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The Alaska Drilling Contractors
7620 Wildwood Circle
Anchorage, Alaska 99516
January 14,1998

Senator Jerry Ward

Room 423

State Capitol

Juneau, Alaska 99801-1182

Dear Senator Ward,

The drilling contractors of the State of Alaska, listed below, are very much in
support of the formation of a privatization task force that you are proposing. The time to
get government out of competition with private enterprize is long overdue. Our
members are fully prepared to assist in your efforts in any way possible. Please keep us
informed as to how we may be of help.

Sincerely,

Kyle Brown
Alaska Drilling Contractors

The Alaska Drilling Contractors are:

Tester Drilling Services - Mr. Pete Tester - (907) 349-7214
American Arctic Company - Mr. Rocky McDonald - (907) 451-4350
Aurora Drilling - Mr. Rocky McDonald - (907) 456-6712
Johnson Drilling - Mr. Steve Thomas - (907) 246-3304
Homestead Drilling - Mr. Gary Halmstead - (907) 479-8850
Hughes Drilling - Mr. John Hughes - (907) 262-6639
Discovery Drilling - Mr. Kyle Brown - (907) 344-6431
Denali Drilling - Mr. Hal Ingalls - (907) 562-2312

Oosik Drilling - Mr. John Lambe - (907) 262-5611
Fairbanks Drilling - Mr. Mike Lecorchick - (907) 479-0600
G.F. Back Drilling - Mr. Gerry Back - (907) 479-5554
Airborne Exploration - (907) 474-8121



ALASKA STATE

H ospital & Nursing H ome

ASSOCIATION

January 16, 1998

Senator Jerry Ward
Alaska State Senate

State Capitol
Juneau, AK 99801-1182 Re: Support, SB209, Task Force on

Privatization

Dear Senator Ward:

Members of the Alaska State Hospital & Nursing Home Association support SB
209, relating to the task force on privatizaton. We want to thank you for bringing this

matter to the attention of the Legislature and Governor.

The challenge that the annual cost of state government is exceeding the annual
revenue of the state is as true in the area of health care as in any other area. Because
health care is such a big part of the state government cost’s, the members of the
Association would like to have one of their members sit on the Task Force. They are

willing to spend the necessary time it will take to investigate the possibilities.
We all need to work together in this time of declining resources.

Sincerely,

Laraine L. Derr
President/CEO

319 Seward Street #11* Juneau, AK 99801 « (907) 586-1790 ¢ Fax (907) 463-3573
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Introduction

In order to reduce the_tax burden on taxpayers in New Jersey Governor Christine
Todd Whitman has promised to make government ieanerand smarter. The
Governor's objective is to deliver to the taxpayers necessary services at the least cost.

The use of competitive contracting and privatization* can help Governor Whitman
achieve this goal.

Across the country and around the world, people are turning toward competitive
contracting and privatization to achieve significant savings to the taxpayers while
improving the quality of services.

To investi%ate the ways in which New Jersey can take advantage of savings in the
marketplace, the Governor formed the New Jersey Advisory Commission on
Privatization by Executive Order on June 19,1994 (appendix 1).

The Commission Chairman is Lewis M. Eisenberg, Co-Chairman, Granite Capital
International Group. Commission members are Philip Beachem, Executive Vice
President of the New Jersey Alliance for Action; Jane Kenrgjy Governor's Chief of
Policy and Planning; Thomas G. Labrecque, Chairman and CEO of Chase Manhattan
Bank: and Arthur J; Maurice, Vice President of the New Jersey Business and Industry
Association. It was assisted b?]/ John P. Mitchell, Vice President, and Michael Esposito,
Executive Vice President, both of Chase Manhattan Bank; Linda Morrison, consultant
for competitive contracting; Christine Steinberg, Assistant Attorney General; Larry
Weitzner, consultant; and Mark Magyar, Special Assistant to the Governor.

The Governor, in her Executive Order, asked the Commission to perform the
following functions:

» Conductareview of existing feasibility studies and actual experiences of
governments that have initiated privafization efforts;

J Evaluatlf the advantages and disadvantages associated with privatization
generally;

+ Conducta feasibility study of New Jersey state government, including a
cost-benefitand implementation analysis, to |dent|fY ~ Seareas where
privatization would result in cost savings and quality improvements; and

® _ProEg)se appropriate and beneficial methods of implementing privatization
in this state.

The Governor further asked the Commission to suggest methods for competitive'
co_ntr?ctlngtthat would give state employees the opportunity to compete against the
private sector.



This report is the result of five months of intensive review of state operations and
the inputof hundreds of people from the public and private sector. A public hearing
was conducted on December 8 to solicit testimony from interested parties (appendix 2).

Thisreportprovides New Jersey with ablueprint for a successful competitive
contracting program. The Commission believes that implementation of these
recommendationsw ill produce lower costs to the taxpayers, better services to the
public and more jobs.

The emphasis ofourstudy was to find practical opportunities for the state to save
money and maintain the quality of services through competitive contracting. The
Commission believes that the state can save in excess of $200 million by following
these recommendations.

The Commission recommends thatit continue to investigate areas of state
governmentitwas unable to review during 1994, and that it serve as a catalyst
toward seeing its recommendations carried through to implementation in 1995.
The Commission is also available to study and report on how local governments
and authorities can take advantage of the savings that can be realized through
competitive contracting.

In the upcoming year, the Commission plans to hold round-table discussions
focused onitsrecommendations.

The Commission worked closely with Treasury and OMB on these and other
recommendations. As aresult, some recommendations are already being
implemented and may be included in the upcoming budget.

*Privatization can involve the sale of an asset by a governmental entity, the contracting out of services that had
previously been provided by the government, or the deregulation of an area thathad formerly been government's
responsibility. For the purpose of this report, "privatization" will refer generally to the transfer to the private sector
of services or assets. ""Competitive contracting™ will refer to the process of subjecting the provision of certain services
to competition by comparing the true cost of government providing those services to the private sector.



Background

For the past two decades, state government spending in New Jersey has doubled
every eight years. Local property taxes have risen at almost the same rate, giving
New Jersey one of the highest tax burdens in the nation. That tax burden discourages
new businesses from choosing New Jersey, drives away existing businesses, and takes
too many dollars out of the pockets of our citizens.

The Commission believes that competition for the provision of government
services will enable state and local governments to both cut costs and maintain or
increase the quality or level of those services. This has been the experience of states
and local governments across the country.

During its investigation, the Commission researched the concept of privatization
and examined the experience of others who used privatization. The Commission met
with experts in the field, mayors, legislators, government employees, and members of
Governor Christie Whitman's cabinet. The Commission reviewed books, article,
pamphlets and other materials from many researchers, other commissions,
academics, consultants, local governments, state governments, and the privatization
experience of other countries. Privatization or competitive contracting is routinely
used by thousands of governmental units.

Governments that have subjected services to competitive contracting have seen
impressive results. In an 18-month period, Philadelphia subjected 21 services to
competition, achieving annual savings of $30 million. Some of the services
Philadelphia privatized included custodial services in City Hall, saving $344,000 a
year; security guard services in the Philadelphia Art Museum, saving $1.4 million;
and turfmaintenance in the parks, which reduced costs over 70%.

Shortly after the city government began the privatization process for the Philadelphia
Water Department's sludge processing plant, department managers and employees
produced a plan to drop costs by one-third. The operation was kept in-house.

Saving money is not the only reason to privatize. Privatizing the operation of the
underutilized Philadelphia Nursing Home resulted in an increase in nursing home
residents served, from 295 to 500; a $4 million drop in costs; and the elevation of
quality of care to meet industry standards. Privatizing the city's purchase and
distribution of supplies guaranteed that office supplies would be delivered in
48 hours instead of six weeks and saved over $1 million annually.

Philadelphia was able to implement its competitive contracting program by
attrition—and no one was left unemployed. Displaced city workers were given first
hiring preference by contractors and a re-deployment unit was set up in the city's
personnel department to transfer workers to open positions in other functions.

Since 1991, Indianapolis has saved $28 million a year from operations that have
been privatized or where competition has prompted public employees to find
alternative cost savings.



The city of Indianapolis recently signed tire largest privatization contract for the
operation of a wastewater treatment plant in the United States. Private management
of the plant will save $12 million in 1994. In addition, the city bid out ten trash collec-
tion districts. Four private companies won seven districts, while the Department of
Public Works won three districts. Taxpayers won a three-year savings of $15 million.

Indianapolis worked hard to implement its competitive contracting program with-
out leaving individual workers jobless. They eliminated positions through attrition,
reassigned workers and encouraged the private firms to hire government employees.

Mayor Richard Daley of Chicago has privatized 35 services in four years, including
sewer maintenance, health care at city-run clinics, drug and alcohol treatment, and
window washing. In every case, costs have dropped and quality has been maintained.

Most privatization to date has been accomplished at the local level. However,
there is growing interest in the concept of privatization by state governments.
According to the Council of State Governments' privatization survey of 1993, states
are increasing their privatization activity in correctional support services, transporta-
tion services, social services, health care, and administrative and general services.
More than 85% of state auditors, budget directors, and comptrollers responding to the
survey predicted increased privatization in the next five years.

In recommending ways to deal with state problems, the National Governors'
Association's Action Agenda to Redesign State Government observed that, **Privatization
enhances government's ability to respond to these challenges by offering an innovative
alternative to traditional methods of organizing, financing and delivering public service."

In Michigan, the state's liquor distribution system was privatized. Three warehouses
and 66 state-owned liquor stores were closed, saving $15 million per year.

In Massachusetts, the state has privatized highway road repair, ice skating rinks,
a state mental health hospital, and prison food and health services.

The Texas legislature created a permanent Council on Competitive Government and
directed it to review state services to determine whether competition would improve
productivity. A new Texas law allows private finns to make unsolicited proposals to
provide state services. Government agencies are then required to conduct an analysis and
seriously consider the alternative presented.

National governments have also been successfully privatizing. Since 1980, Great
Britain has been a leader in all forms of privatization, most notably its airports. British
privatization efforts have transferred numerous state-owned companies back to the
private sector, transferred owneisldp ~public housing vnits to their tenants, and
contracted out many municipal services. In rhe Compulsory Competitive
Tendering Act was passed, requiring local governments to put services out tobid on a
regular basis. Overall, 64% of British local government units saw some decrease in
costs due to contracting out: 16% realized savings of over 20%, and 24% realized
savings of 10-20%. This strategy has produced a number of useful indirect benefits,
including better cost information and belter management practices.



The city of London has the world’s largest system of competitively-contracted bus
service, with more buses under contract than are operated by all U.S. transit agencies
except New York. Almost 50% of London Transport bus service is competitively
contracted. Many contracts have been won by government managers and employees.
As a result, both contracted-out and in-house bus costs per mile have declined more
than 25% and service quality has improved.

Qoser to home, in Mercer County, County Executive Bob Prunetti saved
$6 million by privatizing custodial services and maintenance for county buildings,
food service at the jail, and the county engineering department. Publicemployees
were offered jobs with the private firms or other government agencies. Bergen
County Sheriff Jack Terhune saved $1.8 million by contracting out food and medical
service at the jail.

The township of North Brunswick has saved $1.6 million since 1985, as a result
of contracting out its water treatment operation. The borough of Caldwell saved
taxpayers 33% on operating costs for their wastewater treatment plant through
competitive contracting. Newark contracted out the operation and maintenance of
its water treatment facility and cut annual costs by $1 million.

The evidence is overwhelming that injecting competition in the provision of
government services produces typical savings of 15-25%, while maintaining or
increasing service quality.



Implementing a Competitive Contracting Program

AVOIDING THE PITFALLS

While the Commission reviewed many successful examples of privatization at
all levels of government, some efforts did not deliver as promised. Although the
Commission believes that these unsuccessful examples are the exception rather than
the rule, they do provide some important lessons for any government agency con-
sidering privatization.

Publicemployee unions brought to the attention of the Commission instances
where competitive contracting efforts were plagued by unqualified contractors,
contracts that were ultimately more costly than if the service had remained in-house,
poor contractor performance, and cutbacks in service. The unions emphasized that
they should be included in efforts to improve service and save money, and they
expressed their concerns about the potential negative impact of privatization on
individual union members.

These are all serious concerns. Competitive contracting only makes sense if it can
save the taxpayer money without diminishing the level of service.

The Commission concluded that, in most instances where privatization had not
succeeded, the failure was directly attributable to a complicated process, inadequate
planning, and alack of quality control on the part of top management. Most of the
mistakes were found in the following areas:

 Thelack of good cost information on which to base decisions.

* Poor procurement procedure—especially regarding performance standards,
contractor qualifications and contract monitoring.

m Assuming that privatization is always better and not giving in-house
managers and employees an opportunity to improve their operation and keep
the work.

* Poor implementation plans, especially regarding tire impact of contracting out
on existing employees.

However, the Commission believes that intelligent management of a competitive
contracting program will ensure that these errors are avoided.

Toavoid the possibility that one private contractor could hold unreasonable
control over tire provision of a service, competitive contracting should be attempted
only where a sufficient pool of qualified bidders exists.

Quantifiable and measurable performance standards should be established and
the contractor's performance should be carefully monitored.



Public employees currently providing a service should be given the opportunity
to compete with private bidders. If a contract is awarded to an outside provider, any
employment changes due to competitive contracting should be implemented in a
manner that mitigates any negative impact on employees.

As the state moves forward on particular initiatives recommended in this report,
special attention should be given to the following:

1. Cost Accounting

Dining its investigation, the Commission heard concerns about accurate and
complete cost accounting. New Jersey State Senators Richard LaRossa and
Peter Inverso were persuasive advocates for reliable and complete cost
analysis in any competitive contracting program. They stressed, and the
Commission agrees, that the state must have a good idea of its internal costs
before awarding any contracts to private providers.

Cost analysis is amethodology used to determine the cost of providing goods
or services. Total cost is defined as all direct and indirect (overhead) costs
attributable to the service being analyzed. The major categories of direct costs
are salaries, wages and overtime, fringe benefits, supplies and materials,
equipment, purchased services, maintenance and repair, rent, utilities,
insurance, and equipment and service monitoring costs.

2. Intelligent and Competitive Purchasing Pror ?ss

In order to receive good service at a good price, the state must do agood job
putting the service out for competition. The state must have a clear idea of the
desired end-results, establish quantifiable and measurable performance
standards, develop a contract monitoring plan, and consider only qualified
contractors with good references. The state must make sure the contract's
structure makes sense—especially concerning the size of the contract, how itis
priced, and the length of the contract. Evaluation criteria should stress quality
aswell as price.

3. Allowing the In-House Operation to Compete

The Commission's investigation of efforts in other jurisdictions revealed that
subjecting a service to competition provides a real incentive for the existing
operation to make itself more efficient.

Departmental managers, employee union representatives, departmental fiscal
officers, budget analysts, and others should work closely to formulate a plan
that responds to the expected competition.

This may be the best time to employ Total Quality Management and Work Process
Improvement procedures to respond to competition. We suggest these strategies
be reviewed simultaneously with the bidding process.
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Summary of Savings

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

Initiative

Newark Airport

Garden State Arts Center
Toll Road Operations
Inmate Health Care
Prison Food Service
Inmate Commissary
Prison Operations
Prescription Drugs
Medical Savings Account

Flexible Benefit Program

JUA/MTE Claims Settlement

Motor Vehicle Services
Technology

Revenue Collection

Wastewater Treatment Plants

Capital Transportation Projects

Veterans Memorial Home

Sports Authority

Passaic Valley Sewerage Commission

Miscellaneous Competitive Contracting Proposals

Estimated Annual Savings
To be determined
To be determined
Tobe determined
$16.1millio~
$14.4million
$500,000
$7-14million
$40 million

$25 million
$15-37 million
$50 million

$3-6 million
$70million

To be determined
$1 million

To be determined
$3 million

To be determined
To be determined

$30 million
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Implementation by Attrition

The most successful programs were implemented with the goal of minimizing
the impact on affected employees. As much as possible, the state should
implement job changes caused by competitive contracting through attrition.
The state should offer workers displaced by competitive contracting "first
hiring preference™ for open positions in other areas of government and provide
training, if necessary. In addition, every effort should be made to ensure that
contractors give "first hiring preference™ to existing state employees. For those
for whom jobs cannot be found, the state should develop aseverance pay
system and an outplacementsupport program to help displaced workers make
the transition to other work.

Legislative and Legal Issues

A close evaluation of all the legal issues relevant to any privatization or
competitive contracting initiative discussed in this report will be necessary as
specific proposals are developed. In some instances, legislation may be needed
to facilitate the implementation of a particular program or initiative. In cases
where an asset or improvement was acquired or constructed with the proceeds
of a tax-exempt financing, the potential impact of any proposed initiative on
the holders of any outstanding bonds should be considered. In such cases,
restrictions imposed by current federal tax laws and subsequent rulings must
be considered to preserve the tax-exempt status. In addition, the requirements
of existing contracts and federal laws and regulations must be evaluated.



Newark Airport

BACKGROUND

Newark Airportis operated by the Port Authority of New York and New Jersey
(PA) under a long-term lease with the city of Newark. The land in Elizabeth is owned
by the PA. A majority of the terminals and parking are on land owned by Newark
and leased to the PA.

25.8 million passengers used Newark Airportin 1993, up 6% over the previous
year. Itis one of the most trafficked airports in the country (JFKhad 26.8 million
passengers in 1993, down 3%).

Newark Airport generated a profit of $52 million to the Port Authority in 1993.

Federal law restricts airport profits from being used for anything other than the
airport. Tire Port Authority is exempt from this law and uses profits to subsidize
money-losing operations such as PATH.

Many of the functions in the airports are operated by private contractors under
contract with either the PA or individual airlines.

Airports operated by private firms include Burbank, Atlantic City, Stewartand
Teterboro. No major U.S. airport is currently owned or operated by a private company.

CURRENT SITUATION

Private airport operators believe that they can operate the airport more efficiently
and ata lower cost than the Port Authority. One private operator estimated a savings
of at least 20%o is possible.

Private operators at other airports have had great success in improving revenues
by expanding retail operations.

The Reason Foundation and other research groups have argued that the private
sector can improve the quality of airport operations—manage flight times better,
attract new investments to the airports and improve the quality of service.

The British have had great success in privatizing their ten airports. Indianapolis
issued an RFP to private firms to operate their airport for a term of up to ten years
under a lease or management contract basis (Indianapolis serves 3 million passengers
ayear and would be the largest U.S. airport privately operated). Pittsburgh has
improved its operations through private management and generated additional
revenue by aggressive marketing of their retail operations.

Opponents of privatization argue that the Port Authority has successfully operated
Newark Airport for many years. Itis agrowing and highly profitable enterprise. Ifit's not

AUTHORITIES  IX



broke—why fix it? They also argue that a private firm may not have the region’s long-
term interest at heart and may not be willing to make necessary capital investments.

Los Angeles and Albany both failed in efforts to sell their airports to the private
sector, due, partly, to opposition from the FAA, airlines and unions.

CONCLUSIONS AND RECOMMENDATIONS

Given the short-term obstacles, selling the airportis an option that should not be
pursued at this time.

The Commission recommends that the Port Authority finance a three-to-six month
study of opportunities for improving airport operations through either alease or
management contract with a private airport operator. The study might be a coordi-
nated effort among the PA, the Governor's office and the Commission.

Subject to the above study, if significant savings can be realized and we are
assured of quality management, operation of Newark Airport should be subjected
to competition.

The Port Authority should be allowed and encouraged to compete for this
contract. If the PAwants to bid, a procedure would be needed to allow for a fair
evaluation of their proposal as compared to the private proposals.

Under amanagement agreement, the PA might retain responsibility for bonding
and for capital and long-term planning. The private firm could be charged with the
responsibility of management of the airport and the related construction program.

A management contract would require the approval of the Board of the Port
Authority and Governors Whitman and Pataki.

AUTHORITIES 12



Garden State Arts Center

BACKGROUND

The Garden State Arts Center is operated by the New Jersey Highway Authority.
When opened 27 years ago, this was a state-of-the-art amphitheater and very success-
ful in attracting talent. However, in order to remain competitive in today's environ-
mentitwill need to increase its current capacity of 10,802 (5,300 of which are under
cover) by 10,000 to 20,000 additional seats.

The limited seating capacity has made attracting talent more difficult, led to higher
ticket prices, and resulted in flat revenues and minimal profits for the past three years.
This problem will only get worse as the facility obsolescence increases over time.

The trend in the amphitheater business is toward partnerships where government
provides the land and infrastructure, and the private sector manages the amphi-
theater and takes the business risks.

Below are some examples:

Facility Location Operated by

Blossom Ohio M.C.A.

Nassau Veteran Coliseum Long Island Spectator Mgmt. Group (SMG)
Louisiana Superdome Louisiana SMG

Jones Beach Theater Long Island Delsner/Slater

Hartford Connecticut Nederlander Group

Camden New Jersey Sony/Pace

CURRENT SITUATION

The New Jersey Highway Authority has recently completed a Request For
Proposals (RFP) designed to competitively contract/privatize their facility. The
Authority left open the RFP options of sale versus long-term lease and whether or not

alcohol will be sold.

The Highway Authority hopes to receive an annual fee from a successful bidder
plus an additional override based on "'real™ profits.

CONCLUSIONS AND RECOMMENDATIONS

The Garden State Arts Center is an ideal opportunity for competitive contracting/
privatization. The Aits Center is in need of a significant capital infusion to compete
and continue to offer quality entertainment at reasonable cost to the residents of New
Jersey. Successful competitive contracting/privatization of the facility to a private
sector entrepreneur will provide private capital and could create a significant revenue
source for the Authority.

AUTHORITIES 13



Private investment is likely to benefit everyone— the taxpayers, the Arts Center
customer, the state government, and the entrepreneur.

The Commission commends the Highway Authority for moving forward with the
evaluation of privatization options for the Arts Center and for making the RFP as
flexible as possible to ensure the maximum level of private sector interest in the
project.

TIMELINE FOR IMPLEMENTATION

Earliestimplementation 1996.

ESTIMATED SAVINGS

Undetermined at this time.

AUTHORITIES 14



TollRoad Operation and M aintenance

BACKGROUND

New Jersey has three toll roads operating under state-created authorities. The
South Jersey Transportation Authority operates the Atlantic City Expressway. The
Turnpike Authority operates the New Jersey Turnpike. The New Jersey Highway
Authority operates the Garden State Parkway.

*

The 1994 revenues of the South Jersey Transportation Authority were approximately
$30 million, expenses were about $25 million, debt service was approximately $5 million.
A payment of $2.5 million was paid to the state for the Transportation Trust Fund.

For 1994, the New Jersey Turnpike Authority's revenues were approximately
$345 million, operating expenses were about $177 million, debt service was
$155 million and $12 million was paid to the state for the Transportation Trust Fund.

The New Jersey Highway Authority operates the Garden State Parkway and the
Garden State Arts Center. Annual revenues for the Parkway were approximately
$185 million, annual expenses were approximately $123 million. Annual revenues for
the Arts Center were $13 million and expenses were $11 million. Interestincome was
$7 million, debt service was $51 million, and $10 million was paid to the state for the
Transportation Trust Fund.

Because of stagnating revenues, rising operating costs and increasing debt
payments, the toll roads are coming under increasing pressure to raise tolls.

CONCLUSIONSAND 1ECOMMENDATIONS

The Commission believes that private operation of the toll roads could reduce
costs and increase revenues while maintaining or improving service. The savings
from private operation might reduce the need for future toll hikes. Electronic toll
collection and other new technologies thatwould improve customer service may be
introduced sooner and at less cost by private contractors.

New roads in California and Virginia are being constructed, operated and main-
tained by the private sector. In Florida, the Orlando County Expressway Authority is
contracting with Parsons Brinkerhoff to operate and maintain the expressway and
beltway in Orlando.

The toll roads should explore private sector alternatives by soliciting privatization
proposals from qualified, financially-strong private operators.

The scope of services for a private operator needs to be determined, but the
Authority could retain title to the real estate and approval over toll and pricing
policies.

AUTHORITIES 15



Alternatively, the Authorities could consider contracting out further operations,
such as toll collection and road maintenance.

An RFP, which contains performance standards and contract monitoring
procedures, should be issued to qualified operators. The in-house managers and
employees can be encouraged to submit a plan to be competitive with anticipated
private contractor proposals. The Authority should award the contract to qualified
private contractors if the Authority receives a proposal that would reduce costs without
reducing the quality of service.

TIMELINE FOR IMPLEMENTATION
1-2 Jears.

ESTIMATED SAVINGS

If the Authorities were able to reduce costs by 10-15% and increase revenues 5-7%,
substantial savings would be achieved.

AUTHORITIES 16



Inm ate Health Care
Department of Corrections

CURRENT SITUATION

The Department of Corrections operates 14 prison facilities dispersed throughout
the state. A preliminary cost analysis shows that health care for 20,000 inmates
housed in state facilities is approximately $70 million. Inmates who need
hospitalization are transported at considerable expense to a unitin St. Francis
Hospital in Trenton. The annual per-inmate cost of the present in-house system is
approximately $3,500.

In the last ten years, a corrections health care industry has developed. There are a
number of experienced, reputable and financially-sound competitors who would
respond to an RFP. Corrections systems which have contracted out health care report
significant cost savings and/or increases in service quality.

CONCLUSIONS AND RECOMMENDATIONS

The Commission believes that subjecting the provision of prisoner health care to
competitive contracting would substantially reduce the cost to taxpayers of providing
this service without sacrificing the quality of the service.

Massachusetts and the city of Philadelphia are among the many prison systems
that have contracted out prison health care.

An RFP, which contains performance standards and contract monitoring
procedures, should be issued to qualified operators. The in-house managers and
employees can be encouraged to submit a plan to be competitive with anticipated
private contractor proposals. The Department should award the contract to qualified
private contractors if die Department receives a proposal thatwould reduce costs
without reducing the quality of service.

TIMELINE FOR IMPLEMENTATION

An RFP could be issued by March 1 and a contract awarded by November 1.

ESTIMATED SAVINGS

Savings of $16.1 million per year could be realized were the state able to reduce its
per-inmate cost to $2,700 through competitive contracting.
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Prison Food Service
Department of Corrections

CURRENT SITUATION

The Department of Corrections operates 14 prison facilities dispersed throughout
the state. Preliminary cost analysis shows that the Department serves approximately
24.5 million meals to 20,000 inmates and 7,000 staff at a cost of approximately
$45 million or $1.84 per meal. Inmates are trained and supervised in the preparation
of meals. The Bergen County Sheriff's Department reported to the Commission that
their service was contracted out at a cost of $1.09 per meal.

The corrections food service industry is well-developed. There are a number of
experienced, reputable and financially-sound competitors who would respond to an
RFP. Correction systems which contracted out food service report significant cost
savings, increase in.service quality, and enhanced inmate culinary training programs.

CONCLUSIONS AND RECOMMENDATIONS

The Commission believes that subjecting the delivery of food service to competi-
tive contracting would substantially reduce the cost to taxpayers of providing this
service without sacrificing the quality of the service. The experience of Bergen and
Mercer counties and other government jurisdictions shows that this service can be
provided at costs well below what the state is now paying.

The Commission recommends a cost accounting be completed, showing all costs
of delivering the service including service monitoring costs. An RFP, which contains
performance standards and contract monitoring procedures, should be issued to
qgualified operators. The in-house managers and employees can be encouraged to
submit a plan to be competitive with anticipated private contractor proposals. The
Department should award the contract to qualified private contractors, if the Depart-
ment receives a proposal thatwould reduce costs without sacrificing quality.

TIMELINE FOR IMPLEMENTATION

An RFP could be issued this spring and a contract awarded by January 1,1996.

ESTIMATED SAVINGS

Savings could reach $14.4 million per year based on $1.25 per-meal cost.
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Inm ate Com missary
Department of Corrections

CURRENT SITUATION

The Department of Corrections operates 14 prison, facilities dispersed throughout
the state. Currently, the Department maintains 14 separate commissary operations
that sell a variety of items such as toothpaste, cigarettes and potato chips to its 20,000
inmates. The commissaries are "pick and bag" systems where inmate workers select
merchandise from a written order form. The merchandise is putin abagby prison
workers and is either delivered to individual inmates in their cells or picked up ata
centralized location. State employees purchase the merchandise and handle the book-
keeping and accounting for commissary transactions.

A preliminary review of the revenues and costs of the present system shows that
these 14 commissaries are run at approximately break-even.

The corrections commissary industry is well developed. There are a number of
experienced, reputable and finandally-sound competitors who would respond to an RFP.
Private commissary operators have been able to save other states money by taking
advantage of their nationwide buying power. Private operators also employ sophisticated
systems for ordering, inventory management and inmate account processing. Correction
systems which have contracted out commissary services report increases in service
guality, lower costs and additional income from more profitable sales.

CONCLUSIONS AND RECOMMENDATIONS

The Commission believes that subjecting the operation of commissary service to
competitive contracting would substantially reduce the cost to taxpayers of providing
this service without sacrificing the quality of the service.

Itis also likely that the commissaries can be run more profitably by a private firm.
Private commissary operators typically sign concession agreements where they are
allowed to sell personal items to inmates and the prison system receives a percentage

of the sales.

The Commission recommends a cost accounting be completed, showing all costs
of delivering the service including service monitoring costs. An RFP, which contains
performance standards and contract monitoring procedures, should be issued to
qgualified operators. The in-house managers and employees can be encouraged to
submita plan to be competitive with anticipated private contractor proposals. The
Department should award the contract to qualified private contractors, if the Depart-
ment receives a proposal thatwould reduce costs and increase profits without
sacrificing quality.
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timeline for implementation
*

An RFP could be issued by May 1,1995 and a contractawarded by February 1,1996.

ESTIMATED SAVINGS

Savings could be realized through increased revenues of about $500,000.
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Prison Operations
Department of Corrections

CURRENT SITUATION

The Department of Corrections operates 14 prison facilities dispersed throughout
the state. There are approximately 20,000 inmates. Bayside State Prison in
Cumberland County is a combined medium- and minimum-security prison with a
population of approximately 2,000 inmates and operating costs of approximately
$52.6 million per year. Mid-State Correctional Facility in Burlington County is a
medium-security prison with a population of 570 inmates and an annual operating
cost of approximately $21.5 million. Anew prison in Bridgeton is being constructed
for 3,000 inmates and is due to be completed in 1997.

Prisons are being operated by private firms in several states, including Texas,
Florida, California, New Mexico, Arizona, Kentucky and Mississippi.

In the last ten years, a private corrections management industry has developed.
There are a number of experienced, reputable and financially-sound corrections
management firms which would respond to an RFP. Correction systems which have
contracted out specific prisons report significant cost savings and/or increases in
service quality.

CONCLUSIONS AND RECOMMENDATIONS

The Commission believes that subjecting the operations of prisons to competitive
contracting would substantially reduce the cost to taxpayers of providing this service,
without sacrificing the quality of the service.

The Commission recommends that a cost accounting be completed for both
Bayside and Mid-State, showing all costs of delivering the service including service
monitoring costs. An RFP, which contains performance standards and contract
monitoring procedures, should be issued to qualified and experienced operators.
Great care should be taken in this procurement process to allay concerns about public
safety and loss of control to an unqualified contractor.

The in-house managers and employees should be encouraged to submit a plan
that would be competitive with anticipated private contractor proposals. The
Department should award the contract to qualified private contractors if the
Department receives a proposal that would substantially reduce costs without
sacrificing public safety.

An RFP should be issued in 1997 for the operation of the newly-constructed state
prison in Bridgeton.
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TIMELINE FOR IMPLEMENTATION

An RFP could be issued by June 1,1995 and a contract awarded for Mid-State and
Bayside by February 1,1996.

ESTIMATED SAVINGS

Itis difficult to estimate savings because each prison facility is unique. The
Departmentwill not know what savings or operational improvements are possible
until an RFPis issued and qualified contractors respond. However, based on the
experience of other governments, savings of 10-20%—or $7-14 million—may be
realized by subjecting both Bayside and Mid-State to competition.

Millions in avoided future costs might be saved by private operation of Bridgeton.
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Prescription Drug ManagementProgram

BACKGROUND

Prescription drugs represent one of the fastest growing cost components of the
health care network. Management of prescription drug costs is common in the private
sector. These programs typically save between 10% and 15% of prescription drug
expenditures while improving monitoring of patient drug use. An estimated 47 of
New Jersey's top 100 employers utilize prescription drug benefit management.

Benefit management reduces overall costs to government for prescription drugs
and minimizes the opportunity for fraud and abuse.

CURRENT SITUATION

New Jersey governments subsidize prescription drug costs in various programs
with no managed benefit system. These programs include Medicaid ($165 million/
year) and Pharmaceutical Assistance to the Aged and Disabled ($169 million/year).
State government has successfully applied managed benefit technigues in the govern-
ment employee New Jersey Prescription Drug Program ($67 million/year). There are,
however, 300,000 government employees and 145,000 government retirees who do
not participate in the New Jersey Prescription Drug Program and who may not
receive the cost and service benefit of managed prescription drug benefits.

Drug manufacturer rebates are provided to state government in the Medicaid and
PAAD programs. Even with these rebates—which equaled $77 million for state
purposes in the latest year—New Jersey's average prescription costs are higher than
the industry average, due, in part, to less use of generics and higher provider
compensation than in the private market.

CONCLUSIONS AND RECOMMENDATIONS

The Commission recommends that a prescription drug benefit management be
implemented in all ggvemment prescription drug programs along the foTowing lines:

* All pharmacists should be allowed access into any prescription benefit
network as required under state "willing provider™ legislation.

» State requirements for network access should exceed federal Medicaid
standards providing maximum choice for recipients.

» Utilization reviews should be mandated under a prescription benefit program.

* The benefit managers should assure access to necessary medication. However,
incentives should be created to encourage use of preferred drugs.
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Medical Savings Accounts

BACKGROUND

The state's Health Benefit Plan covers approximately 310,000 employees—active
and retired—in state government, school boards, municipalities, agencies, authorities
and counties. Benefit costs are one of the single highest expenditure categories in the
state budget.

Currently, the choices offered are traditional indemnity insurance with a low
deductible and HMO-type plans where choice in care is limited. This coverage costs
$7,000 per family for an indemnity plan and $6,000 for an HM O-type plan.

Under the current system, there is almost no incentive for the individual employee
to shop for the best price and care or to limit the amount of care purchased.

CURRENT SITUATION

In the last few years, a growing number of private and government organizations
have used Medical Savings Accounts to lower employee health care costs, including
the Golden Rule Insurance Company of Indianapolis, Forbes, the Spurwink School in
Portland, Oregon, and the United Mine Workers of America.

A typical plan works like this:

1. The employer purchases a high-deductible ($2,000-$3,000) catastrophic
insurance policy for the employee. The premiums on these policies could be
40% lower than the premiums on low deductible policies.

2. Theemployer deposits the amount of the deductible in a special account for
the employee to spend on medical expenses, including IRS-recognized care
such as eye care, dental, physicals, preventive care, etc. The employee has total
freedom in choosing who delivers the care. If the employee does not spend the
full amount, the employee can keep the difference.

CONCLUSIONS AND RECOMMENDATIONS

Medical Savings Accounts will give power to consumers who will benefit
financially from prudent spending. Medical Savings Accounts would turn the present
incentives around, giving state employees the fruits of controlling health care costs.
Benefit costs can be lowered without reducing the quality of health care.

The state should carefully review the experience of others who have used Medical
Savings Accounts, and tailor a plan that would provide good medical coverage for
employees and significantly reduce costs.
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TIMELINE FOR IMPLEMENTATION

The Commission estimates that an agreement to establish Medical Savings
Accounts could be negotiated with employee unions, necessary statutory changes
made, and a new program implemented before the end of 1995.

ESTIMATED SAVINGS

Estimate: 5% savings of current costs. Savings to state budget: $25 million.
Savings to other budgets: $41 million.
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Flexible Benefit Programs for Government Employees

BACKGROUND

New Jersey state government does not offer flexible benefit, or so-called "'Section
125" cafeteria plans for its employees.

In their simplest form, these plans, which .are common in the private sector, allow
employees to make payroll contributions on a tax-deductible basis for health care and
dependent care/child care spending accounts. The employee reduces his or her taxes
and has money available to pay health care deductibles/copayments and other
out-of-pocket expenses for child care. Employers save because no employer Social
Security taxes are paid on amounts employees contribute to these plans.

Another advantage of flexible benefit plans is that they facilitate the offering of
health insurance opt-out programs to government employees whose spouses have
duplicative health insurance ¢ rrage.

There is a mature industry of vendors experienced in establishing flexible benefit
plans for the private and public sectors who can craft plans that will maximize
employee benefits and employer savings.

Health insurance opt-out programs encourage employees to drop duplicative
health insurance policies where a family member also has coverage. The financial
savings are great for employers who share their savings with participating employees
in the form of incentive payments.

CURRENT SITUATION

Flexible benefit plans are common in the private and public sector. According to a
recentnational survey of private and public sector organizations with 1,000 or more
employees, 59% of organizations offered health care spending accounts and 60% of
organizations offered dependent care accounts.

The two most common flexible benefit plan programs—tax-free payroll contribu-
tions to health care spending and dependent care accounts—are popular options with
employees that also reduce employer Social. Security tax payments (typically 7.65%
on most of the employee payroll contribution).

New Jersey is one of only two states that has not conformed its state tax law
with federal tax code as regards health insurance opt-out plans. In New Jersey, an
employee can be taxed on the value of the opt-out incentive paymenteven if the
employee does not opt to take the incentive payment. The federal government and
48 states only tax the incentive payment, if received.
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Many local governments would like the ability to offer "full service™ flexible
benefit plans to their employees. The program is supported by the League of
Municipalities and the Association of Counties.

CONCLUSIONS AND RECOMMENDATIONS
The Commission recommends that:

 New Jersey law be modified as needed to permit governments to offer a full
range of flexible benefit options to government employees;

o State government offer, at a minimum, health care and dependent care
spending account options with a corollary incentive program to allow
employees to opt out of duplicative health insurance coverage;

» The legislature move to enact legislation conforming the state tax code to the
federal code as regards health insurance opt-out payments.

TIMELINE FOR IMPLEMENTATION

An RFP for health plan administrative services was issued in November 1994,
Procurement of an administrator to establish and operate a flexible spending account
could occur shortly. This program could start in 1996.

ESTIMATED SAVINGS

Applying the typical plan design and employee participation rates found in existing
flexible benefit plans to New Jersey state government results in annual savings estimates
of between $15 million and $37 million, once the plan is fully utilized.
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JUA/MTF Automobile Insurance Claim Pools

BACKGROUND

The New Jersey Full Insurance Underwriting Association QUA) and its successor,
the New Jersey Market Transition Facility (MTF), were insurance companies created
by state government to write ""bad driver" policies. The companies stopped writing
policies in late 1993. However, there are outstanding claims estimated at $1.5 billion
that must be settled and another $500 million of deferred claims that must be paid.

CURRENT SITUATION

The JUA and the MTF have separate, duplicative administrative staffs and will
spend approximately $30 million during 1995 and 1996 on administration. Beginning
in 1997, administrative costs will drop dramatically as the number of open claims
decline.

Presently, 19 servicing carriers settle claims for the JUA/MTF. Servicers are
comoensated a set claim fee that varies by type of claim. There are no economic
incentives for servicers to seek to reduce claim costs. Servicers are also compensated
for direct expenses which have averaged $11 million per month for the past year.

