNZ and Telstra were attempting to train their workers into valuable, rare, 

nonsubstitutable and difficult ⎯ or costly ⎯ to imitate human resources that 

provided the firm with a sustainable competitive advantage (Gannon, Flood & 

Paauwe 1999:42).  Rather TCNZ and Telstra’s ER strategies emphasised short 

term cost reductions. 

 

In the early to mid-1990s, TCNZ managers introduced ‘hard forms’ of HRM that 

emphasised the assertion of managerial prerogatives. (See Kamoche 1991:4; 

Gardner & Palmer 1997:588-89).  In contrast, Telstra responded to a series of 

industrial disputes in the early 1990s by introducing the participative approach, 

which emphasised mutual commitment between the major parties.  This approach 

had similarities to ‘soft forms’ of HRM (Gardner & Palmer 1997:588-89).  This 

engagement between Telstra and the unions under the participative approach was 

in stark contrast to TCNZ’s ER strategies. 

 

However, the election of the conservative federal coalition government and 

Telstra’s appointment of Cartwright as its director of human resources in the mid-

1990s signalled the end of the participative approach.  Cartwright shared a similar 

ER ideology to TCNZ’s CEO, Deane, as both were opposed to union influence 

within the firm.  Telstra’s ER strategies then began to exhibit more similarities to 

those undertaken at TCNZ.  These similarities increased following Telstra’s 

partial privatisation in 1997.  By 2002, TCNZ and Telstra managers had generally 

restricted their relationship with the unions to the minimum response dictated by 

their respective ER legislation.   
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Union officials complained that TCNZ and Telstra managers frequently tested the 

provisions of ER legislation, which led to litigation.  For example, the EPMU 

were forced to go to the New Zealand Employment Court in order to gain a ruling 

on their right of entry into TCNZ workplaces.  Similarly, CEPU officials advised 

that Telstra managers began to tell them that if they did not like a Telstra ruling 

then they could take the firm to court.  Thus New Zealand and Australian courts 

were increasingly used to interpret ER rights and responsibilities.  Anecdotal 

evidence suggested that TCNZ took a more combative approach to the unions 

than Telstra.   

 

TCNZ organisational restructuring and outsourcing strategies were also associated 

with the targeting of union groups (Interviews with TCNZ & EPMU).  In the late 

1990s TCNZ technicians remained the last unionised group within TCNZ.  By 

shifting these workers into ConnecTel — or simply making them redundant — 

TCNZ removed much of the remaining union influence from within the firm 

(Interviews with TCNZ 2002).  Thus management ideology helped to shape 

TCNZ’s outsourcing decisions.  This is in contrast to a TCE approach, which 

would have emphasised the firm-specific skills of these technical workers.  

Former Telstra managers also alleged that union members were targeted for 

redundancies. 

 

Many former TCNZ technicians had elected to remain under the terms and 

conditions of their previous collective contract.  Under the provisions of the ECA, 

when this collective contract lapsed these workers retained the same terms and 

conditions of employment until they elected to renegotiate a new individual 

contract.  TCNZ management therefore had an added incentive to remove workers 

who enjoyed employment terms and conditions — such as redundancy provisions 

— that, in many instances, were superior to those of workers on individual 

contracts. 

 

Redundancy Payments 

In the early 1990s workers at TCNZ and Telstra received a maximum of 52 weeks 

and 84 weeks redundancy pay respectively.  The high proportion of long term 

employees at TCNZ and Telstra meant that many workers received the maximum 
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payment.  This required TCNZ and Telstra to commit significant funds to pay for 

a relatively expensive redundancy process.  From a TCE perspective, these 

redundancy payments increased the transaction costs associated with TCNZ and 

Telstra’s downsizing strategies. 

 

The ability of TCNZ to reduce its redundancy payments was an added incentive 

for shifting workers from collective to individual contracts.  During the 1990s 

redundancy payments for most TCNZ workers were reduced to a maximum of 13 

weeks pay.  This was associated with the shift to individual contracts under the 

ECA and the deunionisation that had occurred at TCNZ.  In contrast the earlier 

redundancy agreements had been made between TCNZ and the CEWU and the 

EPMU.  Thus it became progressively cheaper for TCNZ to restructure its 

workforce.  In contrast, in 2002 Telstra workers on collective contracts were still 

entitled to the maximum 84 weeks pay.  Therefore the transaction costs associated 

with redundancies became progressively cheaper for TCNZ relative to Telstra.  

 

Collective Bargaining versus Individual Contracts  

Following corporatisation, bargaining arrangements at TCNZ and Telstra came to 

more closely follow the private sector.  In 1987, TCNZ management entered into 

collective bargaining arrangements with the union.  This resulted in one national 

collective agreement, which was renegotiated in 1987 and 1990.  Following 

privatisation in 1990, TCNZ management initially continued with this single 

collective agreement, which then covered around 90 per cent of its workers.  

