During the meet-and-confer session, CSEA pointed out
other factors that could further affect the comparative costs
of the operations:

In-house custodian, lead custodian, and supervisor
positions may have been vacant and should not be counted
as Ivhouse costs.

All zdditional university costs for support and monitoring
have not been included.

In-house positions may have been reassigned into the
remalning in-house work area rather than eliminated.

No historical cost data has been utilized; estimates have
used FTE.

CSEA provided its revised cost estimates to CSULB in a
spreadsheet and two graphs detailing the different assumptions
used by the parties. CSEA invited the campus to review the
Gata and discuss the discrepancies so a mutually agreed set of
costs could be used. CSU’s bargaining team refused to respond.

CSEA was also dismayed that CSULB Plant Operations
had not consulted several campuses with significant
experience in contracting out custodial services, particularly
San Francisco, Sacramento, and Stanislaus. CSU Stanisiaus
plant management produced a report on the problems it
experienced with service and security under the contractor;
San Francisco had many years of cost overruns ang different
security concerns.

Finally, the union warned the campus that false estimates
of cost savings could have a ripple effect in the rest of the
CSULB budget. High expected savings wouid not be realized
and could resuit in unplanned cuts in other parts of the
university program. CSEA was concerned that later cuts could
result in unnecessary layoff of represented employees.

CSEA proposed the university and union jointly review
the comparative costs of the in-house and contractor services.
The union also proposed a threshold requirement be made
for continuing the contractor service — objective cost savings
as mutually determined by the parties,

CSEA noted a change in current custodial hours could
produce a greater cost savings than contracting by eliminating
shift differential costs. CSULB utilizes a graveyard shift - the
highest compensated level of shift differential — while many
campuses utilize a day shift (beginning at 4:00 a.m.) that has
1o shift differential and allows sufficient before-class work to
be dene.

CSU’s management team adamantly refused to cooperate
in any joint venture. They would not discuss the cost estimates
nor agree that the university should use cost savings as a
criteria in moving the work out of the bargaining unit. The
meet-and-confer session ended in impasse because the
university refused to make further proposals.
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Recently the union opened dialogue with CSULB’s newly
appointed president, Robert Maxson. It's hoped the new
president will re-evaiuate the contracting out custodial
proposal and make a decision not to contract out this work.

The CSULB custodial contracting out case is a classic
example of how contracting out is not always cost effective
and how management’s calculations of costs are bloated or
certain expenses just not included in the total.

Even though in this case local campus management is
now working with CSEA toward a resolution of the issues,
CSU’s philosophy of supporting contracting out s intact.

Vi. RECOMMENDATIONS

This report has attempted to show major problems with
privatization/contracting out schemes in public jurisdictions
in general and in California state government in particular.

CSEA is aware situations exist in state government in
which contracting out services for a brief peried is necessary.
This is especially true in major disasters such as earthquakes,
floods and forest fires. Contracting may also be necessary
during some peak business periods to alleviate workload
problems.

CSEA, however, opposes forms of contracting out
summarized in this report and the philosophy that the private
sector can always do it better, faster, and cheaper.

This philosophy has allowed the Department of General
Services to approve more than 10,000 contracts per year with
only seven attorneys reviewing the contracts, Obviously there
are not enough attorneys to review these contracts thoroughiy.
Only a very small portion of the reviewed contracts are denied
with the majority rubber-stamped and approved.

The State Personnel Board (SPB), required by law to
review personal services contracts, only employs one staff
analyst to review approximately 150-200 contracts per year.

The SPBis not performing the functions of a neutral party
in the contracting out process. It is sirongly dominated by the
current pro-contracting out philosophy and assists the
department to contract out what it wants.

Both the Department of General Services and SPB have a
responsibility under the State Constitution and other California
laws to monitor state contracts.

Much of this responsibility, however, has been delegated
formally or informally to the various state departments. This
is where the system breaks down.

Close monitoring by the departments, the SPB or General
Services could have avoided wasting taxpayer dollars at the
Department of Motor Vehicles, State Lottery and Department
of Insurance.




CSEA proposes the following to get state government on
the correct path:

1} The Legislature and governor should enact legislation
to require a full-scale audit specifically targeted at departmental
and campus contracting out practices. Currently practices are
all over the map.

2) The state should amend current government and
education codes to make contracting out practices more
uniform and-provide a true balance between the needs of the
state and preserving a qualified and experienced workforce.

3) Employee unions, state and CSU management should
negotiate improvements in work jurisdiction language. This
language is zz'ecessary to give state employees a voice in the
services provided to the state. Such language will guarantee
the state benefits from the experience of its employees and
removes the fear that state employees will be dispiaced when
their jobs are contracted out.

4) Increase staffing for the State Personnel Board so that
proposed personal services contracts are thoroughly analyzed
and reviewed.