CONCLUSIONS AND RECOMMENDATIONS

The Commission believes the present system does not provide sufficient control
nor incentives to reduce cost. Such controls and incentives could best be provided by
private administrators.

The Commission recommends the following actions:

* The Departmentof Insurance should competidvely consolidate and contract
the management of the JUA and MTF pools;

» Theprivate manager should negodate termination contracts with inefficient
carriers and be prepare”™ to take over any remaining claims;

* The private manager should be given incentives to cost-effectively manage
claim settlements and expense requests.

TIMELINE FOR IMPLEMENTATION

An award to administer the program could be made in four months. However,
implementation of the full plan with removal of inefficient carriers may take longer.
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ESTIMATED SAVINGS

Savings occur from several actions. Consolidating administration of the two pools
would save $4 million. Exit payments representing refunds of servicing fees paid in
advance to terminated carriers could approximate $7 million. Assuming a 3%
improvement in claim cost settlements, a 10% reduction in expense reimbursements,
and competitive vendor incentive payments, bringing in a qualified manager
should produce savings of $40 million. These estimated savings total approximately
$50 million.
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Motor Vehicle Services

BACKGROUND

In most states, vehicle inspection is provided by licensed private garages. New Jersey
is one of only three jurisdictions with a government-operated motor vehicle emiss;cns
and safety inspection system, although New Jersey also permits private inspection as an
adjunctto its centralized system. New Jersey is presently negotiating with the federal
Environmental Protection Agency (EPA) over changes in the vehicle emissions testing
program to ensure compliance with the federal dean Air Act. Nationwide, a private
industry exists that specializes in the establishment, management and construction of
enhanced systems to provide the required inspection services.

Because this is a new program, any changes will increase system capital and
operating costs.

CURRENT SITUATION

New Jersey presently has 35 vehicle stations with 86 vehicle inspection lanes,
operated at a cost of approximately $30 million annually. This state-operated system
is staffed with 600 employees. Additionally, there are about 4,000 private inspection
centers that perform about 25% of all inspections.

New Jersey's experience with private inspection stations has been a success.
Motorists are familiar with the program; licensed private garages have successfully
performed inspections and repairs; and motorists have favored the convenience
option this provides to them. However, federal mandates limit the ability of
combined inspection/repair priva' .facilities to fully participate in the program.
Although under the Clean Air Act inspection/repair private facilities will continue
to play a role, EPArequires New Jersey to operate a centralized system for dean Air
Act inspections.

The state's Division of Motor Vehicles has explored competitive contracting
options for this centralized system.

CONCLUSIONS AND RECOMMENDATIONS

The Commission recommends that New Jersey competitively contract operation ofits
state-operated emissions inspection system by including the following in the RFP:

* Oneor two vendors to operate the system.

* A 5-10 year contract, with determination of optimum number of lanes/
locations based on state performance standards.

* Vendor lease or ownership of state-owned facilities, with rehab of lanes
performed by the vendors.
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* Vendor acquisition of new facilities/lanes; title transferred to state at end
of contract.

* Vendor option as to policy vis-a-vis currentemployees, with aminimum
requirement that currentemployees receive hiring preference.

* Minimizing of driver inspection fees.

However, the Commission recommends that the above not be included in statute,
so managers can. maintain maximum flexibility. The Commission also recommends
continuation of the combined inspection/repair private option in the state's
reconfigured emissions control system.

TIMELINE FOR IMPLEMENTATION

Much of the groundwork for drafting of an RFP has been accomplished.
Therefore, the process can begin without undue delay. The following schedule
is achievable:

RFP response preparation 3 months
Proposal evaluation and selection 3 months
Protest period/contract award 4 weeks
Implementation 12 months

ESTIVATED SAVINGS

Competitive contracting o(:existing emissions inspections will reduce annual state
spending by approximately 10-15%, or based on the present system, a $3-6 million
savings.

Savings estimates do not include avoided operations and capital costs related to
compliance with the Clean Air Act. Privatization of the Clean Air Act emissions
system may provide an additional opportunity for savings.
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Technology

BACKGROUND

State government’s use of technology is extremely complex. The total scope of
technology and the costs associated with it are not readily available. The Office of
Telecommunications and Information Services (OTIS) is the central data center and
has abudget of $89 million. Their budget is exclusive of a variety of direct costs
(i.e.,employee benefits, depreciation, rent, etc.) which would normally be included
in cost estimates developed by the private sector.

The growth of technology in state government has occurred without the benefit of
a strategic game plan. This has created inefficiencies and promoted the expansion of
technology related activities outside of OTIS. Estimates are that in excess of $200
million per year is spent on technology in the State Department outside of OTIS. Itis
possible that this estimate could be in a range from $300 million to $400 million when
all costs are factored in.

CURRENT SITUATION

New Jersey's major systems are currently run on a variety of hardware and much
of the software and hardware are antiquated. Common standards and procedures do
not exist. This impedes the implementation of cost-efficient technology.

A well-designed procurement system is critical to implementing state-of-the-art
technology in a cost-effective manner. The currentprocurement process is time-
consuming, cumbersome and does not maximize leverage or support the benefits of
equipment standardization.

At a time when technology is dramatically growing, changing, and becoming
more critical, as well as costly, New Jersey does not have a central point of
responsibility and there is no overall vision or strategic plan for technology in
state government.

To date, efforts to re-invent the technology area have been confined to OHS,
which comprises less than one-third of the technological activities in the Executive
Branch.

OTIS has limited resources to respond to the day-to-day needs ofits current
customers and virtually no resources to dedicate to defining a strategic direction.

In addition to OTIS, virtually every department of state government has its own
technological component. The costs associated with those individual components are
difficult to identify and are understated due to the lack of a cost-accounting system.

An RFP to study OTIS has been issued. This focuses solely on OTIS and is not
designed to deal with the overall issues of technology in the state.
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CONCLUSIONS AND RECOMMENDATIONS

Given the critical importance of technology and information today and in the
future, as well as the need for a strategic direction, consideration must be given to
elevating this function within the Executive Branch or to the creation of a public
corporation to manage all technology. Unless this function has departmental level
authority, significant change is unlikely. Nine states have created a Chief Information
Officer position, reporting directly to the Governor. The State of California has just
completed an extensive study of technology—the first recommendation was for
Governor "Wilson to create a C.1.O. reporting to him.

In the short term, OTIS should move ahead with a baseline study of its organiza-
tion and structure. OTIS is only a part of the problem; however, such a study should
still identify savings opportunities in the $5 million to $10 million range.

The Treasury should prepare an FJFP requesting a comprehensive study of all
technology units in state government. The focus of the effort should be to derive
efficiencies from consolidation and standardization. Technical experts indicate that this
type of effort has typically resulted in savings from 20% to 40%o prior to any privatization
decision.

While privatization is possible in the short term, it appears to be premature, given
the fragmented nati re of the function as well as the potential for significant
efficiencies prior to any privatization decision.

TIMELINE FOR IMPLEMENTATION

Immediate implementation should result in short-term savings in 12-18 months.
Total implementation will probably take two to four years.

ESTIMATED SAVINGS

Annual technology expenses are in the $300 million to $400 million range and
industry experts indicate typical savings deriving from this kind of effort from 20%
to 40%.
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Revenue Collection

BACKGROUND
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All options will be reviewed, including a state-developed and -operated solution:
outsourcing; pub||c private partnersHlps,gor other ?easM% fﬂternatl\Pes.

TIMELINE FOR IMPLEMENTATION
AnRFP has already been issued. Implementation is expected in early 199%.

ESTIMATED SAVINGS

. avings will need to be determined as part of the project. Given the size pf the
exmtmg J%v.enu rlaase, asweﬁ as the curre tcostofogergtlon, the potentla? or
savings is signimcant.
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State-Owned W astew ater Treatment Facilities
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Public/Private Partnerships in

Capital Transportation Projects

BACKGROUND
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s P
ﬁrrvate edl ? tructio ﬁransgortatron Projects nas reduced costs and
e amount ot time Itt €S 10 complete a project

CURRENT SITUATION

According to a Foundation of the New Jerse cefor tronstd New
Jersey?ras traqnsportatron Infrastructure nee soml;I rb illion. They Inclu Xe

o $318hillion for state highways and bridges.

» $35billion for public transit.

» $5.9billion for toll road facilities.

v $2.7hillion for bi-state authorities.

o $4.0billion for county and municipal roads and bridges.

1estat Depart en of 9 tronre ds Jrﬁt tcurrent undrn Ievels,
the t: rewr e unable to ede %n rnras ansr
groecrsbe en the rso 8 &)rgr ?] Lrera fransit
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In order to meetr\}hesratesbac unfunded transport tron Pr&e soverthe
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ion 10 $2.8 r lon.

Participation of the private.sectar in the design, building, ownership and
rnancrnggfj1 manyopt ESE Projects Isnee eg o DG P
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CONCLUSIONS AND RECOMMENDATIONS

Ope Department fTrans ort d shoulﬂl evaIUﬁte all 0 tlons or pr ,vate design/
build proje ts e0 ectB/eg] {0 en anCﬁ cfgopl nt SaBbagY
comple t agrowing rumoer of progcts on atlmey and cost-erfective

The Com 3|o orecBnbrPe sado [1 apla similar to the State of
ashln to ers Public rva agvem ransportation O[s Ip% ram
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rsey and many others.

TIMELINE FOR IMPLEMENTATION

Leaislation may be needed bef re RFP can be Iss on Washinaton
staé 959 l%pnence ¥ts ou? takea [ttle over ayear to ra?taBna?ﬂ [eCeIve proposals
and award a contract.

ESTIMATED SAVINGS

it iy et et o
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V eterans Memorial Home at Param us

BACKGROUND

Par;r% SState of New Jersey owns and operates a 334-bed veterans nursing home in
r]eV ransl\/lemona|1H rﬂeatParamuswasburlt Opthe late 1980s and V\)[/]v fully
d) our ears ago, The Cen/(e deeraps and Vieteran spous sq‘ 0S8

sare geadg heJP me) an vr)n ar pare ts are 501 Ve erans Who
pg\)reoreerne"t:eare ombat er Sidents who have not eple dtherrpersona aSSels

CURRENT SITUATION
TheVeter s Memorial Home In Paramus Is staﬁedb |oroxrmate 40? state
ﬁmap Ryees Inciu ng grang.%ers doctors, re Fter NuUrses, li d g tical nurses,
thrcare aides, and buildmg maintenance’ food service, custodial and other
support SeIVICe WOrkers.

he FY9%5 oaperatrn budjg§ th home shows $17 E&rllro eratrnﬂexRen es
mr onr rve

|nc|u enanc r¥

REva drgr ualsa million rom era terans mrnrsr u e-

ed erence er |n emb and revenues IS ma
srnt ea mr |o eratrrﬁ NSes wer

er ythe

p]e swou ave oe ecton ursemen
terans mrnrstratron 0t per bed |s out Oper

The nurs| rndus rsweII evgloged and therem 0ybema experi-
en O[eputati nancra}( erat rS who woul
respon oan an provi quar operatro

CONCLUSIONS AND RECOMMENDATIONS

Acostac U tr%should be completed which sho‘%kako s0f0 eratrnﬂ[and

tainin INC Ich corttains

8 1N SerVICE MonItorin

e orma stan con act monrtonn Ures, er (p opalrfred

erators aTv WM service u reds ot lives

\/epe re e a reat eap] S 3 (pn uvrt IS procurement DIOCESS.
eterans service orga Izations shouldbe consuited during this proce

Thein- hOUﬁe mana%ers and em I%%sshould he encouraged.to submitaplan
to restructuret ein-h seo eratl e competitive wit atrcr ate nvae
contractor pro os com ns fween |v e proposals %
red ctr nr costss oudbem artment should awar fﬁ
con 8% rvate contr ctors e e a ent recelves aproposal that
wou ueco ithout sacrifi crngt e quality of care.
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AREAS UNDER STUDY



TIMEUNE FOR IMPLEMENTATION

An RFP could be drafted and issued to qualified operators by March 1,195,
Anaward couldbe made by September 1/ and service could begin by December 19%.

ESTIMATED SAVINGS
$3 million in operating expenses.
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The New Jersey Sports and Exposition Authority

BACKGROUND

g ggés% rtsaenl( E|X S onA%tnho él%éqw onm rtehgaarth tte
@ %ce ac% ei\s Hg&t?antlca ven |on ente ease and

utharl [Ify.Oversees the development
ntlc %nv ntio Center nad lon, the Aut ontyovelns ungeve?op\gland
Inthe Mea owans

s i U e

senlnrg:e FY95, the state contributed $35 million toward the payment of Authority debt

CONCLUSIONS AND RECOMMENDATIONS

. The Commission commends theAuthokn ortaklpeq |cantste
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t% onvention Centers, a nvated veloperto onstruc neweementsot master
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reducing the Authority's nee orastaesu siqly.

TIMELINE FOR IMPLEMENTATION

Duetothem ubtl aceted natureot uth rty's activities an theﬁ%mplexl gé-ﬂ
Festnct 10NS 1N JtS cove ants ana |ona thiree to Six months will be requir
or the Commission to comp ete the study



Passaic Valley Sewerage Com mission

CURRENT SITUATION
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CONCLUSIONS AND RECOMMENDATIONS

The Privatization Commrsa N (elrev s that subrectrn theoneratronofthe PVSC
to comlrtretrtrve contractrn courtre tﬁ e cost to ratepayers of providing this ser-
vice without sacrificing the quality of the service.

The Cnrgmrssron recommencs th e PVSC Perform a%pstaccountrn  showing
all costs of celivering the service, rncu ng maintenance and service monrtoring.
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M iscellaneous Competitive Contracting Proposals

BACKGROUND

The Cgmmlsa orkin Wlth Treasu OMB and the departments, has
uncovere numpe %DLR nltlesﬁ) |t| e contr { Services at osablE
savings ges' ucmlgt |ces ctions have heen taken
%ﬁgrs gr% StIﬁses nnces such as operati no ay care centers In Human Services,

under study.

Amon ne IVIces U er review are: Fustod| Servl smstltutl nal e(%]rounds
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censm testln aborao fes INgstate-run s |oo| district supp en/| ' state-
Rmeana turlg1 arlacEg centers; flegt mtenance and malntenan reconstt’ucnon

CONCLUSIONS AND RECOMMENDATIONS

The Commission. reconltrﬁends fucther consicler |ono the ove sennces Lor
competifi ve contracting. 7 thes senncescar} ehornﬁ a%owerco WIE out
reducin é e quality or'services by a private fir d be competitively

contrac
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ESTIMATED SAVINGS
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APPENDIX 1

STATE OF NEW JERSEY
BRCI™V GEATMNT

EXECUTIVE ORDER HO. 17

Amff,/ o! tcryrlril nmn:t

W HEREAS, saving ta x dollars w ith out com promising th e
a v ailab ility and qguality o f State services is a cornerstone o f this
A dm inistration ; and
W HEREAS, State government m ust identify and pursue innovative
m ethods o f achieving those' goals; and
W HEREAS, pr:vatizatlon, through reliance on private enterprise
m arket forces and com petition for providing p ublic services, may b e
one alternative by w hich to save ta x dollars and m ain tain , ar
p ossibly im prove. State services; and
W HEREAS, a com prehensive 3tudy should b e conducted t o analyse
th e fe asib ility o f prudent privatization o f selected government
service s and evaluate the potential consequences o f such
privatization ;
NOWwW, THEREFORE, 1, CHRISTINE TODD WHITMAN, G overnor o f th e State
o f New Jersey, by virtu e o f th e authority vested I'n m e by the
C onstitution and by th e Statutes of .this State, d o hereby ORDER and
DIRECT;
1. There is hereby established the N ow Jersey A dvisory
Com mission on Privatization, hereinafter referred to 8 S th e
Com mission
2 The Commission s h all consist o f a chairperson and four (4)
other mem bers appointed by the Governor.
3 The Commission s hall; (1) conduct a review o f e xisting
fe as ib ility studies and actual experiences o f governments th at have
T hiltia te a priY Vv tliration e fforts; (2>-.«valuate the . advantages and
disadvantages aasociated w ith privatization generally; (3) conduct a
e a s ib ility study o f New Jersey State government, including a
cost-benef fit and im plem entation analysis, to iden tify th ose areas
w here privatization w ould result in cost savings and qguality
m provements; and (4) proposo appropriate and b eneficial m ethods o f
im plem enting privatization I'n this State .



STATE OF N ew Jerset

F.xccutiv* JiKi-.MitMrNr

4 . The Comm ission s h a Il periodically report to th e Governor and
s h all issue its recommendations in w riting by December 31, 1994.

5, The Commission iB authorized to coa |l upon ony departm ent,
o ffice, division, or agency o f th is State t o supply [ w ith data and
other inform ation, personne.l or assistance it deem s necessary to
discharge its duties under this order. Each departm ent, o fficer,
division or agency o f th is 6 tate is hereby required, to th e extent
not inconsistent w ith law , t o cooperate w ith the Com m ission and t o
furnish it w ith such inform ation, personnel and assistance as is
necessary to accom plish th e purpose of- this O rder. The A ttorney
G eneral, or her designee, s h all act as le g al counse.|l to the

Commission

S . T his Order s h all take e ffect im m ediately .

GIVEN, under_my h and.aupd jsjbol,
th is /fi day o f T fPetU
in th e Year o f O wur Lord, One
Thousand N ine Hundred and
N inety -Four and o f th e
Independence o f the United
States, the Two Hundred and

Eighteenth

C hristin a Todd W h-icman?"-

GOVERNOR

A tte s t:

D'e.phu?ye kmewgr%re.K to -the -Governor
FILED
APR1 818
5t REIARY GRSHE
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APPENDIX 2
Commission on Privatization and Competitive Contracting
Public Hearing List

Personnel Commissioner - Linda Anselmmi

Professor Steve Savas - Director, Privatization Research Organization, Baruch College
Esmor - James F. Slattery, President

Mercer County Executive Bob Pnmetti

Metcalf & Eddy - Donald Deiso, President

CWA

Congressman Dick Zimmer

Systems Control - James Caffey, Marketing Representative

Bergen County SheriffJack Terhune

. United Infrastructure - Senator Thomas Gagliano

AFSCME

GC Services - Lawrence Smith, Marketing Manager

System House - John Bay, Managing Director

Cherokee Solutions - Leonard T. Bier

Martin Marietta - Neal Linkon, Director of Public Affairs
Construction Industry Advancement Program - John Clearwater
Michael Francis - Chairman, New Jersey Sports & Exposition Authority
United Water Resources - Bob Senatore, Marketing nager

Lewis Thurston - Executive Director, New Ji:rsey Highway Authority
SE.LUJILLFP.TE

New Jersey Turnpike Employees Union - Frank Forst, Consultant
Project Build - Fred Mihelic

Wheelabrator Clean Water Systems - Ken Gibson

Mercer Street Friends - John Connolly, Executive Director
Public/Private Partnership Council of New Jersey - Vince Miller

Construction Industiy Advancement Program - John Clearwater
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1996

HOUSE BILL 96-1262

BY REPRESENTATIVES Pfiffner, Anderson, Pankey, Sullivant, and
Taylor;
also SENATCR Johnson.

CONCERNING THE STATE PERSONNEL  SYSTEM  AND MAKING AN
APPROPRIATION IN CONNECTION THEREWTH.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1.  24-50-104 (8) (a) (1) and (8) (a) (II1),
Colorado Revised Statutes, 1988 Repl. Vol., as amended, are
amended, and the said 24-50-104 (8) (a) is further amended BY THE
ADDITION OF THE FOLLOMNG NEW SUBPARAGRAPHS, to read,;

24-50-104. Job evaluation and compensation - repeal.
(8) Salary administration, (a) (1) The state personnel director
shall provide by rule, based upon a system of performance
evaluation, for periodic salary increases which are based on
demonstrated ability for satisfactory performance and quality of
performance, for the withholding of such increases for less than
satisfactory performance, and for payment of an incentive award
in recognition of above-standard or outstanding performance by an
employee. This subparagraph (1) is repealed, effective July-h-
1W JULY 1, 2000.

(1) For the fiscal year beginning July I, 1994 JULY 1,
1998, and each fiscal year thereafter, the salaries of all
employees may be increased or left unchanged based upon merit and
performance or the expectation of performance of such employees,
subject to the level of available appropriations therefor. The
state personnel director shall prepare and transmit to the goner-dl-

CapTTaTTetters indicate new material added to existing statutes;
dashes through words indicate deletions from existing statutes and

such material not part of act.
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JOINT BUOGET COVMMTTEE AND THE HOUSE AND SENATE STATE,
VETERANS, AND MILITARY AFFAIRS COMMITTEES, noglater than January
4t—1-994 OCTOBER 15, 1996, roconvnendat 1one—fer—changes—h»—t he
statutes— necessary— te— nnpleroont— tbe— provisions— e-f—-t-hd-s
subparagraph (111) A PERFORMANCE-BASEO PAY PLAN THE PERFORMANCE
BASED PAY PLAN SHALL INCLUDE, BUT NOT BE LIMITED TO, THE FOLLOMNG
ELEMENTS:

(A A SYSTEM FOR PERFORVANCE EVALUATION THAT PERMITS
PERIODIC SALARY INCREASES BASED ON A DEVONSTRATED ABILITY FOR
SATISFACTORY PERFORVANCE AND QUALITY OF PERFORMANCE, WITHHOLDING
OF SUCH INCREASES FOR LESS THAN SATISFACTORY PERFORVIANCE, AND THE
ESTABLISHVENT OF A JOB RATE FOR EACH OCOUPATIONAL GROWP, AFTER
WHICH NO ALLOAANCE FOR STEP (R LONGEMITY  INCREASE SHALL BE MACE

(B) ANNUAL SALARY INCREASES SHALL NOT BE GUARANTEED AND
SHALL BE SUBIECT TO THE LEVEL OF AVAILABLE APPROPRIATIONS
THEREFOR;

(©) A MNMM ANNUAL SALARY INCREASE SHALL NOT BE
ESTABLISHED CR GUARANTEED,

(D) AN ANNUAL SALARY INCREASE THAT MAY BE AVARDED BY THE
APPOINTING AUTHORITY SHALL BE EFFECTIVE ON JULY 1, SUBJECT TO THE
LEVEL OF AVAILABLE APPROPRIATIONS, AND SHALL NOT OOOUR (R BE
DEPENDENT ON THE ANNIVERSARY DATE OF BVPLOYIVENT.

(V) THE JOB RATE DESCRIBED IN SUB-SUBPARAGRAPH (A) OF
SUBPARAGRAPH (I11) OF THIS PARAGRAPH (a) SHALL BE ESTABLISHED
THOUH THE ANUAL  TOTAL COVPENSATION SURVEY. THE TOTAL
COVPENSATION ADMSORY COUNCIL SHALL. ADVISE THE STATE PERSONNEL
DIRECTOR IN THE INITIAL DESIGN AND RUTURE REVISIONS OF THE
PERFORMANCE-BASED PAY PLAN DESCRIBED IN SUBPARAGRAPH (111) CF THIS
PARAGRAPH (a). ON R BEFORE DECEVBER 30, 1996, FOLLOWNG
CONSULTATION WITH THE JOINT BUDGET COVMTTEE, THE STATE PERSONNEL
DIRECTOR SHALL FINALIZE THE PERFORMANCE-BASED PAY PLAN. THE JOB
RATE ESTABLISHED FOR EACH OCOUPATIONAL GROP SHALL BE REMIBWED AS
PART OF THE ANNUAL PERFCRVANCE AUDIT OF THE COVPENSATION SLRVEY
CONTRACTED FOR BY THE STATE AUDITOR

(M) (A) THE STATE PERSONNEL DIRECTOR SHALL  IMPLEVENT

BASED PAY OVER A PERIOD OF THREE YEARS IN THREE

SEPARATE SEGVENTS PURSUANT TO SUB-SUBPARAGRAPHS (B), (C), AND (D)

OF THIS SUBPARAGRAPH (V) FOR ALL OF THE STATE EMPLOYEES IN THE

STATE PERSONNEL SYSTEM THE PLAN SHALL DESCRIL. THE EVPLOYEE

GROPS, CLASSES, CR POSITIONS COMPRISING EACH OF THE THREE
SEGVENTS.

(B) N OR BEFORE JULY 1, 1998, PERFORMANCE-BASED PAY

SHALL BE IMPLEMENTED FOR THE FIRST SEGVENT OF STATE BEVPLOYEES
DESCRIBED IN THE PERFORVIANCE-BASED PAY PLAN.

PAGE 2-HOUSE BILL 96-1262
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(C) ONOR BEFORE JULY 1, 1999, PERFORMANCE-BASED PAY SHALL
BE IMPLEIVENTED FOR THE SECOND SEGVENT OF STATERIVPLOYEESDESCRIBED

IN THE PERFORMANCE-BASED PAY PLAN

(D) ONOR BEFORE JULY 1, 2000, PERFORMANCE-BASED PAY SHALL
BE IMPLEVENTED FOR THE THIRD SEGVENT OF STATE BVPLOYEES DESCRIBED
IN THE PERFORMANCE-BASED PAY PLAN

(E) THE PROVISIONS OF SUBPARAGRAPH (1) OF PARAGRAPH (a) OF
THIS SUBSECTION (8) SHALL NOT APPLY TO ANY EVPLOYEE WHD BECOVES
COVERED BY THE PERFORVANCE-BASED PAY PLAN PURSUANT TO
SUB-SUBPARAGRAPHS (B), (C), (R (D) OF THIS SUBPARAGRAPH (V).

SECTION 2. Part 5 of article 50 of title 24, Colorado
Revised Statutes, 1988 Repl. Vol., asamended, isamended BY THE
ADDITION OF A NBW SECTION to read:

24-50-504.7. Conmission on the privatization of personal
services - creation. (1) () THERE IS HEREBY CREATED A
COMMISSION ON THE PRIVATIZATION OF PERSONAL SERVICES PERFORMED BY
CLASSIFIED STATE EVPLOYEES CONSISTING OF THE FOLLOMNG APPOINTED
VEIVBERS:

(1) THREE MEVBERS APPOINTED BY THE GOVERNCR

(1)  THREE MBEVBERS OF THE SENATE APPOINTED BY THE PRESIDENT
OF THE SENATE ONE OF WM SHALL. BE A MBVBER OF THE MINCRITY PARTY,

(rr)y THREE MAEVBERS OF THE HOUSE OF REPRESENTATIVES
APPOINTED BY THE SPEAKER OF THE HOUSE OF REPRESENTATIVES ONE OF
VWHM SHALL BE A MBVBER OF THE MINORITY  PARTY,;

(Iv) O\ MEVBER OF THE CGOLCRADO ASSOCIATION OF PUBLIC
EMPLOYEES, DESIGNATED BY THAT ORGANIZATION;

V) ONE MEVBER CF THE AVERICAN FEDERATION OF STATE, COUNTY.
AND MUNICIPAL EMPLOYEES, DESIGNATED BY THAT ORGANIZATION,

(V) O\ MEVBER OF THE COLCRADO FEDERATION OF PUBLIC
EMPLOYEES, DESIGNATED BY THAT ORGANIZATION

(b) THE COMMSSION SHALL MEET NO LATER THAN JULY 31, 1996,
AND SHALL IVEET AS OFTEN AS NECESSARY.

(c) IN CARRYING QUT ITS DUTIES UNDER THIS SECTION, THE
COMMISSION MVAY REQUEST STARF ASSISTANCE AFROM THE DEPARTMENT OF
PERSONNEL. ALl SUCH STAFF ASSISTANCE SHALL BE PROVIDED WITHIN
AVAILABLE APPROPRIATIONS.

(d) THE OCOVMSSION SHALL INVESTIGATE A\D STUDY THE
SUCCESSES AND FAILURES CF PUBLIC AND PRIVATE PERFCRVANCE OF PUBLIC
SERVICES IN THE STATE AND IN OTHER STATES. THE COVMMISSION SHALL

PAGE 3-HOUSE BILL 96-1262
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REPORT TO THE GENERAL ASSEVMBLY N THE RESULTS OF THAT
INVESTIGATION AND STUDY AND MAY VAKE RECOMVENDATIONS ON' PERSONAL
SERVICES CONTRACTS, PRIVATIZATION OF CERTAIN STATE SERVICES, AND
APPROPRIATE LEGISLATION. THE REPORT SHALL INCLUDE, BUT NOT BE
LIMITED TO, THE FOLLOMNG

(1) WHETHER PERSONAL SERVICES QONTRACTS INCREASE EFFICIENCY
IN THE DELIVERY OF GOVERNVENT SERVICES IN THE STATE AND IN OTHER

STATES,

(I1)  WHETHER THERE ARE OVERALL COST SAVINGS TO THE STATE
AND IN OTHR STATES OURING THE TEHRM G- SUCH CONTRACTS;

(111)  THE NUVBER OF PRIVATE ENTITIES EXISTING THAT PROVIDE
THE PERSONAL SERVICES CONTRACTED FOR By THE STATE AND IN OTHERR
STATES;

(IV) WHETHRR STATE BVPLOYEES ARE ALLOAED TO SUBMIT A BID
OR PROPCSAL TO PROVIDE THE PERSONAL SERVICES CONTRACTED FOR IN THE
STATE AND IN OTHER STATES AND WHETHER SUCH BIDS CR PROPOSALS V\ERE
MACE JOINTLY COR IN COOPERATION WITH A PRIVATE ENTITY.

(e) ON CR BEFORE SEPTEMBER 1, 1997, THE COMMSSION SHALL
PREPARE AND TRANSMIT TO THE GENERAL ASSEVBLY A REPORT CONTAINING
THE RESULTS AND RECOMVENDATIONS DESCRIBED IN PARAGRAPH (d) OF THIS
SUBSECTION (1).

(f)  THE REPORT REQUIRED BY PARAGRAPH (e) OFTHIS SUBSECTION
(1) SHALL BE FILED INACOORDANCE WITH SECTION 24-1-136 (9).

(2) THIS SECTION IS REPEALED, EFFECTIVE NOVEVBER 1, 1997.

SECTION 3. Appropriation - adjustment In 1996 long bill.
(1) In addition to any other appropriation, there is hereby
approprifted, out of any moneys in the general fund not otherwise
appropriated, to the department of personnel, for the fiscal year
beginning July 1, 1996, the sum of fifty-six thousand six hundred
ninety-six dollars (556,696) and 1.0 FTE, or so much thereof as
may be necessary, Forthe implementation of this act.

(2) In addition to any other appropriation, there is hereby
appropriated, to the department of law, for the fiscal year
beginning July 1, 1996, the sum of ten thousand dollars (S10.000)
and 0.1 FTE, or so much thereof as may be necessary, for the
implementation of this act. Such sum shall be from amounts
appropriated to the department of personnel in subsection (1) of

this section.

(3) In addition to any other appropriation, there Is hereby
appropriated, out of any moneys In the general fund not otherwise
appropriated, to the legislative department, for allocation to the
legislative council, for the fiscal year beginning July 1, 1996,

PAGE 4-MOUSK BILL 96-1262
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the sum of four thousand seven hundred fifty-two dollars (54,752),
or so much thereof as may be necessary, for the implementation of
this act.

(4) For the implementation of this act, appropriations made
in the annual general appropriation act for the fiscal year
beginning July 1, 1996, shall be adjusted as follows:

(@) The general fund appropriation to the capital
construction fund outlined in section 3 (I)(c) and (1)(e) is
reduced by sixty-one thousand four hundred forty-eight dollars
($61,448).

(b) The capital construction fund exempt appropriation to
the department of transportation, construction projects, is
reduced by sixty-one thousand four hundred forty-eight dollars
($61,448).

SECTION 4. Future appropriations. (1) It appears that this
act will require appropriations for subsequent fiscal years, and
the amount to be appropriated to the department of personnel for
the fiscal year beginning July 1, 1997, is estimated to be five
hundred seventy-nine thousand nine hundred twenty-four dollars
($579,924) and 2.2 FTE

(2) The amount to be appropriated to the department of law
for the fiscal year beginni - July 1, 1997, is estimated to be
twenty-nine thousand nine hunt, ten dollars ($29,910) and 0.5
FTE. Such sum shall be froit. amounts appropriated to the
department of personnel 1n subsection (1) of this section.

(3) The amount to be appropriated to the legislative
department for the fiscal yearbeginning July 1, 1997, is
estimated to be one thousand one hundred eighty-eight dollars
($1,188).

SECTION 5. Effective date. This act shall take effect at
12:01 a.m. on the day following the expiration of the ninety-day
period after final adjournment of the general assembly that is
allowed for submitting a referendum petition pursuant to article
V, section | (3) of the state constitution: except that, if a
referendum petition is filed against this act or an item, section,

PAGE 5-HOUSE BILL 96-1262
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or part of this act within such period, then the act, item,
section, or part, if approved by the people, shall take effect on
the date of the official declaration of the vote thereon by
proclamation of thegovernor.

lom Norton

WEAKER OE/THE HJ PRESIDENT OF
CF REPRESTNTATIVI THE SENATE
oan M "Al8t

SECRETARY CF

OF REPRESENTATIVES THE SENATE

Roy R
QOE CF THE STATE OF COLCRADO
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Commission on Privnti/.nlion

January 27, 1997

Charlie Brown
Legislative Council
200 Li. Colfax. //029

Denver. CO 80203

Dear M M

W e are wrilinj~ lo request lluit your department/agcoey, srare college or university participate in completing
ihe attached management survey questionnaire. Yuur participation in this survey is important lo the

Com mission un Privatization's task ot'investigating the successes and failures of public and private

performance in the delivery o f stale services ill Colorado.

The Commission on Privatization was authorized by IIR-9(i-1262 to study and to make recommendations
to the General Assembly on the privatization o f certain stale services, personal services contracts and
appropriate legislation. This survey gquestionnaire is designed to assist the Com mission in determining
current, stale government privatized practices, the factors in considering privatization, what forms of

privatization exist and what are the impediments to further privatization.

The survey findings will result in helping the Com m ission to make substantive recom mendations regarding
the future of private com petition within Colorado stale government. Additionally, survey results will be
com piled into the Ilnal Com m ission on Privatization reporr due the General Assembly laler ihis year.
Please have division directors and managers complete the questionnaire. W e would like cross

rcprcsenuitioti throughout your various divisions.

Completed .surveys should be returned to General Support Services, Department of Personnel no later Ilian
Friday, February 14. 1997. On behalfofthe Commission, we thank you for your prompt assistance in

directing these surveys to he completed by appropriate personnel within the deadline date established.

If you or any person in your organization have further questiuns regarding the survey process, please

contact the Com mission administrator. Mr. Kick Garcia at 8M -6575 .

Sincerely?

Keprescnlative Penn Piilliier AndreM . Pettigrew

Chair executive Director

Com mission on Privatization Department ol Personnel

Note: To complete this survey by email, go to tbhs’ Com mission on Privatization homepage.

http:/Avww .state.co.us./gov dir/gsx/edu/priv/index.litiil, and follow instructions. IZmnil responses should

be returned lo Joi Simpson atJoi.SimpsOIlI($stalo.ui.ii5\



PRIVATIZATION SURVEY QUESTIONNAIRE

Due by February 14, 1997
TO
Commission on P rivatization
c/o Executive Director's Office
Colorado Department of Personnel
General Support Services

1525 Sherman Street#200
Denver, CO 80203

Agehcy/Division:



Privatization Survey Questionnaire

Dueby February |4, |e©7

TO
Commission on P rivatization
c/o Executive Director’s Office
Colorado Department of Personnel
General Support Services
1525 SHERMVAN STREET #200
Denver, CO 00203

Agency/Division:
Job Title:

NAME(O«mONAL):

Prepared ano Distributed by

Colorado Commission on @_ pation
A3 AUTHORIZED BY HO \W



Privatization Terms £ Definitions

Tite following definitions and terms widely describe the fomis of government privatization. The terms are
provided only as a point of reference to assist the survey respondents’ description of specific privatization
experiences. Inproviding these terms, there is no assumption that any of the described forms of
privatization are utilized or have boon utilized in Colorado stalo government.

Contracting out - Government contracts all ora portion of a public service delivery to privale firms (profit cr
non-profit). For purposes of this survey, contracting out would Indude “purchased services* as defined In
The Code of Colorado Regulations. P13-1-1. Classic examples Indude trash coMedlon, waste water
treatment and building repair and maintenance. More reoent examples Indude human services delivery,
Incarceration end public transportation. Some level of performance evaluation, compliance and contract

monitoring Is maintained by government.

Deregulation - The government removes its regulations from the service ii previously regulated in favor of
self or no regulation of the service.

Franchisee - Government awards either an exclusive or nonexdusive franchise lo private firms to provide o
nervice within a certain geographical area. Undor most franchise agreements the dUzen pays directly for
service rendered. Likely municipal franchisees indude cable television and utility services. Most public
franchisees are assodatod with regulated public utifiUes.

Grants/subsidies - The government provides a finonda) or In-kind contribution to a private organization or
individual to encourage them lo provide a service so that the government does not have to provide if. An
example Is privete business using Enterprise Zone tax benefits.

leaalng - A way for governments to have the use of certain goods or services without having to own them.
Examples are government leasing vehicles or office space.

Load/Service Shedding = The government actually gives up responsibility for an adivity but works with a
private agency (profit or nonprofit) willing to lake over responsibility. Perhaps this wouid involve a one-time
grant or subsidy. A local example Is the privatization of some RTD routes and the University Hospital
reorganization inode). In other states, service shedding con be described as selling off state-owned assets
like a worker's compensation fund to a privale firm or giving up internal fleet maintenance by having an
outside company manege the teasing and acquisition of state vehidas.

Meneged Competition - A public agency competes with private firms for the provision of public services
under a controlled or managed process with doarty defined steps to be followed end roles of dt the

participants.
Partnonhlpsflolint public-private ventures) « Businesses in the community and the local government
join forces for a major development such as a new shopping mall, downtown revitalization or a sports

stadium. Often tax policy such as spedai improvement, Incremental end special sales (exes accompany
these types or ventures. Recent examples Include Coors Field and the 16**Street business Improvement

district

Procurement - The acquisition or purchase of goods that are not wholly manufactured or produced by su'e
government. Examples are the purchase of office or deaning supplies, electronic anoi computer equipment

or vehides.

Safe of Assets - The government sells its assets to the private sector. Sale or assets shifts government
functions and ownership lo the private sector. An example is a government that sells surplus property or

equipment to the private sector.

Vouchers - The government provides vouchers to citizens needing the service, but the dUzens are free lo
choose the organization fromwhich to buy the goods and services. Popular example* indude housing and
food vouchers and more recent examples are educational choice vouchers.

The following definitions are lo be used when completing question 1
Quality of Performance and Service - this refers to tho quality of service from the provider.

Service Love! eDecreese or Increese - comparison of the level of s*rvlo:s before and after privatization.



1. Lis! all privatized functons/services that you hive used wilhin the last three yeers. Respond to each category estt pertains to the activity Rated. Chert continued on beck If ftdriVienal specs Is
needed.