However, in the early 1990s TCNZ management shifted their emphasis towards 

signing individual employment contracts with their workers.  This strategy was 

facilitated by the provisions of the ECA, which lowered the relative transaction 

costs associated with this strategy.  TCNZ reduced the size and scope of its 

collective agreements, while it concurrently signed up more workers to individual 

contracts.  By 1999 all TCNZ’s collective contracts had expired and were not 

renewed: TCNZ had ceased collective bargaining. 

 

Telstra management took a more mixed approach to collective bargaining than 

TCNZ.  Until 1998 Telstra continued to renegotiate a single enterprise bargaining 

agreement (EBA) with the unions.  However, in the late 1990s Telstra changed its 
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collective bargaining strategy and split the single enterprise agreement into 

separate EBAs.  These strategies were similar to TCNZ’s decision to split up its 

collective agreements and workforce. 

 

Telstra also entered into individual employment contracts with its employees and 

by 2002, individual Australian Workplace Agreements (AWAs) covered 

approximately 25 per cent of Telstra’s workforce.  While this was a significant 

number of workers, interviews suggested that the percentage of Telstra workers 

on individual employment contracts was unlikely to increase to the same levels as 

occurred in TCNZ — at least in the short to medium term.  There were a number 

of reasons for this difference in coverage.  Unions at Telstra remained quite 

powerful and continued to fight the notion of individual agreements, while the 

WRA provided some support for collective bargaining.  Telstra managers also 

appeared less ideologically committed to individual contracts than their TCNZ 

counterparts.  While Telstra targeted managers and administrative workers for 

individual AWAs, other staff and field workers were generally not targeted and 

remained under collective agreements. 

 

Management at both firms initially offered monetary or other incentives to entice 

workers to shift on to individual contracts — at least in the short term.  This had 

the potential to raise short term labour costs.  However, TCNZ and Telstra tended 

to reduce other allowances and/or conditions.  TCNZ and Telstra managers stated 

that individual employment contracts boosted the direct relationship between 

managers and their workers.  They claimed that ‘individualising’ the employment 

relationship with their workers improved communication practices throughout the 

firms.  However these strategies also aimed to marginalise union activity.  After 

signing individual employment contracts many TCNZ and Telstra workers left 

their unions.  During strikes, TCNZ and Telstra were then able to continue 

operating by using these workers as a skeleton staff.  This made industrial action 

less effective and further fragmented the workforce.  Splitting the workforce 

among different employment agreements also helped to reduce worker solidarity.  

Meanwhile, individual employment contracts were more labour intensive and 

therefore more costly for unions to service.  This reduced union influence gave 
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TCNZ and Telstra managers greater scope to introduce more ‘flexible’ ER 

agreements. 

 

‘Flexible’ ER Agreements 

During the 1990s, TCNZ and Telstra introduced new employment agreements that 

contained longer spans of hours, fewer allowances — or allowances converted 

into normal pay — and greater functional flexibility.  TCNZ also increased its 

numerical flexibility through the use of fixed-term contractors.  These ER 

strategies aimed to improve productivity and reduce demarcation issues.  As 

discussed earlier, TCNZ and Telstra were assisted in this process by the 

provisions of the ECA and WRA.  TCNZ and Telstra’s individual employment 

contracts were also often relatively short documents, with employment conditions 

supported by the firm’s ER policies.  TCNZ and Telstra management could then 

unilaterally alter these ER policies, without having to engage in formal 

negotiations with workers and/or their union representatives.  Managers at both 

firms advised that these more ‘flexible’ agreements were necessary for the firms 

to successfully compete in deregulated environments.  However unions 

complained that they led to work intensification. 

 

More flexible employment terms and conditions were also introduced via TCNZ 

and Telstra’s subsidiaries and joint ventures.  This strategy was more pronounced 

at Telstra, as it enabled it to bypass some of the constraints of government 

ownership.  This gave Telstra more freedom to introduce new ER practices into 

these private external firms.  From a TCE perspective, the relative transaction 

costs associated with setting up new employment terms and conditions in these 

new enterprises were less than the alternative of attempting to change existing ER 

practices within the core firm.  For example, Telstra’s call centre joint venture 

Stellar negotiated a new collective agreement for its operators that had different 

employment conditions than those enjoyed by Telstra operators.  Telstra workers 

that transferred to the subsidiary NDC were also covered by a new collective 

agreement.  Similarly, former TCNZ technicians were covered by different 

employment contracts at ConnecTel.  This shift to a more commercial orientation 

was further reflected in TCNZ and Telstra’s changing approaches to training. 
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Training 

Following deregulation TCNZ and Telstra changed their approach to training and 

skills development.  Their predecessors — the New Zealand Post Office and 

Telecom Australia — were public sector entities that engaged in broad across-the-

board training.  These included comprehensive technical training and 

apprenticeships.  Some apprenticeships were for generic skills not directly 

associated with telecommunications, such as motor mechanics and wood 

machinists.  The New Zealand and Australian governments supported this system, 

which allowed public sector entities to train apprentices for the New Zealand and 

Australian labour market. 