In addition, the board must adopt a neutral stance and
enforce civil service laws.

5} Increase staffing of the Department of General Services
Contracts Legal Division to strengthen evaluations of proposed
contracts,

VI. CONCLUSION

This report ciearly spells out eight major objections to
privatization:

* Bad public policy.

* Costs more than it saves in the long run.
Quality of services declines.

* Breeds corruption and conflicts of interest.

* Government loses control over contracted work.

s Age, race and sex discrimination increages.

* Increased isolation of citizens dependent on govern
menta% services.

» Citizen participation in government decreases.

Legislators continue to introduce legislation to contract
out more and more state services,

Legal challenges to current government codes and state
constitutional provisions will escalate if the trend continues.
Experts and practitioners of privatization agree the trends
show the privatization and contracting out of public services

is accelerating and is embraced by conservative public sector
Imanagers.

Finally, a survey of current contracts issued by the state
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shows more than $2 biltion in force for provision of goods
and services. This debunks the assertion that article VII of the
state constitution bars state agencies from contracting out.
This report surnmarized just a small number of the actual
cases that show abuses and contracting out problems. These
cases show:
1) Taxpayer dollars wasted on contracting out schemes.

2) Lackof contract monitoring to guarantee full delivery
of promised services.

3] Conflict-of-interest problems that discredit
government,

4) Decrease in quality of services.

5) Many taxpayer dollars are spent to defend the state in
litigation over illegal or ill-supervised contracts,

CSEA’s recommendations will significantly reduce these
problems and the need to contract out state services on a
wholesale basis. However, change must start at the top.
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Memorandun

IO ASTPHLD Members

FROM: Burton W. Wileke, Jr., Ph.D,
Director, Public Health Iakboratory

DATE:  August 9, 1991
L

H Privatization of Public Health Lakoratory Serxrvicas

The ASTPHLD ad hoc committes on vontracting for public health
sarvices (Burt Wilcke, Bob Martin, Pauline Bouchard and Kathy
Meckstroth) will be presenting a session at the upcoming ASTPHLD
Planning conference in Seattle Washington. The gession is entitled
"Public Health Laboratories in Crisies: How do we d&eal with
privatization and budgetary cutbacks?” Although the session will
contain presentations, the cormittee would like to see active
participation in the discussicn of this issus. Ample tima will be
provided to Nhesr comment on the topic. In preparation for ‘the
;eﬁim Please read Bob Martin's brief eseay on the topie which

QLiowWS

PRIVATIZATION OF PUBLIC HEALTH LABORATORY SERVICES

The need for an effective state public health lakboratory
gyster iz greater today than ever before. In £he modern world of
rapld transportation of bLoth pacple and food, infectious and non-
infactious disease onece considered exotic or exclusive te &

- specific area appear world-wida. Public bhealth laboratories
represant a first line of dafense in the rapid recognition and
prevention of the spread of many of thess diseases. Because of the
overrlding interest in providing analysis of information affecting
communities or populations rather than concentrating on trsatment
of a specific patient, the public health laboratory wust ke an
essential, dynamic componant of public heslth in each state. When
properly supported and used, the public health laborstory is a
critical source of information; when not supported, an essentixl
and well-established resource 1& wasted, Pubiic health
laberatories with diminished capacity cannot be quickly revitalized
to deal with new public health emergencles and priorities.

Over the years, the public health laboratory has bhean
scrutinized many times to determina the possible benefits or
drawbacks of privatization. Rather than to reanslyze this issue
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as it applies specifically to public health laboratories, it is
Wcrththle.to look at this issue in a mere global sense, i.e.
privatization of any services currently provided by goverpment.

In mna_Exigagiggzignwﬂﬁgiaign, by John Donahue, he recounts
that in the past, ldeology had little te do with the provision of
basic government sarvices, Performance was all that mattered.
Today, however, ideclogy does play a role. The consepvabive
position is to turn government gervices over to the private sactor
and the liveral positien is to Keap certain sarvices in tha publie
domain to maintain regulatory control and to preserve wmunicipal
jobs, Unfortunately, privatization of services quickly bacomes an
idsological issue and avidanca is often absent in the dacision
making process.

The answer to gpecific questions of what is appropriate for
government and what iz appropriate for the private sector can only
be angwered on a case by cass review, Privabization may work fur
someé functions im certain settings, but is impossible +o
generalize, There are many specific instances 4in which
privatization of a traditionally government servica has baen
successful. However, there are alsg many cases in which initial
arrangenenis (contracts) work well only to find that as time goas
on, problems arise, The natural tendency for tha private
contractor will be to sava wonay, even at tha expensa of guality,
After all, the goal of for-profit business is to maximize profit.
It is unrealistic to ask that a profit-srisnted businsss take into
account public good as its primary goal. Therafore, the important
question becomes, "What is the impact of poor quality of the
contracted gservigert

It is important to recognize that public health laboratories
ara a part of a nationwide public health system, They need to
address issues of importance to public health. In a presentation
on Juna 4, 14840, Dy, Waltsy Dowdla, thenm Ackting Dixcolor of €hoe
Centers for Dismsasa Control, dlacussed the role of ¢he public
kealth lakoratory. He defined the core public hsalth funckions as
agsassment, palicy development and assurance, In this context, the
lakoratory playe a key role in assegsment.