Type ol
Privatization

Function or Service
which was Privatized

Difficulty In  Length of
Rndtng Practice
provider (Inyears)

%’Gd’o’m

12 3 4

12 3 4

12 3 4

12 3 4

12 3 4

12 3 4

Depth of

Oversight

Mmi

12

12

12

12

12

12

3

3

Mwv

4

4

4

Frequency
of Review

WV

12 34

12 34

12 34

12 34

12 3 4

12 34

dually of

performance
and service

Poof  eodvd

12

12

12

12

12

12

3

3

3

4

4

4

Service Unsuccessful Why Unsuccetsful(DifllculBes) of
objectives er Successful (Whit worked)?
were met Successful

M

W tM

12 34 U S

12 3 4 u S

12 3 4 u S

12 3 4 u S

12 34 u S

12 34 u S



Service

Type of Function or Service Difficulty In  length of ~ Depth of Frequency  QueBty of levef Service Unsuccessful Why LfneuccVsMDKTIctjRlas) or
Privatization which wes Privatized  finding Practice ~ Oversight of Review  performance Decreet*  objectives a Successful (What worked)?
provider (Inyears) and service  orlncrease  were met Successful

bﬁj Edbwr*



Pleats kotp the Privatization Terms &Definitions In vindis yourespond to the following questions.

Check all ct Ihe following factors which are ccnsidnred when privatizing an activity.

2.
.Cost saving _ Improving Customer Satisfaction
Emargency Lack of resources
Employee Saticfoctlon Lack of expertise in area of service
FTE limits Legal Mandates »
Improving Performance Short-term need
Other:
Do you have a formal process for making these decisions? Please describe bolowand Include all
personnel involved in the decision making.
3. How Important ii the control of delivery of services to your agency? Circle the number which
corresponds,
P Nehmtat \MiyHOEN
1 2 3 4
Why is control of the delivery of services Important?
4, Describe in deteil the cost analyees method used for determining cost savings when Implementing

privatization practices. Please attach sample forms or written guideline* if available.

Please Indicate the various types of stale costs that were Included (e.g.. salaries, wages and direct
«dmirastrjtive costs, department Indirect costs eudi as personnel service* and accounting services, or
state wide indirect costs allocated to your department reflecting (he central costs of state government)

versus the private provider's costs.



Assume tOf the moment that there were no legal, regulatory or procedural barriers to privatization.
Which of your agency”s activitieswould make the best candidates (or privatization ?

List barriers that prevent your agency from taking advantage of the opportunities tided above. How
rdgnificant ore these barriers? Attach a separate shoot llmore space isneeded.

Notetol Nt Sanewbet
Soifat \ery \ay

Significant

NN

W W oW W W ow w W

Hat your agency used any moans of obtolnlng customer satisfaction ratings in the past?

Yes No

List the methods that your agency hos used or could use to measure customer satisfoction with the
services or products of your organization.

Think you (or compliting this surviy.
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Lessons for N e w E n gland

s governments consider ways to provide public services more

efficiently, privatization can seem like an attractive option. Yet

the subject engenders sharp controversies. As noted in a recent

report by the National Governors' Association, "Proponents of privati-
zation believe private enterprise can deliver the same services govern-
ment provides for less money, with higher quality of service and
increased flexibility. . . . Opponents of privatization believe that such
efforts undermine the quality of services, destroy public employee
unions, invite corruption, and weaken government control of services
key to the public interest" (1993, p. 43). In New England, the latter
concerns appear to dominate, since local governments in the region
generally have not engaged in as much privatization as those in other
parts of the country.

This article examines the evidence on the relative merits of privat-
izing public services and attempts to determine whether these costs and
benefits actually appear to explain local government behavior through-
out the United States. The article begins with a broad description of the
mechanisms used in privatization, followed by evidence on the extent to
which state and local governments have privatized service delivery.
Contracting with private vendors turns out to be more common than use
of vouchers or subsidies. However, the tendency to contract out varies

Yolanda K. Kodrzycki considerably across services. The advantages and disadvantages of
contracting are then discussed, followed by an empirical analysis of why
some .jcalities contract out more or less than others. Measurable

Senior Economist, Federal Reserve advantages and disadvantages vary by community, and explain part

Bank of Boston. The author thanks (but only part) of the differences in contracting across communities. The

Katharine Bradbury and Lynn Browne limited scope of privatization by New England local governments in
for comments on earlier drafts, and particular defies explanation, suggesting that communities in the region
Karen Therien for able research assis- may wish to reexamine their choices of how to provide services, if they

tance. have not done so recently.



I. What Is Privatization?

Privatization refers to a shift from public to
private production. This article focuses on privatiza-
tion of traditional public services.1 By definition,
these are services for which purely private markets
are considered inadequate (see the box). Privatization
takes advantage of the perceived cost efficiencies of
private firms. However, government intervention is
required even after privatization in order to ensure
that sufficient services are provided to residents.
Privatization of public services has been largely a
"bottom up" experience in the United States, with
local governments in the vanguard and higher levels
of government trailing behind. As a result, this article
concentrates on efforts by local and, to a lesser extent,
state governments.2

Under a common privatization arrangement,
the government enters into an agreement specifying
that a selected private entity (rather than a govern-
ment agency) is responsible for producing particular
services. The government chooses the service level
and pays the amount specified in the contract, but
leaves decisions about production methods to the
private firm. Contracting may be used, for example,
to privatize the disposal of hazardous waste or oper-

lIn some countries, governments have privatized state-
owned enterprises involved in the production of goods and ser-
vices that elsewhere are commonly produced by the private sector.
Western European countries, especially the United Kingdom and
France, have sold off state-owned enterprises in industries such as
automobiles, glassmaking, telecommunications, airlines, finance,
and insurance (see Hemming and Mansoor 1988). The countries of
the former Soviet bloc are now engaged in similar privatization
efforts, on a more massive scale. Once enterprises have been sold,
they function like any other private business. By contrast with
foreign economies, the role of commercial and industrial public
enterprises has been considerably more limited in the United
States. Government enterprises have been estimated to account for
only about 1percent of total U.S. GDP, compared to a range of 4 to
16 percent in other OECD countries, and 65 to 97 percent in the
former Soviet bloc prior to recent reforms (Schwartz 1993). Fur-
thermore, government enterprises in the United States tend to
specialize in a limited range of activities (primarily postal services,
utility services, and liquor sales) rather than competing with
Erivate corporations on a broad scale. In light of the relatively

mited role of the public sector in the United States, it is not
surprising that only minimal sales of government enterprises or
other government-owned assets have taken place. In 1990-91, for
example, the share of general own-source revenue raised by selling
property was only 0.45 percent for the federal government, 0.04
percent for state government, and 0.22 percent for local govern-
ments (U.S. Bureau of the Census 1993, Table 6).

2 For discussion of privatization by the federal gov~-nment,
see Donahue (1989), especially chapter 6. Also, the ar e's em-
phasis on public services, as opposed to public good., simply
reflects the fact that governments In the United States rarely
provide goods.

32 Malre 994

Public Goods and Services

Pure public goods and services are those for
which consumption is nonrival (that is, adding
another consumer imposes no additional cost of
providing the goods and services) and nonex-
cludable (that is, preventing another person
from consuming the goods and services is either
very expensive or impossible). Other goods and
services have some degree of "public-r.ess,”
even though they are not "pure.” Traditional
textbook examples of public services include
national defense and fire protection.

Economic theory has demonstrated that, in
the absence of government intervention, the
private sector would underp -ovide public goods
and services compared to the level that society
as a whole would prefer. By contrast, the pri-
vate sector is the preferred provider of those
goods and services for which each consumer is
charged a (nonzero) price equal to the added
cost of supplying the good or service to him/her,
and where it is feasible costlessly to exdude
anyone who does not pay.

Another, somewhat different justification for
government intervention relates to distributive
justice. The citizenry may object to purely pri-
vate markets in cases where the prices charged
would deter some individuals from consuming
what are viewed as socially desirable quantities.
In these cases, the government charges needy
residents a price below the cost of providing the
goods or services, and it funds the difference
through other mechanisms, prindpally taxation.

ation of homeless shelters (as well as a range of other
Services).

Another form of privatization is the franchise,
whereby a private firm or firms are awarded the right
to perform a spedfied service within a geographic
area over which the government has jurisdiction. The
company charges members of the public for services
(rather than receiving payment from the government,
as in a contract), while the government regulates the
level of service and the price charged. Examples of
services for which franchises are awarded indude
trash collection, vehicle towing, and operation of a
public utility. These are services for which govern-
ments typically charge user fees even when the
service is produced internally.

New England Econanvic Revirui



A final type of privatization maintains a funding
role for government (in order to maintain some level
of demand for the services), but permits individual
consumers to choose providers. For example, govern-
ments may issue vouchers to residents for the pur-
chase o, Drivate day care.3 Or they may provide
subsidies to private service organizations, such as
grants to private human services providers or capital
equipment for use by citizen groups performing
neighborhood improvement projects.

Privatization alters who produces
public services, but it does not
inherently alter who pays.

Prinatization alters who produces public ser-
VIS, hut it does not inerentdy altr who pays.
Suppose tet prior o prinalizataan, a sarvice was
produced by govermment employees and funded by
tte goverment. Upon prinatiatian, tte sarvice
would be produced by private ssctor enployees, but
the govermment coulld cotance its firacing ke In
other casss, govermment funds might be suple-
mented by user fess- both kefore and after prnata-
zabin. To take a geaficeaple, a antract could
gecify et a private company provice free bus
Fvicss far ndas (o be paid for woiElly by te
antractarg goverment),, or itmight allov the com-
pany todarge a fare (therdy reducing the sie of tre
public aussidy). Similar fuding gotians goply
goverment-operated tragortation sevicss: they
may be paid farby taxayers ingareral, by individLal
consurers, or by some oconbination of the two
groyss. Totdeamﬁerample suppose thet priar
O prvatizatian, trach s olledtsd by public employ-
ess, but resicnts are darged a fee for this savice.
Under a fraxhise arragenent, resicatswould pay
fess toa private company .

IiFf prvatizatian saves on oarall asts, govermn-
ment cutlays declire even ifservice leels and user
fa=s remain unchanged. Govermments engaging in
privatization sometimes decice to aut ek, tre dare
of asts covered by public fuds. In these =S,
government autlays declire furtter. Residents con-
suming pblic services pay more ifthe oerall aost
saving from prinatizatian s kess then the decrease In
pbllcﬁrdlrg

Maybre 199

Il. The Scope of Privatization

Although state and lcal govermments on the
whole antine to use tteirown employees far the
majority of sarviass provided 1o resichts, a great
\ariety of pbllic serviass are fully or partially prinat=
izd na lage number of loaliies. Contractirg sthe
most common form of privatization.

Privatization by Local Governments

Methods of drl' " "ring local serviaes vary consid-
acbly, and a lcalitymay use a mix of diffarat types
ofpblicand privete prov  ars forany given service.
The Interaticel City Management Association
(19 conducted a oIl o 1,681 atees and countaes
recarding 71 saviass tretmay have been aallicble to
treir resichts in 1988, Ingaeral, publicemployees
were more important producers of public savicss
then private enplloyees. Serviass difffered nthe ex-
tettowhich treywere privatizad. The servicesmost
liely 1 be performed eclusively by kel govern-
ment employees were street cleening, meter nainte-
nence and cllectian, cemetery achinistration and
maintenance, Ingeectian and code enforoanent, ual-
ity meter regding, water distriuoa, water treet-
ment, trafficantrol and parkiing enforoement, builld-
ing sarity, paoll, ssaetarial sevicss, persomrel
svass, and public relatsaw/infomataon. For these
svIas, three-quarters of responding locallites irli-
cated using anlly treirown enployees. Foliceand fire
svicss, Which are considered by many tobe at tre
aore of laal govermment fuctias, were echusiely-
performed by laal government employees inabout
7O percatof cees 4

By antrast with these furtias, other laal
goverment fuctias have been patizd o a
gregter extant (Table 1). The most coomonly prinet=
120 service s\ehicle towingand storage: 80 percent
of respondents regported Issulng anradts, and an-
other 8 paroatt issuad frarhises. This may be be-
case toving servicss are ikl whether vehicles
are toned fram public or private prgerty. Several
other sarvicss et are commonly  aontracted aut.

a Special-purpose lax credits and deductions are equivalent tc
vouchers, even though they do not result in actual outlays by
government. To emphasize their similarity to government spend-
ing programs, such credits and deductions often are referred to as-
tax expenditures.

*Some of the remaining cities and counties used employeesoi
another level of government to supply services, in addition to their
own employees. Intergovernmental arrangements were especially
common in the case of health and human services.
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Table 1

Private Provision of Public Services in a Sample of Cities and Counties, 1988

Percent ol

Services and Method of Provision

Respondents Conlract with Private Firm Franchise Subsidies Volunteers
75and higher  Vehicle towing and storage

50to 74 Legal services Gas

25t0 49 Solid-waste collection and disposal,  Electricity ~ Operation of homeless ~ Programs for the elderly,

street repair, traffic signal
Installation/maintenance, tree
trimming/planting, bus system
operation/maintenance, paratransit
system operation/maintenance,
eurﬁort operation, utility billing, street
light operation, hazardous materials
disposal, day care fauhtﬁfvoperanon,
operation of mental henlt/
retardation programs/facilities,
drugﬂ,/.alcobo! treatment programs/
facilities, operation of homeless
shelters, food programs for the
homeless, buildings/grounds
maintenance, fleet management/
vehicle maintenance, labor relations

shelters, food programs
for the homeless

operation of homeless
shelters, food programs
for the homeless,
recreation services,
operation of cultural/arts
programs, operation of
museuns

Nole: Where applicable, respondent Indicaled more lhanone method ol providing a service. Fewer than 10 percent of respondents indicated using

vouchers or regulatory and tax incentives lor any service.
Source: Intemational City Management Association (1989),

including legal services and maintenance of equip-
ment and facilities, also are often purchased by the
private sector. In addition, a variety of transporta-
tion-related and human services have been privatized
by local governments. Localities commonly grant
franchises for gas and electricity supply (though,
interestingly, not for water). Compared to contracts
and franchises, vouchers and subsidies were used
relatively rarely. Volunteers—another way of mini-
mizing government employment—were used in at
least one-quarter of localities for certain human and
recreational services, as well as by between 15and 20
percent of fire, police, and ambulance departments.

The quinguennial Census of Governments in-
cludes information about privatization starting in
1987.5 One-third of all general-purpose local govern-
ments in the United States contracted out or issued
franchises for at least one service shown in Table 2.6

5 Information from the 1992 Census of Governments was not
yet available at the time this article was prepared. :
General-ﬁurpos_e governments provide a variety of services.
By contrast, school distTicts and special districts perform a single
functign. In the terminology of the Census, “contracting™ includes
franchise agreements. Henceforth, this article will adopt the Cen-
sus terminology.

34 May/unei9es

In broad consistency with the results of the ICMA.
poll, the Census data show that gas supply, public
transport, and electric power often involve private
sector employees, while the services of libraries,
sewerage systems, fire protection, and water supply
are usually supplied by public employees. The re-
maining services—airports, hospitals, landfills, nurs-
ing homes, and stadiums and conference centers—
are intermediate cases.

On the whole, local governments were more
likely to contract out for services that commonly are
offered by the private sector or other levels of gov-
ernment. Conversely, they tended not to contract out
for services that are commonly the responsibility of
local government. For example, fire protection, sew-
erage systems, and water—which are among the least
likely services to be contracted out—were provided
by more local governments than was the case for the
remaining services.7 Two potential explanations exist

7 For all 12 services, a simple regression explaining the per-
centage of all governments contracting out by the percentage of all
governments providing the service (using either their own or
private employee!} yielded a significant negative coefficient for the
explanatory variable. The adjusted R-squared was 0.33.

New England EconomicReview



farthisbehavior, the fastattstuoiral and the secod
practacal. Services commonly provided by kol gov-
ermments may be viewed as part of treir esstal
missian, and therefore dffiaals may ke reluctant ©
allov them t©be performed under antract. Furtier-
nore, for this category of sarviass, autsice aotrac-
tasmay be Inscaree syply.

Townships were more likely to artractout then
mnicipaliies or counties. 8 In part, this refledts treir
limited sie. Laaliies with under 10,000 in populla-
tion gererally were more likely to antract aut then
lager koaAlies. For a \ariety of savicss, the largest
lcal govermments aontracted out less often then
mediun-sized goverments.

Contracting \aries aatss geographic regias,
with the Midwest (encompassing the West North
Gatral and Esst North Gentral Census arees) and
West South Catral regias having the greatest and
the South Adantac tre lesst tendency far prinate
production (Teble2). New England was the second O
lonest regin, as only ane-quarter of laal govern-
ments have aotracted out or 1Issued fradhisss far
the sarvicss dicated. Out of the nine Census re-
gias, New BEngland ranked severith or lorer n
privatization of airports, eledtric poner, fire protec-
o, hopitals, bdhlls, lhaes, and nursing hanes.
Only In tre cGas=s of gas yply, pblic tast, ad
wetter supply was New EBEgland™s exdatt of prnete
supply more extarsive then the ratic el aerae.

Local govermments n New EBngland are much
more likely 1o provice fire protecian, bdhlls, and
libaries for teir residats then s tre retiowice. 9
For the reesons noted aoove, this factmay aontribute

o limited antrectirg. Gonversely, ges syply and
water are provided by a lov fractian of
gereralpurmpose Al govermments nNew Bgllad,
which may aottribute to an aove-average willling-
ness among the remaining laal goverments ©
antrect out for these sarvicss. DFor the otter seven
VG, honever, aonntrecting behavior inNew En-

*Only 18 slates, concentrated in the Northeast and Midwest,
have the township form of government. In other states, the
smallest units are municipal governments. Municipalities serve
specific population concentrations; townships serve Inhabitants of
geographic areas defined without regard to population concentra-
tions. In some states, municipalities and townships serve overlap-
ping territories, but this is not the case in New England.

*The percentages of New England localities providing these
services were 73.2, 60.7, and 54.5, respectively, compared to
national averages of 50.6. 21.2, and 20.6 percent.

10 Only 1.5 percent of New England localities Indicated that
they were responsible for supplying gas, and 28.9 percent water, to
their residents. The national averages were 5.7 and 36.9 percent,
respectively.

May/June 1994

glad Bnot eplainsd by a sinple hypothesis aoout
the edat o which trey Hll within tre purview of
lcal goverments. Altermatave hypotheses are exam-
ined e nthisatide.

Privatization by State Governments

Acoording to the Councilll of State Goverments,
states have been sloner o privatize servicss than
have loal goverments, but treir interest has aoel-
erated Sarply in the pest aaral years (Chi 199).
Although carprehensive nunerical data are not
aailble, tre New Bngland states appear to be as
atie as others N pratizing a \eriety of saviess.
Maine and Messadusetts areamong 22 States Issuing
recat studies eloring the fesshillity of prnatiza-
to. Goreciaut, Maire, Messadusetts, New
Hampshire, and Vermont (@lag with 21 states out-
sice New Eglad) have rgportedly privatized more
then 15 peraat of treir mental health and metal
retarcataian progrars. Ten states (including Rhode
Islad and Vermont) have privatizd more then 15
peraant of tresr remaining health serviess prograns,
14 (including New Hampshire and Vermont) sciel
srvies, and 23 (ircluding Maine, Messadhusetts,
and Vermont) tragoortataan. Honever, no New En-
glad states were among those with high rates of
privatizatian of gereral adninistrative sacss, aor—
rectias, or edbcatiaal prograns. 1L

J1. Advantages and Disadvantages
of Privatization

Case studies have been used to ealuate partic-
ular eqeeriencss with prinvatizatian of state and oAl
govermment furctias. Taken asawole, thesestud-
issdo not idicate thet cotracting sunirformly better
or worse then provisian of senaces by plblic ssctor
employees. But they do come toa consensus on tre
advantages and disadvantages of aontracting InGases
where ithes been el

Reduced Costs and Other Potential Advantages

In a wide \ariety of cases, antractig hes re-
suled in tre same kel of sarvice beiing provided at

11 Eight stales report privatization ofat least 15 percenroftheir
general administrative service*. Five slates report privatizing 11 to
15 percent of their corrections programs and two have privatized
an equivalent share of educational program¥*.
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Tablo 2

Local Governments Contracting Selected Services as a Percent of Total Providing Services,

by Type of Government, Population, Size, and Geographic Region, 1987

, Electric Fire.
Airports ~ Power Protection
Tyge of Government
ountjes %1.1 735 2%.9
Mumf:lﬁalmes 85 50.9 114
Townships 417 84.9 521
P?ulat on
00,000 and over 15.6 32.1 13.3
50,000 t0 99,999 340 K1 113
25000 t0 49,999 35.3 319 103
10,000 to 24.999 385 31 113
Lessthan 10000 283 58.9 201
Geographic Region
New Englan 234 7.3 84
Mid-Atlantic 458 129 %5.9
East North Central ~ 38.1 62.6 55
West North
Central 23.1 56.0 36.0
West South
Central 24.6 56.2 36.0
South Atlﬂntlc 346 422 131
as ou
Centra 365 450 51
Mountain 20.1 497 10.3
Pacific 215 42.0 135
Al Local
Governments 0.1 55.3 26.1
Memo: Number of
Governments
Providing Service 3,059 3846 19,698

Source: U.S. 1 the Consul (1968).

substantially lower cost, although utilities seem to be
an exception. In a response to a 1987 survey, three-
quarters of city and county executives with experi-
ence with contracting cited cost reductions as the
primary benefit of contracting out, and most indi-
cated that they were satisfied with the quality of the
work performed by the private contractor (David
1988). Of those reporting some cost saving, 18 per-
cent estimated it at below 10 percent, 39 percent
between 10 and 19 percent, and the remaining 43
percent at 20 percent or more. In response to a survey
by the Council of State Governments, many states
cited savings in the range of 11 to 30 percent (Chi
1993). Transit authorities in the United States and the
United Kingdom have saved in the range of 2Gto 30
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Gas . . . Nursing  Public
Supply  Hospitals ~ Landfills ~ Libraries  Homes  Transit
1.8 35.2 22.2 15.2 255 398
5 538 42.3 12.8 887 475

b 114 37 23.2 4 505

3 218 22.8 1.9 128 40.1

0 41.0 205 19.7 20.0 40.3

9 415 281 1.3 28.3 376

9 409 29.3 12.4 44.4 488

0 3.0 40.2 164 h35 h6.2

0 378 0.1 36 29.2 708

0 01.6 46.0 26.1 30.2 8.7

9 51.6 422 21.0 412 48.6

2 39.3 454 12 3.1 449

8 38.2 399 110 40.2 48.6

1 481 26.0 16.9 449 315

6 417 338 144 51.9 456

9 51.3 316 12.2 50.6 413

6 438 373 246 5.3 50.2
614 457 36.4 154 39.6 485
2204 1404 8,268 8,032 1148 1313

percent by privatizing bus serv-'ces (Gdmez-lbSnez
and Meyer 1993).

Econometric analyses have provided concurring
evidence in some cases. One such study examined
public and private suppliers of municipal services in
the Los Angeles metropolitan area (Stevens, as cited
in Donahue 1989). After controlling for the scale of
service, the level and quality of service, and the
physical conditions of the service area, the author
estimated cost savings ranging from 37 percent for
tree maintenance to 96 percent for asphalt overlay
construction, with intermediate results for janitorial
service, traffic signal maintenance, street cleaning,
trash collection, and turf maintenance. Private con-
tractors and public employees were equally efficient
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Sladiums,
Audrtoriums, Memo:
Sewerage-+ Convention  Water Number ol
System ' Cenlers  Supply Total Governments
1%% i 22.2 216 321 3,300
. 204 h8 254 19,818
214, 468 44 487 9,03
At v B N
B I B R
125A« 242 117 %(3J3 3,389
1.2 302 12 334 25,592
69 1 214 86 2H4 1,752
174" 330 16.7 348 3,9?5
" 107 356 90 365 8,504
28 26.1 51 406 7141
2.9 24.0 55 393 8,083
9.6 179 13 25 2,998
15 126 80 255 1,848
6.2 16.9 47 268 1,639
10.6 19.0 48 307 1526
8.2 228 18 327 32,246
13.224 969 14.367

in providing tre remaining senace, pyrolll prepara-
0. Another econonetrric study found greater goer-
atrgefhicavy for pnately onned then farplblicly
owned urban trasitsystans aacss the Unirted States
(Perty and Babitsky 1956).2

Studies of water and eletric utilities are ks
decisive. Seven aut of tre thirtem studies ated n
Donahue (1989) irdicate no significnt diffferee In
astsbetween plblicly and privately owned utallitiss,
after antrolling farother fadtars (such as tte siz2 of
the sernvice ared) thet might affect it asts. Of tre
remaining six studies, dl but one found pblicly
owned utiliies tobe more axsteffiaat tren prnately
owned utillites.

Cost savings fran.using prinate antrectors may

Myre B!

come fram a variety of sourcss. Some authors con-
ted thet privatizatian reduoss asts prmarily by
introducing corpetation inbbnarkets inwhich public
agaciesenjoyed amonopoly posrtaan (S, farexam-
ple, Savas 192 and Gomez-Ib5nez and Meyer
198).13Under thisview, govermments can fosteraost
effiaaies by encouraging bidding by nultaple enta-
tisswhen aantract sup farrenenal and by ensur-
ing thet the aurrent suypplierdoes not have an utfair
advaritage In tte aoract process. 4 The argument
alo provides an eplaation for the ladk of aost
savings from privatizing utilities. Because utilitiesare
retural mongpoliies, with per custaorer aosts fallirg
& the ssr'vie area Inessss, aonpetition s not

Addrtaicral studies point to seecrfic asst advan-
s of prnate yplias &=, for eaple, Ketd
1993 and 19930, Dudek & Company 1988). Privalle
fims may pay loner wages and frirge berefits (no-
toly retirerent beefits) then kol govermments.
But they also often gopear t© have higher laor
proclctavity. Private fims have more fledallity
use part-tiners tomeet peak lkaeds, to fircusatisfac-
toryworkers, and toallaateworkers aatssa \variety
of tds. In some Gsss, a prinale aoractor may
enjoy greater econamies of salear sSage, oraoess o
more productive il For example, tre prinate
antrector providing firehditag servicss o Sotts-
chle, Arizona also serves adjacent rural comunities
and desigs itsown geecializd vehicles and equip-
ment (Donahue 198, p. 7D).

While a private aatractormay produce Services
more efficetly then plblicenployees, govermments
Inor new aotracting and monitoring assts when
they diift o prnvate ypliars. The best studies of
artracting have attenpted to measure these addi-
tiod asts In eallating pnatazation effats, al-
though adnittedlly this ishard todb. Actions agairst
antractors overrumiing projected asts, not main-

12 However, the authors found that private management of
publicly owned transit systems did not result in cost savings; they
attributed this result to a lack of sufficient incentives in contacts.

11 In a similar vein, Boardman and Vining (1989) concluded
that previous studies comparing public and private enterprises
failed to find greater efficiencies on the part of the latter largely
because they examined markets with limited possibilities for com-
petition. Their own study, which is limited to industrial markets
where competition exists, finds greater effidendes for private firms.

14 The United Kingdom introduced mandatory competitive
bidding for local services starting In 1988. This provision covers
refuse collection, street cleaning, and maintenance of vehicles and
grounds, among others (Lauder 1992). However, Donahue (1989.
p. 64) notes that open competition is an expensive option if ir
results in a loss of economies of contiguity.
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tainirg gality stadards, or perhgps even engaging
nfrad are likely 1o engage nultaple departments of
goverrment.

Burdens for Public Employees and
Other Potential Disadvantages

The burdens of antractarg are conoantrated on
the public sector work fae. Insome Gsss, [rnati-
zation reaults in Iayoffs of plblic sector enployees,
although govermments often loner the burdens on
employees by resssigning them toother govermment
Jds, placing them with privete anractars, or offer—
ing early retiranent prograns. One study proposes
thatgovermments lirk tre pace of prinatization o tre
rate of public employee attrition, In order to avid

The burdens of contracting out
are concentrated on the public
sector work force, and public
employee unions oppose
privatization.

disryptaas for workers (Cox and Love 199). Sall,
because burdens on aMl senents oftenare not elim-
ireted entrely, pblic employee wnions oppose
prvetizatian. Suneys have imicated tet, where
presait, this gqposiaon lovers te likelihod thet
public serviaes will be aorected aut (Dudek &
Company 1983; The Mercer Group 1980, 199).6

On the whole, consurers do not gopear o be
hurt by contractaing, and insome Gases they actially
berefrt. For exarple, prnatelygoerated prisas have
been found to result inhigher satisfaction far inmeites
and guards, loner escae rdies, and fener distur-
bances (Thomas and Logan 1928). Studies of trasit
have found better mairtenance, greater safety, and
more Imovatios in te prinate ssctor (Rerry and
Bebitsy 1985; Cromell 19091; GGrez-licirniez and
Meyer 1953).

Even though consurers as a whole may not
aiffer fron privatizatian, cartain suosets may be at
k. For examplle, antractarg can be used 1o mask
decisias 1o reduce senvacss (Donahue 198, p. 13).
Contracting can be egecially rnisy in human ser-
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Vies. Elderly residats and those with infimities
ted obe sasItive o the way servacssare providad,
and govermment may have very inperfect measures
ofgalitywrthwhich tomeasure by the
antractor (Ssseegcial ly ket 199Gaand Schilesinger,
Dornart, and Rulice 1955). Furthermore, partofwhat
advocates of privatization Al veste on trepartof the
public ssctor may be the irevateblle consequence ofa
conscious effart to radistribute resources oparaadlar
pats of the pooulation (Borderding and Pom-
merehne 198%). Despite these ratural dstecles ©
privatization of human servicss, many exarples of
antractirg edast- In part because of lkegrskatne man-
chtes that govermments seek bids fram autsice ven-
dors.b

Arally, scatterad examples east of aatractors
who failed to Ineup toeqectatias, even though the
average eqperience does not gppear o be ngatave.
As a consequence, electsd offiaals may fedl they can
more reedily avwid plitical risks by having plblic
rviIcss operated by public enplloyees.

IV. Determinants of Contracting

The previous ssctian suggests tret aontracting
can realit insavings ifprvate ssctor fims are more
ast=effectne sypliers of sarvicss then the public
s, and if markets for cotracted serviess are
aifficetdy aopetative. On the other hard, public
sctor employees have an incantave o blodk prinata-
zakan because telr jds and Incotes are at ik
Rblic ssctor uinionizationmay  inoreese the effectine-
ness of goposTtion 1 privatizatian. This ssction t&sts
whether these fectors ectual ly appear toelain con-
tractig pattens among ol govermments in the
United States.I7

Is Unions may lobby for legislation that limits the potential
cost savings from privatization, as well as directly opposinc
particular moves to privatize. Foe example, Chi (1992) reports Iha:
New York state has a law requiring government contractors to pay
prevailing union wage rates.

14 For example, Schlesinger. Dorwart. and Pulice (1986) cite d
Massachusetts law requiring all new contracts for mental health
patient services valued in excess of $40,000 to be competitively bid
and all renewal contracts {0 be subject to competitive bidding | .
least once every three years. Before the enactment of the law.
contracting existed but often was limited to designated private
nonprofit organizations stiffed at least in part by state employees

17 By way of comparison, Abraham and Taylor (1993) found
multiple explanations for contracting by private firms. Theve
included a desire to reduce labor costs, make use of specialized
skills, and meet volatile demands.
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Potential Explanations for Contracting

This section describes how the extent of contract-
ing and potential explanations for contracting are
measured. Appendix Table | provides additional de-
tails.

Extent of Contracting- The data on contracting are
taken from the 1987 Census of Governments.18 The
sample consists of 655 municipalities and townships
with population of at least 25,000 that provide at least
four of the 12 services covered in the Census ques-
tionnaire.19The extent of contracting is measured as
follows. For each service j that it provides, locality i is
assigned a contracting dummy dif, equal to 1 if the
service is contracted out and O if it is not contracted
out. Let /ij equal the fraction of all localities that
contract out for service j (in other words, the average
value of d|j). The overall contracting index for locality
I IS measured as the sum of the deviations of its
contracting dummies from their average values for all
localities:

Q=2 (di—PY
Je).
where Ji represents the set of services provided by
locality i. A positive value of the contracting index
indicates that the locality contracts out more than
average, adjusting for the mix of services provided to
its residents and the fact that not all services are
equally likely to be contracted out. A negative value
indicates below-average contracting.

It is important to bear in mind that Q provides a
somewhat imprecise measure of the extent of con-
tracting. The Census data indicate that a community
contracts out for a service whether or not the service
is entirely provided by outside contractors. Fre-
quently, only some aspects of a given service are
contracted out. For example, a town may contract out
for hookup of new water customers while using its
own employees to read meters. Or it may operate a
general public transit system while it contracts out for
shuttle services for senior citizens. In the extreme

“ Note again that the Census of Governments uses "con-
tracts" to encompass both contracts and franchises.

14 Counties are omitted from the study and are a relatively
unimportant level of government in New England. The omission
of municipalities and townships with population below 25,000
reduced the total sample size from 28,946 to 1,662. The sample was
further reduced to 1,196 because some communities did not report
on the manner in which they provide the services covered in the
Census questionnaire. Omitting localities that provide fewer than
four services and those that lacked some of the explanatory
variables further reduces the sample to 655.
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case, a single private sector manager may be hired to
supervise civil servants. All these examples yield a
contracting dummy equal to 1 in the Census survey,
even though they represent different degrees of
privatization. Unfortunately, no estimates of the dol-
lar value of contracts or the number of contract
employees exist for a broad sample of governments.
A potential problem with interpreting the Cen-
sus data is that measured contracting includes cases
when governments contract with other governments
or quasi-govemmental agencies. Therefore Census-
measured contracting is not necessarily equivalent to
privatization. The results of a small, informal survey
confirm that the reported percentages of contracting
for library and water services, though relatively low,
indeed may overstate the degree of privatization.2
Cosfs of Providing Services. All else equal, a com-
munity should be more likely to hire private contrac-
tors the higher the costs of providing services by
public employees relative to the cost of providing
them using workers from the private sector. Average
monthly earnings of local government noneduca-
tional workers are used to measure costs in the public
sector. Average revenues per employee in the busi-
ness services industry are used as an indicator of the
costs of hiring private contractors.2lL Unfortunately,
measures of non-wage cost differentials, which some
studies find to be substantial, were not available.2
As the literature summary indicated, in the ab-
sence of competition among contractors, the commu-
nity may not achieve potential cost savings from
privatization because contractors are able to earn
monopoly profits. Small, remote localities are espe-
cially likely to encounter this problem. The regres-
sions include a dummy variable indicating whether
or not the community is located in a metropolitan
area as a proxy for the availability of contractors.2L

20 In connection with the current study, 22 communities in
Massachusetts and Michigan were called in order to ascertain the
nature ol their contracts. All three communities contracting for
library services, two (out of four) contracting for water supply, one
(out of one) contracting for sewerage treatment, and one (out of
four) contracting for transit did so with another government or
public authority. Also, one administrator believed that the 1987
response to the Census of Governments regarding contracting for
water was erroneous. In the cases of airports, hospitals, and
landfills, the respondents confirmed that the contracts were with
private firms.

21 This measure was used by Good (1992).

2B For example, G6mez-!birtez and Meyer (1993) rote that
more than one-half of the savings associated with transport priva-
tization corne from sources other than wages.

23 Abraham and Taylor (1993) found this variable to be signif-
icant in explaining contracting behavior for two of the four private
industries they studied.
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Finally, abstracting from location issues, smaller
localities may incur relatively high unit costs if they
operate their own services as a result of not being able
to achieve economies of scale. They may benefit from
turning to a contractor that serves nvhiple commu-
nities. This hypothesis is tested by including the pop-
ulation of the locality among the explanatory variables.

Privatization may be more
acceptable in fast-growing
communities, where services
are being expanded and
contractors are less likely to
displace public employees.

Opposition to Privatization. The study evaluates
whether public employees may provide more effec-
tive opposition to privatization where they are union-
ized. In the regressions, the unionized percentage of
local noneducational public employees varies by
state, and is measured separately for municipalities
and townships in cases where a state has these two
forms of local government. 24 On the other hand,
privatization may be more acceptable in fast-growing
communities. If services are being expanded to cover
new residents, contractors are less likely to displace
existing public sector employees. The regressions use
each locality's population growth rate over a six-year
period.

Sarsitivity to Gosts. Even if two communities face
identical cost differentials between private contrac-
tors and public employees, one may be more likely
than the other to economize because its residents are
less willing to pay for services. Per capita income
provi les one indication of the community's ability to
pay. Income tends to be positively related to the
value of property, which in turn is the major tax base
for many communities. Furthermore, for a given
value of property, a community will find it easier to
raise revenues the higher the monetary income of its
residents.23

Another measure of sensitivity to costs relates to
the number of local governments in a given geo-
graphic area. Where government density is higher,
each locality will be under greater pressure to mini-
mize the costs of providing a given bundle of services
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(or to maximize the services it provides per dollar of
revenue collected locally) in order to attract house-
holds and businesses. Eberts and Gronberg (1988)
have shown that, all else equal, per capita govern-
ment spending falls as the number of local general-
purpose governments rises, a result they attribute to
competition among governments.

Finally, contracting may vaiy with the number of
services provided to residents. As the number of
services increases, differences in the cost and effec-
tiveness with which they are provided become more
apparent. Prevailing pay scales or work rules may
limit the possibilities for altering how public employ-
ees deliver services. Therefore, all else equal, locali-
ties providing diverse services may be more open to
exploring private-sector alternatives than those local-
ities where services are more limited.2 The regres-
sions include as an explanatory variable the total
number of services covered by the Census question-
naire that are provided in the locality, whether by
government employees or private contractors.

Other Determinants. The receptivity of a commu-
nity to contracting may also depend on how residents
view the role of their government. If citizens believe
that local government should emphasize a narrow
range of essential services, they might be relatively
comfortable with using contractors in order to mini-
mize the number of public employees. On the other
hand, in places where the local government has a
broader mandate to redistribute income, citizens may
be less likely to support privatization. The first mea-
sure tested in the regressions is the percentage of the

14 Information on the extent of unionization for individual
municipalities and townships is not publicly available. For private
firms, Abraham and Taylor (1993) found no systematic association
between unionization and contracting out.

25 Because information on contracting is available only for
1987, this study cannot distinguish factors that originally lead a
locality to contract out for services from those factors that continue
to play a role. For this reason, the study does not examine direct
measures of fiscal health or fiscal stress, since they tend to fluctuate
with business cycles. Aim, McKee, and Skidmore (1993) found, for
example, that in the earlier years of their sample, fiscal stress
contributed to stales* decisions lo adopt lotteries. More recently,
decisions have been more influenced by practices in neighboring
states.

24 Somewhat analogously, Abraham and Taylor (1993) find
that firms requiring diverse skills are more likely to contract out for
work that pays wages that lie outside company norms. Specifically;
"Our finding that high-wage establishments are more likely to
contract out tor I'aniturial services suggests that these establish-
ments cannot easily pay low wages to janitors on their own
payrolls. Similarly, the finding that low-wage establishments are
more likely to contract out for certain types of high-skill services
suggests that these establishments cannot easily pay high wages to
workers in selected occupational groups."
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loality”s gzreral noneducatioal experditures allo-
cated to core saviess, here measured as police and
fire protection. The other Bthe percentage soart on
human sarviess, measured as plblic velfare plus
health and i Because thee Idicators are
necatavely aorrelated with each otter, they are en-
tered ssouaally rather then sinultaneossly. 2 B-
relly, regiaal dummies are used 1o test for attatLoks
or other ugpecified Influaness thet may be wide-
Spread I a region rather then being gescrfic to any
given comunity.