 

However, such training was expensive and did not fit with TCNZ and Telstra’s 

subsequent cost reduction strategies.  Following deregulation and the onset of 

competition TCNZ and Telstra ceased much of their technical and generic training 

and outsourced much of this work.  TCNZ and Telstra then relied on the external 

market to provide many of these skills.  New workers at TCNZ and Telstra were 

provided with the minimum amount of training required to operate certain pieces 

of machinery and/or provide certain services.  Thus on-the-job training became 

focused on what it could deliver for the firm in the short term.   

 

This shorter term approach to training was linked to changes that had occurred to 

TCNZ and Telstra workforces.  Prior to deregulation workers at both firms 

generally considered they had a job for life.  A stable workforce meant that the 

skills gained by workers through on-the-job training remained within that firm.  

However deregulation led to extensive downsizing and reduced job security.  

TCNZ and Telstra now had a higher worker turnover.  Thus there was little point 

in engaging in broad expensive training if workers were likely to leave the 

organisation.  In this environment it was cheaper to engage in short term training 

that allowed workers to perform the job at hand.  New technology also rendered 

some of these former technical skills obsolete.  This deskilling of technical work 

arguably made it easier to train new workers.  Wireless application protocols 

(WAP) also have the potential to reduce the importance of the public networks.  

However in 2002 TCNZ and Telstra’s fixed land-line public networks still 

dominated the New Zealand and Australian telecommunications markets. 
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Because of the reduction in technical training, TCNZ and Telstra placed a greater 

reliance on the current cohort of technicians that had been trained prior to 

deregulation.  Much of this work was specific to the building and maintaining of 

their respective public networks.  EPMU and CEPU officials commented that the 

average age of technicians increased over the 1990s, as there were few trainees to 

replace those that retired and/or left the industry.  Many of the subcontracting 

firms that were brought in to perform this work also did not engage in 

comprehensive technical training.  Instead they employed former TCNZ and 

Telstra technicians.  As outlined in earlier chapters, a recurring theme from 

managers and union officials in New Zealand and Australia centred around 

concerns over potential future skill shortages.  This suggests that TCNZ and 

Telstra’s short term cost cutting strategies may cause future long term transaction 

costs in the form of increased labour costs for technicians. 

 

While TCNZ and Telstra decreased technical training they increased training in 

areas such as relationship management.  Staff with public-sector backgrounds had 

little experience in managing work performed by external firms, such as, 

subcontractors.  Therefore TCNZ and Telstra found they had to improve the skills 

of their workers to enable them to better manage outsourcing contracts.  TCE 

suggests that outsourcing leads to transaction costs associated with asymmetric 

information, such as shirking and quality control.  To help overcome these 

problems TCNZ and Telstra employed external managers with prior project 

management experience to help train their workers to implement better processes 

and safeguards.  The following section analyses union responses to these changing 

management ER strategies. 

 

 

Union Strategies 

 

Unions at TCNZ and Telstra began the 1990s in seemingly strong positions.  This 

included high unionisation rates and seemingly loyal membership bases.  The 

unions had long histories with these firms and their officials were used to having 

some involvement in management decisions.  Many union officials had developed 
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links with managers, and ER problems were often settled in a one-on-one informal 

manner.  These linkages were in part helped by the fact that prior to deregulation 

many TCNZ and Telstra supervisors and middle managers were union members. 

 

Union Strategies: 1990-1995 

The CEWU and the EPMU in New Zealand, and the CEPU and CPSU in 

Australia, were the result of union amalgamations that occurred in both countries 

the early 1990s.  Proponents of these mergers had argued that such amalgamations 

should have strengthened these unions by providing broader membership bases 

and greater financial resources.  The amalgamations also had the potential to 

deliver reduced costs through the rationalisation of their operations.  However, 

despite these strategies, by 2002 union involvement at TCNZ had almost 

disappeared, while union membership at Telstra had declined significantly. 

 

What were the reasons for this decline in union fortunes?  As outlined earlier, the 

introduction of the ECA led to fundamental changes to the New Zealand ER 

system and union density declined across most New Zealand industries 

throughout the remainder of the decade.  Within this environment the CEWU 

underestimated the effects of the ECA and continued to offer similar services to 

all it members, whether they were on collective or individual contracts.  This was 

despite individual contracts being more labour intensive and costly to service.  