"Every laberatory specimen should represant some carefully
planned aspect of assasament.Y '

It 18 lmpoxtant to note that fees and coat effectiveness are
not key determining factors in the provision of public health
labgratory services, Fees should not be interprated_ as an
indication that the test belongs in either the private or public
sector; fees are simply a financial reality and ara dapandent upon
the financlal environment in each locality or state.

What, then, ig the xple of today's public health Laboratexry?
There are some broad arcas of iavolveément that could be applied to
public health laboratories in response %o national initiatives to
attain a basio quality of health for all citizens:

7
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4.

Services to genmplement and indicate direction for prevention
and control programs (maternal and child health, environmental
programs, suppert of epidemiclegy programs).

Training for laboratory personnel in zegionax laboratories,
both private and publie.

Davelopment and/or ovarsight of proficiency testing prograns
for laboratories performing work to support public health
Programns., .

Development of new laboratory methods to address specific
public health prohlens.,

Asgessment of the community health is a vitel component of the
tasting being offered.

In a review of prioxity health care issues listed in the

Healthy Feople 2000 Report, public health laboratory directors
identified the following specific areas as priority issues
requiring "substantial laboratory support":

1.

Reducing envirenmental hazards (monitering and investigatien).

Preventing and controlliing AIDS and other sexually transnitted
diseages,

Immunizing against vaccine preventable disease ([vaceine
production, seroloyical testing and culture (viral and
bacterial)j].

Maternal and child health (prenatal lakoratory services,
newborn sereeniny, etc.).

Preventing, detecting and contrelling high blood chelesterol,
high »lood pressure, cancer and other chronic dJdisease
(monitering populations at risk).

We hope this brief review of the issue will provide a basis

for our discussionz of the issues of privatization and the role of
the public health laboratory.
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Checklist for contracting out for laboratory services,

Price:
what is it,
what does it cover,
are there opportunities for extra charges by the contractor
for how long is the price good
are there escalator {price) clauses built in, for ceilmg on increases at stated
intervals

Overall contract:
for how long is it in place?
who are the major decision makers on issues such as problems w/quality, delays in performing
the work, inability to pravide service as promised. . .
how to amend
maxdmuen and maramwn commitments?
what are state or govt constraints on contracting, if any?
get govt unit legal advice before signing anything
there should be no verbal understandings outside the written contract
how miuch notice is needed before cancellalion, by one or the other party,
reason for cancellation may watrant different notice intervals
does servive provider have responsibility to find another lab of equal quality
if they fail to deliver, loss of capacity due to emnergency, or whatever other reason
what criteria for quality will be used/must lab meet to satisfy purchaser?
does purchaser want to impese adda’l quality checks, eg., to inspect
how long must lab retain records,

Techniques for periodic updates back and forth

Specimen/sample information
who prepares,sends sample containers, postage and other delivery charges,
who collects samples or instructs sample collectors
forms for specimen collection and reporting
electronic reporting, frequency/bunching of reports, how sent
how to handle outdated samples
what is lab holds sample beyond prescribed holding time
sample rejection eriteria/policy

Billing
how, frequency, sent to whom, who checks bills against service rendered
does govt unit want to withhold some portion of payment till satisfied?

sowme states have such laws
Other issues:
disposal of saxnples.specimens, and wastes, wha's responsible, what is cost?
safety of workplace, assurances thereof v s
to whom are data reported and who cannot receive results ‘

7/5/95
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Developing 2 list of arguments for and against contracting out public health
laboratory scrvices is complicated by a lack of information. This problem is
addressed at several points below. Drawing conclusions about the the pros avd
cons of contracting out lab services would be facilitated if we had answers to
the following guestions:

Are private lab charges, on average, higher or lower than the costs
incurred by the states to provide the same services?

What has been the experience of public health Jabs which have
coniracted out certain services?

How much is the private sector willing to “give up" if performance is
not adequate? Might the state have to agree to a lower level of service tham it
could provide.?