Regression Results

The regressias reeal tet, In deciding how ©
provide sarvicss, Sraller laalites respond more ©
econamic \aridbles then do later kcalites. In both
Gasss, attatudinal \arisbles also matter, as do addi-
ticsal fedtors not taken Nt acoount In the regres-
sias. Table 3 presaits tte most satisfectory regres-
sion reaulits, while Appendix Table 2 presants reauits
using amore carprehensive sstofexplaatory \ari-
ables. B

Costs are highly sigificat determinants of con-
tractarg Tor loaAliieswith a population under 50,000
(colums 1 ©3). These lnaliiesvwere more liely o
antract out ifthe average wage in the public ssctor
was high, iftheywere loated inametrgpol iten areg,
and if they were swll. Costs mattered both far
mualinty ssrviess and faor ualitess, though trey
mattered more for the fomer category-® Prinate
sctor revenues per employee were not sigificant
(Appendix Table 2). Unicnization and popullation
growth were sigwficat & tre 10 peroat ked far
norutility sarvices; they entered wirth the expected
sigs (necative and osithve, resectively) for uility
s=vcss, but were not siguficat. The number of
SVIGES provided was a strag predictor of tre like-
lihood of antractarj .- The performance of the other
measures of sssitMity 1 asts- per Gprta incame
and the dansity of goverments— was disgointang;
often they were sigifict or entered with te
wrong sign. As eqected, loditess where goverm-
ment experdrtures are highly concentrated on health
and human sarviass were kess lilkely to aract a
Conver=ely, places where the govermment concen-
trateson providing "'oore ' servicss are more likely o
antractaut, although tre sigithicae of thisvaricble
was somewhat lorer tren tre health and human
srvics\aridble. (This ltienersion of the regression
ot shown in tre Ekes))

Columns 4 © 6 rgort on regressias with se-
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lected rggical dumies. The New England
dummy eatters with a ngptive aefficat tet B
sigficantdy differant from zvo intre "All Services'™®
eqaton. With the regical dummy \aridoles, the
unionization and popullation growth \ariables loe
sigficae, which suggests tret the eact causes of
dyjectias 1o or aooeptance of privatizataian are hard
1t pin down. Arally, adjusled R—souared values In
tre range of 0.2 to 0.3 aonfim tet loalites are
stragly guided by fadors thetare not measured iIn
the regressias- Including perhgps the presence or
absence of politacal leeckys who suygport prnatiza-
i, tre reputation of koAl antrectors, o dirfferences
Inassts ofproviding frirge erefitsor inprocuctavity
between the plblic and private ssors.

A sraller st of elaatory factars mattered for
laaliteswirth population ofF30,000 ormore (colums
7 19). The lager loalities nthisgroup were a litte
Iess likely toantract aut then lcaliieswirth popula-
i under 50,000. Higher plblic sector wages con-
triuted o antractarg, but the aeffiaats were not
as sighicantand were sraller then farcomunities
with popullation of less then 50,000. Since dll places
with popullation of at lesst 50,000 are locatsd in a
metrgooliten arsg, the aakhility of antrectors was
not an 1se. Contrecting was more pravalett in
lo=lities providing a greater number of servicss
(anong the 12 covered) or conoentrating a greater
share of eqaditures on core savacss, and among
those located intte Middle Adantaic States. Unioniza-
tinand population grovth were Insig (een
in the alssence of regiaal dumies), and the expllan-
atory poner of tre rgressias was kess than in the
Gaee of sraller comunities.

21 The omitted category of expenditures largely represents
public infrastructure. It includes roads, recreational facilities, and
community development.

23 A separate set of regressions (not shown) used a probit
model to examine privatization with respect to individual services.
Variables generally entered with the same signs as in the regres-
sions measuring the total extent of contracting, but the coefficients
were less likely to be significantly different from zero. In another
set of alternative regressions, contracting indexes were defined
separately for localities with population under and over 150,000,
based on each group's average contracting experiences. In other
words, the values of  were allowed to differ between the two
groups. These regressions yielded results very similar to the ones
reported, which used averages from the entire sample.

19 The non-utility regressions are estimated for those localities
providing a. least four (out of nine) non-utility services. The utility
regressions include localities providing at least two of the following
three services: electricity, gas, and water. As a result of these
criteria, the number of observations is much smaller for the utility
equation than the other equations.

30 Omitted dummies were rarely (if ever) significant in any
regression.
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Table 3
Contracting Regressions

Populalion Between 25,000 and 49,999 Population 50,000 and Qver
Without Regional Dummies With Regional Dummies
Al Non-Utility Al Non-Utiity Al Non-Utilty
, Services Services  Utilities ~ Services  Services  Utilities ~ Sen/Ices ~ Services  Utilities
Independent Variable 0) ¥) 0) @ © ©) ) ® ¢
Costs
Avera?e wa%e In 8123 9780*" 5268  .7761*" 9646™ 50317  310* 2164 0593
public sector (1942)  (2148) (2446) (1987) (2218) (23%4)  (1859) (1676)  (2554)
Location In 6659" 4445 4521"  6729" 4613"" A4875"
metropolitan area  (1774)  (1649) (2248) (1766) (1656) (2349)
Population -0195" -0218" -0146 -0212" -0223" -0125 -0004" -.0003" -0002
(0097)  (0102) (0125 (0097) (01020 (0129  (00OL) (00OL)  (.0002)
Opposition to Contracting
Unionization -0053 -0078" -0057 -0037 -0073 -0042 0020 0016 0082
(0041) ~ (0043)  (0047) (0047)  (00SL) (0057)  (0053)  (0Od6)  (0087)
Population growth 0033 0107 0040 0023 0093 0031 0037 0037 0021
(0039) (0055) (0043) (0039) (0056) (0044)  (0050) (0045  (.0069)
Sensitivity to Costs .
Number of sen/ices 3034 2580 2424 3148 2534 2431™  2224*'  1568"*  .1825*"
(0432) (0447) (0423) (0433) (0444) (O427)  (0384) (0354)  (0469)
Olher
Concentration on core 0186"  0171" 0133
functions (0094)  (0087)  (0129)
Concentration on
health and human ~ -0139"" -0096* -0061 -.0134" -0094* -0053
services (0051) (0053) (00%4) (0051) (0052  (.0056)
New England dummy * -4835" -3081 -3324 -0481 -0999 3868
(2255) (2262) (2986)  (3059) (2621)  (9377)
Middle Atlantic dummy 1364 3758 0488 8450*" 9106  14472—
(2584)  (3677) (41400  (2743) (26%5) (3969
West North Central -4492°  -3555 -3121  -4801* -3888* -0362
dummy (2558)  (2409) (3724)  (2698) (2260)  (.3191)
Constant w85 —2742" * -mP3I8" 2756 —2628" -mR35"  -2.747*" 2063 «2170—
(5317) (5379) (6916) (5354) (H427) (7071)  (5015)  (4473)  (7175)
Adjusted R-squared 200 240 298 215 252 291 119 126 255
Number of
‘observations 213 89 316 213 89 339 269 66

Contracting Decisions in the New England States

The equations including regional dummies fit the
New England averages very closely.3l Without the
dummies, New England contracting is overpredicted.
For example, for localities with population under
50,000, the regression excluding regional dummies

42 Maytiure 19%

predicts the overall New England contracting index
to be close to, rather than substantially below, the

31 For localities with population under 50,000, the nine re-
gional values of the overall contracting Index ranged from -0.32 to
+0.60; New England's value of -0.26 was the second lowest (Table
4). For localities with population of at least 50,000, New England

had the third to lowest value.
NawErgard Ecoromc Review



Table 4
Regression Variables
Population ,
Between 25,000 Population
and 49999 50,000 and Over
, United  New  United  New
Variable States England" States England
Contacting Index
Overall 09 -2 -12 -24
Non-utility
Services 08 -24 =12 -30
Utilities" o7 -14 07 ¢
Avera?.e wage In
public sector 200 203 219 205
Location in
metropolitan
area al 0 100 100
Population A5 3387 19723 9724
Unionizaticn 3H49 5380 3678 6439
Population growth 855 140 865 -.35
Number ol
Services 552 573 610 597

Concentration on
core functions 2450 2457 2470 2352

Concentration on
health and
human services 471 6.62 451 Q97

Note: The vaioes shown for the inde;iendent variables are average
values (or localities providing at least IOUr (ol the twelve) services.

«Only one local government In New England was included In the
utilities regression.

national average. In other words, the region's low
contracting tendency remains a mystery.

Table 4 indicates the role of measurable influ-
ences on privatization. Given their cost factors, New
England localities with population under 50,000
would be expected to contract out more than their
counterparts in other parts of the country. Ninety
percent are located in a metropolitan area, compared
to 81 percent nationally. Also, the average New
England locality pays slightly higher wages and is
slightly smaller than the average included commu-
nity in the nation. For localities with population over
50,000, cost factors are mixed.

Factors other than costs partly explain low priva-
tization in New England. In other states, on average
only about one-third of public sector employees are
unionized, compared to over one-half in New En-
gland. Population growth has been minimal in the
region, which means that there is little need for
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expansion of public services. Therefore, private con-
tractors would be likely to displace public employees.
Finally, a relatively high share of government non-
education spending is devoted to health and human
services, which the regressions showed was a nega-
tive indicator of contracting.®

V. Conclusions

Surveys and other analyses confirm that state
and local governments can achieve savings, without
sacrificing quality, by privatizing the delivery of ser-
vices through judicious use of private contractors.
Regressions indicate that localities do in fact tend to
contract out to avoid paying high public sector wages.
T.'ey also are more likely to contract out if they provide
mu,Sple services. A wide range of functions apparently
makecost comparisons across programs more feasi-
ble, while making it less likely that civil service rules
produce desirable results for all programs. Local
governments are more likely to contract out when
they serve a small population and when they are
located in a metropolitan area. In such circumstances,
they may find it difficult to achieve sufficient scale
economies on their own, but have access to a number
of contractors to ensure competition.

These factors, while significant, do not explain
much of the observed variation in the degree of
contracting across localities. Attitudes are important.
Places where government concentrates a greater
share of resources on provision of basic public ser-
vices such as police and fire protection are more likely
to contract out than places where the government is
charged with more active redistribution of resources.
Unaobservable factors—including perhaps the views
of local politicians or relative non-wage costs between
the public and private sectors—also affect govern-
ment decisions.

In addition to this variation across localities,
some services are less likely to be contracted out than
others. In particular, basic public services such as fire
protection are contracted out far less often than
services that are commonly purchased individually
by private businesses. The reason for this discrep-

11 A study by Tannenwald (1990) had found that New En-
gland's high priority on collective services and redistributional
expendilures limited the extent to which the region could rely on
user fees to finance public expenditures. An interesting extension
of the work in that article and the current study would be to
consider in a simultaneous model the effects of preferences for
public services on methods of service delivery and" financing.
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ancy may be partly economic (the relative abundance
or scarcity of private contractors for some services)
and partly attitudinal (whether or not the service is
viewed as the responsibility of local governments).
For electric power and gas supply, contracting rates
are relatively high, despite evidence that public util-
ities often can produce services at costs that are no
higher, and may even be lower, than those of private
utilities.

Cities and towns in New England have shown
less willingness to privatize public services than their
national counterparts. This discrepancy could not be
explained. Despite historical opposition, however,
there is reason to believe that contracting out and

Appendix Table 1

other forms of privatization will become more popu-
lar in the future. A general move to improve cost
efficiency and productivity in government has cre-
ated considerable interest in privatization efforts, and
some state officials in the region are actively exploring
further use of this option. Equally important, New
England's local governments serve communities that
on average are smaller, but more likely to be located
close to concentrations of population, than is true
for the nation as a whole. Access to multiple service
providers increases the likelihood of being able to
produce meaningful competition among contractors,
which is an important prerequisite to achieving cost
savings.

Variable Definitions, Sources, Means, Minimums, and Maximums

Variable

More Detailed Definition

Data Mean Minimum Maximum
Source (Observations for 1196 Localities)

Contracting index See text. , , a 386e-10 -243 6.97
Averai%e wage in public Averaqe Octobﬁr 1987 earpwoqf ot full-time b 215 94 463
sector . employees, thousands of dollars.
Location in metropolitan Dumm%: 1if emumme.ahfy or township is located  a A 0 t
area In a metropolitan statistica
Population 1986 population, thousands. a 9141 2502 726275
Unionization Percent.og UB“C nonegucallona em Ioge?s thatare b 31.73 131 9367
orgamz ﬁ stafe. omrPute separately tor
. municipalities and townsHips.
Population growth Population growth rate from 1980to 1986, a 9.85 -2421 49785
Government density The number of county, municipal and towr&shrﬁ) b&d 03 00 . 08
goverannts per s ua[.e mile, by state. Computed
o?ﬁgrr%tree E}/Stormetr politan statistical areas and
Revenues per employee Annﬁial, recei([J'ts for figms (g)frovi.din bﬁlsiness services a 30055 3500 1t,0706
, , relative to the number of paid dpoyees.
1987 income per capita Per capita money income, thousands ol dollars. c 1289 439 36.69
Number of services Sum OEthe ?umber of services gperated and the a 443 0 12
. number of services contracted. .
Copcentratmn on core Expendityres on Pohce adnd gre rotection as a b 256 0 575
unctions Bercentot total expenditures less education.
Concgr}]tranon on health Expenditures on Bubhc wep‘are and health anq b 34 0 798
and human services egaggﬁ!)snas a percent o total expenditures less
New England dummy Dummy * ijl state 'mCT. MA. ME. NH, RI. or VT. a 1 0 1
Middle Atlantic dummy Dummy  1itstale - NJ, NY, or PA a 17 0 1
Easf North Central dummy ~ Dummy * 1il slate maiL, IN. MI. OH. or WI. a 17 0 1*
West North Central dummy  Dummy - 1ifstate - IA. KS. MN, MO. NE. NO. or SO.  a 07 0 t
South Atlantic dummy Dlj\/nAmng\} it state *=DE. DC. FL. GA, MD, NC. SC.  a A 0 1
East South Central dummy ~ Dummy - 1if state - AL, KY, MS, or TN a 04 0 T
West South Central dummy Dummy » 1itstate - AR, LA, OK, or TX. a 88 0 |
Mountain dummy Duorpw- Litstate “ AZ. CO. ID. MT,NV, NM. UT.  a : 0 1
Pacific dummy Dummy - 11l stato * AK, CA. HI. OR. or WA, a 19 0 t
Source: U.S. Bureau ol the Census: “flachine readable data, 1930; <(1908); c(1993); “finpublished data.
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Appendix Table 2
Con r'éctama Regressions with a Comprehensive Set of Independent Variables

Population Between 25,000 and 49,999
Without Regional Dummies With Regional Dummies Population 50,000 and Over

Al Non-Utility Al Non-Utility Al Non-Utility
. Services  Services Utilities ~ Services Services Utilities ~ Services — Services  Utilities
Independent Variable 0 ¥ © @ © ©) 0 © )
Costs
Average wage In public
sector 6534 8660 4186*  .5054" .7845* 2933 -0797 -0856 -.2763

(2199) (25 (25100 (2805 (2737) (243) (2326) (2001) (2928

Revenues per employee in
private services sector 0473 -0237 0082 0355 -0448 -0070 0070 -0277 0866

(0756)  (0926) (1134) (O748) (0921) (1133) (0812) (0734)  (0906)
Location in metropolitan

area 5595 3983* 3205 5437 4185 314
(1970) (1842) (2644) (1950) (1836) (.2740)

Population -0138 -0172 -0134 -0159 -0176 -0108 -0004“ -0003" -0001
(0104) (0111) (0133) (0103) (0110) (O134) (0OOL) (0OOO1)  (00O2)

Opposition to Contracting

Unionization -0061 -0083* -0077 -0028 -0068 -0033 0066  .0055  .0073
(0044) (0047) (00B3) (00R0)  (OOB5) (O065) (Q057) (0050)  (O094)

Population growth 0033 0103 0060 0030 0102 0048 0049 0048 -.0017
(0042) (0064) (00d6) (0041) (0063) (0047) (0053)  (0047)  (0073)

Sensitivity to Costs

Number ol services 3185™ 2706 2457 3323“* .2664“* 2473*  2345"* 1608 1730“'
(0449) (0459) (0M47) (O4de) (0455 (0441) (03%)  (0364)  (0494)

Per capita income 0302 052 0430 0505 0369  06/0r .0821°* 0710 0616
(0231) (0237) (0364) (0240) (0248) (0394) (0282) (0269) (0395)

Government density -3232 -7637 6715 1634 1285 7281 9190 1050 >4423
(3821) (4528) (5723) (40%6) (4749) (5661) (4215 (4202) (6.380)

Other

Concentration on core

functions 0215 0181* 0178

(0008) (000) (0136)

Concentration on health
and human services —0147%* -0099* -0054 -0137*** -0092* -0046
(0054) (0054) (0058 (0053)  (00%4)  (0060)

New England dummy -69747 - A454* -6012* -4719 -4410 7034
(2489)  (2550) (3203) (3342 (2940) (9613
Middle Atlantic dummy -0019 3082 2980 .6846" .7869° 1409+
(2809) (3846) (4440) (3131) (3070) (5114)
West North Central dummy -4525 -3651 -5339 -4762* -4049* 0013
(2820) (2743) (4255) (2870) (2444) (3525)
Constant =3171e" -2907"* -2,697*" -3132‘* —2824** -2820* 3133 -2355* -2.322*"
(5854) (6026) (7682) (5788) (5981) (7685) (5525) (49B1) (8127)
Adjusted R-squared 198 236 292 220 251 310 146 149 279
ﬂgmber of observations 303 202 85 3 202 & K7l 252 80
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Inthisarticle, the author buildl amixlel of local governments' decisions tocontracr outrcjldential
solid waste disposal services and empirically tests this model by using a new dependent
variable—proportion 0.'expenditures on ¢ service that goes lo expenses other than payroll. The
important factors affecting the contractlng-out decision are scale economies, nonproperty taxes,
difference Inprivate- and publlc-sectof unionisation rates, and Income and bond ndng. in that order.
Political and ideological factors appear to be less determinative than economic considerations.
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McQuire, Grsfeldt, and Ven Gole (1987),, who foassd onsd ool trargarta-
o They fTaud tetrnatizatioves more liely natiess nvhich rile
ad nvwhich tegoemmentspadmty o taxand gadves e The
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Irebetvean plitacal and economic cetemirents ggoears tole blunred, For
eaple, pliaal adrticswithnagurstdaomay alloviorhigertaes
tatwall recle ttreurgaoy ofast-attrgmessures farsd ool adninistra-
s The atttos napdea tar sits s froiy tee “roHoetary
arstranisaean nportent faoorafledargtisd viceofprad.ctacmodes ™
@ 22).

Aother model was huiltby Dubin ad Navarro (198). They used a
doetexetic frarenark, foosirg on ecoanies 01 carsity as an em-
namic cetemirent and on tre poner 0f renteskay inarestgrays ad
icsolayy as il cetemrants. By usirg solid veste diqaosal a6 tteir
v, theyauld point todifflareeesanong prinateand plblicalledars
aaeming tteedusivity of arioH rigts. Intrecse0 f private fim
adlledos, taecanaddosseastmuchanpetitianfatiLsiress nttesare
oghical ass; gppemental dledashaeediusneanioH ngis
and can sgwhicantly beefit fran saleecoonies. Avatle fimsmaly alo
berefitfransaleecoomies ifreywinacnractfora bxgeaty. As totte
lidly (Odnae nboth Devooraticad Rgablican comunrdes fran tte
astminimzigaliaraiveand inpose real astson thecomunity . 2%).-

A treaetacal mockel wes presanted inHirsch (1990) tvthyothesizd et
tedsdsion bantract at& ssviee saffedtad by aon nihility, astad
effiaavy, and detrivtiod asicatios. No dgsvwere tadento inple-
ment tremockel epinclly.

THE MODEL

The prnatization mocel tetwall ke davelqeed ad epinclly nple-
merted ntsatcde B nsore sseafilsnadedasinofmy el
teaetialmodel (Hirsth 132D and tremodel nplerartedbyFars(19%).
Themodel Bessdontreassunpaon tretttedscssionof kol govermants
aotratatagnensaviedgats on farstisof Bdaos

= Aannility

* Aol oion, effiey/,adast
= i, reatiod, ad B oschatios
- A pesessfaaytegpamatut

These fTourfaotaswill bedisa sssd ntun



230 URBAN AFPAtRS REVIEW/November 1993

ACCOUNTABILITY

Acansbilty rdlasoteregsialityofa engttaasavichidly
\alued a/ardeemed atcEl by sooety prosadsd atan acogteblemini-
mum bd, Ertaciariywhen tepnatesdor Saoitmotnenould Inohe
edraelyhihtrasaotionass. Thusaoounisoility saffectecby thedat
tovhich aservice ean bemonintored and stsproadarspunid el Inrelstan
10 sarviess fran vhich sooety demands a high degree of acountzaility,
prnatizaton tats tobe ruled at. Ssvicss farvwhich atmnahllly Ban
nportent arsiceration rdhuce theee provaicd
amiral prossiirgs; by diaelswho must esure tte ngisofmroritaes
n lavaforcamantad racaatiot; by planing ditaels; ad by znig
dhaeks. Indut, kefareefiiaaty/ad aterd aeradaisticsassaoatedwith
assviecaearsicad, ttosewho aetodscaceon treefficasyof contradt=-
rgatnust cetemire whether acoanizaility samgjor kse. Ifits o
eaninetn of furttefedasmay be resced.

PRODUCTION, EFFICIENCY, AND COST

Valcomvty etrencarat ad ast saats, wWhich hae been teoer-
adhigraizatindetemirents ntreest, eanbeaalyzd ntemsofa
nurber ofmgjor fedars, saleecomies kel are of tenost sgwhat
They caan st Tareamle, when a@,ermentsavlce smmd—nlkya
b himtaotadswithmany dartrats orwith
ratte tten by a reindy sl gmemmtcammet BJlkad’EEB
becare possitle, as0oes greadiny rIdendly fToadmaregement astsoer
a hgrratpit. Eoooretric stiudies of uren goverment asl and proolc-

A ssaod fadar nvoles economies of scope, a term tet rlas o tte
rmaesddhiaay/tacn s itwhen saad anpleatary ssvicsae
uthrtedirecinofttesare etity. Alttoughecoomies ofsgqeae ks
common tten ecoramies of szle, trey aie, fareaple, when ttaeae
syyifiatgairs franaoplerentary reltios2Aktouh tmay be ireffi-
aatoatratatatnssviessaaely, leanbecore asteffetne
b sowhen same arelundied topttaroleefitfranecoomiesofsaye.
Foreanle, rtatenpnatizayg fwesavicssaloe, agovermmattmight

malamya’dlerergawm
saotter o inusthbe remaneraed tamarkets

jog er; | pulcsa\maeapttote nperfectly opetithe. Yet temore

aeateteraiet, tegetatel s franantract=-
g at When prinatiation nerely replaces liepblic mongpoly with a
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pieleae, tte bicting proess may &t o fae teaddagiceof tte
wiming firmdovn dce o § ity st The reletiosiphbetveen
treedantofanpetiticnard trefra e liorumbictirg

ontrestnourectteactinad, n@aErtaia, ontreasstalityofcoliusion
betneen bactars 2 Inactitian, ifttesarvice ngestion srotaettnely
provacd, treeuilioriumastswill irchucemongpoly pdiits, and teast

adentegss ofprnatizatonvwould thuskemininal .

INSTITUTIONALPOLITICALAND LEGALFACTORS

The retitttivd eviramatt withinwhich tte prinatizataondcisin B
mede andwhich s sly affedtsriatization sooplexand nultifosterl
One of te aranstatss tet bars oan te awadrgat dasin B
lebor-meregeren! reletios; often, legishires presrike icstridivehiriy
practicss, work rules, and astlycopersation@atiars fap blicaployess
ad, soetares, far te eployess of prinate fims tat bid on plbllic
atreds. Asassit, fimsad Taearstrantson fedoretics
advwegespad. Intteceeofunionizad Hr, tresecrstraniscanbeginen
ertaeplatly thra.ch union anrads ar npliatly by tre fesrofunian
pdiitcal sregih,. Ihaterese, tegovermmant facssack fedotedolay
nwhich trepesialities o Iputstituton en kenore Iinitad tten in
treadial tedolayy 4Bscause plicunias aenore poerful tenttose
ntepndesa, teytadtoeat aneploars3Thus
unionizationmay prove olke alama-ooaractagait for oA goem-
ments tret frd tre pdiitical pressures gpollied by inics difficit o resst
This aordition éan ke lod«ed yoon as an attiitio el astofantractirg aut
tet B reala ot n fBdor et ar weges bt as a ast el by
polrtaciErswhen antradtrg ataoars.

Restrictine oo lans cean e a furtter inpediment toprnatizaton, ad
much of tteexri|mradysiscanbe gplied toauch kox lans aspreailiry
wege ks, which aonpel govermrents topay weges at kst el totioee
paidby treprnatesstafarsmibvork, adresicaoy s, which restrict
hirrgofworkers o tieee who are resicnis of trepursticion. These lans

G INpose sra sarstrants o te rputmix ofgoermmants.

Futremore, tre comirent party affilistimof acomunity S rtsichnts
G dffect prvatizaton as ean tte gararall 1Incore bdl. By ad |,
reltadlyvel -offaomunrties with creenatnve \alless ted o faa -
\atizatioT comunirtaes ttethave many rescaniswho kelag touniasad
tathaea lbgeminoty pyulation tad toqyoose prnatiation
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FISCALPRESSURES

Araaal eagaraes ae lidy eatpesure o oAl goematt ©
arsibrantradirgatsore savicss nandiatioral ceads. A nunoer
ofpssitlesgels of ttepresa e of such pressures can ke it One
ah sigdl Btte iy gnan ook by nggor odHatarg fams, which
wifisstotegraal fisa relthoftrearticlropermentssparaeinad
by egats. Lrsiicioswitha lov ratigua allyae, ar intte resant st
have ben, eqariacing fireaal difficditiss, whidh, intun, cn stimiete

ofsthmessres ssantradtrgaut oredeast

Arotter rdicationcan ke tte A of s sidiesgiven toa kel gplem-
ment by fecral and Setegpvermmants. HFauhsisidiesmake kol dficeks
e s pessurad 10 ssk astal oy araggeits, te e ©
arsicer antractirg aut will have diminised. (Yet: high ssicies may
sggststioy fea pesuss) i

Ardly, when terespshility topay prapiataeess o kA, e, ad
fabd gpemats Heo resichisad e taesaerdbtindyhichad
vk, dtias tad topesue targoemant diicelks toeplaevnays
raleasts 0 tettaraxbudn eanbe redod. chasEaoen
potsaosarschation ety tectractrgatofartnsavics.

IMPLEMENTATION OF THEMODEL

In tte followg epincl adhas, 1wll foos an astge s,
rescintial lidvestediqasal, which tats ole tetidaforth gt
bLotet itemofmost municial go emants. kinohes fevacountshlity
prdblers ad B ae of te mo-.common of prnately prodbicd kel

OEMMETt SEVIGS.

MODELSPECIFrICATION

Inthe pracecing ssoton, anockel of trecetemirents of tecotradtag-
axdasimves ceelged tetcen kedatedas follo's:
PRIV =f(ACC,PROD,IPLB.FISC).

where

PRIV = extent lo which a local government contracts out aservice,

ACC =accountability,
PROD #production efficiency and cost,
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TABLE It Descriptive Statistics, 1980

Ulrlab It

AbbttvkHon Dtjinlllon

PRIV Proportion of residential solid wute disposal noopayroll expenditures*

POP Population (1,000s)

POPSQ POP squired/100,000 .

DENS Density—1000's”, mile"

METRO | Ifcity Is located In a metropolitan area 0 £50,000 or more, O otheswiie"

UNO Difference between public employees' unionization and private employees'
unionization rates (by state)

INCO Gty's median household Income

OWNER Percentage of owner-occupied housing

BOND Moody's bond rating: A, At,or AuxO;BaorBaaa |

SUBS Per capita Intergovernmental revenue transfer*

PTAX Per capita city property tax

OTAX Per capita city nonproperty taxes

STAX State sales lax rate

a. U.S. Bureau of the Census (1981a, 1981b).
b. U.S. Bureau of the Census (1983).

¢. Troy and Shefiln (1985).

d. Moody's Bond Rating (September 1982).

1PLE 3 institutional, political, and legal environment, and
FISC = fiscal pressures on governments.

Tebic 1 aumarizss te \arddkes tet ae rduced n tre epirical
adhars. Each of tte\aridbieswill ke disa ssed ntte followrg setios.

Extentfowhich aLocal Govermment
(ntracts Out Resiontal SoldWeste Digoosal
withFims (FRRIV)

Data todirectlymessure PRIV do rotedst. Inpresias ressadh, Faris
(1985) ad Farisard Graddy (1990) ussd auney ciiatocstermirevhether
asvIe B Brotnatial. Suchcaiahavesarassdortooningsbecase
trey acbirery Torany e savie- ttet 5 aginven saviee sarsicered
atrarpiatizad arrot. In ieity, privatization cours alag a continum

betwean o and no prnatization.
An altarethenessure, Trvhichdataarcolledtedadpblisedby te

U.S. BureauoftteCaaus faratiesswith pyulatic sgestar trens0,000, B
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lhe proportion of expenditures on a particular service that goes to expenses
other than payroll. There is good reason to conclude that cities for which this
proportion is small compared to that of the average city (e.g., close to 0)
privatize less than those for which the ratio is large (e.g., close to 1). (Thus,
if n city completely contracts out a service, this ratio would be 1 because
payroll expense on this service would be 0.)

Residential solid waste disposal is a service that lends itself well to
empirical analysis. Its extent of privatization varies greatly across cities, from
09b to 1009b, and government expenditure data are generally avajlable.

It is conceded that the proposed measure of the degree of privatization
(PRIV) has some flaws. Efficiency, possibly resulting from differential use
of capital equipment, may affect this ratio.® Moreover, the ratio may be
influenced by a number of institutional arrangements altogether unrelated to
the extent of contracting out, For example, both involvement of county
governments in solid waste disposal within acity and the actual classification
of spending by service vary across cities. Advantages of the proposed
measure are, however, that it is not artificially constrained to be discrete and
that auniform and consistentsource ofdata exists across cities. Its conceptual

clarity is another advantage.

Production Efficiency and Cost (PROD)

Although a cost function is not directly estimated, four variables related
to efficiency and cost are included in the equation: POP. POPSQ, DENS, and
METRO. These variables are described as follows.

POP = Olys Fm.llaﬂmsze. If a U-shaped cost curve for city service
provision is hypothesized, as is theoretically plausible and has been empiri-
cally verified (Ladd 1992), population size is likely to affect the degree of
privatization. Large cities with large sanitation departments will face dis-
economies: smaller ones will experience economies in government provision
of solid waste disposal. To test for a parabolic relationship between city size
and privatization, | included population (POP) and population squared
(POPSQ) variables (Hirsch 1965). Ifa U-shaped unitcost function does exist,
a negative coefficient on POP and a positive coefficient on POPSQ should
be found, suggesting economies of scale for smaller cities and diseconomies

for large ones.
DENS = [Hﬂl}/Omejlaﬂm within C".y Negative externalities or

external effects are likely to assume greater importance as density increases.
If city governments are better able to internalize negative externalities
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associated with solid waste disposal, then a negative relation between density
and private-sector provision seems likely.

MVETRO-= Cﬂyﬂtuated |nmmjr[3na'%,A dummy variable equal to
lis used ifthe city is located in a metropolitan area with a population greater
than 500,000 inhabitants, and 0 is used if it is not. Private-secfjr competition
for contracts tends to be greater within large metropolitan areas than it is in
small ones; therefore, more privatization can be expected in large areas, with
firms likely to be of sufficient size to enjoy economies ofscale. Competition

among bidders should lead to lower cost contracts.

Institutional, Political and Legal Environment (IPLE)

Three variables reflecting IPLE arc included in the analysis; UND, INCO,
and OWNER. These are described as follows.

UND= Difference beteensiate'spublic andprivate unionization rates.1
Unions are often a vocal and powerful political force in the decision to
privatize city services. However, public and privale unions have different
interests; those in the public sector generally oppose privatization, and those
in the private sector generally support it. Consequently, cities with large and
influential public-sector unions and relatively little unionization in theprivate
sector ore likely to contract out relatively little of their solid waste disposal
services, even though they are likely to have incentives to do so, and vice

versa.

INCO: CI[YSﬂ'eda’l househald I0OTE, Because highcr-income Indi-

viduals tend to be politically more conservative thrn lowcr-income individu-
als and, therefore, dC likely to be more ideologically opposed to large
government, they can be expected lo be also more favorably disposed to
contracting out government services.

OMER Percentage of oaner-oooypied dwelings within a aity. Home
owners may be more concerned with the level ofexternalities associated with
provision of government service than are renters. For example, they may be
more likely to complain to local government about solid waste disposal noise,
dirt, and smell and more likely to demand closer supervision to reduce those
nuisances. They are likely to seek action, because reducing negative exter-
nalities may increase home values and, therefore, benefit even those owners
personally not complaining about the externalities. Running counter to this
effect, however, is that home owners tend to be more conservative and, hence.
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nore got o Jortprnatization ttenare taats. Moreover, because trey
pay taesdiredtly togpammant, treyare lidlytobenore cacarred with
astofgpermeattssvices trenareretaswho pay taes oiretlyaspart
oftrarnet. Ariai, 35 tadae, dffcittopedctttedirectaon iwmhich
hame anrershipwall afflectpnatization

Fiscal Pressures (FISC)

Fe\aidbesifltig-1SCaeirnciuckd intreaslyaissBOND, SUBS,
PTAX, OTAX, adSTAX. Theseaedesaitadasfollos.

BOND= Citylonadrating. Adummy \eriebleer el 01 isussd iffioody™s
ratirg Blov (e,BaaBd), adadummy \aricblean al 100 Buedd iftte
raagshih (2,A, Aa, arfer). 1The loneraatysbond iy, tenore
difficitard astly isfarttedtytoborrovard, ree, tregestartefisad
pressures itiaes. Because rinatization soften te s dtof ast-a ittty
meeaures nttevake ofFsudhpressures, a lovbod ratag shyottesizd ©

SUBS= Percapita [VELE ransiers. Gitiesable ©
dotain lae sbentias fran atter keds of goverment walll oftenhae
tarfica pesuesdibaiadad, tadae, isallyaea lkesugatregd
tattept ored ceastsby antradtigat.

PTAX = Per capita city property tax. Greater fisel presares ored e
asts thrach prvatizaianmay coour ndtss tethave reainalyhihper
Gitataes ttendo toewith lov taes, ad vie\asaL Because prgarty
1aes tad e dirsttly rattatten rdirectly paid by residrtswho onn
pqary, trey tad ole etta- infomed soout tasrgarty B ppymants
trentteyarechoutater teqayents, priciatyinoetaes. Aspgarty
taesbecoe rbtivdyhid, s lidytattte e toatractat, in
trehoee of red cirgasts, will roesse.

OTAX = Per capita city nonproperty taxes. Aktroudh, as sl e,
rescciswho onvn prgeerty tadioknow trasrprgeer y adalls, gty
taes, sh ssaty s, ea, o room, ad inooe taes, ed ke
ratter naside ad, o, are often paid by rdvidlells ad fims ot
loatsd ntteadty. Itk tadae, posible foraaty todllisticetindy e
amunts fron trese sourees without causirg major ol pressure T
etz Gies tetprovce a rdeindly bgeamount of ssvies ad
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leyreanayhichmrgerty taesmay 1ihovaregaineralaonbetnen
hoprgerty taesad atradtsga

STAX= StateSdes tox rate. Atthouch kel pearmments may lew their
own ssles aes, by fartre gestest e chareility nsales tex rates
acsdtsmilsfrandflaats ntederdss. hhidadateses
s acoretwith gestaraaemdoout tteasstofgpaniie
trese taxrateswoulld be equacted tohe prartively relisdiwith tteedantof
antractigat
releisd o tre prinvatization oy Baause, purelyon trelesisof icolkayy,
prnatizatomight seem ke faaredmore by Rypblicans ttenby Demo-
adats, o mesaures of arty dffilitmvere rdudl One wes a\ariddle
nmeesUring tre parcantege of thosewho hed voted fTaRoaeld Reegen ntte
1990 presxcntaal dlstion. The ss0d ves [ty adifillistionof tte JHES
ghamr, Lsirgadummy \arisbiettetvwes ghantrevale | ifttegpvermor
of tresiate in 1980wes aRgablicanadO ifrot. The nitEl hyottesis et
bothvarigblieswoulld be prartively reeiedtoprinatizatiomes
by te dia. Smilarly, ecause ae may hyottesize tet crsnatines
gerllyssepnatizatinnanore faadole I ttrendo ladks, adisaete
\aridble estifay L tepesae ardsaeofa ngsovwak lav nte
seie (@ lans ae graally antunion ad are ths faared nore by
areenatives n loth @Etes) wes ntrallce;, talo wes foud o ke
stattiaEly regifiat Becase arenative sesaenore liely tren
limd oss ettt Initetion s, a
of suth a Iinrtation ves rducd; italkso wes faud 1o e datsticlly
ragifiat The Bttt Al forof tee\areblesessooiatehvwathpdlitical
idsolagy and party affilistiowvere rotfourd tole sigifiata gests et
id0layy ad plitacs may ok e amgjor detamirent n e ceasion ©
paresldveste diquosal*

Ardly, teparaantageofatypppuiiaton tetsovhiteadwether tre
atyhedamereger-amayor-typegoermmantvere fourd tohe ety
rsgihat

Data

Al US. aties with pqoulatias neasss of 30,000 n 19890 were
ircluckd intresanple. Do gain rstregardirg teinportanceofditysie
farpriatization, itwes arsichrad desirdble 1 rduce alosone sialller
ates. Torard tsat, a random sarple of aties aatss Sates with a
poulataanofietwean 75,000ad 330,000ves also rdluckL The inietves
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TABLF 2i Contracting Oat (ordinary Itut squires) Regression (dependent voriible I

PRIV)
RtgmsorA CotJJIdenl StandardError T Ratio Btla Coefficient
INTERCEPT 5541 2024 2,747
PROD
POP -0001 .0000715 201 -5432
POPSQ 0023 aoun 210~ 5549
DENS -.0167 .009215 -1.82* -.2818
METRO .1094 .0499 2.19%* 2276
IPLE
UND -.0087 .003003 -2838* -4101
INCO .0205 .007426 11v* 3093
OWNER -.0040 .002963 -1.34 -1923
FISC
BOND 1739 .0691 2.52%%% 2916
SUBS -0002 .0001272 -1.84* -.2497
PTAX (080% .0002168 12 1679
OTAX -.0006 .0001822 -3.18%** -4126
STAX .0218 .0166 131 1343
Fstotirtie F(12,80) =3.9180
\fg i 2% SE ofregression * .1907

Mein of dependent variable ®J428

Raidui) turn of (quires * 2.9084 Maximum of log-llkellhood » 29.1609

SD of dependent vuiible =.2240
Durbln-Wistson IUtutic = 1.9590

a. Far deflnidans, see Table itati
stat?st?cally significant at the 90% level. **iuditicilly significant at the 95% level, seltatls-

tically significant at the 99% level.