The earlier amalgamation between the POU and EWU had also occurred without 

proper due diligence being undertaken by either party and the CEWU failed to 

rationalise its operations and reduce costs.  These problems were compounded by 

TCNZ’s unitarist approach.  While the CEWU was successful in negotiating a 

number of collective contracts, it was unable to prevent TCNZ from breaking up 

the former single collective contract.  Many CEWU organisers had previously 

dealt with the New Zealand Post Office and had little experience in dealing with 

an aggressive privatised employer.  Thus the CEWU’s demise was associated with 

inadequate operational and financial strategies. 

 

In contrast to the situation faced by the CEWU in New Zealand, the CEPU and 

CPSU were able to adjust to more incremental changes to Australia’s ER 

legislation.  In the early to mid-1990s these changes occurred under the mantle of 
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a union-friendly ALP government that was also Telstra’s owner and regulator.  

When the CEPU and CPSU engaged in industrial disputes with Telstra in the 

early 1990s they did not face the same hard-line anti-union tactics that were being 

introduced at TCNZ.  Rather, in 1994 Telstra management invited CEPU and 

CPSU officials to attend a seminar at Lorne that laid down the framework for the 

participative approach.  This dialogue between Telstra and the unions occurred at 

the same time that TCNZ was hardening its approach to the CEWU.  Thus in the 

mid-1990s union membership at Telstra remained high, while the CEPU and 

CPSU retained considerable influence within the firm.  In contrast in late 1995 the 

CEWU went into liquidation. 

 

Union Strategies 1995 - 

The EPMU was one of the few New Zealand unions to survive the 1990s quite 

well.  It was a pragmatic union that had been successful in negotiating collective 

agreements under the ECA.  The EPMU was also a relatively large union, which 

increased its power to negotiate with New Zealand firms.  However, TCNZ was 

one of New Zealand’s biggest firms and could more than match the EPMU’s 

resources.  For example, TCNZ regularly engaged in litigation over ER issues.  

Therefore the EPMU found itself on the defensive in its dealings with TCNZ. 

 

TCNZ’s decision to remove payroll deductions for union members immediately 

placed pressure on the EPMU to sign up and retain former CEWU members.  

Meanwhile TCNZ’s strategies of outsourcing, downsizing and moving workers on 

to individual contracts led to falling union membership within the firm.  The 

EPMU was also unable to prevent TCNZ from further splitting up the collective 

contracts, as bargaining became more complex and protracted.  TCNZ’s decision 

to sell ConnecTel removed one of the last unionised elements within the firm and 

by 2002 the EPMU had little active involvement with TCNZ. 

 

In comparison, union influence at Telstra in the late 1990s diminished, but not to 

the extent as occurred at TCNZ.  While many Telstra middle managers were no 

longer union members, a large percentage of non-managerial workers retained 

their union membership.  Following Telstra’s shift to a more unitarist approach 

and the advent of the WRA, the CEPU and CPSU faced a more difficult operating 
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environment.  However a number of factors helped the CEPU and CPSU to 

maintain a greater presence at Telstra than their counterparts at TCNZ.  To begin, 

Telstra was a bigger firm than TCNZ, which gave the CEPU and CPSU a larger 

potential membership base — in 2002 Telstra still employed approximately 

44,000 workers.  When Telstra engaged in extensive outsourcing and downsizing 

programs in the late 1990s the CEPU’s membership dues were greatly reduced.  

However, enough union members remained within Telstra for the CEPU to 

continue as a financially viable, albeit smaller union.  Meanwhile the CPSU had a 

diverse membership base outside of Telstra that gave it a buffer against losing 

members from one particular firm. 

 

In contrast, New Zealand union officials advised that that once you get below a 

‘critical mass of workers’, it becomes very difficult to continue to operate as an 

effective union.  By the mid-1990s TCNZ had halved its permanent workforce to 

around 10,000 workers.  This potential union membership base was further 

reduced by the introduction of individual contracts.  Therefore the CEWU found 

its membership numbers and revenues depleted to the extent that it became 

increasingly difficult for it to provide adequate services and remain financially 

viable. 

 

Union density rates within Telstra also remained higher than was the case at 

TCNZ.  This suggests that the CEWU and CPSU were able to maintain a higher 

degree of loyalty from their members.  This can in part be attributed to the ability 

of the CEWU and CPSU to continue to gain good pay increases for their members 

through collective agreements.  The unions were also able to gain some 

favourable rulings in the AIRC.  Thus while the provisions of the WRA were less 

favourable to the CEPU and CPSU than previous Australian ER legislation, in 

practice they were less onerous to union activity than the provisions of the ECA.  