POINTS IN FAVOR OF CONTRACTING OUT:

L A CDC lab management report summary distributed at the ASTPHLD Annsal
Meeting in June, 1990, included a section on privatization which lists the
factors listed below as those often offered in favor of contracting out lab
services. The factors are grouped according to - whether the assumptions
which uaderlie them are verifiable or pot, or might be countered by equally
valid contrary information.

a. The following factor may or my mot be true under all circumstances and
may not have been verified over long periods of time:

- reduces pgovernmeat labor costs

- produces better management by reducing supervisor responsibility
for operations

b. The following factors sppear true on their face:

- limits government growth and need for administrative staff support

- avoids large initial capital outiays ,

- promotes organizatiopal flexibility in managing program size and
content

- provides measure for comparing public-private performance

- promotes increased managers’ awareness regarding program
performance and costs

c. The following factors can be counmtersd with assumptions which are equally
valid:

- provides access to new techmology and generates enbanced
management information. There is no evidence that the same level of access
to new technology in state labs does not exist, and support for the assumption
that state managers of laboratory information are not as far along as is the
private sector is not available.

- avoids vulnerability to work slowdowns or stoppages. The private is
not immune to this problem.

2. Other arguments in favor of contracting out:

reduces existing space needs and eliminate need for expansion
planning

promotes expansion of the private sector

may save state dollars if private lab prices are cheaper AND can be
protected against increases which far exceed jnflativn costs
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by Steve H. Hanke
The Academy of Political Science

Contracting Qut: A Puinless Alternative to the Budget Cutter’s Knife:

During the 1970s New York City golf course was loosing money and in poor repair at a cost of
$200,000. Now it is in good repair and making money “Despite slightly higher greens fees..”
The City contracted out to American Golf Corporation

...All over the country, private firms have contracted with public agencies to repair streets, fight
fires, coilect the garbage, clean buildings, recover debts, and even manage the governmem
operations. Contracting out has become such an accepted cost-cutting practive thai, according to
John Goodman, presicent of the National Center for Policy analysis, “there is not a single city
service thal is not being comracted out to a private finm somewhere in the U.8.”

When the go;vernment contracts out a public service, it retains its funding responsibility but hires
a private company to provide the service. The primary motive for contracting out is to cut
government costs by employing more economically eflicient private vendors. () The injection of
competition into the procurement process is the critical feature of contracting out that drives
down the expense of government goods and services from 20 to 50 percent. Contracting out
allows public agencics to exploit the efficiency and specialized skill offered by the private sector
that may be unavailable within government,

...hiring ouviside management consultants to advise city officials on cutting costs...

..1973 to 1982, the pumber of cities contracting out legal services increased from 187 to 788,
The mumber of citics contracting out data processing rose from 9 to 337....

Between 1970 and 1980 the number of government contracis with private firms to provide social
and human services doubled..,

'Fhe Local Experience with Contracting Out:

Mario cuomo, ...recently affirmed: “It is not government’s obligation to provide scrvices but to se
that they’re provided.” This philosopy seems to be the new rallying cry for hundreds of cities
across the country....

States and cities have demonstrated during the 1980's a remarkable willingness to experiment with
innovative public management techniques in their efforis to cut costs without culting service
henefits. The Jong list of alternative approaches to service delivery adopted by the citics and
states in recent years includes issuing vouchers for education and health care, velying on
volunteers and nonprofit groups to provide certain social services, enacting work for welfare
programs, coordinating procurcment policies with neighboring communities to take advantage of
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quantity discounts, and hiring outside management consultunts to advise ¢ity officials on cutting
costs,

Over the period 1973 -82 the munber of cities contracting out lepal services incrdased from 187
L6.788. The number of cities contracting out data processing rose from 9 to 337. Only 5 cities
contracted out park maintenance in 1973; by 1982, 142 cities did. Meanwhile, the dollar amount
of scrvice contracts joining municipal governments with privaie firms tripled, from $22 billion
1972 to 366 billion in 1980,

In 1981, chief executives of 57 public agencies that contracto out social services in the San
francisco Bay Area were asked to kdentify the major advantages to contracting out. Contracting
with nonprofit groups was seen as superior in five areas; flexibiity in initiatin and terminating
services, reduced cost, speciaized competence of the contractor, effectiveness in reaching
clientele, and less breavcracy,

How much have cities saved by confracting ont?

Over the past five years at east a dozen studies have been conducted, quantifying the cost savings
generated on the local and county levels from contracling out public services, Researcher have
almost universally {?} concluded that contracting out is more economicat than paying city
employees to perform the commercial service. The real issue seems to be not whether the city
will save money but how much it will save by contracting out,

> Phocnix has saved $5.3 million each year by contracting out scventeen city services,
according to the city's auditors.
» The southern California association of governmenis reported that townships in the

Souther California arca bave reduced public transit subsidics fro $5 million to $500,000
annually, by contracting out 22 bus lines.

» The city of Los Angeles estimated that it has saved $200 million annually out of its 37
billion budget through jts extensive contracting-out program. Over 200 contracts have
been issued since the passage of Proposition 13 in 1978,

» Elk Grove, Illinois, one of the first cifies to contract ous its fire-fighting service, has saved
$200,000 from the switch to private fire fighters.