B irdukoeatyoftissiz rate fitmeach date” ' Data far 1980-182
vere usd becase thisves treperiad favhich rend estchiaseteasisd
when tre erpirical work commenced ard whilch coiirciced with tre periad
prtretoranss(1956) sd/ BAs arsdt, tetwr stLdescan e restily
aoarad.

RESULTS

Tblc 2 presats ttearactrg-ateg siion. The adpustedR1 B 275/,
which can e aosicerad reesaredly high Tar atsssecticdel catawnth a
saple of B denatio s blhe presae of IreerFetatssdstiatyvwes
st forad rgededattteds% aoficae b d, because aregessionwath
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te kg ofttesum of tre sopared rescd alson dll ngerad sice varidles
yieldsd an F setticof 16, fr belov tre aitical \ale. As previasly
nenticed, saad ditara. vegeafictiosareeaninedwith ttegearal
resdttetattioodl \aredkes, Ls Ally i nreture, were rot sett-
allysgifiatand did ot inprove treoadll fitof tteregession 4

With regard to\arisbles tret reeie toprod.caionefficeo/ad ast, a
paraolic relatio s vwes faud between aontradtrg aut and populataan
siz. Both POP ard issparenallLe, POPSQ, werestetiticllysigafiatat
a95% lked ad hae tte eqeected Slgs. The recative axfficaton POP
ad trepsitive aefficaton POP$Q are lidy tole assoated with tre
eastae of a U-dgad aerage ast futtion 1o reschtEl olidveste
disposal services.15

The ceffiaatof-.0167 on drsaty, DENS, hesa7 ramoof-1-8ad B
sgificntanly at tte 90% anficee d. Isrecptivesion BarsstEt
withtteerimhyottesis tettre , tte lessprnatizataonof
slid veste digsal. (The aefhiaat -.0167 nplies tet dl el beirg
arstat, a aty with 1,000 nore pagle par sopare mile on aerage will
patre 1. Amore ttenanewrth 1,000 fever, ) The asefficatof . 104
METRO (@gwhcatettied5h lbd)restteeqpactadsg. kKroiciest,
aais @ias, atis tat lewithin a nretrgoliten asa WL more tten
500,000 rrerteniswall prinetizon aerage 10.9%more ttenadty rot n
sucharetrgolitenasa,

A axfhaatof- 0087 wesestivated farUND and-fourd tolesigificaat
a&te9% bd. s sasstatwith ttehypottesis tetateswitha
bgediflaaebetven teraeciuniczationofpu-tcadpae s
aployess (te nurer of phlicssdar eployess minus tre nuroer of
rivete st enployess- graally pEthe) ted b pdie ks ten
atess nvwhidh te diffaae ssEall aeen repne. (The regressin
aefhaat agests teta aty with a 1% diffaree betven tte raieof
phlic- ad prnvatessoiar Lnionizatao, Holdirg atter aty deradastcs
arstat, heson aaae -8 ks piatization tenae wittout a difla~
a.) For tre median hausgold incore \aridle, INQO, aaxfficatof
Ab sestrated ad fourd ole sigifiatec te99% bd. Issign B
arsstiatwith tre hyottesss tretates with a hider medien housgold
incoreare lidytopnaiznre ttenttoeewitha loner inoore. Geafi-
dly, atiesswith $1,000 hider hosgold incorewlll privatizonaverage
2.0xmore ttenateeswitrout thashiger inoore.) A aefiiaatof-.000
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NOTES

1
economies for populations up to 100,000 wen found. In relation to hospital*, Ro (1961) alto

found some scale economies. Dolan (1990) found that fragmentation of goremmecnt entities In
Illinois increased service costs, and Ladd (1992) found a U-shaped relation between per capita
spendingon government services and population density. Finally, there (aevidence ofeconomic*
ofseals Instreet cleaning, traffic signal maintenance, and asphalt overlay cowtruedon, ai well
as inJanitorial services, payroll preparation, and turfand tree maintenance (Steven* 1984).

2. Prager (1993) gave as examples of economies of scope "street maintenance
crews. .. trained to drive snow plow*. .. and even lo handle infrequent calls for rescue or tint
aid services" and "hospital-based social workers [who]... can handle. .. dysfunctional fami-
lies, home-based senior citizens, drug-addicted teenagers, alcoholics and so on” (p. 20).

3. Theoty indicates that first-bid, seaJed-bid auctions, which ate most common Incontract-
ingauctions, yield the best solution from (lie government’s perspective forany numberofbidders
greater than one, but with only one bidder, the government does much wonte (Milgrom 1989).

4. Anexample of a restriction on government's technological possibilities Is found in mass
transit. Because mass transit has a peak-hour demand pattern, severe constraints (n Its use of
labor are often encountered. For example, the 1985 Agreement Between the Southern California
Rapid Transit District and the Amalgamated Transit Union. Division 1277, prohibited subcon-
tracting except under unusual circumstances. The agreement alio stated that "regular operators
shall be guaranteed eight hours’ pay time per day within a spread of ten hours from the initial
slgn-on time" (p. 5

5. In 1987, the percentage of local government employees working full-time In the United
States was as follows: fuc protection. 64.9%; leaching, 58.1%; police protection, 53.7%;
sanitation, 50.2%; public welfare, 48.4%; and highway repair, 44.4% (U.S. Bureau of the Census
1991). Hospital and nonlrutructional education employees had somewhat lower rates—38 6%
and 34.5%, respectively.

6. PRtV can also be influenced by the capiul-labor ratio applicable to a particular solid
waste disposal operation. Ahighly automated collection process would tend lo have ahigh PRIV
value and vice vena However, it could be argued that the purchase of capital equipment is a
formof privatization, because the equipment is produced in the private sector. The focus, thus,
would shift more to publicemployment of laborrather thanto either private employment cflabor
or privale production of capital goods. A further lassie Is that what usually Isreferred to as waste
disposal is actually waste management composed of watte collection and disposal, and the costs
of disposal are likely to be little affected by contracting out

7. Corresponding data on a city level are not available.

8. No city in the simple hid a bond rating below Ba.

9. Admittedly, the absence of city data, which made it necessary to use state data, might
also be responsible for the results.

In itudlei of fire services (HInch 1959) tad high Khooti (RJow 1966), some acalo
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10. Because most lubanltea live in the very largest cities of Ike United Slates and because |
wanted that fact reflected in the sample, | decided lo include all cidei with populations Inexcess
of 300.000. Moreover, lor these large cities, | had information on all the right-hand variables of
interest to me. which | did not have for the smaller dtiei.

11. There were two reasons why this proved Impossible. Pint, some states had no cities with
populations between 75.000 and 300,000 for which a complete set of the required data was
available. Theif included Delaware, Hawaii, Maine, Maryland, Montana, New Mexico, North
Dakota, Vermont, and West Virginia. Tomaintain aiufficien! numberofsmall-city observations,
one additional randomly selected small city was chosen from Florida, Illinois, Louisiana,
Nevada. Ohio, Virginia, and Washington, and two additional observations from Massachusetts
were selected. Second, the following cities were deleted because of incomplete data: TVilta,
Oklahoma; Honolulu, Hawaii; Macon, Georgia; Boise City, Idaho; Gary, Indiana; and Yonkers,
New York. Following these deletions and adjustments, the sample size was 93, with 48 of the
cities having populations ol more than 300,000 and 47 having between 75,000 and 300,000 in

1980.
12. For example, the most recent unionization data for (he pubiic and private sectors lhai

could be found were for 1982.

13. Admittedly, as happens so often, the available data lack some of the ideal properties one
would like them to have toJustify all aspects of the regression analysis performed. Forexample,
the dependent variable Isrestricted to values between 0 and I ; hence, the assumption ofnormality
for the true error term is not valid. To test for the severity of this problem, a log-odds ratio of the
dependent variable was formed, which transformed its possible ranges of values lo between
positive and negative Infinity. Although the standard errors of the coefficients were affected, not
one olithe signs of the coefficients was altered. Heteroscedasticity was tested for and found not
to be a significant problem. Inaddition, correlations between the explanatory variable* were not
large enough to require corrective measures.

14. Also, in recognition of the fact (hat each city in the small-city sample represented many
cities of similar size, a weighted least squares regression war sun that resulted in only minor
differences from findings in Table 2.

15. The bottom of the U-ihaped contracting-out curve relative to population occure at 3.07
million inhabitants. Thus the declining portion coven most U.S. cities. Using (he two coeffi-
cient*. one can estimate the net effect on contracting out (PRIV) when a city’s population

increases.
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In this article, we examine patterns of privatization in the Illinois child welfare system
using data from state payment records and a survey of organizational providers. We
describe the state contract system and show which providers are active in it and how
important they are to the state agency involved. We hypothesize (1) that market
forces will favor those providers thst match most closely the needs ofthe state agency
for specific expertise and (2) that power and leverage will operate to favor those
who can bring the most resources to bear on contract ncgotlauoni. Multiple regres-
sion analysis shows support for both hypotheses.

Social scientists have long examined the nature and extent of public
mandates, addressing such issues as how much the public sector spends
for welfare in comparison to defense, what accounts for differences in
spending patterns across nations (or states), and how and why spending
changes overtime. These are importantissues, but they fail to consider
the interorganizational structures under which the mandates are
executed.

Two of these structural features are particularly important: inter-
governmental funding relations and privatization of services by con-
tracting with nonpublic organizations to deliver publicly financed ser-
vices.* Both features are of long standing in the United States. They
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two-thirds of its annual budget appropriations to purchase services
from individuals and organizations through its grants and con-
tracts system.

This "pattern of state responsibility for and control over services,
substantial dependence on federal funds, and significant reliance on
other service providers is typical of the social service field in Illinois,
in 1984, the state provided only 35 percent of all public spending on
social services for the Chicago and Cook. County area from its own
revenue base, with the federal government providing 59 percent and
local government, the remaining 5 percent. However, the state dis-
persed 64 percent (including some of the federal funding) and con-
trolled 76 percent of the spending (including funds passed on to local
governments and dispersed by them).8 Almost half (47%) of the public
spending for social services was subcontracted to nonprofit agencies
and another 4 percent to for-profit organizations, leaving public agen-
cies with less than half of the spending for direct service delivery.

Public spending for other service fields differs notably from the
social service pattern (and that of DCFS) on one or more of these four
dimensions, that is, the fields show different combinations of revenue
origins, levels of government at which funds are dispersed, extent to
wnicii various levels of government exercise control over the funding,
and composition of the service delivery system.9Child welfare systems
in other states may differ from the Illinois pattern on some or all of
these dimensions as well.

In Illinois, DCFS is responsible for licensing all day-care agencies
in the state, for diverting children and youth from the criminal justice
system, and for investigating and responding to all reports of child
abuse and neglect (currently more than 100,000 reports per year). To
provide adequate care on a continuing basis for abused or neglected
children and their families, DCFS must insure that a full range of
services is available, including sjbstitute care, counseling, family sup-
port, adoption, outreach, prevention, and so forth.

The child abuse and neglect mandate is especially important to the
department. By law, DCFS must respond in a timely manner (within
24 hours) to all reports, insure that children do not come to any
further harm, and accept responsibility for the future development of
children who become wards of the state. Increases in the number of
child abuse and neglect reports and in the serious nature of families'
problems pose major challenges to DCFS. The need to respond imme-
diately to crisis situations means that DCFS mus.. nave ongoing access
to certain critical services (e.g., substitute care). However, solving im-
mediate crises and finding appropriate substitutes for the natural fam-
ily are tasks fraught with difficulties. Mistakes or errors injudgment
may harm children and subject DCFS to highly emotional and trouble-

some public criticism (including court cases).
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The high risk and human cost of failure mean that controlling the
delivery of services is extremely important for DCFS. But this is diffi-
cult to do. The recipients of service (and, by extension, DCFS and its
providers) havs little objective basis for assessing the quality of services,
The service market, therefore, represents a classic case of transactions
under conditions of "contract failure,” where trust and reputation,
rather than agrecd-on and easily assessed standards of performance,
are paramount.10

The service context in which DCFS operates, therefor*, leads tb our
two hypotheses, as noted above. First, the need for rrtdy access to
particular types of services suggests that possession 0 f relevant exper-
tise should be closely related to the level 0f contract funding private
providers receive from DCFS. If, as this hypothesis predicts, the DCFS
contract system favors providers that exhibit the most pertinent exper-
tise, then competition and straight market factors are at work. Thu
should keep transaction costs low because providers can perform their
specialdes and do not need to learn difficult new activities. Correspond-
ingly, DCFS can reduce monitoring efforts aimed at insuring that it
gets what it pays for.

Indeed, the entire free market economy is based on the underlying
assumption thr.t the unrestricted operation of market forces will mini-
mize overall transaction costs and promote the efficient production of
goods and services. In many respects, then, this first hypothesis is so
obvious that findings that run contrary to it would deserve attention.

Second, difficulties in objectively judging the quality of services
mean that DCFS operates under conditions of contract failure as dis-
cussed above. When expertise is difficult to assess, nonmarket charac-
teristics may come to rival or overshadow pure market advantages.
Providers that appear legitimate or trustworthy, are politically power-
ful, or otherwise are able to exert leverage over DCFS can bring a
wide range of organizational resources and strategics to bear on the
contract relationship. As a result, these types of providers may come
to dominate the contract system and obtain larger payments from
DCFS than would be expected if only market forces operated.

The providers have strong incentives for developing contractual
relationships with DCFS. Not only is public funding a major source
of revenue to many social service agencies, but public grants and

. contracts for these types of services appear to be remarkably stable

and predictable sources of revenues. Case studies of public grants
and contracts received by social service agencies show that most such
contracts are in the form of new or continuing awards. Very few
contracts are terminated, although the levels of funding may
fluctuate. 1

The DCFS system constitutes an especially attractive market to pro-
vider agencies because DCFS rarely opens up the contracts to open
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bidding, and then onIY In Some service categories, in some regions,
and in Some years. That makes the DCFS funding system fairly difficult
for contractors to enter, but it is predictable and on,Pomg once they
obtain access toit, The need to pravide vulnerable children with conti-
nuity of care AUStIerS the dosed fundmg s¥stem, just as the need to
protect national security does in the case of deferise contractors.

Methods
The sheer volume of efforts and transacu‘ons in which DCFS is en-
gaﬁ]ed isimpressive. During the fiscal year of 1989, DCFS contracted
ith almost 19.000providers todeliver Services on behalfof the depart-
ment. Simply describing the provider system is a monumental task.
As we discovered, developing an appropriate database to describe and
analyze this system presents formidable technical challenges as well,
Our analysis of the DCFS provider system combined two sources of
data: administrative data from the department’s financial _Payment Sys-
tem and a mail survey of human service and day-care facilities listed in
the DCFS provider database. The financial payment database allowed
us to describe how the DCFS service market is structured and to assess
the sample and response rates of the mail ,surve%. The survey provided
a wide range of data about the organizations themsetves, We' merged
the two databases in_order to test the two hlypotheses outlined above,
We used the DCFS hoard and vouche Egggent systems for the
JOg9 fiscal year (July 1, 1988-June 30, 1989). The hoard system
tracks monthly payments to service providers caring for clierits in
residential placement (e.g., foster homes and qroup homes). The
voucher system records p %(ments, (usually monthly) for all other ser-
vices, including administrafive activities (6.9, antm and staff travel)
and client services (e.g%., day care and counseling). The payment re¢-
ords contain a separate record for each check Ssued (if no client is
involved) or, in the case of client services, a separate record for each
client every tine a check is issued for services to that client. In the
latter case, the records include information on the type, cost, dates,

ang reci |erg.of éh%ser |ce% .

he combined board and voucher payment files totaled over
600,000 records for 1989 We_first eliminated payment records for
Purely administrative services. Then, to use servicé providers (rather
han each client-related payment) as the unit o fanalysis, we undertook
an extensive series of aﬁgregatmns and recodes to create a record for
each service provider. 13As & result of these efforts, we obtained data
on the amount of client-related payments by DCFS to a total of 18778
rovigers in 1989H :

P ?n (Eﬁe winter of 1990-91, we also conducted a mail surve]y_ of the
social service and day-care program units included in the DCFS pro-
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vider database, a cumulative list of Individuals or pro?ram units that
DCFS has authorized payments to over several yean, licensed (in the
case of dax-care centen), or otherwise recognized as relevant service
providers.*3The 180528 records in the provider database include
entries for DCFS staff mempcn, commercial vendors (for office sug-
gges, travel, etc.), ind| Jduadl_ foster R/arents, Iavvryera,, octors, as well
organizations providing direct services to DCFS, dients.

To Identify organizations involved in client Services, we undertook
an extensive review process that resulted in a listing of 2,66 e||P|bIe
providers, including 1871 day-care centers.BBecause of the farge
number of day-caré centers, we drew a stratified random sample of
them, but included all the remaining 798 service units in the survey
for a total sample of 109117 After eliminating those that appeared
to be out of business (123), inappropriate ,(15, or duplicates (207),
we received usable res;rn]onsesfrom organizations, about 63 percent
of the valid sample. The response rate was significantly lower for the
k\y%ay—care samples (50%-53%) than for all other organizations

As a final step, we merged the finandal payment and mail survey
data in order to examine links between a provider’s experience in the
DCFS, service system and the organization’s characteristics, BOf the
or?amzatlons onqmally included’in the sample, 516 (eor 70% of the
valld ,sa,mpl,e} could be’ matched to the financial payment database. 0
Ofthis initial pool of 516 matches, 63 percent (354) responded to the
,surv%gmcludmg 63organizations that did not receive DCFS payments
in 1989but had done so at some point over the 1985-88 periqd. The
aﬁalysm Pre eBEeFd htere IS baseq on the 291 matched organizations
that'recelve S funding I 1989

These 291 matched survey respondents represent I percent of
the 2631 %uanons from which DCFS purchased client-related
servicesin 1989 However, they account for 61 percent of DCFS fund-
ng to provider organizations in that year. The remaining 39 percent
of the funding is Split between orgarizations included in” the sample
that failed to respond to the survey (24%)* and those excluded from
the original sample because they were nonsampled day-care organiza-
tions (6%) or because we did nof believe our questionnaire items would
be relevant to them (e.g., businesses and schools, 9%). Our surve
%atﬁ thus capture mLorm t|gn about most of the organizations wit
the largest stake in the DCFS provider system.

The DCFS Provider Markets

There are two distinctive markets in the DCFS system: the market of
individual service providers and the market of organizational provid-
ers. In the former market, DCFS competes with other social service
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agencies for qualified foster parents, homemakers, counselors, and so
forth, The department assumes direct responsipility for supervising
the services these individuals provide. They are like ?_art,—nme staff or
consultants whom DCFS uses on a more or less continuing hasis.

In the orgapizational provider market, DCFS competes with other
state and local government agencies for access to particular types of
service infrastructures, for example, rouR homes, counseling agen-
cies, and day-care centers, In this par{'of the system, DCFS ha$ trans-
ferred responsibility for direct supervision of staff, foster parents, and
soforth, to the provider agencies. The direct management responsibii-
ties of DGFS itselfare limited to client referral and efforts to maintain
and monitor the contract relationship. We review both markets hut
pay most attention to the latter because it bears directly on our sur-
ve% f|nd|n%sg , , ,

. Of the 18778 providers from which DCFS purchased services dur-
ing fiscal Xear | the vast ,maJontzl (86%) were individuals and only
2031 (14%) were organizations.*1However, the latter received the
lion’s share f78%) of the [244 millin that DCFS paid to providers
in 1989, reflecting the greater service cagamty of organizations. ip
comparison to individualS. The provider system; then, IS one In which
DCFS purchases small amounts of service from a large number of
individuals and a large volume of service from a modést number of
organizations. . - , ,
0 examine the individual and organizational Rrowder markets in
greater detail, we looked at the volumeé of services that DCFS purchases
in different service fields and the types of %rowders, that are mos;
heavily involved in these fields. To facilitate the analysis, we grouped
the 263 detailed service codes from the financial payment systems into

13major service categories.**

The Individual Provider Market

The Department of Children and Family Services purchases services
from avariety of individuals—foster parénts, adoptive parents, home-
makers, couniselors, advocates, day-care workers, doctors, psycholo-
?|sts, lawyers, and the like—people with special motivations dr skills
0assist families and children in trouble. Table 1shows the distribution
of individual providers and payments to them across the 13 service
categories. The table shows that the individual provider market is
dominated by foster care, accounting for 60 percent (9657) of the
individual providers (col. 1)and 72Fercent of all payments to individ-
ual providers (col. 3). This is also the service field with the greatest
interpenetration of individual and organizational markets. Roughly
half (52%).0f all spending for foster care goes to foster parents who
worked as individual providers, as shown in"column 5. The remaining
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48 percent goes to agency provider* who supervise their own foster
families. e o

. Column 5oftable 1also shows that individual providers (i.e,, adop-
tive parents) dominate the market for adoption services, receiving
percent of all spending for these services. Adoane parents alsq ac-
count for the second largest proport|on,(18%? orall dollars to individ-
ual providers, asshown in column 3.J0|ntIP(,, oster parents and adop-
tive parents account for 79 percent of all individual providers and
receive 89 percent of all payments to individual providers and 20
percent of all provider dollars. In all remaining service fields, individ-
ual providers receive only a small fraction of DCFS payment for ser-

vices rendered (col. 5).

The Agency Provider Market

The Department of Children and Family Services also Rurchases ser-
vices from social service agencies, day-Care centers, scnools, health-
mental health facilities, commercial businesses, schools, and various
other or?amzatlons. Some of these specifically target the children and
families for whom DCFS is responsible. Others, (e.g., commercial busi-
nesses) have objectives that overlap only indirectly with the DCFS
client ‘population. Some 595 social service agencies in the provider
skstem (most of which were included in our sample list) dearly over-
shadow all other types of organizations in their importance to DCFS,*3
Although they account for only 23 percent of the organizations with
DCFS payments in 1989 t_heY received $1635 millign, or about 8o
percent of what DCFS paid to all organizations and 67 percent of
p

ayments to all providers. , o
table 2shows, social service aqendcs dominate most service fields,

absorbing more than 8 percent o spende In ejght of the 13service
categories and about half or more of fotal funding in 11 of the 13
categories (col. 5). Adoption services and children's personal and pqysr
cal Maintenance Services are the only exceptions to these patterns, The
social service a(l;ency market is less concentrated than the individual
Prowder markel. NO single seyvice fml% accounts for fhe bulk of fund-
ng, although Institutions ana group homes come closest, with a 33
per%ent shar,e,ﬁcol. J). , . _

The remaini 7q5types of provider or%anlzanons, that is, the 587 day-
care centers, 375 schools, 202 health-mental health fadlities, 6
commercial businesses, and 254 miscellaneous other organizations
play only a peripheral role in the DCES prowdersYStem. They received
only 11 percent of the fiscal year 1989contract doflars, with the major-
ity (68%) of this fundmg,pa)(mg for day-care services. .

From ‘this analysis, it'is clear that sodal service agencies are the
principal service providers in the DCFS grants and contracts system.
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To a lesser degree, day-rare center* and foster parent* play a sut;mﬂ-
cant role, put’ mainly be?aﬁse of their [arge numbers and not the
amount of funding edch ot them receives. Yet, these aggregate patterns
do not fully demonstrate another crucial point: some providers are
much_moré important to DCFS than others. Some 34 social service
agenues received at least &1 mjllion each from DCFS In 1989, These
top 34 social service agendes jointly accounted for $108 miiiicn In
fiscal year 1989 This IS equivalent'to 66 percent of the funding to
social ‘service agencies, 57 percent of the funding to organizations,
and,44gercent of the funding to all service ?row er?. , ,
Figure 1displays the skewed distribution of DCFS funding to social
service agencies. *4Two-fifths 0gfl% received less than $10,000, and 70
percent received less than $200,000. Thus, the bulk of DCES funding is
directed to a very small percentage of providers. These findings raise
several critical questions: What are the characteristics of provider orga-
nizations that are most pivotal to DCFS—the social service and day-
care agencies? And what factors account for the spectacular success
of some of these providers in the DCFS contracting system?

Hypothesized Effects of Market Forces and Leverage

As discussed earlier, we hypothesize that two sets of factors account for

the differential success of provider organjzations in the DCFS funding
system: (J) market forces, which favor those that match most closely

srounl of DCFS Funding (000 s)

ies (N = 5955

Fig. |.—Fiscal year 1989 distribution of lllinois DCFS funding to soda] service
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the needs of DCFS for particular ges ofexpertjse in terms pf service

residential, servic ?? or approaches ge.g., focus on children an
! 512) leverage or in Iuenfe factors, which favor
Prowders that can ,rng Ore resources (e.%., e%|t|macy) to bear on
heir negatiations with DCFS. To address these yPotheses, we rely
on the mail surve}/ forinformation abouf the typesatservices agencies
Prowde, the clients they tar([;et,, the service approaches they us, their
Inances.and contractual refations, and their involvement with other
nonprofit organizations.55Several survey measures relate dlrectla( fo
the %Wo bJoad congepts of T4arket forces and leverage In the DCFS

grants and contract market.

e,
youth or mmorities), an

Market Forces: Attractiveness to DCFS

Interviews with DCFS grants and contract staff, as well as findings from
the broader Children's”Policy Project, suggest that several criteria are
likely t?] make providers espeuallg attractive to DCFS; service expertise,
comprehensiveness ot Services, Fg)ro riateness of tar?et population
and accessibiity of services. Appendix A lists these attraciiveness-market
forces, the independent variables we used to measure them, and the hypoth-
esized relationship between each variable and the amqunt of DCFS funding
received by the organization. We explain each criterion below.
Expertise.— 1 he De ?rtmentof h|IErenand Family Services spends
most of Its contract dollars on a few key services. Substitute care for
children ?e.g. residential services and foSter care) and day care receive
the most funding, witli smaller shares for youth services, counseling
and support services. Organizations thatspecializein these well-funded
services should have greater opportunities to obtain a significant share
0f DCFS contracts than those with little or no expertise in these fields.
The de,Partment's confidence in the experience and skills of providers
allows it to reduce its own monitoring efforts cor,respondmagl}q. We use
information on the primary mission of_theor?amzatlonan fhe extent
to which its major services are of particular iterest to DCFS.
. The major purpose. or mission of an organization dictates a long
listofimpartant organizational decisions: the anar,y services to offer,
the expertise of staff members to be hired, the variety of facilities to
secure, the clients to serve, and even the typesand volume of resources
to which it should seek access.*7We coded an open-ended question
about the organization's mag_or purpose or mission using the National
Taxonomy for Exempt Entities, a hierarchical, highly detailed coding
system organized into. major service rougs.** We then combined the
categories into six ma{,or grougmgs &IS ION): residential and insti-
tutional care organizations (23% of the matched organizations), other
social service agencies (18%), day-care and g)reschool agencies (18%)
child and youth servicé organizations (14%), nonresidential mental
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health organization] (20%)(and miscellaneous other types oforganiza-

1 0

t'aFﬁe(%FS, should also favor providers that can deliver several core
Services within_one agency. This minimizes the number of providers
with which DCFS must establish relationships, negotiate contrats, and
train. We asked survey respondents to indicate which of 52 different
types of services (spanning nine major fields) they provide and which
sIx are their major or most important servicés.” We designated 18of
the 52 services as core services of particular relevance for the DCFS
service system (e.g., counseling, foster care, adoption, group home,
and day ‘care), no mg the number of these services In” which' each
provider was enPage (ALL_CORE). The average was 5.7 core ser-

vices, but some Jisted as many as 17. . .
C\%_fe ano noted the numr%er)é?score DCFS services that the provider
defined as among its,own "major" services (MAJ_CORE). The larger
the number for-a given provider, the closer the fit bétween DCFS
service needs and provider expertise. Some providers reported no
DCFS core services among their own major services; others as many
as nine. The average was 24, .
>Comprehensivenessofservices—Although DCFS may fund only certain
tyfpes of services, its clients are likely to need help"with a full range
of other problems mcIudm? literacy, employment, housing, drug
abuse, and so on.B)Organizations, that provide a broad range of ser-
vices should, therefore, be attractive to DCFS because they tan more
easily insure that clients receive the necessary ran?e ofservices without
having to resort to difficult and fragile referral systems with other
organizations.3We defined organizations that checked a large number
of the 52 services (ALL_SERV) as providing more_comprehensive
services than those that provide only a few sefvices. Only counseling,
parent education, support groups, and information and referral were
checked by half or more oT the organizations. The average number
of services was 11.6, ranging from one to 39. We also asked whether
providers beiieve that they provide directly mostof the services that are
needed by those of their clients who are children, youths, or families
(SELFSERV). The great m AO[I'[ §81%) said they did.2
Target population.—IN addition fo particular services, DCFS needs
providers that have experience with the types ofclients that come to
Its attention.3 Providers whose primary client commitments match
DCFS client types should be attractive to DCFS because they are likely
to have expertise in servmg such clients and to devote théir own ré-

soyurces to meeting, the needs of these clients., o
Expemse WI'[% 9mi‘ ren, yout%s andp their families and with racial

and ethnic_ minorities are especiaﬂ)( important to DCFS.31We asked
those providers that indicated that

tion group to describe the most important target group. We followed

he tar?et some client or popula-
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with two additional questigns about die extent to which this target
roup__was composed of children, youths, and their families
CHLDTARG) and members of radal or ethnic minorities, such as
frican Americans, Hispanici, Asian Americans, or Native Americans
(RACETARG), The |_g?reat major|tr¥ (78%) did target children, youths,
and their families. However, although Tacial and ethnic minorities
made up about 75percentofchildren’in publicly supported substitute
care,lénderthe ?u(ﬂdw%r%sh!pof,DCFSt in 1t991 only 31 pelrcent ot,ftr}e
roviders reported that their prirmry targetgroup ismainly or entire
omposed o?mmonﬂes.gg PrIFMIY Targetgrop y y
. Outreach and aceessibility ofservices. —ACCeSSiblity 0f services is also
important, especially for clients who are young, not fully informed
about available services, or not assertive in insisting on the services
they want and need. Most DCFS clients have one or more of these
characteristics. We used several indicators of this concept. Everythin
else being equal, organizations that have multiple sites (MUL_SITE
make themselves accessible to more clients than those that maintain
on\% one location. About half of t,he,or(t;amzanons had multiple sites.
e also asked organizations to indicate the best description of their
eographic service focus from among several statements provided.
rganizations that view themselves as "entirely community-based and
community-organized" may develop close relationships with local cli-
ents, reducing cultural andsqcial, barriers to accessm([; services, About
one-third (3 A]% of the ,or%amzatlons defined themselves in this man-
ner (COM_BASE).BFinally, we asked respondents to indicate the
extent to which most, some, or only few of their in-person contacts
with clients normally took place in a variety of different settings. We
categorized the set%s as heing more or Jess external to the organiza

ein -
tion (SERV _SET).3Only 27 percent of the organizations provided
most rfﬁl Ufst%]e%rserwc)és n |8xternal settmgs.g d

Given the closed nature of the DCFS contract market described
above, one ml%ht expect that this listof market factorswould constitute
aminimum set of qualifications that all DCES contractors would meet
to have entered the contract system in the first place. Such is not the
case. As nated ahove, substanfial proportians of the providers fail the
criteria in full or in part—their major services include only a few core
DCFS services, and most do not target minority groups or engage in
extensive outreach. We can therefore examine whether some market
factors are more important than others in d|fferent|at|nr% among more
or less successful providers in the DCFS contract system.

Leverage: Agencies' Capacity to Exert Influence over DCFS

A second set of forces that shapes the relationship between DCFS and
its service providers is the influence or power that providers are able
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lo wield |n thejr ongoing relationship with the department. Lar%e
organizations with proven staying power, those well established in the
public funding market, with r_eco%mzed legitimacy, and active parfici-
pation in networks of like-minded organizations’may have sufficient
power and legitimacy to resist DCFS initiatives t,hat,the){ define as
contrary to thieir interests.SLThese types of organizationd] resources
may even allow them to become active participants in shapmq, the
Initiatives themselves. These expectations derive mainly from theliter-
ature on resource dependency and institutional theory.SAppendix B
lists these forces, describes how we measure them, and indicates the
hypothesized relationship with amount of DCFS fundmg. _
Resource strength.— V€ USE0 TWO Measures 0t resource Strengtn. Size
We used tw f trength
of revenue and %he age 0f the organization. We expect that larger (and
older) organizations Will find it easier to obtain public funding than
smaller (and ounger%,organlzatlons. Large organizations have more
staffand can develop higher degrees of spécialization, including exper-
tise in fund raising or contract Negotiations ZDThe% have morg organi-
zational slack or Tesilience and arc less likely to e affected by ‘staff
turnover or Joss of a single contract (even if it is large). Size confers
visibility, legitimacy, and access to external resources. Similarly, orga-
nizations that have survived a minimum number of )r,ears have over-
come the liability of being a new organization, strugg mg for survival.
Over time, they develop experience and expertise; obtain visibility,
contacts, and recognition; become established in their fields; and insti-
tutionalize their external fungm _reIannshugs. .
Size of revenues gives broad indications of the capacity and amount
of infrastructyre that an organization controls. We asked or?amzat,lons
to report their total reventes for the most recently completed fiscal

ear (usually 1990) and also to indicate the number of full-time
{FT TAFFYand part-time staff members asofJuly I, 1990 Because

of the h|%h| Skewed distribution of revenues, we used the Iog value
(LOG_SIZE) in all subsequent analysis (as we did for total DCFS pay-
ments). Data on the year of establishment ﬂYEARES,TB) show the
average year of founding to be 1951, but half the agencies were estab-
lished in 1970 or later. . L .
evenues, of course, have a built-in relationship with DCFS fundin

because total revenues include what the provider receives from DCFS.
However, we cannot easily resolve the confounding because the two
measures come from différent yean (1989 for DCFS funding,

for total revenues), and we are reluctant to assume that revenues are
stable over time.4LAlthough this isan important conceptual issue, the
zero-order correlation between the log values of total revenues and of
DCFS funding is only r = .16, suggesting that the confounding is not
of major practical import.22 .

~ Ac. ess to competingfunding sources.— Providers may have well-estab-
lished relationships with public funders other than DCFS that also
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desire access to their services. Such providers are likely to be less

deﬁendent_ on DCFS since theX will find |t easier to,reglac_e DCFS
funding with other public fundi ?_sources than those without immedi-
ate accéss to such alternative relationships. Their competitive position
Isstrengthened further because they can point to their role in Prowd-
mq Important services for the public sector. They are also likely to be
skilled"in negotiating the public fundln% market and r_nanagimg the
grants and contract System, with all of the restriction! it mg hes on
recipient organ|zat|o,ns.15\/\7e have information on the distribution of
revenues bP/ five major c,atetgorles for 1990as well ason the nUmber
ofdifferent public agencies from Whlchor%amzanons receive funding.
We nypothesize that'the larger the proportion.of funding from public

agencie agd thg, Iar%er thé number of public funding”sources, the
more DCFS funding agencies obtain. _

The types of revenues on which providers depend are important
because Tunding relationships become institutionalized over time. Qr-
ganizations become familiar with and skilled in managing the contin-
genmes associated with major funding sources and their respective

egrees of flexibility, discretion, external control, and predictability.
We use the proportion of total 1090revenues from government fund-
ing (PCT.GOV), fees (PCT_FEE), or donations (PCT.DON).4As
in"the case of total_revenues (zrd for the same reasons), we cannot
disentangle any built-in reIatlonsh|P between the dollar amount of
DCFS funding and the percenta?,e ot revenues from all public sources
combined. Fortunately, the relationship is not very direct in this case
because a provider ma){, receive asmall dollar amount of funding from
DCFS, yet it may constitute a large proportion of its total revenues.%
We have information on whether the organization reports DCFS asa
major funder in 1990 (providing 10% or more of total revenues).
Ar|1mt08t half r%45%) did. ,te,use rth||st\,/ar||ablte lngC'Eg“MtAP ?sda c?ntro%

It v indi

%voﬂ%ﬁﬁsésnl{vm%&% s a relatively stable indicator’of degree o

The larger the, number of public fundm? sources, the more likely
the organization is to have access |o alternative funding and to use its
connections with such sources to influence decisions made by DCFS.
We asked the organizations to indicate whether, during the most re-
cently completed fiscal year, they received any grants, contracts, or
rembursements directly from any of 16different state agencies.o\We
then summed the number of such funding contracts (STAT_CON).
Some received fun_dm%_from alt 16, but the average number vias only
25. Funding relationships with a core group of State human service
agencies aré especially |mPortant becaUse these state agencies also
provide extensive services to children and youth and rely extensivel
on other organizations to deliver mandated services.&We summe
the number of such relationships reported by the service providirs
(STAT.CORE). The average was 21 and werit as high as seven.
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We also asked ﬁrowder* to report the total number oflocal govern-
ments (LOC_CO d)a_nd federal agencies (FED_CON) from which they
received funding during that year. More thanhalf (59%) reported no
funding from local governments, and the avera?e was only 15, but
the maximum was funding from 5 different local governménts. Ongl
18percent had any direct federal funding, including some with fund-
ing from six different federal agencies. Finally, we computed the total
number of governmental units involved (GOY CON). The number
of public funding links range from one to 36, with a mean of 44,
Legitimacy.— Rendering services under contract with public fundin
sources involves provider organizations directly In the production o
public goods. That is itself dn important source o f". Atimacy. How-
ever, some organizations have their own built-in sources of legitimacy,
which they can use as leverage in ,neﬁ;otlanon,s,Wlth public funders.
Nonprofit organizations receive official recognition as contnbutlng{ to
the public good when their revenues and contributions are exempted
from taxes {within certain limits). Their claim to serve the bestinterests
of the community and clients iS not easily rejected by public authori-
ties.®BThe great'ma orltX 78%) of the Organizatioris operate under
nonprofit auspices (NP_AUSP). Some nonprofit organizations are also
affiliated with religiou$ institutions (RELAFFIL). For the 17 percent
with such affiliations, that may not only confer‘additional Iegf|t|macy
but may also secure access to other extérnal resources in the form of
funding and influence.® L .
Nonprafit networks— |11 addition to majntaining direct and extensive
relationships with public agencies, public subcontractors also have a
broad range of affiliations with each other. Some of these involve
formal agreements about resource relationships, whereas others are
more pofitical in nature, We have data on the nunber of contractual
relationships that organizations maintain with other nonﬂubllc agen-
cles and that involve public funding. TWe asked whether the organiza-
tion subcontracted an¥0f|tspubl|c funding to other nonpublic organi-
zations and whether it received Pubhc fu,ndm? indirectly by means of
subcontracts with other nonpublic agencies. If the answer was yes, we
asked with how many different organizations the agency had each o
these ty;IJes of subcontractural relationships. We assume, but do ngt
know for sure, that most of these subcontracts occur among nonprofit
organizations rather than for-profit ones, Overall, 39 percent engage
in 'some form of subcontracting of public funding to or from other
nonpublic organizations (NP_CONT ?,mvolvmgasmanyas 160ther

organizations, but the a”erage was only 12
e also asked the organlzgnons to |r¥d|cate whether they belonged

to, or received funds on-areqular basis from, any United Way organiza-

tion, religious federations, or any other federated charity. We counted
the total" number of such funding sources (NPFNDFED). More than
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half (58%) belonged to federations, mainly United Wa 854%g rather
than religious federations (13%). The survey also listed fivé major
statewide “associations or cor’.tions active in sérvices for children and
youth and asked the or?_amzanons to Indicate whether they belonged to
any or all of them (CH DCOALa.®1AIm,ost two-thirds (53%) had such
connections, and some belonged to all five. Finally, we measured the
overall degree of involvement'in nonprofit networks (NPNETWRK) by
adding the number of subcontractual relationships with other nonpublic
agendes, memberships in fundm%federatlons, and affiliations with State-
wide coa(IJtlons.OnIgsﬂ grr]c trﬁ ad no suchn tg/)vork connections, but

some had as many € average was

Findings

Column 1in table 3reports on the zero-order correlations between
the log value of amount of funding from DCFS (dependent value) and
the, two sets of measures of market forces and leverage (independent
varjables). These correlations show (hat both market and Ie,verage
variables are S|gn|f|cantl¥ related to the amount of funding received y
agencies. All but three ot the 29zcro-order correlations are S|8n|f|can .
Only sell-gefined comprehensiveness, degree of community base, and
numper of_fundm%relanons with units of local governnient fail to
reach significance. A fourth variable (reliance on donations) has only
b%r(%erlme s%chlfhcance (o < .10) and'is in the opposite direction to
what we expected.