Interviews also suggested that middle managers at Telstra were more accepting of 

union officials than their TCNZ counterparts.  This was especially apparent with 

long term Telstra managers who had been with the firm since it was a public-

sector entity.  In contrast, many TCNZ managers had been more recently 

appointed on individual contracts.  Thus in general terms the attitude of middle 
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managers at Telstra did not appear to have changed to the extent that had occurred 

at TCNZ. 

 

Despite the relative success of the CEPU and CPSU their future is less certain.  

Senior Telstra management are more hostile to union activities and further job 

cuts will occur.  This will reduce the number of union members and associated 

revenues at Telstra.  The conservative federal coalition government has also 

foreshadowed more changes to ER legislation.  These are likely to further 

deregulate the labour market and make it easier for firms to ‘individualise’ the 

employment relationship with their workers.  These ideas are similar to some of 

the provisions that were contained in the ECA.  The federal conservative coalition 

government also remained committed to selling its remaining shares in Telstra.  

As a fully privatised firm, Telstra could be expected to implement ER strategies 

that more closely match those undertaken at TCNZ. 

 

 

Conclusion 

 

This chapter reintroduced a TelCo workforce restructuring model that linked TCE 

theory with the external variables that influenced the business strategies of TCNZ 

and Telstra.  Within this framework Telstra operated with more external 

constraints than TCNZ, including majority government ownership and universal 

service obligations spread over an entire continent.  Despite these constraints, by 

the late 1990s Telstra’s strategies were closer to those being undertaken at TCNZ.  

These strategies included extensive downsizing, underpinned by outsourcing, joint 

ventures and management contracts.  Both firms reduced training for technical 

skills, as more of this work was outsourced, which led to concerns over future 

technical skills shortages in the New Zealand and Australian labour markets.  Job 

cuts were also supported by new technologies and increased labour productivity. 

Both firms engaged in strategic partnerships to gain access to complementary 

products and services that allowed them to enter new markets. 

 

TCNZ and Telstra’s organisational and workforce restructuring strategies were 

associated with changing ER practices at both firms.  These strategies were 
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influenced by employment legislation and the relative power of the unions at each 

firm.  While the WRA gave Telstra more freedom to introduce unitarist type ER 

polices, the changes that it introduced into the Australian ER system were less far 

reaching than those that had occurred in New Zealand under the ECA.  TCNZ and 

Telstra aimed to marginalise union activity and introduced more commercially 

oriented collective and individual employment agreements.  This arguably 

allowed management to reduce the transaction costs associated with 

organisational and workforce restructuring.  TCNZ and Telstra also used 

outsourcing strategies to transfer workers out of the core firm and into subsidiaries 

and joint ventures under new employment terms and conditions.  

 

The unions at Telstra were relatively more successful than their counterparts at 

TCNZ.  Union density remained relatively high and the CEPU and CPSU 

negotiated good pay increases for their members.  In comparison, by the late 

1990s TCNZ had ceased collective bargaining.  In its place TCNZ had created an 

almost union free workforce employed under individual employment agreements.  

However the New Zealand unions had faced more difficult ER legislation 

legislative environment, while TCNZ was arguably a more aggressive employer. 

 

TCNZ followed similar ER strategies throughout most of the 1990s.  In 2002 

these strategies appeared unlikely to change.  However, Telstra’s future ER 

strategies will be influenced by its ownership structure.  In this regard TCNZ may 

serve as a precursor for the types of ER strategies that a fully privatised Telstra 

would be likely to introduce.  These would include a further disengagement from 

the unions and an increased emphasis on individual employment contracts. 
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CHAPTER EIGHT 

 

CONCLUSION 

 

 

Introduction 

 

This research analysed an important issue for governments in industrialised 

market economies (IMEs): microeconomic reform.  The deregulation of former 

public sector monopolies is linked to globalisation, as governments seek to bolster 

their economies, to better compete in an increasingly globalised marketplace.  The 

thesis used transaction cost economics (TCE) and strategic human resource 

management (SHRM) concepts to analyse organisational and workforce 

restructuring strategies undertaken by TCNZ and Telstra, following the 

deregulation of telecommunications in Australia and New Zealand.  Linking the 

two fields of literature provided a novel and rigorous examination of the activities 

of the firms.  The thesis provides an analysis of TCNZ and Telstra’s changing 

make/buy decisions and examines how these strategies impacted on the firms’ 

employment relations (ER) practices.  The basic TCE model is based on the asset-

specificity of the workforce.  However, firms make their decisions within a 

dynamic changing external context.  This changing context alters the relative 

transaction costs associated with different organisational restructuring and ER 

strategies.  This thesis, therefore, examined the external factors that influenced 

TCNZ and Telstra’s strategies and linked them to the TCE model.  This chapter 

evaluates the research findings and considers the implications for future studies in 

this area. 