Two reasons why contracting out is capable of generating out scventeen city services, according
to the ¢ity’s auditors,

1) ...the private sector is more efficient than government in petforming commercial
activities,
...because private firms are driven by the profit motive, they have powerful
incentive to seck innovative approaches to reducing service costs. Arthur
Bernaccia, president of Liberty Lines, a private transit firm, stated the point
succinctly: “If we don’t operate efficiently, we don’t make any money - it’s as
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simple as that,” No such incentive exists in the public xector, where cost increases merely
require digging deeper into the taxpayers’ pockets cd where the “reward” for cfficiency
improvements is reduced funding in the next fiscal year.

2) _..second reason that contracting out is less expensive.. 8 competition. When
government services ars not subjected to competitive bidding, the agency acls as
monopolist, charging the government whateves it pleases... To win the contract,
each private vendor has an incentive to offer its services at the lowest possible
price....(shop around)..."the real jssue is not so much public versus private; it s
monopoly versus competition.”

The Federal Experience with Contracting Out

_..the Jmited Federal experience with contracting out thesc services has been highly favorable.
Defense Secretary Caspar Weinberger, for instance, has call contracting out the Pentagon’s “most
successiul cost saving program.” The budget figures support his claim: and exhaustive (7}
Detense Department study corapleted in 1984 reviewing 235 service contracts issued between
1980 and 1982 found that, on average, costs were triramed by 30 percent. These numbers were
confirmed in 1985 when the U.S. Air force examined the cost of 132 functions contracied out to
private firms. The study concluded that contracting out bad led to a 33 percent reduction in
program cosis. '

_ The Federal Aviation Administration (FAA) has discovered that when it contracts out air-traffic
control operations to private operators, costs have been cut by 25 to 50 percent. In 1981 private
operators ran the control tower in Farmington New Mexico, for $99,000; the year before the
FAA had vperated the tower itsclf at & cost of $287,000. The U.S. Departoicnt of Transportation
saved $725,00 in 1983 by simply contracting out its computer operations.

... The Department of Defense through GAQ compared the cost of uniforms from a private
owned firm und a Government factory. GAO said “ it cosl the [government factory] iwice a3
much as commercial contractors to produce coats.”

Dwight Risenhower was the first president to establish a Federal contracting out policy...."the
federal povernmeni will not start or carry On any commercial activity to provide a service or
praduct for its own use if such a product or service can be procured from private
cnterprise.”...this statement was repudiated in 1966 with new directives for the Federal agencics
to conduct detailed cost comparisons between “in-house government suppliers” and private
vendors, The agency must choose the cheapest alternative. (7) This cost-compatison process is
so unfuirly tilted against private contrastors that it acts as a formiduble impediment to moving
Foderal commercial services into the private sector. Some of the handicaps imposed on
commercial firms include:

I

. LI
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4 The private contractor’s bid must beat the in-house estimate by at least 10 percent 1o

gover government “transition costs” or the function remains in house.

* The private bidder roust submit a “firm contract” proposal with a fixed price, whereuas the
agency is only required to submit a cost estimate. This places the private bidder at a
significant disadvantage; if the private bidder’s actual costs exceed its expected costs, it
will not receive additional Federal funds and may take a loss on the contract. By contrast
tha agency is not penalized for submitting Jow-cost estimates, as it can simply request
additional agency funds midway through the project.

L The commercial firm’s bid must include an allowance for indirect costs, while the agency’s
need not. The 1.8, Chamber of Commerce estimated that this alone constitutes a 20 10 30
percent handjcap (o the private bidder,

¢ Costs are added to the bid submitied by private providers for government monitoring of
contract performance, while no cost for quality assurance is included in the agency cost
estimate,

¢ Innegotiatee procurement, very low bids may be rejected as boing “outside the

-competitive range.” This means that the selected proposal from private bidders is not
ahways the Jowest bid and hence more awards are won by the agency provider.

Altogether, these handicaps in the cost-comparison process have placed private bidders at an
estitnated 35 percent cost handicap. Consequently, many activitios that would be less costly if
they were contracted out must remain in-house, As unfair as (his cost-comparison process is,
private vendors nonetheless win the majority of these competitions.

.. attitude my most government managers...clearly ..will not voluntarily reduce the size of the
work forces under their command.

Obhjsctions ractin :

Charge: “contractors frequently cut corners by hiring inexperienced, transient personnel at Jow
wagers, by ignoring contract requirements, or by providing inadequate supervision,

Charge: “ Contracting out involves laying off public employees.. laid-off public employees are
entitled to unemployment compensation paid by the employer ...and they may also qualify for
various public welfarc programs. These are all hidden costs.”