T0 understand more fuIIY the factors related to success in the DCFS
Prowder market, we undertook multiple regression analyses using the
W0 sets of independent variables to predict the amount of fundm%
providers receive from DCFS (log value). Four pairs of independen
variables are highly correlated with one another and, therefore, pres-
ent a problem of multicoliinearity in the multiple regressions. ~ We
dropped one variable from each’ of these four pairs based on the
relative clarity or importance of its conceptual link to the dependent
variable. In fwo of the four pain, the application of this criterion
eliminated the variable with the lowest correlation with the dependent
variable. For one pair, the eliminated variable gCOR SERV) has a
stronger correlation with the dependent variable than the one We kept
(ALL.5ERV) but has a more tenuous conceptual link to service com-
prehensiveness. For the final pair (PCT_FEE and PCT_GOV), there
15 no clear conceptual hasis for d|st|ngU|§h|ng, between their relation-
ship to the dependent variable, We therefore dlisplay results from sepa-
rate anaI?/sef? to examine wh?_thée,r he inclusion ot one as opposed to
the other affects the overall findings. _
“Columns 2-51n table 3 Rresent the results of our multiple regres-
sion analyses. Column 2 shows the results of a multiple regression
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analysis including reliance on public funding (PCT.GOV) but hoi
reliance on fees (PCT_FEE?. olumn 3 displays results when in-
cludm%rehance on fegs but not public funding, Columns 4and 5
show the results when also controlling for relative dependence on
DCFS f,undlng r(D,CFS MAJP.,For the sake of cIantP/, standardized
regression coéfficientsthat fail to reach the .20 levef of significance

are nof presented, . :

We Jrgw ?hree conclusions from these analyses. First, market forcej
and leverage together account for a relatively large proportion of the
variance in"the amount of DCFS funding. AS shown in column 2, the
29 independent variables have a multiple correlation coefficient of
r m.55and explain 36 Percent of the variance, The coefficients and
amount of variance explained are slightly smaller if reliance on fees,
rather than reliance on government funding, isincluded in the analysis
(ﬁol. 3). If we control for the relative importance of DCFS funding to
the organizations (cols. 4and 5), we explain an additional 8 percent
of the variance (4 %—44%3. . -

Second, In each case, three or four variables are significantly related
to funding (at the 05 level or better): whether the agency targets
children and families (CHLDTARG), Fb(e: 1year the agency was esiah-

1fished (YEARESTB), funding mix GOV or PCT FEE and
T_DON), and thg numbergofmem,ersmps in child weffare coall-

tions (CHL COAL?. Several more variables approach significance at
the .10 level or better (numbers not in parentheses). Thé number of
relevant variables increases only sllghthf If we consider those with
significance levels of .20 or better as well Qnum,bers in parentheses).
significant relatlonsh|ﬁs are in the hypothesized directions and in
the same directions as the zero-order Correlations. That is also the
case for all regression coefficients of borderline significance.
Third, the leverage variables agpear vely important in accountm%
fordifferences in the amount of DCFS funding received. They accoun
for seven of the eight zero-order correlations with r > .30and all the
significant variables il, the multlgle regression except for one mea-
sure of target focus (CHLDTARG). Fourth, the overall patterns
do not change substantially if we ‘allow Stepwise regression tech-
niques to select the best set of predictor varjables, whether or ngt we
Include DCFS as a major funding source (DCFS_MAJR overall size
(LOGSIZE), or the organization's primary purpoge (MISSION). 3

Discussion

We found support for both our hypotheses. The success of providers
in the DCES funding market %as measured bY the amount they received
from DCFS in 1939) does have some relationship to the type of
expertise they have and therefore how well they match the needs of
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I
DCFS for certain types of providers (market factors). Their stccess s
also related to thé legitimacy to which they can fay claim and the
ggeoyar&oorg influence Or resolrces to which they have access (lever-

But, as our findings show, tome of these factor* are more important
than others. The amount of DCFS funding providers receive is related
mainly to whether they target children, “youths, and their families;
Whettier theg ,ar? old, esigbhshed agences, W,hef[her they have eerr-
tise with publi¢ tunding lor alternatively avoid eesP' and how exten-
sively they are involved n coalitions focusing on children and youth. 5
\We Speculate that the importance of involvement in statewide coali-
tions reflects at least in part how the policy arena itself is structured,
that is, in lllinois, state government Rlaysamajor role in controlling
and administrating expe.nd[tures in the child welfare field.

These are importan flndes. Although market factor variables are
related tq the amount of DCFS funding thrt providers receive, their
contributions are weakened when leverage variables are included as
well.SThe pattern is consistent with what wc would expect, given
DCFS’s ,Iong—standm(t; and, extensive reliance on cxr.rnu (mainly
nonprofit)_providers to deliver complex services that arc difficult to
evaluate. These are ideal conditions for allowing reputation and
legitimacy to take on amajor role in negotiating grants and contrac-
tual relationships. The findings suggest that contractual relations
in the child welfare system %as leaSt as structured in I_I||n0|sf) are
I|kew, fo be ver st?ble over time and to respond only imperfectly
to snifts in market forces. o .

We acknowledge, however, that this is also a tentative argument.
We do not know the extent to which our findings would be modified
If we had been able to incorporate a more complete set of variables
in qur analysis, especially measures of provider performance, Nor do
we have time-series data (hat would allow us to test the causa! direction
of relationships. Our cross-sectional analysis allows us only to confirm
that there are strong associations between provider success in the
DCFS contract system and the various independent variables we have
included in (he analysis, especially leverage and influence factors.

However, our ar?ument about the greater importance of leverage
rather than market Torces gains plausibility from the substantial barri-
ers that providers must overcome to enter the systemiin the first place,
Moreover, according to our informants among a&%cy providers and
DCFS staff, a series 0f events that took place in. reveals in some
detail the 88wer and leverage that existing providers are able to exer-
cise over DCFS. . N .

The occasion was a first-ever decision by the Cook County regional
office of DCFS to invite new providers to submit bids for counseling
contracts and allow them to compete on par with providers with cur-
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rent contracts, When several current providers, whose bids were
tanked lower than new providers on the evaluation criteria, were noti-
fied that their contracts would not be renewed, they protested the
decision. Eventually, they took their case to the governor's office and
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resources to perform an extended financial analysis. Nor do policy
researchers use this resource to its full potendal, é),erhaps because of
the difficulty In obtaining 2nd reorganizing financial data.

Efforts todescribe both the provider funding systemsand the charac-

terisdes of the organizadons that pardcipate ina systemhave implica—
tions beyond the set of organizadonal issues identified in this article.
Empirical evidence of the roleofmarket forcesand leverage in privat—
ized systems can help policy makers assess the benefitsand the prob—
lems of such systems and move to improve the ways in which they
function. Without careful attendon to the interplay of these forces,
policy makers are likely to face unexpected obstacles in their efforts
to formulate new resource development strategies, improve ser—

succeeded in having the contracts that had already been awarded to
new providers cancelled on the day before the new providers were to
begln fodeliver services. Protests by the new providers, many ofwhom
had hired staff and rented space to accommodate the contract work,
fell on deaf ears. Although suich open displays of raw political power
are rare, their occurrencé highlights the impartance of paying careful
attendon to leverage and its various sources.

Ofcourse, in spife of tendencies toward inerria in the contract system
and reliance on incremental bud edng processes, the DCFS grants and
contracring system is not immutable. Client needs, provider capacities,
department financial resources, and service monitoring arejust some
of the conditions that exert and promote change in thé provider con-
tract system. A 1-year snapshot of the service Broylder system may or
may not aqcurateIY reflect what the system looks like over a period of
dme. Nor is it cerfain that the factors that account for the amount of
funding a provider received in 1year necessarily explain that pro-
Oder’s Success or failure over dme.

Future work in this area should explore more long-term measures
of or?amzauonal success in the public grants and gontracts system.
We (Jo,an to do so by (1) examining the number of years providers
pardcipate in the funding system over the 5years for'which we have
data,3and, for those thatare condnuous providers, (2) examining the
growth or decline in the amount of DCES funding a Rrowder has
received over that period of dme, and $3) eleqnng the extent to
which providers have diversified or specialized their base in the DCFS
funding system by adding or dropping funded services. ,

Analysis of data from financial payments systems can make anim-
portant contribution to understandlnq the composition.ot r provider
market. These systems present valuable tools for revealing the opera-
don of public hreaucracies by making it possible to track trends in
the numbers and types of providers over dme; idenufy patterns.of
continuity, exit, and entrance; and understand how narrow, special-
|zeg|_or Iverse is a et of services a given provider may deliver to the

ublic agency.

d Itis 08 r |m¥press|on that this type of analysis is rarely done and that
our data set is unique. While most#oubllc agencies and other human
service organizauons keep track of their expenditures and contract
relationships, they rarely employ a longer dme perspecdve than 2or
3fiscal years (last, currént, or riext) of address the types of broader
policy and planning concerns oudincd in this article. O fcourse, human
service organizauons (whether public or private) often lack the internal

vice coordination and monitoring, develop cost-effective services,
B%ggsnggge the contract and grant process, and improve licensing

Appendix A
Table At
DticmmoN or Attractivinui/Mauut Forces Variables Included in Analysis
Variable Name Description and Type of Variable
Expertise:
MISSION o Primary Eur, oie o,forganisa(}ion: residential %ervices +).
other Sogial services. +3 ar{e (+3 %ﬂ' E/ ou{
SErViCES r@ ngedl e tlaj ental*heal -¥,o er
miscellaneats ummy) . . .
+ ALL.CORE* Total number of core DCFS Services provided (numeric)
+ MAJ_CORE ..o Number of core PCFS services alto defined as provider’s
Comprehensiveness: major Services (numeric)
+ ALL SERV e al number of dilTercnt services provided (nymeric
TaFrgeét%%&‘?EN .................. gg;—assessment otd service comprehe%s?veness(?gumm
N . e
M I rtar[%etgr?.ugc(%mrﬁose)d entirély/mainly of racial or
Outreach: ethnic minorities (dummy
+ MUL_SITE . Operates in multiple sites (dummy)
+COM_3ASE ... EX%SP& r%glyvhich organization is community focused
+ SERV_SET e Extent to which organiz Sion operates In accessible
service settings (0rdina

o DEpament o CAE bRty e R R oty ot

tex’})lDropped from the analysis because of potential problems of multicollinearity (see
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Appendix B
title Bl
bi1aumoN or LzvtMoz/Powta Vamab lu Included in Analvjis
Variable Name Description and Type of Variable
Resou_r@%c%)@cgy .............. Log value of total revenues In 1990 (numeric)
AJTAFF .............. Numberog rH é e staff (numeric)
- YE RESTB .. Year established (numeric
FURdBg FBGV .......... Percentage,of 1990 revenues from public sources
. numeric .
- BE{L BEoﬁu .................. e cedlaae oF revenues Fromf es {numegro? ,
.................. ercentage 0 revenues from donations (numeric)
ARV GBEES: ... Number ofadt ublic a endes wrth which organization
c0 tracte fﬁ 190(n Hr
+ STAT_CON* e Nucrg t?arrc% Ist rerrd es with which organisation
+ FED_CON oo Number o eder dnsw h whldi organisation
contracted In numenc
FLOC_CON e Number ot.units of local gov t with which

or anlzaftr ncon rac e E‘(ﬂ merrc\g/

+ STAT CORE ........... Number o ore
contracted | F meric)

RSP, Nofarol iaaces Chmme)

NoppiitewpRs: ... Number zf szbeontr%tuar relationships with other

+ NPENDFED ..o N”@%%;nrs i Pﬁgs

des with which organization

8 rg which
#CHLDCOAL ... hluhm erg] m zzrg%?g%igﬁwﬂhrch Organization

memes numeric
+ NPNETWRK Srzeo nonprofrrt ndjt i

active (numeric)

Nott.—Sign in front 191‘ vaHabIe name mdrcates hyp ?thesrg dunglatIOFdS g

work In Which organisation is

with
ndent

amount of Départment ot -Children and Family Services (DCFS ing
Va”@r%)oped from the analysis because of potenu'al pruble.iu of muldcollinearily (see
text).
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rider'snune, We founttomemconsrstencyamong Ihese criteria, e.g., Individual provid-

er*la u?rlger(t)ooilt/rﬁg agencgs f%)areeafc%s e{t%a gan overdre 16811—89 eriod and

tnere an ntoatr eataacto tome 98, rovid nen ontra tual
service %& renua omepornt uring the ygan eprc tonydata?rom

J%rn thI artrcle er (1. 6 2hove
\CI\}ee dd dsupﬁpcatehstm S |nd)vrduaI' tchooh townrhrpt commercralven—

don, medical and ?% rof ESSIOP OI' unite_not n UIﬂOIt e |nc tOCIO
tervice or anrzatron ﬁa tenre On yéi {ultratrve purpotet orD %{g he Solva-
tIOﬂ Arm)ﬂ Becaute 0 lem! |n‘ident] mg headquarter* we ] Il tnctrve

% mtonrt undera rrgeﬂn FnEIN clrgrEneel t|natedr tp onteotn aatw%ra% uprcates
iti uniu

rqrew 5(59 ercent ran om tamv igl P Lh %67 ng te day-care
organhatrontanda ercent random tamp of the 204 multiple-ite diay-care
or%anrzatrons Many o te day-<arc organrzatronI in the provider database have no
contractual relatronshrpwrthD FShutdre included in the database hecause they must
he licensed eyDCFS In orler to operate. At the time we conducted the survey, we had
not completdouranalysrs ofthe dp ment database and were, therefore unable to
distinguish between licensed-only day=care or anizations and those with DCF
menu. Bysamplrn(t]onlyaRortro ofthe day creo rganizations, smallerorgamza ofs
are u]nderre reiented in the turvey. We consrdere hut re}]ec ed, the possrhé of

werﬁ mgtu retpontet t?com ensate for this yn erp]m[p ecau?er would have
heen difficult t0 etl thlish valid weighing factors, grvent ack fdetared information
about providen in the payment database and' Complexity in dealing with different

response rates to the su

B0 S BBt seu BN
in each datasetto verrf the matches. ere erne two £s 05 unmatc ecause
Bhe names clearly denoted different organizations. We defined one case attc
ecause the tame name was associate wrt EIN num en that differe on
reversal of the fint two digiu. We matched three survey rctpondenu with outF N

numbers on the b |saname butcopld not dg to foranotherthree .
0 not know for sure, that the remarmn or%anrzatrons in the

eauume él
sam Ie arc licensed day-care centrn that had no DCFS funding, dErzatrons nat ha

DCFS fundin onT prior to %orwereamongt 0se that we rom the mancra
eir ayments were not re ate to rect client services,

Mment atabase g
were unable to eliminate these or anr tion! rpmt e tam e rior to conducting the

turvey because technical problemsd ayed our abllit pmatc tesam lin frame and
the financia f/nnp frame contarne insufficient

aﬁms%g abase and because the
rn ormatrona ?t servrce activities. To_avoig elimina mga ppropriate organrzatrons
from ourFa(gnrpe we decided ﬁo erron the ﬁ' eo mdusrvenf ?rn drgmngt szp%
gunfortunate the single ﬁgestredpren pn mgt I-
cago Department ot Hurn]anh ervices, \{v t;Ct de%:erved atbOért $185 million in day-care
funds | mosowr arerersrrue 0 private day-care program
51 gervrce Vprovr er* wrth mul Fe lost names—p Smith Xndag ﬂhqg §ﬁmrth and
Associates"— recountedasorga Izations; those with asingle name— Smrt were

CO%%sz %igescn tion of servic cat%%orr(??]rs available (pn request.
socra setvrce a?en ess ave beenin ude in our tample Jist, but
tpercent Were not The mstrn([; organizations appear t? be those with tuffidents
ambiguous names, (} at we did not recognize them as social service agendes when we
screened the provider database forappro riate organizations to Indyde In the survey.
These erroneously cxduded agendes accounted for 5 percent of all dollars to social

servrce agen es and 4 percent of dollars to all provider organizations in
In"order to comS ress the figure into a reasonable format, the two ends of the

di |b on have differen y-axs scalin

ng lfhe survey atso In(}Lngél uestrgns designed to measure the extent and nature
ofclunges ex r| enced bg/provrdenoverthe as%S SXears le., revenuesandfundrnrn]
SQurces In , changes In service mix over the prévious 3 years, and changes |

affiliations wrth key nonprofrt funding federations.

§ared the name corded
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26.. We yse statistical tens 0. "rnificance lo Indrlate whether there Itafubstantral

assocratrpn between the amountoffundrnglre eived from DCFSand I particular charac-
avea enuine random sample of

tenstrco the provr er. tnote above, We do not
the DCFS fovr ers, and srgnr |p:ance tes ma)énot be full grapp oHrrate However p]/
Q are gnt]h)s'to exrs?trnmpor ant DCFS providers n our surve e tests describe the

21. Jn fact, "mrssron"t rned out éo be one of the kegvanables that explained most
8ther ferences among the responding organizations. See Cronbjerg and Sugner (n,

tronaICenterforC aritable Statistics ing the No rofrtSe tor
% [r\tatag% axonomy o? Exempt Ent?ttres Wasl:hrngtdpdp Dg Hteplndepen ent

ma or servrce frelds are social aervicet, instit tronaI/ dentral care,

men aI eaI eat ment income sugﬁ i, e ucat res ousrng com*
mun eve ment g vocac aervrcet (i eatron B7
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Fautlf %ark SﬁObS Wrn ihe and NILthrng rk: Juvenile Justice in the No-
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32. Wevre thrscla J“ with tomeskeﬁtrgrm refle%trngertherself deluﬂgnorhmrted
attention to client needs beyond those IR~| provider hu an¥ Interest in addressing

st df two are closely related. Certarn services are entirely directed at particular

K\ ehave some data on the extTnt 0 which the or anrzatrons voiunuril |dent|f
otherspecral tarﬁret?rou s of particular interest to DCFS: low- mepme victims of crrm
? 3 se menta Ifor sub U ceabusers etc. Howeve[] very small ﬁrolpopron identi-
ied the eur rou s an or anization m? not have eporte them ec use

We use en en uestron ven ot roportions. are consistent wrt
See Kijrsten Cron erg\hAmr

turv au t at ex asked a outteﬁI uR
g a rce Garvin dLorr Wingate, Norprofit Human Service aC||t|ef N Wines;
I ure acy, and anagement report p epared for the Ulinola Facilities Fund’
35 Most Irke roviders located in the Chicago metropolitan area are more likely to
gr tn it § fatro sthanﬁt s}ern downsgte II?Porg Wedo not avesufprcreht(tu
e n or t| n ont deo raphic servrce area of providers to allow for a tet
ercent of DCES providen urgel minorit %rou ps,
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Privatization Of Seaports?

Though hardly a recent phenomenon, "privatization” of publicly owned
assets has come Increasingly into vogue as a solution to perceived
problems of fiscal scarcity and institutional inefficiency. The underlying
assumption appears to be that private sector participation is needed
both to relieve governments of burdensome financial responsibilities
and to promote investment and efficiency in a manner that the public
sector is inherently incapable of providing.

by Rexford B. Sherman

A mong the tar?ets of privatiza-
tion at the inter-natlonal level
have heen state owned enter-

_ prises such as banks; trading
companies; tele-communlcatlons; utili-
ties; steel and P_etroleum companies;
and transport-ation. entitles such as
railroads, shipping lines hlghwazl sys-
tems, airlines and ports. The most obvi-
ous examples have been the transition
to the free enterprise system of the com-
munist economies of"Eastern EuroPe,
the former Soviet Union, and even the
remaining communist states such as

Vietnam and especially China. However,

it Is occurring with_ comparable rapidity

elsewhere —"In Britain under the Con-
servative governments of Prime Minis-
ters Thatcher and Major, Argentina
under President Menem and the Mexico
offormer President Salinas, for example.

— with the reversal of socialist policies

of the past by public divestiture of previ-

ously “nationalized and other state-
owned companies, and the adoption of

Pollmes aimed_ at encouraging rather

han constraining market-oriented be-
havior in the private sector.

_Public_ports have become Increas-

ingly Inviting targets of opportunity for

privatization over the past decade. The

first and arguably the most successful
occurred In” 1981 with the sale by the
Br|t|sh1government_ofthe 21 ports con-
trolled Transportation Board to a Joint-
stock company known as Associated
British Ports old,m%_s. Other countries
where port privatization is well under-
wa){ are Argentina, Chile, Colombia.
Malaysia, Mexico. New Zealand, the
Philippines, and Venezuela. The process
has accelerated within the last tv >
ears, according to the British trade
ournal “Port Development Internation-
al", which estimates that 30 ports world-
wide "will, In some way or another, be
privatized in the short-tenn."LIn total,
more than 40 countries are said to be
pursuing "port privatization in one form
or another.2 L
_In_the United States, privatization
Initiatives thus far have ){plcally en-
tailed the contracting out ot to vendors
of services handled by public employees
such as solid waste disposal, nursin
home operation, wastewater treatmen
traffic "adjudication, prisons, school
lunch programs, and child support
services.3 Even the Federal Government
has not remained Immupe. Examples
Include the sale to the private sector of
Federal Barge Lines and Conrall; quast-
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Brlvatlzed Institutions such as the U.S.
ostal Service and the National Passen-
ger Railroad Corporation {or "Amtrak");
and the recent proposal for prlvatlzmq
the federal air controller service as par
ofthe reorganization of the U.S. Depart-
ment of Transportation.

Only recently, however, has the
debate In this cou ntre/ bequn to embrace
the privatization of U.S. public port
agencies. A 1993 study by The Reason
Foundation which touts "greater private
sector participation.as a solution to the
"‘many problems" faced by U.S. public
ports” such as "lack of exposure to full
commercial competitive pressures ., to
operate efficiently" and undue "political
Interference." « More specific_ proposals
have come from the prospective Execu-
tive Director of The Port Authority of
New York and New Jersey5 and a're-
organization plan for the’ Poit of Los
Angeles, which amon? other things,
recommends the con ractlngi out "~ of
certain "non-essential” port Tunctions
and the privatizing of others such as
pilotage6

The merits of these Ideas can be
effectively evaluated, however, onlkl by
precisely” defining what is meant by
privatization, actual lprlvatlzatlon experi-
ences elsewhere in the world, and how
they relate, Ifat all. to the situation to
gyt%hc port governance In the United

ates.

"Privatization" simply stated means
the transfer, sale. or.lease of public
assets, functions, or services to private
sector entitles. Furthermore, privatiza-
tion defines not one but rather a spec-
trum of options ranging from the "com-
plete" sale of public port assets on one
extreme to contractual or leasing ar-
_ran%ements In which ownership remains
In the public sector but operational
control Is delegated in some fashion to
Brlvate sector concessionaires. A World

ank study7 outlines these "progres-

sively. Increasing degrees of private
participation:”
(@) publicly owned and operated

ort

(b) Brivate stevedoring In publicly
owned facility

(c) Private shore-side cargo-han-
palénptand stevedoring In public

i

(d) Privat)é_o erating concession
In public amhtg

(e) Prlva_teI){ owned and operated
termina

A more recent delineation8 pred*cts
that gort privatization ventures "to the
year 2000 and beyond ... will not neces-
sary_entail a full-blooded switch from
public to_f)rlvate ownership ... but [In-
stead) will Involve a broad based cul-
tural change from public cost-benefit
thinking 0" private sector commercial
values.” "Common_strategies," beyond
the "sellmg off [of]. public ports “lock
stock and barrel"will'include:

"Partial privatization of terminal -

operations where the government

retaing an equity stake and exerts
control In line with this."

‘The full privatization of terminal

operations where facilities are

leased on a term basis and the role

of the port authority becomes a

management and codrdinating one

without direct involvement In oper-
ations."

"The port authority may opt to con-

tract to perform “other Key func-

tions. for example towa(t;e duties.

Infrastructure and plant mainte*

nance and navigation duties."9

Other, though less likely options.
Include:

‘The contracting of private sector

m_anagem,ent" expertise to run a

given Tacility.
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"The leasing of entire ports."1

_Adecision to privatize ports can be
driven by a variety of forces. The most
obvious "Is to relieve a financially
st[apped government b turnln? to the
private sector for an infusion of capital
required to modernize and sustain port
operations — or to bolster the national
treasury. Another can be to seek the
economic henefits from competition by
cutting labor costs, eliminating publicly
sanctioned monopolies, reducing bloated
port labor forces, and removing other
Institutional barriers that discourage
innovation and isolate and Indeed pro-
tect port management from the exigen-
cies of the global market place.

_Inefficient and costly ﬁort opera-
tions can seriously Impair the competi-
tiveness of a nation’s export Industries
and artificially raise the cost and thus
constrain the availapility of Imported
g_oods. Thus, privatization in certain

ircumstances holds the ,
stimulating economic growth and higher
living standards for society at large as
well as those whose livelinood depends
directly on port activity and trade.

. However, privatization carries cer-
tain risks that must be carefully
WEIﬁhed before decisions or made. There
Is the danger, for example, as Britain's
experience’ with certain of its "trust
ports" underscores.ll that the below-
market sale of:publlc assets can deprive

overnment of the full value and thus

1e full financial benefit ofa port asset
divestiture. =
Determination must be made as to
what if any role should be retained by
the public’sector; what restrictions or
limits sbouidbe placed on private oper-
ators; and, what safeguards are needed
to prevent abuses. In"this resnect, it is
Important to note the recent e mergence
and expanding holdings on an interna-

promise of

tignal scale of fewer than two dozen
privately-controlled terminal operating
companies whose corporate headquar-
ters are olten far removed from the port
properties they own or manage.L2These
entities have typically been the success-
ful bidders of late for terminal conces-
sions In Latin America, Asia, and Eu-
rope, While these companies have much
to offer in_the form of capital, manage-
rial expertise, and marketacumen, their
Interests are global rather than local or
regional, corporate rather than public,
profit maximization rather than eco-
nomic benefit — factors that arq,ue well
for adequately safequard ’oublc and
national security Interests In any port
privatization strate%y.

It should also he remembered that
P_orts are but one link in the interna-
jonal trading system and that care
should be taken to ensure that reform
extends beyond, the port Itself. If. for
example, inefficiencies or monopolistic
practices are allowed to persist else-
Where in the system, the benefits from
port privatization may be compromised
o forfeited altogether. A modem, effi-
cient container port_serves no useful
national purpose if it is served by poorly
maintained or inadequate rail or high-

way facilities. _
Similarly negative consequences
can ensue from ‘unnecessary and/or

corruptly mana%ed government regula-
tory practices, from a failure to “trim
bloated public port bureaucracies, to
Implement meaningful labor reform, or
to sensitize port operations to market
rather than political forces. Clearly, the
challenge is to promote economic effi-
ciency while preserving and protecting
the public Interest in & modern, viable
port system. In the last analysis, the
%]mdmg strate )( must be In ensuring

e uninhibited flow of waterborne trade
rather than short term and. one might
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say, short-sighted politically motivated
fiscal goals — the danger, as one astute
commentator puts It of "milking for
cash, not trade."3 _

Port privatization experiences to
date have tor the most part focussed on
the sale of operating concessions (In
Argentina, China, Mexico, and the Phil-
ippines, for example)i4 Jont-public-
private ventupes (!
nam)ls, privately-oriented but port au-
thority controlled operating subsidiaries
(Saint Lucia)l6 or the dissolution of
government-owned cargo handling mo-
nopolies In favor of competitive private
sector stevedoring comPanles (Chile angd
Dublin).I7 The "fock stock and barrel"
sa'es of public ports in New Zealand and
Great Britain are rather the exception
than the rule. Only a few months ago,
for example, "a barrage. of criticism from
users, unions, and Shipowners" forced
the Victoria State Government In Aus-
tralia to abandon Its pursuit of "port

reform” through the sale of the shore- .

based and non-port-related assets of the
Port of Melbourne Authority.8
Proponents of privatization argue
that U.S. public ports many cases oper-
ate at a loss and, furthermore, "fack
exposure to full commercial competitive
Pressures” which "may have reduced
ncentive to operate efficiently” and "are
often supject to political Interference."9
They pointwith approval to privatization
success stories In Great Britain and
Malaysia, for example,20and in so doing
Imply that because port privatization I3
occurring elsewhere In - the world, it
ought to'be done In the Unjted States.
The underlying assumption s that pub-
lic ports systéms are the same every-
where. and that what makes sense for
MaIaYS|a, Argentina, or Mexico, makes
equa IK good Sense for the United States.
That assumption !s seriously flaw-
ed. Unlike maost gther port systems,
particularly in the developingwarld, the
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alaysia and Viet-"-

U.S. port system Is decentralized, highly
competitivé (which Is the major reason
why'many have difficulty turning a pro-
fit), and IS already "privatizeq" toa large
degree. To say that U.S, public ports are
unresponsive to competitive pressures Is
to ignore the billions 6fdollars they have
Invested In facilities and services to .
ensure that they do In factremain com-
petitive. , _ _
. The operating philoso h!esofPub-
lic seaportagenciés in the United States
“are dictated largely by local circum-
stances — by decisions 0fport managers
as directed by their governln% boards
and the enabling charters of the agen-
cies  themselves rather than
administrative flat of the national gov-
ernment Indeed, In the United States,
there Is no single national port author-
ItP{' Rather authority Is diffused though
all three levels of government — federal,
state, and local. ‘This stems from the
federal character of the U.S. Constitu-
tion. which reserves certain powers for
the national government ana delegates
others to the States.

The U.S. Constitution grants the
federal government exclusive Jurisdic-
tion over the nawPab,le waters of the
United States, Including Its deepdraft
channels and harbors. -However,
landslde port development, with certain
restrictions, is a state and local govern-
ment prero%atlve. Port authorities In the
United States are Instrumentalities of
state or local %overnment and estab-
lished pursuant to laws or grants of
authori Y extended by state legislatures.

Nejther Congress nor an%/ federal
agency has the pawer, or even the right,
to appoint or dismiss port commissjon-
ers or staffmembers, or to amend, alter,
or repeal a port authority charter —
with one exception. That exception per-
tains to the enabling charters ofbl-state
agencies, which, because of their Inter-
state character, are subject to Congres-
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slonal approval: In addition, by federal
law. gor s may not give undue or unrea-
sonable preference or refuse to deal with
a person, locality or t¥pe of trafilc, Port
tariffs are filed with a tederal regulatory
agency to ensure compliance with the
law, and lease and service agreements

mustjbe made available to the-agency-

upon request /
However, port Investment and man-
agement decisions are a local, state or
private sector function. So far as port
development and Investment is, con-
cerned, the federal function has histori-
cally been restricted to navigation chan-
nel” construction and niaintenance.
Shoreside development has been left to
the non-l'ederal public and private sec-
tors. Indeed, the U.S. Constitution
stipulates that the'federal government
shall give "no preference by any regula-
tion Or commerce or revenué to the
ports of one State over those of
another." Thus, port development |n the
United States Is a shared responsibility
between the federal government on thé
one hand, and local"and state govern-
ment and the private sector on the
other. Because U.S. port agencies are
state or local government éntitles, the
decision to privatize rests with the legls
latures_and not with the federal Con-
%ress,. This contrasts with the case In
ritain where port agencies are subject
to Parliamentary oversight. _
Private sector terminal operations
are W|,des§)rea,d In the United States,
occurring In virtually every Port. These
include private sector tenants. of public
port agzenmes as well as facilities which
are both privately owned and privately
managed. The [atter are functionally,
corporately, and legally independent of
any public P_ort agency, and many even
compete witir  rolic port agencies. In
addition, most port services such as
railroads, trucking, towage, pilotage,
bunkers, and so forth are typically pri-

vate rather than public sector function.

_ As previously noted, Port privatiza-
tion elsewhere has typically favored the
sale of operating concessions rather
than the outright sale of public port
assets, with the port authority as a
landlord and terminal operations being
formed by Its tenants. This, in fact, |S
already a widespread P,henomenon in
the United States, particularly among
though by no means restrictéd to the
nation’s Iargest container ports. A recent
surveX b%/ he American Association of
Port Authorities of its U.S. port mem-
bers identifies 31 "operating”, 34 "non-
operating' (or “landlord") "and seven
"limited ™ operating port agencies.2L "Op-
erating" ports are those n which cargo
handling inland from the pier are per-
formed by port authorlt}/ employees
performed by employees of those agen-
cies. At "laridlord" ports, by contrast,
these functions are Eertormed by port
authority tenants. "Limited o?e_ratlng"
ports combine characteristics gffirst two
categories, leasing some facilities and
operating the others. _

In Several Instances, a desire to
commercialize public port operations
have led U.S. port authorities to estab-
lish quasi-private operating subsidiaries.
Examples Include the Virginja Port
Authority (Virginia International Termi-
nals, In¢.), Maryland Port Adminjstra-
tion (Maryland International Terminals.
Inc.). Tampa Port Authority Tamdpa Bay
International Terminals, Iric.) and. most
recently, the Delaware River Port Au-
thority”(The Ports of Philadelphia and
Camden. Inc). ,

Lon?sho_re sendees, meaning the
physical Joading or unloading ofvessels
at plerside, are almost univérsally per-
formed by private sector stevedoring
companie$ — at both landlord and oper-
ating ports. The terminal operator, be It
the port authority or a port authority
tenant, contracts with the stevedore,
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which In turn, hires longshore labor
based on the terms of Its contract "vlth
the longshore union — the International
Longshoremen's Association forports on
the Atlantic, Gulf, and Great Lakes
Coastand the International Longshore-
men's and Warehouseman's Union for
ports on the West Coast. These labor
agreements historically have been con-
cluded between the unions and local
terminal operator and/or steamship
associations. Port authorities tradition-
ally have been excluded from these
negotiations, exceptIn an observer sta-
tus. This arms-length relationship with
longshore labor negotiations appears to
have been dictated by political stnsltlvi-
tles and In some cases by state laws
that flatly forbid such Involvement by
state agencies (such as portauthorities).
Non-union terminals or terminals oper-
ated by unions other than the ILA or
ILWU existin some U.S. ports.

What Is more, the U.S. public port
system Is vast and highly competitive,
presenting shippers with an array of
routing alternatives that Include ports in
neighboring countries. East coast ports,
for example, compete with their West
Coastcounterparts and their Canadian
counterparts tor market share In the
U.S. midwest. Terminal operators and
other port service providers frequentl
compete with one another locally as well
as with ports elsewhere. Thus the port
monopolies that are often the target of
port privatization in other areas of the
world, particularly In the developing
countries, simply do not exist In the
United States.

As to the Issue ofsubsidy, while It
may occur, many port authorities no
longer enjoy ready access to public
funds, but are instead bein(}z forced to
rely on what they generate from earn-
ings to cover their costs and satisfy the
exacting demands of private capital
markets. In fact, what we are seeing. Is
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growing Instances of "reverse subsidy"
such as In the recent case of California,
with port authorities being called upon
to ball out financially strapped state and
municipal governments.

It Is important to remember that
port authorities were established In the
United States to end private sectormo-
nopoly and abuse (particularly by rail-
roads), to ensure equal harboraccess,
and to provide essential facilities and
services that the private sector was
unable or unwilling to provide. Public
access to the waterfront and the dis-
criminator){ practices of port facility-
owning railroads were recurring Issues
at AAPA conventions Inthe yearsimme-
diately following Its founding in 1912.21
m'mlle railroads monopolies are no lon-

atissue, there neverthelessremains

ibidIng public Interest In the man-
nent ofwaterfront development.

Port activities create substantial
economic and international trade bene-
fits for the nation, as well as local and
regional economies. According to the
U.S. Department of Transportation. In
1992 commercial port activities gener-
ated 1.5 million Jobs, contributed $73.7
hillion to the Gross Domestic Product,
provided personal Income 0f$52 billion,
generated federal taxes of$14.5 billion,
state and local taxes of $5.5 billion.14

Facilities owned by public port
agencies also serve nation's strategic
Interests as staging points for the de-
ployment of U.S. Armed Forces In the
eventofwar or other International mili-
tary contingency. During the Persian
Gulf conflict of 1990/91. for example,
more than 3.0 million measurement
tons of military cargo was loaded out of
U.S. commercial ﬁorts in support of
Operation DesertShield/Desert Storm.15

The shoreslde Infrastructure re-
quirements of waterborne commerce
face %rowmg competition for suitable
waterfront land from commercial real
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estate dsvelopers, residential lousing,
recreation  boating, historic
preservationists, and other Interests.
Striking a fair and equitable balance
that best serves the public economic
Prowth and the quality of life ao it re-
ated to harbor developmentIs an ongo-
ing challenge to ports and local govern-
ment as well as those whose livelihood
depends on maritime activity. A viable
port authority helps assure that the
requirements of trade do not go un-
heeded.

In brief, the private sector Is already
well entrenched Inthe U.S. port system.

Furthermore, the highly competitive
nature of the system obviates any dan-
ger from monopoly to the flow of U.S.
waterborne trade. Further privatization
ofpublic ports Ismost likely to be selec-
tive — security, pilotage and other dis-
crete functions, along the lines ofwhat
Is being contemplated In I j.*Angeles —
or the conversion to landlord status by
operating ports.

W hatever the case, care must taken
to protect and preserve the overriding
public Interestin the flow ofwaterborne
commerce so vital to. the nation's econ-

omy and security.
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Privatizing Vehicle Registrations,

Driver's Licenses and Auto Insurance

It is conceivable that all of the functions of MVD could be privatized.
Issuing registrations and driver's licenses arc the majortasks performed
by MVD. Othertasks (like issuing titles and collecting taxes) could be
contracted out. The Ports-of-Entry could be consolidated into the De-
partmentofPublic Safety. Arizona'sinnovation in this area could serve

as a model for other states.