 

 

Research Findings 

 

TCNZ and Telstra were former publicly owned monopolies that were required to 

compete in more deregulated environments.  Case study analysis of the firms 

provided rich data that detailed how TCNZ and Telstra reacted to this changing 

external context.  This data helped to explain why subsequent decisions were 
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made and how they were implemented at the firm level.  This included an analysis 

of TCNZ and Telstra’s organisational and workforce restructuring strategies and 

the implications of these organisational changes for ER at the firms.  The thesis 

presented a workforce restructuring model that supported this analysis.  Chapter 

One outlined five specific questions that guided this research.  The following 

section reintroduces these questions to assist in the discussion and analysis of the 

research findings. 

 

Research Questions 

 

1. How useful is TCE theory in explaining the organisational and workforce 

restructuring strategies undertaken by TCNZ and Telstra? 

 

2. How useful is TCE theory in explaining the similarities and differences in 

TCNZ and Telstra’s strategies? 

 

The first two research questions consider the usefulness of TCE theory in 

explaining and comparing the organisational and workforce restructuring 

strategies undertaken by TCNZ and Telstra.  According to the TCE literature, 

firms undertaking organisational and workforce restructuring would retain 

employees with firm-specific skills.  Employees with less firm-specific and/or 

generic skills would be shifted out of the core firm as their work was outsourced 

to contractors in the external market (see Reve 1990:138).  TCE theory suggested 

that such strategies minimise potential transaction costs associated with make/buy 

decisions, all other things being equal. 

 

TCNZ and Telstra’s initial downsizing strategies were relatively unstructured and 

did not accord with a TCE analysis.  Rather, they involved untargeted voluntary 

redundancies.  The firm-specific skills of these workers were not taken into 

account and a large amount of corporate knowledge exited from TCNZ and 

Telstra.  These initial strategies probably reflected a lack of managerial experience 

in downsizing processes and the relative strength of unions, who opposed 

involuntary redundancies.  Despite these early problems, an analysis of TCNZ and 

Telstra’s later downsizing and outsourcing strategies found that TCE provided a 
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more plausible explanation for their decisions, as TCNZ and Telstra began to 

outsource generic and semi-skilled work. 

 

TCE also provided some support for TCNZ and Telstra outsourcing their higher 

skilled IT work because this generally involved more generic IT support services.  

TCNZ was not a technology creator and preferred to outsource such activities to 

an IT specialist firm.  Telstra used this outsourcing strategy to change its IT 

systems from a firm-specific to a more generic format.  This was contrary to a 

TCE analysis that suggests that firm-specific skills help firms to create a 

competitive advantage.  However, Telstra considered its firm-specific IT system 

to be competitive disadvantage because of the costs involved in having to 

continually redesign and update an idiosyncratic system. 

 

TCNZ and Telstra engaged in other outsourcing strategies that did not accord with 

a TCE analysis.  This included outsourcing firm-specific work associated with the 

building and maintenance of their public networks.  Many of these subcontractors 

continued to perform the majority of their work for TCNZ and Telstra, which 

helped to reduce the loss of core knowledge to competitor firms — a potential 

transaction cost.  The reliance of subcontractors on TCNZ and Telstra work, 

reflected the dominant position that the former monopolists maintained across 

most sectors of their telecommunications markets.  TCNZ and Telstra’s continued 

ownership of their domestic public networks was one reason for this continued 

market dominance. 

 

TCNZ and Telstra entered into joint ventures with external firms.  The TCE 

literature suggested that capital investments in co-specific assets by joint venture 

partners may lessen transaction costs associated with short term opportunism (see 

Williamson 1983; Argyres & Liebeskind 1998:51).  Long term relationships 

between firms also help to build relational capital that may further reduce short 

term opportunism (Dyer & Singh 1998; Kale et al 2000).  The joint ventures and 

strategic alliances undertaken by the TCNZ and Telstra exhibited some evidence 

of these cooperative arrangements and investments in cospecific assets.  For 

example, Microsoft invested in TCNZ shares and IBM invested a considerable 

amount into its Australian joint venture IBMGSA.  TCNZ and Telstra also entered 
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into long term contracts with external firms that would help build relational 

capital.  These included 10 year contracts with EDS and IBMGSA to provide 

corporate IT support services. 

 

TCNZ and Telstra expanded on the above outsourcing strategies by engaging in 

strategic alliances that complemented rather than replaced existing services.  For 

example, both firms entered into agreements with external firms to provide 

content for their internet networks, while Telstra’s pay-TV joint venture partners 

provided content for Telstra’s fibre optic cable network.  These agreements 

allowed TCNZ and Telstra to use external expertise and to cut research and 

development (R&D) costs.  New products and services also helped TCNZ and 

Telstra to better utilise their fixed line infrastructure and associated networks.  