Charge:” The costs of contracting out are out of control like wildfire . Billions of taxpayer dollars
have been wasted (o pay for excessive costs over and above original bids.”



Fot

35 ol IR 0 B Pt 3 Tl I S LT LA R P R R

Prge 5

Recent scandals in Pentagon procurement have cast 2 dark shadow over federal contracting our
policy. Tronically, while study after study documenting huge taxpayer savings of 20 to 30 percent
and hundreds of millions of dollars from contracting out at the Pentagon have received barely
cursory notice from the media, the occasional hotror story of .. Purchases of $7,600 coffee pots
and $400 hammers have commanded headlines throughout the country.

Charge: “Contracting vut builds a rival government of favored companies... Defense contractors in
competing with career-federal workers-have been given u fast track in their run for big profits.”

One of the genuine dangers of contzacting out is that by awarding lucarative contracts to the
private sector, the government creates a powerful prospending constituency. There is evidence
that this has nccurred in the Department of defense, where large defense contractors, whose
economic survival depends on congressional approval of big ticket items, are now spending
millions of dollars cach year lobbying for a ontinued rise in the pentagon budget. The same is true
on the domestic side of the budgel

How 1o Prownol ntraciin n th . Al H

‘Yhe city of Imperial Beach, California, serves as an ideal case study.. Following the passage of
Proposition 13, Imperial beach became contracting out a vast array of services-incuding is
ambulance services, recreation centers, and transit systems. The size of the city workforce was
cut by 65%,

Citics have begun contracting-out because at the local level they see a direct connection between
wasteful spending and the size of their local tax bill,

Four step stratcgy to neutralize political obstacles to {urning over services to private contraciors.

1. Limit Federal aid payments to the stattes and cities.... move service fonding responsibility
to lower levels of government would stimulate an expansion in contracting out.
{assumplion} The federal government no distributes more than $160 billion in federal
grants to stae and local governments....e.g. the Federal Urban Mass [ransit Administration
distributes about $35 billton annually to pay for local transit systems. If this was transfered
to the cities would reject the expense and move to private-transit operations,
fassumption}. Similarly, Federal wastewatcr-treatment grants, shich umtil recently paid
75% of the cost of construction of now water-treatment {sic} plants, reward cities for
building costly new public plants rather than turning to more economical private systems
{7}. “The message is clear: forcing local residents to finance services with their own tax
dollars is the best method of encouraging economical approaches to public service
delivery.

2. Maobilize countervailing constituencies to thwart union objections. (Federal employees
union),
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3. Move the contracting-out decision out of the hands of the affected agency. The cost-

comparison process initiated initiated by OMB circular A-76 has been an unmitigated
failure. Having the agency itsell make the in-house-cost estimate and the determination as
to wheter contracitn out is the more efficicnt rute is like the asking the PLO to arbitrate a
border dispute between isracl and Syxia.

deal governments have developed innavative approaches to handling the cost comparisotl
process that could serve as a mode! for Federal plicy. Pjoenix has taken the Jead.

"The Federal government should experiment with uch an approach by reacting an auditing office in
the OMSB or GAO

The reform would offer three improvements over the present system. (1) bureaucratic foot
drapging would no longer act as a restraing, since the agnecy’s failure to make a cost estimate
would simply result in functions being contracted out by default. {2) in-house cost estimatcs
would be more accurately measured, therby transferring a grealer number of contrets {0 more
economical pivate vendors {?} (3) service quality would improve, since performance standards
would apply equally to contractrars and the agencies.

Eventually, the Federal government should contract out the coptracting out process. A prvate
auditor could be made responsible for caleulating cost estimates, awarding decisions, and
monitoring performance problems. The auditor would the reccive paymnet based on savings to
the governemnt and satisfactory proeformance of the ontracts it awarded and managed,

4. Tutn cerrtuin contracted servives over to Federal-employee-owned businesses. One
means of overcoming union resistance to privatization is 1o turnFederal employees into
private contractors by encouaging worker buy-outs. Great Britain has privatized many of
its government activities with this approach.

wlugion:

The primary objective in government procurement was set down by the 1972 Commission on.
Federal Procurement; to acquire “products and services of the needed gunatity at the lowest
reasonable price available” ...In 1985 there were more rederal workers performing commercial
activities than there have ever been. Tn short, the privatization revolution that is taking place on
the state and local levels is passing the Federal government by.

Whilc the Federal government is in the intitial stages of the Gramm-Rudman era of deficit
redncton, g unique opportunity exists for similar budgcetery reforms in Washington,
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The Limifs of Privaiization
by Paul Starr

(synopsis)

...The original contribution of American proponents of privatization i3 that they would like to
privatize the full gamut of public assets and services, including many forms of public provision,
such as public schools, national parks, public-transport infrastructure, and prisons, whose origing
and rationale fall comfortably within the ambit of the classical liberal state. In privatization they
believe they have found a sovereign remedy again stall ailments to the body politic, good for
stimulating economic growth, improving the efficiency of services, slimming down the statc, and
expanding individual frecdom, including the opportunities of disadvantaged minoritics, too.