NOTICE: THIS MATERIAL MAY BE PROTECTEC) BY
mPVRIGHT LAW (TITLE 17 U.a. CODE).

by Jobn Sernmens

I nArizona, the law requires owners
of vehicles to carry liability insur
ance in order to register their ve
hides. The ideais thatvehicle own-

ers be made responsible for any dam -

age they may create in operating their
vehicles. Yet, a considerable portion
of the vehicles on the roads are with-
out this required insurance. The All-

Industiy Research Advisory Council's

survey of 1989 found that an estimated

8 percent of households in the nation

admitted to operating at least one ve-

hicle without insurance.l The Arizona

Department of Transportation's Motor

Vehicle Division also estimates that

about 8 percent of the vehicles operat-

ing on Arizona's roads do not have the
required insurance.® This survey,
though, relied upon the self-reported
assertions of individuals. Since most
states reqlune liability coverage, many
individuals may have been reluctant to
adm it breakinﬂ the law. Obviously,
statistics on the number of persons
breakmé; the law are prone to data col-
lection difficulties. Aware of this, some

observers have asserted that at any
%wen time, up to 30 percent of the ve-
icles on the streets may be operated
without insurance.

Uninsured vehicles are only halfthe
problem. Other vehicles are grossly
underinsured. Arizona state law per-
mits vehicles to be operated with liabil-
|t§ coverages as low as $15,000/
$30,000/$10,000. Whatthis means is
that the insurerwill cover bodily injury
damagesup to $15,000 fora single vic-
tim, up to $30,000 total for multiple
victims, and up to $10,000 for ﬁr0£-
erty damage. Itdoesn't take much ofa
wreck to total a car. Replacing one to-
talled car could easily cost more than

.$10,000. Considering that about 75

percent of the traffic accidents in Ari-
zona involve more than one vehicle,3 it
should be readilgl apparent that many
crashes will produce property damage
in excess of the minimum mandated
liability coverage. As itis, the everage
costofa ‘property damage only* acci
dentin Arizonais $6,500.4 Nextto this,
the $15,000 to $30,000 coverage for
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injuring or killing someone is ludi-
crously inadequate. Minor injury ac-
cidents result in costs averaging OVer
$10,000 peraccident. Major injur( ac-
cidents generate an average COStOTOVEr
$32,000. Fatalaccidents produce dam-
ages in the $880,000 range.5

Whenthe damage caused by a driver
is notcovered by his liability insurance
(either because he has none or is
underinsured) itis bome by the victim,
In terms of what the insurance indus-
'[I?; pays for claims by its policy holders
who have purchased ."uninsured" and
"underinsured" coverage this amounted
to around $30 million"per year in the
mid-1980s in Arizona.® Even though the
accident rate has declined since the
mid-1980s (from 3.2 permillion vehicle
miles of travel to 2.6 per million miles)7
the costofeach accidenthas risen. This
would giveus an estimate ofaround $80
million peryear as the current amount
paid by insurers to coverdamages done
to their policy holders.®

These payments made by insurers
understate the actual damages for sev-
eral reasons. First, the "uninsured" and
"underinsured" covera?es offered by in-
surers cover only bodily injuiy medical
expenses. They donotcoverdamage to
property. Neither do they cover lost
wages, pain and suffering or other tort-
related damages..Second, not everyone
who is insured purchases these cover-
ages. Medical expenses char%ed to a
person's medical insurance rather than
to his auto insurance under his "unin-
sured" or "underinsurcd” coverage would
not be counted in this calculation. Fi-
nally, the uninsured losses borne by in-
dividuals are also not captured by this
estimate (forexample, ifone uninsured
driver causes damages to anotherunin-
sured dri_ver(?. So, in terms of the order
of magnitude of the problem, we are
probably talking about $100 million per
year in cost3 imposed on the victims of
accidents or theirinsurers.
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Modeling a Solution

There are two modelsuseful in ana-
lyzing this situation. On the one hand,
we could view roads as falling into the
"ballpark" model. In the ballpark cus-
tomersarewarned thatthe management
assumes no respon5|blllt¥) forany inju-
ries or damages suffered by its custom-
ersin.the event that they are harmed by-
baseballs, bats, orplayersinthenormal
course of the game. If this model was
applied to the roads, anyone who paid
the price ofadmission to the roadways
(i.e., purchased the necessary licenses
and vehicle registrations) would have
access. Road a?encieswquldassumeno
responsibility tor any injuries or dam-
ages. Users would determine whether
to buy insurance or not. Anyone ven-
turing onto the roads would do so at his
own risk and with the explicit warning
that he might be harmed by others who
would not be able to compensate forany
damage done

The chiefadvantage ofthe "ballpark-
model is thatitwould remove the ambi-
guity regarding who should bear the re-
sponsibility ofinsurance. Noone could
venture onto the roadways unfertile im-
ﬁressmn that the state has guaranteed

im that the other drivers are insured.
The knowledge that there are no insur-
ance requirements would inspire those
who desire to be indemnified against
damages that may be caused by other
drivers to purchase their own adequate
levels ofinsurance coverage. Those will-
ing to bear the risks ofgoing withoutin-
surance would be permitted to do so.
Since the accident rate in Arizona is
about one per 400,000 vehicle miles of
travel, the odds ofany one driver being
ina crash arevery small. Given a typi-
calannual 12,000 milesoftravel foreach
automobile, there isa 97 percent chance
that the vehicle won't be involved in an
accident in any one year. VHienwe fac-
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tor in the possibility that one can sig-
nificantly reduce the chances ofaccident
involvement by adoptinfg safer driving
habits (i.e,, obeying traffic rules, keep-
ing the vehicle mgioodrunnlngorder, and
notconsuming alcohol), the decision to
gowithoutinsurance may notbe entirely
-..Munreasonable. In fact, on an actuarial
"b'dsis, the estimated annual cost of Ari-
zona traffic accidents
averages around $600
pervehicle.9 Ifthe cost
to obtain insurance for
avehicle is greaterthan
this amount, going
without insurance be-
comes a logical eco-
nomic decision.

The chief disadvantage of the
"ballpark* model is that driving might
become more financially risky. Even
though the reduction of the impact of
"moral hazard" (i.e., the tendency for
humans to exert less care in preventing
events thatare covered by insurance) on
driving behavior in the "ballpark" model
would tend to reduce the frequency of
traffic accidents, the financial impact on
those unfortunate enough to experience
them could be substantial. Those with-
outinsurance could easily sustain ma-
jor losses. Those who do purchase in-
surance might well have to buy larger
amounts of coverage since there would

e likely be larger numbers of uninsured
drivers. So, even though the aggregate
social cost of traffic accidents would
likely be lowerifthe "ballpark" model was
ir_nf emented, the redistribution offinan-
cial burdens to those risk-averse enough
to purchase insurance might be viewed
as undesirable by many.

An alternative to the "ballpark" model
Is the "Disneyland" model. In
Disneyland, customers are covered by
the business' liability insurance, Con-
sequently, the managementiets its own
ris red_ucm% restrictions on who may
use various facilities. Customers may

be barred from some rides orattractions
forbeing too small, too big, too frail, too
pregnant, etc. Sincethe businessisheld
strictly liable for any damages suffered
by those entering theEark, manafgement
will undertake a substantial effort to
enforce its rules inorder to avoid having
to compensate injured parties for any
harm ddne to visitors while in the park.

Enforcement of the insurance requirement
would be achieyed by having the,insurers issue
the licenses and vehicle registrations.

Like the "ballpark"™ model, the
"Disneyland" model would also reduce
the ambi?uity concerning who will be
responsible for damages. In this case,
obtaining insurance would be a prereg-
uisite of venturing out onto the roa
ways. Enforcementofthe insurance re-
quirementwould be achieved by having
the insurers issue the licenses and ve-
hicle registrations. This differs from the
current system wherein the mandatory
insurance issoli Lyprivate vendors, but
is enforced by the public sector. The
State of Arizona does not assume liabil-
ity fordamages done by drivers that fail
to com lK with the insurance require-
ment. There is no significant financial
consequence to the State for failure to
enforce the insurance requirement.
Hence, we must rely upon the
bureaucracy's devotion to duty as the
main motivation for enforcement of the
mandatory auto insurance law. As dedi-
cated toduty as many individual bureau-
crats may be, bureaucracy itselfis not
noted for efficiency or effectiveness.

Meanwhile, private insurance com-
panies have very weak incentives to
guard against persons buying inad-
equate insurance orcancelling coverage
once their vehicle obtains the desired
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registration tags from the Motor Vehicle
Division. Inasmuch as insurance pre-
miums are directly related to amount of
coverage and the risk of having to pay,
rates will vaiy. Some ofthe worstdriv-
ers - those most likely to inflict substan-
tial damages on others - buy only the
minimum amountofcoverage allowed by
law. These drivers form the pool of
"underinsured” risks on our roadways.

Keeping these high risk drivers off the roads,
then, could createlsome hardship for them by

greatly reducing their mobility.

The insurance industry knowingly sells
these inadequate policies because the
insurer's liability is capped by the low
amounts of coverage Erowded. S0, while
the premiums paid by these high risk
drivers are sufficient to cover the losses
ofthe insurers, they are not sufficient to
cover the full actuarial cost of the dam -
age thatis the likely result of their driv-
ing behavior. These costs will be shifted
to the victims of these drivers.

In addition to buying an inade?uate
amountofcoverage, another way offlout-
ing the mandatory auto insurance law
IS to buy a policy In order tc obtain the
vehicle registration tags, but cancel the
coverage after the tags are received.
When the policy is cancelled, the insurer
is required to notify the Motor Vehicle
Division. On average, there will be about
two weeks elapsed time between the ter-
mination ofa policly and the notification
of the Motor Vehicle Division. Once no-
tified the Motor Vehicle Division sends a
letter to the vehicle ownerto lethim know
that the State is now aware that he has
cancelled hi3 insurance. If there is no
response from the vehicle owner, this
failure to carry insurancq will be entered
intoa computerized database accessible

18

by law enforcement officers. Then, if
these officers have occasion to call for
information on the vehicle, the lack of
insurance will be one ofthe pieces ofin-
formation they will be given. Obviously,
an individual could drive around for a
considerable period with no insurance.
If, during thi3 period, there is an acci-
dent, the victim or victims will have no
assurance thatthey willbe compensate
forany damages caused
by this uninsured indi-
vidual.

Thechiefadvan-
tage ofthe ‘Disneyland*
model is that it would
provide a much stron-
ger incentive to keep
bad drivers off the
roads. Ifinsurers had to accept full li-
ability forwhoever they issued a license
and registration to the problem of
"underinsureds” would vanish. By defi-
nition, there would be no limit to the li-
ability assumed by the insurer. The in-
surer would, in fact, be insuring that
whatever damage was caused by one of
its policy holderswould be covered. Bad
driverswould nothave the option ofhuy-
ing a woefully inadequate policy. They
would be forced to pay the full costof
their actuarial risk in order to obtain a
driver's license and vehicle registration.
Theinsurance companywouldseeto 'his
as a matter ofbusiness survival.

The chief advantage of the
"Disneyland* model is also, in many
people’s view, its chief disadvantage.
Many high risk drivers would notbe able
to purchase insurance. Eitherthe price
to cover the likely damages they would
cause would be higher than they would
be willing orable to pay, or they may be
unable to find an insurer willing to sell
them coverage at any price. Thiswould
effectively deny them the legal right to
drive on the state's roads. Keepingthese
high risk drivers off the roads, then,
could create some hardship forthem by
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greatly reducing their mobility.

As we can'see, each of the above
models has its advantages and disadvan-
tages. Either could work because the
responsibility is clearly assigned. The
current mandatory auto insurance law
fits into neither model. The idea that
users ofthe roads should be responsible
'for the damages they may cause is not,a
bad one! However, the enforcement'of
the current mandatory auto insurance
law has proven troublesome. The fine
for failure to carry liability insurance is
only $250 fora firstoffense. Theamount
of .this fine is less than the typical six
month insurance premium on most ve-
hicles. Even then, the fine may be waived
if the cited individual purchases insur-
ance prior to his court appearance.1)
Many financially irresponsible drivers
may choose to go without insurance
when facing these cost trade-offs. So,
eventhough the state nominally requires
users to be insured, since the state is
notheld liable forallowinguninsured ve-
hicles onto the roads the incentives to
enforce the mandatory insurance law are
weak. Asa result, victims of high risk
underinsured oruninsured drivers must
sufferan estimated $ 100 million peryear
(ormore) in uncompensated costs.”

Outline for Restructuring this Activity

Given the problem ofa significantan-
nual burden due to uncompensated
costs that are being inflicted on victims
of underinsured and uninsured drivers
a coherentsolution is needed. The con-
trasting "ballpark" and "DisneYIand"
models each offer a coherent solution.
However, it i= mY opinion that the
"Disneyland" model provides a solution
that most people would find more satis-
factory. While each model is likely to
make the roads safer, the "ballpark”
model does this by imposing more ofthe
burden on the cautious drivers. The

"Disneﬁland" model, in contrast, would
make the roads safer by removing more
of the high risk drivers.

Assuming that we'd like to explore
the "Disneyland" modelinmore detail be-
fore decidm? whether to implement it,
let's take a fook at how it might work.
Conceivably, one might assert that the
same entity thatissues the licenses and
registrations oughtto supply the insur-
ance. Thiswould entail the State ofAri-
zonagetting into the insurance business.
While plausible on ﬁaper, government
insurance schemes have not fared well
in practice. The Old Age, Survivers’and
Disability Insurance (i.e., Social Security
program has had repeated financia
problems. Government medical insur-
ance (i.e., Medicare and Medicaid) has
seen expenses soar beyond the
Povern_ment'splannedoutlaysonaregu-
arbasis. Governmentinsured student
loans have an extraordinary non-pay-
mentpercentage. So,ifhaving the State
run an auto insurance program is a bad
means of consolidating the insurance
and licensing/registration functions, the
alternative of having the insurers issue
the licenses and registrations merits ex-
amination,

Having insurers issue licenses and
registrations amounts toa "privatization”
ofthis activity. Nominally, a privatization
law would state thatvehicle registrations
and drivers' licenses would be issued hy
those willing and able to assume full re-
sponsibility for any damage caused by
the vehicle and its driver. Normally, we
would expect that this would mean that
insurance companies would issue the
registrations and driver’s licenses. Since
itwould be absolutely clearwho was re-
sponsible for a particular vehicle being
ontheroad, insurers would havea strong
incentive to make sure thatevery vehicle
and driveris adequately insured. Insur-
ers would also have a strong incentive
to rnaxe sure that uninsured vehicles
and drivers did not use the roadways.
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To clarify financial responsibility for
potential damages done on the roadways,
the privatization law would state that as
long as a vehicle bore the license plate of
an insurer, that insurer would be held
liable for any damages caused by that
vehicle. Itis likely thatinsurers would
only issue plates after investigating the
driving record ofwho they are insuring
andreceivingan adequate premium from
the insured individual. Insurers could
notescape liability by later showing that
the insured lied on hi? application to
ﬁurchasethe_lnsurance;.Thlsma seem

ard on the insurers, but consider the
alternative. When an insurer can bail

Each insurer would be free to establish ifs own
criteria for issuing policies and license plates.

outofa policy, this means that the vic-
tims of the erstwhile insured party are
apt to be left without any recourse for
ameliorating the damages they have suf-
fered. Potential victims have no reason-
able means ofinvestigating all potential
nigh risk drivers priorto an accident. On
the other hand, insurers do have a rea-
sonable meansofconducting such an in-
vestigation prior to issuing a policy. |If
an insurerisnotsatisfied thata prospec-
tive customer is truthful or a good risk,
it can refuse to issue a policy. Under
the proposed privatization scheme, sus-
pectapplicantswill nothe able to legally
use the roads until they can find an in-
surer willing to issue them a policy.
Since issuing an auto Insurance
thqyand issuing license plates would
e simultaneous events, those without
insurance would he easier to spot on
the roads. Theywould be operating ve-
hicles without plates. Thiswould be a
more obvious si%n oflack of insurance
than is currently the case. In fact,
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given the greaterdegree ofresponsibil-
|_t% ,o aced on each insurer, It seems
likely that steps to improve the "visibil-
ity" of license plates would be under-
taken. For example the, much-tested
but little deployed, ‘electronic license
plate” would be a likely innovation un-
dera privatized licensing system. Un-
der this scenario, plateless vehicles
would be even more conspicuous.

The dodge ofbuying insurancejust
to obtain a vehicle registration tag and
then cancelling the insurance once the
tags are received would become much
more difficult. Since the insureris re-
sponsible fordamages done by vehicles
bearing the insurer's
plates, there is a very-
strong incentive to re-
quire a substantial in-
surance payment or
deposit that will only
be refunded when the
plates are turned back
to the issuer. While this return-for-
refund process may be less convenient
than cancelling one's insurance by
phone, itshould virtually eliminate the
problem of uninsured vehicles result-
Ing from cancelled policies. Given the
many insurance sales locations and the
interconnection of these offices via
computer networks, obtaining or re-
turning plates ought to be a lot more
convenient than it is to deal with the
Motor Vehicle Division on these issues
in the current environment.

Individuals would be free to shop
for the best registration/insurance deal
they could find, Each insurerwould be
free to establish its own criteria for is-
suing policies and license plates. Some
insurers may optto coveronly low risk
drivers. Otherinsurersmay optto cover
high risk drivers at correspondingly
higher premiums, Insurers may wish
to give written and/ orroad tests to pro-
spective customers. Insurersmay wish
to encourage orrequire some orall ve-
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hides they insure to be equipped with
safety- enhancing devices (for example,
an ignition that can only be activated
after the driver passes an' automated,
on-board breathalizertest). Customers
.may choose to acceptsome limitations
.on their driving in exchange for redu6-
tions in premiums. Other may-prefer
to pay more in order to escape restric-
tions. In short, there is likely to he a
wide variety ofpayment/license options
available. Nevertheless,, those who
could not meet the minimum require-
ments of any insurer would not be is-
sued vehicle plates. Insurers woulct
have no incentive to assist individuals
in "beating" the system. Vehides with-
out license plates would be easier for
police to spot and remove from the
roads.

Privatizing the issuance of licenses
and registrations in this fashion would
also do away with underinsured ve-
hicles. Since the issuer
of the vehicle plates
would be responsible
forwhateverdama?e is
caused by one o
policyholders, there
would be no motive for
selling low dollarcover-
age. The current policy of allowing
"Judgmentproof drivers (1.e.,,those who
do not fear the financial consequences
ofthe damage they may do because they
are unable toan) tobuyinsurance that
may fall far short of compensating vic-
tims for any harm they suffer at the
hands of these "judgment proof driv-
ers is irresponsible and, in many in-
stances, inhumane.

Estimate of Potential Sayings

The potential savings would occur in
twoareas. Wehave already estimated that
the current system causes the victims of
uninsured and underinsured drivers to

be burdened by $100 million peryear in
uncompensated costs. The proposed re-
form would shift these costs offofthe in-
nocent victims of bad driving and back
onto those who cause the accidents. In
one sense, thisis not so much an elimi-
nation ofcosts as adisplacementofcosts.
Nevertheless, asthe perpetrators ofdam-
age were forced to beara larger share of
the consequences of their actions we
could expectsome modifications in their
behavior. Insurers, in order to make a
profit and stay in business, would have
to do a good job of matching premiums
torisk. Thiswould motivate them to take
actions that would reduce risk. A price
structure that accurately reflected risk
would push drivers toward safer behav-
ior. A refusal to insure the worst risks
would take many ofthe really dangerous
drivers off the roads entireIY. S0, over
the long run, not only would the $100
million of uncompensated losses be

A price structure that accurately reflected risk
Its would push drivers toward safer behavior.

shifted, it is also likely to be reduced in
total as drivingbehaviorimprovesand the
worst risks are taken offthe roads.

The other source ofpotential savings
would come from eIiminatin? functions
of the Arizona Department of Transpor-
tation. Currently, the Motor Vehicle Di-
vision ofADOT is budgeted foran annual
expenditure of around $30 million. 12
While the costs of specific activities are
not published, lestimate thatabout half
of this outlay is the result of vehicle reg-
istration activity. Of the remaining ac-
tivities (issuing driver’s licenses, record-
ing vehicle titles, collecting highway user
taxes, and manning the ports-of-entiy)
issuing driver's licenses is probably the
most expensive. So, if we privatize the
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registration and driver's license functions
we could probably reduce public sector
spending by about$20 million per year.

Somem_ayar?ue that the $20 million
Beryearsavmg_o public expenditure will

e offsethy an increase of private sector
spending as insurers undertake the ef-
fort to issue registrations and driver's i-
censes. Thisapparentoffsetting expense,
though, may be exaggerated. As it now
stan s,autodealersmustcomFHeaIIthe
datanecessary to register newly sold ve-
hicles. Thisdatais then forwarded to the
Motor Vehicle Division for entry on the
state's database. Selling insurance and
issuin? registrations on the spot might
actually be easier than the current pro-
cess. The perception that this might be
the case inspired the Linda Brock deal-
ership tovolunteerto pilottesta program
wherein the dealership would issue the
registration. 13 ADOT estimates that this
"third party" registration could save up
to $1 million a yearifadopted statewide.
One third of the savings are in postage
alone. 14 The law now permits the Direc-
tor of the Motor Vehicle Division to au-
thorize "third parties” to issue vehicle reg-
istrations. 15 The potential for "one-stop-
shopping”  convenience  under
privatization would appear substantial,
One could buy a car, getitregistered, and
insured all at one location. The insurers
and auto dealers would have an incen-
tive to make tire process as expeditious
as possible. In fact, competition among
insurersand dealerswould help promote
efficiency and convenience.

Consider a typical transaction with
the current Motor Vehicle Division. It's
your lunch hour. You have chosen this
opportunity to take care ofsome business
down at the MotorVehicle Division office.
Maybe you need to renew a driver's li-
cense, registera vehicle, or obtain a title.
Your first task is to find the local MVD
office. They're not alwa?/s conveniently
located. They're certainly scarcer than
any other related business location you

might have need of. Asyour search for
the MVD office drags onyou passnumer-
ous gasoline stations, a halr-dozen auto
parts stores, several auto insurance sales
offices, and a few auto dealerships.
Finally, you locate the MVD branch
office. You walk in and join the line of
peoplewaitin? for service. Youradvance
to the head ofthe lineisnothastened by
the fact thata goodly percentage of MVD
personnel have also chosen this time to
take their lunch hour. When zour turn
finally arrives you are greeted by an em-
ployee whose occupationwas ranked last
In-a survey of civility published by the
W allStreetJoum al Thatis, onascale of
zero to ten (with zero bring bad and ten
bemé; good), MVD employees have heen
rated 0.2. This is below ratings received
forcomparable customercontactemplo&-
ees like sales clerks (7.5), grocery chec
outcashiers (7.0), gas station attendants
(6.2), bank tellers (6.03, stadium ticket
sellers (3.5), city bus drivers L§1.6), and

utility company employees (0.8). 16

You think the service could be more
convenient, expeditious, and courteous,
butitisn'tand won't be likely to get that
way. The monopoly position of the state
agency authorized to handle matters re-
lating to the operation ofvehiclesonpub-
lic roads pretty much assures that it
won't Afterall, itis not as ifyou could
take your "business” elsewhere. Reduc-
ing the incidence ofthe above mentioned
type of transactions would be another
benefitofprivatizing the vehicle registra-
tion and ariver's license functions of the
Motor Vehicle Division.

Possible Legal, Political, and Other
Obstacles

Shifting the issuance ofvehicle reg-
istrations and driver's licenses to the
private sector would require legislation.
Any prospective Ie%islation must over-
come the normal obstacles of the legis-
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lative process. A bill privatizing regis-
trations and driver's licenses would have
to clear committees in both Houses of
the Legislature, get a majority vote in
each House, and be signed by the Gov-

trips up many a bill.

This proposal will likely be resisted
by the MVD bureaucracy. After all, if
the Motor Vehicle Division is no longer
needed to register motor vehicles some
may well question whether it is needed
at all. At the very ieast, MVD may be
talking about a 50 percent cuthack in
its budget. Hundreds of people would
see their public sectorjobs eliminated.
These prospective impacts will inspire
those affected to object to the proposed
reform.

We may also expect some initial op-
position from the auto insurance indus-
try. Atthe outset, the increased respon-
sibility thrustupon the insurance indus-
try will provoke uncertainty. Businesses
generally do not like uncertainty. Un-
certainty increases,risk. New means of
coping and making a profit would have
to be learned. However, once the insur-
ers understand that they will be com-
pensated by their customers for the costs
ofissuing registrations and licenses they
should be more receptive tothe idea. The
opportunity to play a more direct role in
controlling the risk ofthe roadway envi-
ronment should be perceived asa means
ofreducing underwriting losses over the
long term. As the environment becomes
safer,insurer'slosses will fall (ultimately,
premium rateswould be expected to fall,
as well, but not as rapidly as underwrit-
ing losses). This should improve profit-
ability. Then, too, many of those cur-
rently evading the mandatory insurance
law will become the reluctant customers
of the insurance industry. This also
should increase profitability.

The generalpublic may beapprehen-
sive about letting the private sector in-
surers decide who gets onto the roads.

Ac it now stands, though, private sector
businesses decide who can and can't
obtain creditand atwhatprice. Obtain-
ing a loan to buy a house ora car must
pass private sector scrutiny. We have
learned to live with this system. We ex-
pect the decisions to be made on ratio-
nal criteria. And they are. Reflection
uponhow the private sectorhashandled
this vital segment of contemporary life
combined with the greater convenience
of the hours kept by insurers and the
assurance thatresponsible drivers would
not have to pay high premiums to cover
damage done by uninsured or
underinsured drivers should help to al-
leviate some of the general public’s ap-
prehension.

Ofcourse, that segment ofthe popu-
lation thatis t -rrently flouting the man-
datory insurance law or exploiting it by
underinsuring their vehicles would be
expected to raise quite a fuss over this
reform proposal. While we should not be
persuaded by the objections ofthose who
wish to continue passing the burdens of
their own actions on to others, we can
envision some means ofaddressing their
legitimate concerns.

The castmost deservingofsympathy
is that ofthe individual whose past driv-
ing behavior has taugut him a lesson. It
is unfortunate for such individuals that
many more proclaim to have learned les-
sons that actually have. Consequently,*
individuals with bad driving records
would undoubtedly have trouble obtain-
ing insurance and permission to use the
roads. lwould expectinsurers to estab-
lish methods ofserving this marketniche.
One method would be to require the ve-
hicle ofsuch aperson tobe equipped with
devices that enhance the safe operation
ofthevehicle. Weahead" mentioned the
possibility if a "breathalyzcr-ignition”
link Otheroptionscouldinclude vehicles
that could only run duringdaylighthours
(perhaps havinga solar collector connec-
tion to the engine or transmission) orve-
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hides whose maximum speed could not
exceed a low setting (perhaps having
"speed governors' placed on the engine).
Insurers might see fit to require regular
safety inspections ofthe vehicle as a con-
dition ofissuing a registration. Insurers
might see fit to require regular driving
tests forindividuals whose driving behav-
ior has been demonstrated .to be more
hazardous than normal.

It may then be feasible forsome high
risk, but repentant, drivers to work to-
ward a full reinstatementofdrivingprivi-
leges by demonstrating meritorious per-
formance underlimited driving privileges.
For others, though, the outlook will be
less sanguine. Thereare some peoplewho
should not be behind the wheel ofa car.
Stopping them from drivingnotonly helps
to preserve the health and lives ofothers,
but also may save the driving-deprived
individual from killing himself. Incom-
petent drivers must find other means of

meeting their transportation needs.
Carpooling is one obvious option. Living
orworkingcloser to the places one needs
to travel is another option. Riding the
bus is another, albeit inconvenient, op-
tion. Society is not obliged to bear the
risk ofallowingpersonswho cannotcover
thecostsofany damage they are likely to
cause to drive vehicles on the roadways.

It may be preferable to try this re-
form in a pilot project in one country
priorto full scale statewide implementa-
tion. Thiswould enable insurers to gain
some experience with the process before
having to rely on it for three million ve-
hicles registered in Arizona- The selec-
tion ofa specific county should be made
jointly by the insurance industry and the
Arizona Department of Transportation.
This will enable ADOT to better antici-
pate any transitional difficulties and pre-
vent them from taking on a crisis pro-
portion.
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Abstract
Thispaper demonstrates that the for-profitprison

isalmost exclusively a Southernphenomenon, formed

by the unique social and especially

Unionization

ind shaped
economic characteristics of that region.
irztcs and wages of correctional employees provide a
statistically significant and theoretically sound basis
or privatization in the southern stales. The authors
"xmclude that, when comparing theAmerican South to
the NortheastandMid Atlantic, slates with the lowest
inmate increases have privatized while states with the

"argest increases have notprivatized.

Introduction

The growth of the American, criminal justice
system, particularly its correctional component, has
been truly phenomenal in the past 20 years. In 1992,
743,984 inmates were held in state correctional
institutions, and another 12,688 adjudicated state
inmateswere held in private prisons. With the addition
of tha approximately 336,000 inmates held in jails
and detention facilities (Vitalstatistics in corrections,
1991, p. 66), and inmates in Federal institutions, tho
number of incarcerated individuals in the United
Statesis well over one million.

As prison populations grow, so does the emergence
ofthe for-profit prison. This paper is about for-profit
prisonsand seeks to explain the socioeconomicreasons
why contemporary for-profit prisons are located, for
the most part, in tho American South as opposed to
the Northeast and Mid-Atlantic regions.

mTLE T7U.S.CODE)

Private Sector Involvement

From Lilly and Knepperis perspective (1992), the
private prison sectorconsistsofthree parte: (1) private
prison financing and construction; (2) private prison
ownership and/or management; and (3) corporations
under contract with governmental units and private
managementfirms to provide goodsandservices, such
aslavatoryunits. They conclude that,“The ownership
and operation ofsecure facilities for adulte constitute,
in actual numbers alone, the 1east significant area of
private sector involvement in corrections” (p.l76).
When considering sheernumbers and their corollary,
the expenditure of funds, this statement is probably
accurate. The totality of the corrections commercial
complex greatly transcends the singular effort of
private sector involvement in. the management and
ownership of prisons. However, when one considers
the growth pattern of private state facilitiesin relation
to state inmate growth, private sectorinvolvementno
longerseems “leastsignificant.” The authorsestimate
from 1991 to 1992 total public sector state inmates
grew by 6.4% while those in the private sectorgrew by
nearly 41%..In other words, state private inmate
populations outpaced public sector state populations
by oyer760%. In arecentbusiness articleforThe New
York Times, Ramirez (1994) proclaimed that, “Despite
acheckered pastthe future is looking brighter for the
private prison industry” (p. 5).

The growth and proliferation of a privatization
ideal in the corrections market is embodied in the
philosophy, management style, and budgetary
practices of the for-profit prison. 'Che for-profit prison
i3 unrestrained by competitive bids, union contracts,
direct government oversight, and the countless
regulations unrelated toinmatestawhich government
units must adhore. The private for-profit prison
represents the quintessential ideal of the corrections
commercial complex. It can tap into, acquire, and
develop a market at lightning speed, while the
ponderous state aptxratus crawls along at a snail's
pace.Philosophically, the private prison'sraison, d-etre
corresponds to the contemporary popular punitive
concept of incarceration. The authors agree with



McShane and Williams (1989) as wall as Lilly and

Kncpper (1992,1993) when tboy suggest that private
for-profitprison interests have actually contributed to
n retributive warehousing approach to correction.

AsofDccemlor3(,1992,over80% ofall privatized
state inmates were held in four southern states:
Kentucky, Louisiana, Tennessee and Texas (Table 1).
The corporate headquarters of the three largest
corrections corporations are located in the South:
Corrections CorporationsofAmerica (CCA), Nashville,
Tennessee; United Stales Corrections Corporation
(USCC), Louisville, Kentucky; and Wachenhut
Corrections Corporation (WCC),CoralGables, Florida.
O f the 21 corrections corporations listed in Thomas
and Foard’s directory (1992), 13 (62%) are located in
the South and most of the others are located in far
western” states; those in the North are nonprofit
corporations, such asVolunteersofAmerica.

Southern Industrial Growth and Northern
Decline-Their Link toPrison Privatization

The pattern of southern industrial growth and
northeastern decline is well documented in the
literature ofthe 19705 and 1980s We believe that the
same economic forces which contributed to the “Third
Wave of Corporate Migration" arc also shaping the
formation offor-profit prisons. Prison privatization is,
in addition, facilitated by the conservative crime
control philosophy and practice ofthe southern region.
Labor intensive firms, ofwhich private prisons are an
example, will view areas ofthe country where unions
are strong as the least desirable location for
investment.

All of the southern states in our analysis
(Tennessee, Texas, Louisiana) except one (Kentucky)
have some form of “right to work low" in place; in
contrast, no state in the Northeast or Mid-Atlantic
regions has such laws. Right to work laws are the
product of a long standing alliance between political
end business elites (Ichniowski & Zax, 3991). Miller

t"HCalL.BMa

and Canak (1988) document, in their quantitafcm
analysis, the significance ofopposition tounionsin tV
American South. Business also lobbied againstpul <
sector unions by advocating legal lim its on collective
bargaining rights of civil servants and stiffer law*
against public employees’ strikes, fn Miller anc
Canak's words, "the statistical evidence indicates
rather persuasively that business influenced policj
makers against collective bargaining in. the puhlu
sector “ (p. 275).

Virtually all prisons, whether public orprivate.
locate in rural, economically depressed regions.
Consequently, private prisons mustrely on the reserve
ofrurallabor(Wengerand Bonomo, 1993).Marginalitj
is a key feature of the low wage labor process and is
readily utilized by capital. In developed societies
capital expands principally within the service sector,
of which prisons are a component. All research
indicates thatservice workers on average receive less
pay and benefits and have less job security than
industrial workers. Workers who move into service
jobsfrom someothersectorare much morelikely to be
marginalized. Based on the authors interviews with
corporate administrators in both CCA and USCC,
wagesin private prisonsare lowerthan for comparable
positions in state facilities, and wages in Southern
facilities, as noted in the paperdata, are considerably
lower than those of Northeastern states.

Privatization and GeographicRegions
Method of Analysis

As noted in the above, four southern slates
(Kentucky, Louisiana, Tennessee, and Texas) account
for80.6% ofall privatized state inmates. These states
were compared to seven northeastern states
(Connecticut, Delaware, Maryland, New Jersey, New
York, Pennsylvania, Vermont) and the District of
Columbia which comprise the member 8late3 of the
Mid-Atlantic States Correctional Association. The

Table 1:
Percentage of State inmate* Privatized by Correctional Employees Unionized or In Employee Associations CI99Z)

% Private
Stale Intnaltu Pl PubRq
KY 8.S 1,095 8,531
LA 17.0 2.262 14,578
TN 113 1.438 9.677
TX 42a 5/136 51,214

% Stole Corr
Emrtfovee Union

JS.TAL JLEdSffla
9,626 11.4 (o)
10.B38 13.4 10*
11,116 1219 55*
(56.650 95 o]

" Include* elafi ki both adult endjirvonflo fadGties, reprewniod by American Federation ol State, County and MunicipaJ Employees (AFSCMEJ
(Amorican Federation o | Labor (AFL) « Congre-4fl of Industrial OrQanlzartfon(C10)J

3 Comor employees are roprwonlod by tho Tenneseeo Slot* Employees Astodatton end only tho rxxveupervteod employees at Brushy M1 an*

represented by AF6CME (AFL-CIO).
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northeastern states have no privatized state inmates
in secure facilities. The central tenets in Ruschc and
Kirchheimer’s thesis (1939) regarding the significance
ofeconomic and fiscal variables are analyzed with data
derived from the American Correctional Association’s
(ACA) publications vital statistics (1991) and the
ACA'SpirectoryofAdult Facilities (1992,1993) aswell
asthe statistical Abstract ofthe United states (1993).
The most consistent, comparable data are available
for states rather than counties and of course the
FederalBureau ofPrisonssystem docsnotdistinguish
among regions.

If in fact these regions are distinct, significant
statistical differencesshould manifestthemselves with
respecttosome orall oftho following social, economic,
and fiscal variables: (1) unionization rates of
correctional employees, (2) starting salaries of
correctional officers, (3) percentage increase of state
inmate populations, (4) percentchange percapita debt,
(6) percentincrease in state revenues, and (6) percent
increase in operating budget (Table 2). The two
regions, Northeastern and Southern, are the
explanatory X variables which are compared by an
analysis of variance. The hypothesis is that there is
nosignificantstatistical difference (p-.05) between the
regionsin relationship to the five criterion-dependent

variables.

Presentation ofData
(1) Unionization rates. Table 2,CO|Umn I,Compares
unionization rates between correctional employees in
each region for 1991. There is asignificant statistical
difference between regions in correctionalemployees’
unionization rates.

(2) Correctional officers™starting salaries. Column
two examines the starting salaries of correctional
officersasofDecember31,1990. Thereis asignificant
statistical difference between regions in. correctional
officers’starting salary.

(3) Increase in state inmate population. Column
three presents growth patternsin inmate populations
overatenyearperiod, 1983-1992. Meanimprisonment
rate3 have grown at a much faster pacein the Mid-
Atlantic region than the South: 99.3% in the former
and 40.8% in the latter. These differences cannot be
explained by acorresponding growthin privateinmate
populations in the South since the percentage of
private inmates within these states ranges only
between 9.5% in Texas and 13.45% in Louisiana. In
other words, the percentage increase in the private
sectoris toolow toreduce the growth ratein theSouth’s
public sector prisons (See Table 1). There is a
significant statistical difference between regions in.
increases in state inmate populations.

Table 2:
Relationship Between Regions end Dependent'Variables

Mkf-AUantfc % Adult Starting % Increase
States (MAS) Com Employeos Salary Slate Inmata
X, Unionized Cc.0. Population
South Stales fSS) 1891 i3 /3 isat 1983-1972
Y, Y, Y,
CT 00% $22,958 113.6%
DC 72% $22,055 * 138.3%
DE 65% $17,702 03.8%
MD 66% $20,772 65-0%
MJ 90% $26,045 121.0%
NY 91% $21,338 102.0%
PA 80% $17,734 124.0%
VT 85% $16,661 46.4%
62.4% $26,858 99.3%
KT 0% $13,668 92.3%
LA 10%* $13,776 23.3%
TN 55% $13760 0,3%
TX 0% $16,676 39.2%
55 MEAN- 1626%* 40.8%
S ia DIFF. BETWEEN
MID-ATLANTIC AND SOUTH
.0001 .0028 .0166

ANOVA p-

Per Capita % increase Operating
Debt Stata Budget
1983-1980 Revenue % increase
% Charge 1983-.189P. iSS&ip??
) ) 1
40.7% 43.8% 310.9%
— - 146.7%
17,7% 57.0% 88.0%
-43.8% 25.0% 165.6%
2.4% 35.7% 303.0%
*15.7% 24.5% 168.1%
-48.7% 19.0% 265.4%
11.6% 46.7% 115.3%.
*5,1% 36.0% tt& 0%
*43.1% 47.3% 214.1%
142% 11.0% 88.9%
*66.6% 23.4% 132A%
*76.0% 11.0% 417.8%
*42.83% 23A% 21&bll
1246 J2109 JB94

'Information obtained from contact with Department of Corrections, PersonnelpMsion.