These agreements with external firms accord with aspects of ‘alliance 

capitalism’,1 which suggests that cooperative networks of firms will replace older 

style self-contained pyramid style organisational structures. 

 

TCNZ and Telstra managers advised that they were aware of some of the 

transaction costs involved with managing work performed by other firms.  These 

included quality control issues and ensuring that strategic partners and 

subcontractors performed the specified work.  TCNZ developed comprehensive 

written contracts to assist in this regard, but these are associated with potential 

future transaction costs.  Drafting legal documents can be an expensive and time 

consuming process, while their subsequent interpretation may still lead to 

litigation.  TCNZ and Telstra also employed managers with prior project 

management experience and implemented staff training programs to better 

administer outsourcing arrangements. 

                                                 
1 ‘Alliance Capitalism’ – ‘portrays the organisation of production and transactions as involving 
both cooperation and competition between the leading wealth creating agents’ (Dunning 1995:7). 
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3. To what extent were TCNZ and Telstra’s strategies influenced and/or 

constrained by changing relative transaction costs associated with changing 

external constraints? 

 

This thesis presented a workforce restructuring model that outlined some of the 

main external constraints that changed relative transaction costs associated with 

TCNZ and Telstra’s strategies (see Figure 1.3).  These constraints included the 

ownership structures of the two firms.  Until 1997, Telstra remained 100 per cent 

owned by the Australian federal government.  The impact of federal government 

ownership was demonstrated by Telstra’s changing strategies under Labor and 

conservative coalition federal governments.  Under the former government, 

Telstra continued its dialogue with the unions and limited its outsourcing and 

downsizing strategies.  Under the latter government Telstra distanced itself from 

the unions and accelerated its outsourcing and downsizing programs.  In contrast, 

TCNZ as a private firm maintained similar strategies throughout the 1990s, as it 

aimed to increase shareholder value.  After partial privatisation in 1997 Telstra 

had similar obligations to its minority private shareholders.  TCNZ and Telstra’s 

strategies were also linked to the relative geographical size of their markets.  

Political concerns from its federal government owner led Telstra to create the 

strategic business unit ‘Telstra Country Wide’ to specifically service regional 

areas.  In comparison, New Zealand’s smaller geographical area meant that 

TCNZ’s universal service obligations were less onerous. 

 

Following the introduction of competition into the Australian telecommunications 

market, the federal government introduced comprehensive telecommunications-

specific legislation.  In contrast, the New Zealand government chose to rely on its 

generic Commerce Act.  Telstra, therefore, operated under greater legislative 

constraints than TCNZ.  The introduction of competition reduced the percentage 

of profits that TCNZ and Telstra received from traditional revenue bases, such as, 

local and long distance calls.  Within this changing environment these services 

were increasingly seen as lower value-added services.  Therefore TCNZ and 

Telstra shifted their emphasis towards newer technologies, including mobile 

communications, internet and ecommerce related products and services.  This 

changed emphasis towards new products and services led to corresponding 
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changes to TCNZ and Telstra’s definitions of core and non-core work.  What had 

formerly been considered core work for a public sector telecommunications utility 

was increasingly outsourced to the market. 

 

These outsourcing strategies were constrained by the relative power of unions at 

each firm.  The differences in the ability of unions to influence TCNZ and 

Telstra’s decisions were partly the result of different employment legislation.  

While the Workplace Relations Act (WRA) 1996 further deregulated the 

Australian labour market, it was not as radical as the New Zealand Employment 

Contracts Act (ECA) 1991.  Thus the ECA gave TCNZ greater scope to exclude 

unions from the decision making process.  The final two research questions 

examine these ER issues in more detail. 

 

4. What were the ER implications of TCNZ and Telstra’s organisational and 

workforce restructuring strategies? 

 

5. How useful is TCE theory in explaining TCNZ and Telstra’s changing ER 

strategies following the deregulation of their respective telecommunications 

sectors? 

 

In the mid to late 1990s Telstra’s ER strategies came to more closely resemble the 

unitarist policies that had been introduced at TCNZ.  These strategies aimed to 

marginalise union activity and increase the numerical and functional flexibility of 

their workers.  TCNZ and Telstra used the provisions of the ECA and WRA to 

individualise the employment relationship through the introduction of individual 

employment contracts.  Workers who were shifted into subsidiaries and/or joint 

ventures became covered by new employment agreements that contained more 

‘flexible’ working conditions.  