...we rarely meet up with so happy a possibility of sitmultancously making the economy larger, the
government smatler, and virtually all of us better off

. Most of all, it must recognize that markets are not natural greations; they arc always logally and
politically structured. Hence the choice is not public or private but which of many possible mixed
public-private structures works hest. And “best” cannot mean only most efficient, {or a
reasuneble appraisal of alternatives needs to weigh concerns of justice, security, and citizenship.

..Privatization refers to a shift from publicly to privately produced goods and services. Policies
that encourage such a shift inchude (1) the cessation of public programs and disengagement of
goyernment from specific kinds of responsibilities; (2) sales of public assets, mcluding pubiic
lands, public infrastructure, and public enterprises; (3) Hnancing private provision of services- for
cxample through contracting out or vouchers- mstead of directly producing them, and (4)
deregulating entry into activities, such as first-class mail, that were previously treated as a public
monopoly,

These forms of privatization vary greatly in their conscquences.. . they do not eliminate but may
reduce the accountability of public officials for the results of the expenditures... By shifting only
the locus of service production, they privatize the means of policy implementation but not the
functional spherc of government action. These parfial forms of privatization need to be sharply
distinguished from the sale of assels and cessation of programy (sometimes called “load-shedding”
a term which itsell is politically loaded, since it defines public programs as a burden),

{ Thoughts: To truly privatize a lab such as water micro it would preclude the putting out of
bids and allow the lab duing the best job for the lowest price to gain market by true compcetition
Putting the load put for bid is not moving away from the controf of the government.

Yet even the more thorough forms of privatization may invelve indirect forms of pablic subsidy
and control, For example, many proposals for asset sales and program termination contemplate
the use of tax incentives to stimufate private substitutes for public services. Such incentives
influcnce market oulcomes and represent a source of kost revenue ( that is, a tax expenditure),
1lence thore is no certainty that these palicies lead toward budgetary balance,
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"There is 1 way of liberalizing without privatizing - that is, to introduce competition into the public
sector without transferring owneeship. For example, governments may require public enterprises
or operating agencics to compete for capital or contracts from higher-Jevel authorities, Indecd, it
is cven possible to nationalize and liberalize at the same time.

“When Cantinental Winois was on the verge of collapse in 1984, the Reagan administration did
not hesitate to rescuc it

By having highways consirucled by private contragtors, we do not reduce the pressure lor bigper
‘construction appropriations. Medicare has done for medical and hospital associations what no
Jiberal persuasion could do - turned them into advocates of higher public spending.

{medicine is now private but people arc wanting to take it to nationalization. If private is better
than people would want il 1o remain the same. }

Advocates of privatization show an undue tenderness toward private contractors and an undue
hostility toward public employees. They indulge private contractors their history of cost
overruns; they rebuke public employees for their history of wage increases. But their preference
tor private provision actually reflects 4 deep underestimate of the skills that private firms can
deploy.  'They underestimate the contractors’ capacity to influence political decisions, etther
illegitimately through bribery or legally through campaign contributions and lobbying. Missing
from the casc for privatization is any clcar scnsc of feedback effects- the reaction back upon the
government of the enlarged class of private contractors and other providers dependent on public
Moncy.

S, il partial privatization is to reduce public spending, it cannot be expected to achicve its effect
by reducing spending pressure. Trivate firms have to be far more eflicient. Some evidence doos
ruggest that private producers have lower costs, but the picture is complicated by the following:
Tirst, contrary evidence from other stodics shows no difference in costs or even higher costs
among commercial providers. Second, there are pervasive differences in the scrvices performed
by public and private organizations, particularly because of differences in the services performed
by public and private organizations, particularly because of differences in their cliental. . Third,
studics usually lack any cvidence about the quality of services, thereby making it difficult to judge
whether lower costs result from greater efficiency or deteriorating quality. And, fourth, some
private firms’z lower costs stem from lower wage levels and greater se of part-time workers with
fower fringe benefits, I privatization enables governments to cut wages and break unions, it is a
means of imposing losses on public employees.

...if contracting were always superior io direct employment, no large corporations would exist.
Everyone would be a contractor; no one would be an employce.

To be sure , contracting out may give government the flexibility of switching among alternative
suppliers, thereby enhancing its bargaining power. However, the advantages arc worthwhile only
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il the government can assure itself of hothe the reliability of service and the ability to maintain
competition at later points of contract renewal.

Although privatization aims to shifl services from the public to the priaate sector, i xould end up
making private institucions more like public ones. If public money flows to private providers, the
voter and their represntatives are ikely to demand greator accountability.

...privatization is no guarantcc that subsidies will stop. Private companics arc not bashful sbout
asking for help, nsually in the form of tax benefits. And il privatization aocurs without
lliberalization, privatized monopolies can obtain subsides through regulatory portection.

The Hhisory appeal of privatization is to provide a single solulion fro many complex problems,
But if the idea of privatization has any merit , it is to force us to rediscover the rationale of the
public services we need and to remid us, if we had forgotten, theat the public-private mix oughl
not to be considerad scttled for all time,
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Privatizing Watcr Works
by Steve Hanke and Stephen Walters
{synopxis)

In England the conservative government of Prime Ministcr Margaret Thatcher has proposed o
aller the current system of regionalized waterworks monopolics.

The objectives of privatizing waterworks are numerous. The most frequently cited goals include
improving the economic performance and service functioons of the assets; depoliticizing
economic decisions; generating public-budget revenues through public-offering receipts; reducing
public outlays, taxes,and borrowing requirements; reducingthe power of public-sector unions; and
promoting popular capitalsm through wider share ownership.

Private versux Public interprises

Private enterprises should be expected to be more efficient than public enterprises precisely
because aprivate woner glaands to gain enhanced wealth from improvemnts in cfficency,
reductions in cost, and the like. To put it another way, a privale owner stands to forgo wealthif
improvements in efficiency, reductions in cost, and the like are not pursued. In csscnce, private
woners {ace significant incentives to monitor the behavior of mangers and employees so that they
will supply what consumers demand and do so in a cost-effective way. Private waners are
“residual claimants™ who have a stron interest in seeing that there is indecd a residual, or profit, to
claim,

Menitoring hy owners can be quite costly. 'The necessity for owners 1o monior managers,
howoever, can be mitigated by providing the mangers with compensation packages that include
profit sharing or stock options, These packages are designed to makethe manger’s interests
coincide with those of the owners.

The combination of monitoring and incentive compensation packages tends 1o make managers
operate private firms in an eflicient manner. If mangers do not maximize woners’ residual claims,
however, the market for shares acts as a court of last resort. I the actions of incimbent mangers
are inapproptiale, profits and share prices will be lower than they should be, ..

Public enterprises, by cantrast, lack a “residual claimant” in any meaningful scnse. Ownership
shares in public enterpriscs generally cannot be bought or sold, so that takeovers are impossible.
And it is rare fo see the compensation of managers of public enterprises tied to their irm’s
performance. “Profits” gencrated via enhanced efficiency in a public enterprise could be refunded
to taxpayers through tax reductions, but such refunds would be spread over many taxpayers, and

nny individual’s beneht would bc small, Thouyh the p} egonpz;;gggme of p:zbﬂ.ra wui ,g:m q,{g firms.

mczi! cmd I7 z)ercerz! IROYE DOSSeners bet :&'M!)f(}%'éi." than ihr rwbkc it dine im! carned f2 nerunl
more gevenue per.employee,
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Most relevant Lo the central concern of this essay, w.Mark Crain and Asghar Zardkoohi have
compared the performance of public and private water utillities in the United States. They found
that aperating costs are significantly higher in the publicaty owned unititics. Thoey cstablished that
public firms’ low Jabor productivity and underutitization of capilal equipment led to operating
costs about 25% higher than in the private companies.... Hanke found that customer cross
subsidization (that is, overcharging some consumers so that other consumers can be sold water at
prices below cost) is more comimon in publlic watcr companics than in private ones..

...it iz possible to find examples of seemingly well-run public firms. John R. Baldwin, for
exampe, reporied that the Canadian airline industry, with a nutionalized firm playing & key role,
operated with higher load factors and lower markups than the privatelywoned .. United ?Staics
industry.  Richard Icllman has argued that some publicly awned electric utillites nay also
aperate at lower average unit costs than sogulated private utilities, thoufh comparisons are
clouded by water-rights differences and other digparitics.

But this is the crux of the problem regarding waterworks. Snce water utilfites pencrally qualtify
as natural monopolics, it may be that somc form of government regulation of even privately
woned utilittes is mevitable.

Conclusion

Hoth theory and evidence stronglly supoort the notion that private supply is more efficient than
bovernmental supply. Waterwaorks, hoever, are trug natieral monopolies; conscquently, many
argue against privatization, ... The benefits of large scale single-firm operations can be sceured at
comptetive prices. This can be accomplished byemploying Chadwick’s system of frunchise
bidding inwhich the yights to a franchise are awarded to the firm that offers the best terms to the
public.

....The privatization of waterworks and the proper usc of competitive franchising can and should
penerate substantial henefits for water consumers and reduced resource waste by society as a
whole  (Bull Shit). No proof in this article for this eonclusion.