 

Training at TCNZ and Telstra became more focused on short term returns.  Both 

firms reduced their broad technical training, which could lead to transaction costs 

in the form of potential future skill shortages and associated higher labour costs.  

Changing technologies also influenced training strategies, as new processes and 

equipment replaced work that had formerly required a high degree of firm-specific 
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skills.  TCNZ and Telstra managers maintained that it had become easier to train 

new workers and/or outsource this deskilled work.  Workers who had performed 

this work subsequently became less valuable to both firms.  The rapidly changing 

nature of some new technologies also mitigated against long term contracts within 

the same firm.  Rather, it became cheaper to employ some employees on short 

term contracts to perform work on a project by project basis. 

 

The unions at TCNZ and Telstra found it more difficult to function effectively 

within this changing environment.  At the macro level, conservative New Zealand 

and Australian governments introduced ER legislation that led to more 

deregulated labour markets.  At the micro, or firm level, unions faced changing 

management ideologies and strategies.  For example, union officials claimed that 

TCNZ and Telstra managers began to target union members for redundancy.  The 

size and resources of TCNZ and Telstra further limited union activity.  TCNZ is 

one of New Zealand’s biggest firms and had the resources to engage in protracted 

and expensive litigation.  During much of the 1990s TCNZ was backed by the 

resources of two US based multinational corporation (MNC) owners.  The CEWU 

and EPMU simply did not have the resources to match TCNZ.  Similarly, Telstra 

is a large firm that also demonstrated its preparedness to engage in litigation with 

the unions.  Consequently, the CEPU and CPSU limited their litigation expenses 

by prioritising ER disputes. 

 

The unions that responded best to this new environment were those that exhibited 

a flexible and pragmatic approach.  This approach was typified by the CEPU, 

which rationalised its operations and cut costs.  Its ability to gain good pay 

increases through collective bargaining processes helped the CEPU to retain its 

members at Telstra.  In contrast the CEWU could only achieve modest pay 

increases for its members.  Despite falling membership and revenues, the CEWU 

attempted to maintain its former strategies and spending patterns and did not 

survive the new environment. 

 

From a TCE perspective, reducing union power lowered the relative transaction 

costs associated with TCNZ and Telstra’s outsourcing and downsizing strategies.  

For example, the almost complete removal of union members from TCNZ meant 
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that coordinated industrial action was unlikely.  However, in 2002 Telstra 

continued to face higher potential transaction costs in the form of industrial action 

and litigation, as the majority of its workers remained union members. 

 

Research Implications 

 

This thesis highlighted the important role that nationally specific factors1 play in 

the strategies of firms, because they have the potential to alter relative transaction 

costs.  Despite Australia and New Zealand having similar historical and cultural 

backgrounds, and close economic ties, differences in TCNZ and Telstra’s 

strategies were often attributable to different external constraints.  By linking TCE 

theory to this explicit external context this thesis constructed a possible 

framework for the future analysis of former public sector enterprises that are 

induced to compete in deregulated environments. 

 

TCE theory implies that firms will act logically when considering make/buy 

decisions.  However, this research showed that TCNZ and Telstra were political 

organisations.  Managers and union officials from both firms advised that 

redundancy decisions were not always made on a rational basis.  For example, 

some workers were laid off because of union affiliations, while others were laid 

off simply because of personal dislikes.  Thus downsizing and outsourcing 

decisions did not always accord with TCE logic.  This research suggests that 

while TCE may help to predict broad trends in ‘rational organisations’, it is less 

effective in explaining the behaviour of politically and ideologically driven 

organisations that aim for short term profit maximisation.  Despite these 

limitations TCE helps to predict the kinds of future problems and associated 

transaction costs that such organisations may face.  These include the potential 

loss of corporate knowledge to competitors and future shortages of workers with 

the required firm-specific skills.  Perhaps not surprisingly, this suggests that an 

over emphasis on short term profits may lead to long term transaction costs. 

 

                                                 
1 For a further discussion on the issue of nationally specific factors see Dore (1973), Fucini & 
Fucini (1990) and Platt (1999:168). 
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The similarities in TCNZ and Telstra’s strategies introduced common themes with 

regard to their organisational models and ER policies.  Some practices, such as 

cuts to technical training, raised issues concerning the long term sustainability of 

these polices.  With governments in many countries either engaged in, or 

contemplating, the privatisation of their telecommunications sectors, events at 

TCNZ and Telstra have implications for other TelCos facing similar changes (see 

Katz 1997; Wilhelm et al 2000).  This thesis is part of a long term study that will 

continue to develop frameworks that assist in the analysis of organisational and 

workforce restructuring in deregulated telecommunications sectors.  Areas for 

future research include the emerging economies of Eastern Europe, where 

governments are privatising former public sector utilities. 
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