'Include staffln both adult andjuvenile faculties, Departmentof Corrections, representedby AFSCME.

"The 10.25% Is Inflated because of nuafificaUona.
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(4) per capita state debt reduction. Column four
examinos trends in per capita state debt reduction
within both regions. Debt reduction from 1983-1990
is greaterin southern states than in the Mid-Atlantic
corrections region. Even though there is a difference
of over 37% between these regions, we fail to reject
the hypothesis. There is not a significant statistical
difference between regions in per capita state debt
reductions.

(5)1ncrease isstate revenues. Column five compares
the increase in state revenues from 1983-1990.
Revenue differences between the two regions ore
similar. The Mid-Atlantic region increased its
revenues on average 36% while the South increased
itsamounton average by 23.2%. Given thissimilarity,
itis to be expected thatwe failtorejectthe hypothesis.
There is notasignificantstatistical difference between
regionsin theirrespective increase in state revenues.

(6)Operating budget fordepartment ofcorrections.
Column six examines the department of corrections
operating budgetincreases from 1983-1992. The two
regions are very similar; operatingbudgetson average
increased 198% in the Mid-Atlanticregion and 215.8%
in the South. an expected, we fail to reject the null
hypothesis; thero is not a significant statistical
difference between regions in department of
corrections operating budgetincreases.

DiscussionofData

A researcher would expectstateswith alargerpe *
capitaslatedebt relative to otherstatesto beinclined
to privatize since private prison corporations maintain
thattheycan provide acomparable orsuperiorservice
at a lower cost, thus reducing state expenditures.
However, the authors’ cost benefit analysis indicates
numerous hidden costs in privatization (Haririan and
Bonomo,1994). The southern stateshave reduced their
debtby over800% in comparison to northeastern states
(-42.83% in the South versus-5.1% in the Northeast),
whereas one would expect the reverse trend. The
degree of state debt does not appear to impact the
decision to privatize, although a non-statistically
significant trend is apparentin which states with the
greatest amount of debt reduction have chosen to
privatize and states with continuing higher amounts
ofper capita debthave not privatized.

In asim iIarvein, increase instaterevenue DEetween
the two regionsdemonstrates nosignificant statistical
difference. State revenuesincreased only 12.8% more
in the Mid-Atlantic states (30.0% versus 23.2% in the
southern region). If this gap were larger, one could
argue that a lack of revenues contributed to
privatization.

When department ofcorrections*operating budgets
are compared, virtually no statistical difference in
demonstrated. One cannot argue that states which

have privatized have significantly larger corrections-’
budgetIncreases. Logic seems to dictate thata motive
behind private prison formation is the more rapid
growth in corrections' budgets, hence the need to turn
to amore cost effective solution. The authorsindicate
that this is notthe case. Likewise, debtreduction and
revenue increases cannot explain the motives behind
privatization.

A significant statistical relationship is observed
when examining the increase in state inmate
populations. A researcher would expect those states
where inmate populations have increased the most to
be moreinclined to privatize.The authorsindicate the
reverse trend. The Northeast, where incarceration
rateshave grown overtwo timesfasterthan theSouth*
99.3% versus 40.8%, has not privatized; while the
South, with much lower growth rates, has chosen, ta
privatize. This factis startling since privatecorrections
corporations maintain that their speed of coming on
line with less cost is a major advantage over public
facilities managing rising inmate populations. It can
be said with reasonable certainty ofthese regions, that
stateswith the lowestinmateincreases have privatized
while states with the largest increases have not
privatized.

Summary and Conclusions

It is appropriate to examine the structural
conditions in the American South which predispose
the formation of private prisons. Larger labor and
capitalrelations providessignificanttheoreticalinsights
to private prison formationin.the South. The authors
conclude that unionization rates and correctional
officers>starting salary explain why private prisons
have chosen to locate where they have. Within the
southernregion, wagesare lowerand greatercorporate
top-down controlis exercised over employees. Private
prisons would find it difficult to offer a competitive
salary in the northeast rogion. Although actual wage
rates are difficult to obtain for the private sector, it is
generally recognized thatstarting correctional officers'
salary aswell as thesalary foranycomparableyear of
servicein aparticularstateislowerin the private than,
in the public sector. Democratically oriented unions,
which participate in work place issues under the
umbrella of collective bargaining and the right to
strike, are notcompatible with southern management
stylos. Oligarchical management practices tic easily
into low unionization rates and larger social policy
issues,such as“righttowork*laws, which existin most
of these southern states. Furthermore, this study
shows that, when comparing the American South to
the Northeast and M id Atlantic, stateswith the lowest
inmate increaseahaveprivatized while stateswith the

largest increases have notprivatized.
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Endnotes
*1 1 am dedicating this article to the memory of my
dear friend and collaborator, Thomas Bonomo.

References

American Correctional Association. (1991). vital
statistics incorrections. Laurel, MD.

American Correctional Association (1992). virectory
ofadult andJuvenile facilities. Laurel, MD.

American Correctional Association (1993). pirectory
ofadult andjuvenile facilities. Laurel,MD.

Haririan, H, & Bonomo, T. A. (1994, March). ooes
theprivate sectorprovide correctional services less

expensively than the government? 20th Annual
Conference ofThe Eastern Economic Association.
Boston, MA.

Ichniowski, C., & Zax,J. S. (1991). Right-to-work laws,
free riders, and unionization in the local public
sector.JournatofLaborEconomics, 9 (3),255-275.

Lilly, R, J., & Knepper, P. (1992). An international
perspective on the privatization of connections.
The Howard Journal, 31 (8), 174*191.

Lilly, R.J., ¢ Knepper, P. (1993, April). The
corrections-commercial complex. crine and
Delinquency, 39 (2), 130-166.

McShane, M. D., & Williams, F. P. HL (1989, October).
Running on empty: Creativity and the correctional
agenda. crime andopelinquency, 35 (4), 662-576.

Miller, B., & Canak, W. (1988). The passage of public
sedtor collective bargaining laws:Unions, business

and political competitionin the American states.
PoliticalPower and Social Theory, 7, 249-292.

Ramirez, A. (1994, August 14). PrivatizingAmerica's
prisonsslowly. thenew York Tines, Sec. 3:5A.

Rusche, G., & Kirchhtnmecr, O. (1939). pPunishment
New York, NY: Columbia

and. social structure.

University Press.

Thomas, C. W., & Foard, S. L. (1992). Private adult
correctional facility census. private corrections
Project Center For Studies In Criminology and

Law. University ofFlorida, Gainesville, FL.

U.S. Bureau oftho Cejwua. (1993). statistical abstracts
of the United states. Washington, DC: U.S.

Government Printing Office.

Wenger,M. & Bonomo, T. A.(1993). Crimocrises and
social revolution. In D. Greenberg (Ed.), crine
capitalisn. Philadelphia, PA: Temple

and

University Press.

UNIVERSITY OF CENTRAL OKIAHOMA

Mehdi Haririan is a Professor of Economics at
BloomsburgUniversity ofPennsylvania.Dr. Harman's
areas ofspecialization are Economic Theory and Public:
Finance. Dr. Harman’s research areais Privatization
in Western, Central and East European countries and
he has written several research papersin this area.
In addition his bOOk, State-Owned Enterprises in a
Mmixed Economy, Was published in the United States
and United Kingdom in 1989. Dr. Haririan received
his Ph.D. from the New School for Social Researchin

1987.

E-Meil:  mharir@planetx.bloomu.cdu

Thomas A. Bonoruo, born in Pittsburgh,.
Pennsylvania, earned a Doctorate in Sociology and
Criminology from Wayne State in 1979. An Associate
Professor in the Department of Sociology and Social
Welfare al BloomsburgUniversity from August, 1983,
until his death on October 16, 1994, Dr. Bonomo
specialized in teaching Criminaljustice and Statistics
courses. In addition, Dr. Bonomo developed a wide
array of internships for students at Bloomsburg
University. He is survived by his parents, wife, and

three children.

15
** TOTAL PAGE.00S **


mailto:mharir@pIanetx.bloomu.cdu

Buyer Beware:
State Control over

Privatization



State Controls over

Ksffo*: Ttai*;) onetorlai lr\lnay v
*0pyri
(mi* 1-/yU.£yOgtml

HE RECENT infatu-

ation with the priva-

tization of educa-

tional services has

supporters who
seem to present it as a panacea

for all that ails public education.

Yet, two recent developments
have cast dramatically differing
perspectives on this controver-
sial practice. In school Dislricl of

W ilkinsburg v. W ilkinsburg Educa-

tion Association (1995) the Su-
preme Court of Pennsylvania
affirmed the denial of a request
by the teachers' union to enjoin
the local board from entering
into a contract with Alternative
Public Schools Incorporated
(APSI) from Nashville, TN, a
private firm, for the operation
and managementofone of its
elementary schools. The teach-
ers were concerned because if
the board followed through on
the contract, then APSI would
be free to hire its own faculty
and staff at the school, a move
that could cost 30 teachers their
jobs. The ruling in wilkinsburg
cleared the way for the board to
enter into the contract with
APSI. Conversely, shortly after

the decision in wilkinsburg, Edu-

cational Alternatives Incorpo-
rated (EAI), one of the leading

firms in the move toward priva-

tization, lost its contracts to
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Buyer Beware

By Dr. Charles J. Russo and Dr. J. John Harris, I

operate schools in Baltimore
Walsh, 1995) and Hartford
Walsh, 1996).

In light of these very different
results, this article examines
state oversight, or rather, the
lack thereof, and legal controls
over the new breed of educa-
tional organizations such as EA|
and the Edison Project, perhaps
the two best known private con-
tractors for instructional ser-
vices. The article begins by
briefly examining background
issues on privatization along
with reviewing arguments re-
garding its adoption. The sec-
ond section notes the virtual
lack of governmental controls
and regulation of privatization.
The final portion raises lingering
legal questions that remain in
the apparently head-long rush to
privatization.

Overview of Privatization
Privatization, coined after the
concept introduced by Peter
Drucker in 1968 (Bast sc
Walberg, 1994), refers to the
practice whereby public school
districts enter into contracts

with private, for-profit organiza-

tions to deliver a variety of edu-
cational goods and services. The
range of contracts stretches from
managing entire school systems.

Privatization

COMPLIMENTS OP THE
ALA3KA STATE LIBRARY

to providing instructional media
such as Channel One, to con-
tracting out student transporta-
tion, food services, maintenance
and custodial services and

photo copiers.

Advocates of privatization
offer at least three related argu-
ments to bolster their position.
Perhaps the major point raised
in su_pgo.rt of privatization is
that it brings the efficiency of
the marketplace to public educa-
tion. A closelg related view is
that since public schools have
failed to keep pace with interna-
tional standards, they must re-
spond to the competitive de-
mands of the marketplace. A
third set of arguments maintains
that privatized schools would be
more accountable, would be cost
effective and would promote
innovation as educators are
forced to become more entrepre-
neurial.

Opponents respond that
privatization in the form of for-
profit schools and deregulation
Is influenced by social Darwin-
ism and the survival-of-the-
fittest concept and may simply
allow for the rich to get richer
and the poor to get poorer. Such
a result has been evident in
other realms of public service
including education and health
care as privatization has, ac-
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cording to Brown and Contreras
(1991), done little more than
"create economically, socially
and racially stratified communi-
ties, and there is no evidence
that this stratification is the di-
rect result of competition be-
tween communities to offer su-
perior public services" (p. 145).
The legitimate fear of critics is
that to offer privatization with-
out creating an accompanying
mechanism to requlate its
spread or considering its impact
on communities most in need
risks further stratification of
schools-and society.

The move toward privatiza-
tion is compounded by
the fact that although
many use the term al-
most interchangeably
with charter school,
there is no universal
agreement on its mean-
ing. An example of the
differences between
these two types of
schools can be seen by
comparing legislation in Minne-
sota and California. Charter
schools in Minnesota, identified
as outcome-based schools (Min-
nesota Statutes, § 120.064, 1994),
are legally autonomous, while in
California (California Education
Code, §8 47600-47615, 1994), the
board negotiates not only a
charter but also who may hire or
dismiss personnel.

Howard Fuller, the superin-
tendent of Milwaukee Public
Schools, offers another interest-
ing perspective. Fuller maintains
that Wisconsin's statute is not a
charter school law since staff
members in these schools would
be employed by the local board
rather than a private contractor;
as such, they would be subject
to existing collective bargaining
agreements and state laws.

Privatization has received
mixed support at best. That is,
in response to a question about
whether private, for-profit cor-
porations should be permitted
to enter into contracts to operate
public schools, a national poll of
attitudes toward the schools
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revealed that 45 percent of re-
spondents favored the idea, 47
percent opposed it, and 8 per-
cent did not know what to think
(Elam, Roser, & Gallup, 1994).
This poll also indicates that 54
percent of respondents are of the
opinion that charter schools are
a positive development, while
39 percent disagree and seven
percent did not know what to
think (pp. 53-54).

The competition between pri-
vate contractors has continued
to intensify. In other words,
while EATl's efforts at privatiza-
tion remain underway in Dade
County, FL, it has been ousted in

Baltimore and Hartford, and its
proposals have been rejected by
school systems in Arkansas,
Florida, Minnesota, New Jersey,
and New York.

Further, the Edison Project
has gained contracts in Kansas
and Massachusetts (Schmidt,
1994; Walsh, 1994), and local
firms are negotiating agreements
in Nashville, TN, and Osceola
County, FL (Schmidt, 1994).
Even so, as these developments
gather momentum, plans for legal
oversight have not kept pace.

State Regulation
Of Privatization

The related concept of au-
tonomous publicly-supﬂorted
sharter schools, which have
jeen adopted by 19 states with
10 more states likely to do the
same later this year (Toch, 1996),
has been accompanied by appro-
priate oversights. The same is
not true about privatization. In
fact, with the exception of
guidelines created by the Minne-
sota Department of Education

(Randall, 1992), these agree-
ments are apparently a matterof
a private contract between en-
tregreneurs and school systems-
learly, public schools have
had long-standing business rela-
tionshiﬁs with private vendors
for such "hard" goods as books
and supplies that are closely-
monitored by state statutes
(Kentucky Revised Statutes, §
45A.33 et seq., 1992). This kind
of business relationship is a
mixed blessing. On the one
hand, schools are protected if
the cost of an item increases
during the life of a contractas
the supplier is bound to provide
the good(s) at the agreed
upon price. Conversely,
if aprice declines during
the term of a contract,
the schools are bound to
pay the higher price.
The current wave of
privatization on instruc-
tional services began in
1990 when EA1 entered
into a contract with
Dade County, FL, the fourth
largest school system in the na-
tion (David, 1992). The relation-
ships being created by firms such
as EAI differ from the roles of
suppliers of hard goods in two
significant ways. First, they are
seeking to provide the "soft" pro-
fessional service of instruction.
Second, unlike laws regulat-
ing competitive bidding and
quality control, there are virtu-
ally no state controls, explicit or
implicit, to oversee the critical
P_rocess of assuring that the de-
ivery of educational services
will meet the needs of the stu-
dents being served. Moreover,
one of EAIl's strongest selling
points is its stated concern with
saving school systems money.
Yet, as witnessed by its difficul-
ties in Baltimore it Is not clear
how EAI can accomplish this
goal ifitis locked into a pre-
existing contract for hard goods
or soft services should some
external factor change the cost
of doing business.
At the same time, unlike the
non-public schools, which his-
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torically have been largely ex-
empt from the same degree of
state oversight as public schools,
it is not clear whether private
contractors will enjoy the same
degree of freedom. Thus, al-
though private contractors are
not likely to be operating under
recognized statutory exceptions
from compulsory attendance, as
public schoo's they will be act-
Ing "under color of state law."
As such, they will fall under the
full regulatory umbrella of fed-
eral laws and regulations.

Along with federal law, priva-
teers are likely to be bound by a
wide array of state laws ranging
from procurement codes, to
teacher certification, to class
size, to the length of the school
year. Moreover, not the least of
the areas where potential con-
flict looms is labor relations as
both the American Federation of
Teachers and National Educa-
tion Association are wary of
privatization efforts (Schmidt,
1994). The effect of potential
labor strife in California, Minne-
sota or Maryland (Diegmueller,
1992), all of which have moved
toward privatization while ex-
plicitly recognizing the right of
school employees to organize
and bargain collectively, could
be telling.

The growing tension between
management and labor in the
face of privatization can give
rise to a whole new set of legal
problems. Just as wilkinsburg
lllustrated how tempers can
flare between a boaid and its
teachers, a recent lawsuit in
Minnesota Undependent School
District No. 88, New Ulm, Minne-
sota v. School Service Employees
Union Local 284, 1993), the home
of EAI illustrates another type
of dilemma that can present
itself in @ move toward
privatization.

At issue in New UlIm was the
school board's decision to con-
tract out its food services opera-
tion. The Supreme Court of Min-
nesota affirmed that although
the collective bargaining agree-
ment between the parties recog-
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nized contracting out as an in-
herently managerial right, the
board was required to submit to
binding arbitration over the
impact of its action. The court
was concerned over the rights of
the school personnel who would
be affected during the remain-
der of the contract period. The
court concluded that arbitration
was especially appropriate be-
cause the board's actions effec-
tively eliminated the entire bar-
gaining unit while the contract
remained in effect. Conse-
quently, where privatization
seeks to suspend a bargaining
agreement or leads to labor
strife upon the expiration of a
contract, one can only wonder
what such a disruption would
mean in the lives of the students
whose rights virtually have been
ignored In this discussion.

Other potential trouble areas
loom. For example, to the extent
that contracts between private
vendors and school districts are
public business, they are subject
to state disclosure laws. Where
an EAI or Edison Project enters
into a contract to operate a school
district, it is unclear whether all
of a state's bidding laws will ap-
ply or whether contracts and
other legal agreements will be
subject to disclosure provisions,
sunshine laws and freedom of
information acts.

Lingering Legal Questions
The rush towards privatiza-
tion has been unaccompanied by
adequate legal analysis. Conse-

quently, as districts head into
previously uncharted legal wa-
ters, the following issues are
raised in order to help school
business officials and other edu-
cational leaders %ain a clearer
understanding of whether pri-
vate, for-profit organizations
can deliver on their promise to
reverse the declining fortunes of
the public schools.

First, public education in this
country cannot jump at simplis-
tic solutions to the multifaceted
problems they face. By merely

tinkering with the system” effeS.
tive long-term benefitis unlikely
to occur. While the need toim #
prove the delivery of educa-
tional services is evident, the -f*
dramatic shift in resources that
privatization suggests should be
well-reasoned and supported by-
research rather than changing
simply for the sake of change.

Accordingly, privatization
must be accompanied by appro-
priate legislative and adminis-
trative enactments as a means of
providing legal guidance.

Insofar as public education is
a function of the State, law mak-
ers would be foolish to allow
local school systems to delegate
their responsibility without first
considering what is taking place
and determining responsibility
in advance. Legal concerns in
this regard include day to day
matters such as contracts; com-
pliance with state and federal
mandates; school safety in terms
of student supervision and hir-
ing of personnel; and the consti-
tutional rights of students,
teachers, parents and taxpayers.

A second, and closely related
issue is that just as the perfor-
mance of school personnel is
subject to legal scrutiny, an ap-
propriate measure must be de-
veloped to effectively evaluate
moves toward privatization.
Unfortunately, tew, if any, of the
privatization contracts seem to
Include systematic, reliable pro-
visions for its evaluation.,

Thus, as reform-minded
states such as Kentucky have
enacted elaborate statutory and
regulatory mechanisms to en-
sure accountability, privatized
schools would be wise to follow
their lead. For example, these
schools can help to ensure that
they will meet appropriate'lev-
els of performance either by
including exFIicit statements
that they will comply with state
requirements or by voluntarily
holding themselves to higher
standards of student achieve-
ment.

Third, those most directly
associated with public educa-
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non—sruaents, reacners, parents
and taxpayers—must be em-
powered to realize that they are
the true owners of the system.
These stakeholders must be
aware of what is being pur-
chased in their names. As such,
any move toward privatization
should include meaningful input
from its key stakeholders. In an
era of entitlement, it is
at best unwise to not
seek as broad a base as
possible for ensuring
educational improve-
ment.

For example,
where privatized
schools attempt to
eliminate programs
such as extracurricu-
lar academic activi-
ties or interscholastic sports,
their contracts should include

mechanisms such as public hear-

ings to afford stakeholders with
the opportunity to voice their
input. Hearings may not guaran-
tee that all participants will ac-
cept, or even be happy with, a
decision, but at least they can be
satisfied in knowin% that their
concerns will have been consid-
ered.

Fourth, the impact of privati-
zation must be looked at in
terms of cost-benefit analysis. In
other words, rhetoric aside,
there are little, if any, data on
the financial costs associated
with a move to privatization or
on how such a change might
disrupt the orderly operation of
school districts.

Consequently, even if private
corporations are able to con-
serve some financial resources,
in light of the monetary difficul-
ties that EA| experienced in
Hartford, it is unclear how sav-
ings can, or will, be accom-
plished.

Moreover, should privateers
be able to save a few dollars, it
does not appear that any serious
thought has been given to how
non-financial costs such as labor
strife and lost school days to
students are factored into the
equation. The hidden costs asso-
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ciated witn squandered or mis-
used human capital may wind
up costing the schools, and the
country, much more in the long
run as students are short-
changed in their educational
experiences.

In sum, despite ample evi-
dence suggesting the need for
caution, proponents of privati-

zation seem to present it as the
cure-all for public education.
However, before actin(]] in haste,
school business officials and
other educational leaders should
keep the old adage in mind—if
something is too good to be
true, then it probably is. Let the
buyers bewarelQ

References

Bast, J. L., & Walberg, H. l.
(1994). Free market choice:
Can education be privatized?
InC. E Finnr., & H.J.
Walberg (Eds.), Radical
education reform (pp. 149-171).
Berkeley, CA: McCutchan
Publishing.

Brown, F., & Contreras, A. R.
(1991, February). Deregula-
tion and privatization of
education: A flawed concept.
Education and Urban Society,
23(2), 144-158.

California Educ. Code, 8§ 47600-
47615 (1994).

David, A. (1992). Public-private
partnerships: The private sector
and innovation in education.
Los Angeles, CA: Reason
Foundation.

Diegmueller, K. (1992, March
18). Union leaders hail N.M.
collective-bargaining bill.
Education Week, p. 19.

Elam, S. M., Roser, L. C., &

oauup, m.m.vi77ty. me .tom
annua! Phi Delta Kappa/
Gallup poll of the public's
attitudes toward the public
schools. phi Delta Kappan,
76(1), 41-64.

Independent Sch. Dist. No. 88,
New Ulm, Minn. v. School Serv.
Employees Union Local 284, 503
N.W.2d 104 (Minn. 1993).

Kentucky Revised
Statutes, § 45A.33
et seq. (1992).
Minnesota Statutes
Annotated, §
120.064
Randall, R. E. (1992,
October). What
comes after choice?
Executive Educator,
35-38.
School Dist. of
W ilkinsburg v. W ilkinsburg
Educ. Ass'n, 667 A.2d 5 (Pa.
1995).

Schmidt, P. (1994, May 25).
Private enterprise. Education
Week, 27-30.

Toch, T. (1996, January 8). Do
firms run schools well? u s.
News& World Report, 46-49,

Walsh, M. 51994, May 18). Begin-
ning in 1995, Edison Project to
manage two schools in Wichita.
Education Week, p. 9.

Walsh, M. (1995, November 29).
Baltimore to terminate EAI
school contract. Education
week, pp. 1, 12

Walsh. M. (1996, January 31).
Hartford ousts EAIl in dispute
over finances. Education Week,

pp. 1, 9.

Charles J. Russo, J.D., Ed.D., is an
associate professor in the depart-
ments of Administration & Super-
vision and Special Education and
Rehabilitation Counseling at the
University of Kentucky. He is also
amemberof ASBO International's
Editorial Advisory Com mittee.

J.John Harris, 11, Ph.D ., isa pro-
fessorand the formerdean in the
department of Administration &
Supervision at the University of
Kentucky.

21



as
or

-1*

-V : Tfy_

Buyer Beware

State Controls over Privatization

By Dr. Charles J. Russo and Dr. J. John Harris, I

HE RECENT infatu-

ation with the priva-

tization of educa-

tional services has

supporters who
seem to present it as a panacea

for all that ails public education.

Yet, two recent developments
have cast dramatically differing
perspectives on this controver-
sial practice. In school District of

W ilkinsburg v. W ilkinsburg Educa-

tion Association (1995) the Su-
preme Court of Pennsylvania
affirmed the denial of a request
by the teachers' union to enjoin
the local board from entering
into a contract with Alternative
Public Schools Incorporated
(APSI) from Nashville, TN, a
private firm, for the operation
and management of one of its
elementary schools. The teach-
ers were concerned because if
the board followed through on
the contract, then APSI would
be free to hire its own faculty
and staff at the school, a move
that could cost 30 teachers their
jobs. The ruling in wilkinsburg
cleared the way for the board to
enter into the contract with
APSI. Conversely, shortly after

the decision in wilkinsburg, Edu-

cational Alternatives Incorpo-
rated (EAI), one of the leading
firms in the move toward priva-
tization, lost its contracts to
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operate schools in Baltimore
(Walsh, 1995) and Hartford
(Walsh, 1996).

In light of these very different
results, this article examines
state oversight, or rather, the
lack thereof, and legal controls
over the new breed of educa-
tional organizations such as EAI
and the Edison Project, perhaps
the two best known private con-
tractors for instructional ser-
vices. The article begins by
briefly examining background
issues on privatization along
with reviewing arguments re-
garding its adoption. The sec-
ond section notes the virtual
lack of governmental controls
and regulation of privatization.
The final portion raises lingering
legal questions that remain in
the apparently head-long rush to
privatization.

Overview of Privatisation
Privatization, coined after the
concept introduced by Peter
Drucker in 1968 (Bast &
Walberg, 1994), refers to the
practice whereby public school
districts enter into contracts
with private, for-profit organiza-
tions to deliver a variety of edu-
cational goods and services. The
range of contracts stretches from
managing entire school systems,

to providing instructional media
such as Channel One, to con-
tracting out student transporta-
tion, food services, maintenance
and custodial services and
photo copiers.

Advocates of privatization
offer at least three related argu-
ments to bolster their position,
Perhaps the major point raised
in support of privatization is
that it brings the efficiency of
the marketplace to public educa-
tion. A closely related view is
that since public schools have
failed to keep pace with interna-
tional standards, they must re-
spond to the competitive de-
mands of the marketplace. A
third set of arguments maintains
that privatized schools would be
more accountable, would be cost
effective and would promote
innovation as educators are
forced to become more entrepre-
neurial.

Opponents respond that
privatization in the form of for-
profit schools and deregulation
Is influenced by social Darwin-
ism and the survival-of-the-
fittest concept and may simply
allow for the rich to get richer
and the poor to get poorer. Such
a result has been evidentin
other realms of public service
in'luding education and health
care as privatization has, ac-
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Hon—students, teachers, parents
and taxpayers—must be em-
powered to realize that they are
the true owners of the system.
These stakeholders must be
aware of what is being pur-
chased in their names. As such,
any move toward privatization
should include meaningful input
from its key stakeholders. In an
era of entitlement, it is
at best unwise to not
seek as broad a base as
possible for ensuring
educational improve-
ment.

For example,
where privatized
schools attempt to
eliminate programs
such as extracurricu-
lar academic activi-
ties or interscholastic sports,
their contracts should include

mechanisms such as public hear-

ings to afford stakeholders with
the opportunity to voice their
input. Hearings may not guaran-
tee that all participants will ac-
cept, or even be happy with, a
decision, but at least they can be
satisfied in knowing that their
concerns will have been consid-
ered.

Fourth, the impact of privati-
zation must be looked at in
terms of cost-benefit analysis. In
other words, rhetoric aside,
there are little, if any, data on
the financial costs associated
with a move to privatization or
on how such a change might
disrupt the orderly operation of
school districts.

Consequently, even if private
corporations are able to con-
serve some financial resources,
in light of the monetary difficul-
ties that EA| experienced in
Hartford, it is unclear how sav-
ings can, or will, be accom-
plished.

Moreover, should privateers
be able to save a few dollars, it
does not appear that any serious
thought has been given to how
non-financial costs such as labor
strife and lost school days to
students are factored into the
equation. The hidden costs asso-

ciated with squandered or mis-
used human capital may wind
up costing the schools, and the
country, much more in the long
run as students are short-
changed in their educational
experiences.

In sum, despite ample evi-
dence suggesting the need for
caution, proponents of privati-

zation seem to present it as the
cure-all for public education.
However, before acting in haste,
school business officials and
other educational leaders should
keep the old adage in mind—if
something is too good to bhe
true, then it probably is. Let the
buyers bewarelQ
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State (in Che broad sense of the notion, either at the state or the federal
level) is responsible for the infringement.’

However, the Supreme Court has acknowledged that there are
circumstances in which a seemingly "private” action should be
considered a State Action. When the State is deeply involved in a
private activity, this activity is perceived as being (substantively) a state
action, despite its private appearance. It is this application of the
doctrine that is of interest in the context of privatized enterprises and
services. Privatization usually stands for substitution of public services
by private actors - resulting in the government being only “involved" in
them (usually by operating the regulatory process).9 And the question
is, whether privatized services should be considered as completely
private, or rather, also as public to a certain degree, and therefore as
state actions (at least, in some circumstances).

[I. Private Actions as State Actions According to Current
Doctrine

The Supreme Court has accepted the view that, in special
circumstances, private actions should be viewed as state actions.
However, it has applied this view very narrowly, considering most
actions as private despite clear traces of government involvement. | will
first review this approach, and then evaluate it. Considering the purpose
of the discussion, it will not be a complete review of the state action
doctrine. It is aimed only at the possible application of the doctrine to
private enterprises facing state action claims.0

8. Thii statement of the law it subject, of course, to changes originatin from state
constitutional law, Sef Pron_?Yar,d ,Shogﬁm%_ tr. v. Rubins, 44 %JS 4 lSI'> - setako
Jenniter Friescn, Should California’s Contiluilonal Guaranties ofIndividual Rights Apply
Against Prim t Acton?, 1/ HASTINGS CONST. L% 111 (1939)..

9. Forthe Inlerchinjeibllit of%ubUe-owners Ipand requlation, see STEPHENBREYER,
Regulation and M Reform 181-33 (1982). o _

10. The state action doctrine has long been criticized for lu Jack of clarity and
Indefinitive icoper  For broader discussions Of the doctrine, see Harold W. Horowitz
Miskeading Starch for "Stan Action”_Undir the Fourteenth Amendment 30'S, CAL. L
Rev, 208 9373; Charles L Black. Jr., The Supreme Court 1966 Term <Foreword: “State”
Action, Equal Protection, and California’s Propostion 14 81 HaRV. L REV. 69 gl%_?);
Ira Nerken. A New Dealfo r the Protection ofFourteenth Amendment Rights: Chall nglng
It Doctrinal Bas oftheClwl Rl(%htsCases nd Slate Action Theary, 17HaRV. CR-C L.
L. REV. 297 (1971); Erwin Chemerinsky, Rethinking State Action, 80 Nw. U. L. REV. 603
g1985); Laurence' H. Tribe, Refqcusing the “State action™ Inquiry: Separating

taté Acn from State Act_oH In Constitutional Choices (198 ? see also, Barbara
Rook Snyder, Private Motivation, Stole Action and the Allocation of Responsibiliy for
Fourteenth Amendment Violations, 73 CORNELL L REV. 1053 (1990), and the list of arficles
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A. Easy Cases ofSlate Action

1. Coercion and Authorization

There are some obvious cases of state action, i.e., when private
activity is coerced by law or specifically authorized by an official
exercising statutory authority. In these examples, the private action
derives its validity from a real state action,.and therefore is substantively
a state action. This form of state action is exemplified by the decision
INPublic Utilities Commission v. Poliak." In this case, the proceed-
ings followed a decision of a street railway company operating in the
District of Columbia to amplify radio programs in its streetcars and
buses, allegedly depriving passengers of liberty without due process of
law.L The Court was willing to discuss this state action complaint
because the relevant state authority - the Public Utilities Commission of
the District of Columbia - investigated the decision of the company and
approved it." From the Court’s perspective, it was important that the
official approval was explicit and addressed the current complaint. 4
InJackson V. M etropolitan Edison Co.'s the Court did not deem suffi-
cient an implicit authorization.16 This case addressed a consumer's
complaint that her electric services were terminated without affording
for a hearing, and therefore allegedly without due process of law.T7
The company's right to terminate sevices for nonpayment appeared in
its general tariff filed with the Public Utility Commission, and was
never disapproved."  However, the implicit authorization was not
considered a sound basis for a state action claim.1L

However, the obvious case of a specific authorization is not the
right prototype for the current discussion. Privatization initiatives arc

compiled there In note. For a general lurvey of the current docrine, see LAURENCE H.
Trike, Averican Constitutional Law 1688-1720 (chapter 18) (2d cd. 1988)

11 343.US. 451 (1952),

R idd
ﬁ' Ac'corém? 0 the Court: “We rely particularly upon the fact that that agency,

Pursuant to protests against the radio program, ordered an Investigation of it and, after
ormal public hearings, ordered its mvestl(]]atlon dismissed on the ground that the public
safety, comfort and convenience were not Tmpaired thereby." id. af'462.

15, 419 U.S. 345 (1974).

16. 1d. at 354,

17. 1d. at 347-48.

18 1d. at 355.

19. Id. at 354-57.
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company] operates a public utility on the streets of the District of
Columbia."™

The significant curtailment of the public function theory started in
the seventies, when Justice Renquist ruled that it is limited to activities
traditionally and exclusively identified with the state,” a reservation
first introduced in Jackson?* As mentioned before, thi case addressed
electricity services, and the plaintiff contended that their supply should
be regarded as fulfilment of a public function.” The contention was
flatly rejected by Justice Renquist, who wrote for the majority. In his
view, a state action may be found only when the function operated is
one that was "traditionally the exclusive prerogative of the state,'04 or
“traditionally associated with sovereignty.'07 This narrowing theory
prevailed in later cases, although its basis was never fully explained. It
allowed a differentiation between the company-owned town and modem
activities like electricity services, but the appropriateness of this
differentiation was far from self-evident.

The Flagg Bros, case was the next to raise the public function
issue.3 Due to an unpaid debt to a warehouse, the plaintiff's property
stored there was about to be sold in accordance with a state law
authorizing satisfaction of a lien without prior recourse to the courts”
The plaintiff argued that her due process rights were infringed, the
creditor being in these circumstances a state actor « acting in the public
sphere of dispute resolution.40 Justice Rehnquist, who delivered the
opinion of the court, dismissed the public function argument once again,
He explained that "the settlement of disputes between debtors and
creditors is not traditionally an exclusive public function."4 Later in

37 1d.

33. Another line_of nanowm% interpretation of Marsh discussed in its First
Amendmem context. The application of t ?recedent to speech In shopping centers, In
Food Employees Local 390v Lo an Valley Plaza, 391 U.S. 308 (1968), Was overruled in
Elud gens t\/I LRE% 42|4 3d7 1976). c]bose n{)ht to concentrﬁt% obn tthlsll_lneofcastehs
ecalise it also entangles considerations specific to the free speech debate. However, the
dc cLljaFten%enc tor\?mft?ﬁe signi mnce%f Mars% IS a[so e\Pgent here. Fora\(’ﬁscussmn
ofthe]e (ases, tee Frederick Schaugr, Hud ,\Pensv NLRB and the Probhm ofStale Action
In F|5§1t endmentAdJud|caUOn 61 MINN. L. Rev. 433 (1977).

33 Id. at 332.
30. |d. at 333.

37.1d.

38 4dSGaUS 149,
40 ld. it 137
41 1d. at 161
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the opinion. Justice Rehnquist made it clear that the current doctrine
does not apply even to "a number of state and municipal functions. ..
which have been administered with a greater degree of exclusivity by
states and municipalities than has the function of so-called 'dispute
resolution. Among these are such functions as education, fire and
police protection, and tax collection."4L Not even police protection!
However, in regard to these relatively exclusive functions, words of
reservation were added: "we express no view as to the extent, if any, to
which a city or State might be free to delegate to private parties the
performance of such functions and thereby avoid the the strictures of the
Fourteenth Amendment."83 From the context, it is not clear whether
these words were meant to be confined to : ¢c.tional circumvention of
constitutional duties through the delegation of functions. However, the
narrow understanding is supported by the fact that tL,, reservation was
never mentioned again in the ChiefJustice's opinions. For example, in
Rendell-Baker V. Kohn,*4 he rejected the suggestion to apply public
function theory in regard to a school that served as a de-facto substitute
to a public school. Most of the students were both referred to it and
financed by government authorities.4L In the Court’s view, the decisive
fact was that education was not “traditionally the exclusive prerogative
of the State"4 while ignoring the reservation in Flagg Bros which
specifically addressed semi-exclusive public functions like education.4
The same can be said about Blum v. Yaretsky,4i in which the Court
denied an application of the public function theory in regard to nursing
homes attending Medicaid patients. Again, the ruling precedent was the
“traditionally the exclusive prerogative of the state" formula.Z9 A more
recent precedent is San Francisco Arts & Athletics v. United States
Olympic Committee.o Here, the state action claim concerned the
United States Olympic Committee (USOC), a corporation endowed by
law with the sole authority to represent the United States in the Olympic
Games. The USOC had refused to allow the use of the word "Olym-
pic" for a sport event organized by the petitioner as the "Gay Olympic

42 1d. at 163.

43, 463 US at 163-64,
4 437 U.S, 830 (1982).
d at 832,
46 d. at 842 {qélotmg Jackson, 419 USS. at 333),
7. 436 US.
48. 457 US. 991 (1982),

49. 1d. at 1011,

50. 483 U.S. 522 (1987).
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monopoly of local public transportation, and was operating under an
elaborate regulatory scheme.6L However, the Court was not willing to
draw a state action conclusion from these factors alone.6 This
conclusion was based upon a specific authorization of the private
decision, pursuant to an official investigation of it. poliak preceded
Burton, but later cases prove that the narrow view expressed by it
outlived Burton,

An important case subsequentto B urton WasM oose Lodge No. 107
V. Irvis.10 Here, the plaintiff was a black person discriminated against
in a private club because of his race.7L The state action claim was
based on the fact that the club got a liquor license and was regulated as
a liquor licensee.7L The license was partially exclusive in nature
(though not monoplistic in the strict sense) due to a quota system
administered in liquor licensing.7L  However, according to the
majority’s opinion, “here there is nothing approaching the symbiotic
relationship between lessor and lessee that was present in Burton.""*
The description of the relationship in 8 urton as “symbiotic” limited the
potential of this precedent. Symbiosis infers reciprocity, and therefore
IS not established even by substantial governmental involvement,

There may be good reasons for the denial of a state action claim
in the circumstances of M oose Lodge.7 The background of the case
was a relatively standard scheme of licensing. It would be exaggerated
to argue that in the modem administrative state almost every licensee
Is a state actor. However, the question remains whether, and in what
sense, reciprocity should be part of the test, i.e., is it essential that the
government will have a pecuniary interest in the private action, as in
Burton?

Later, the narrow application of Burton was not limited to such
relatively standard licensing situations as the one discussed in M oose
Lodge. Jackson7i IS a representative example. Here, a much deeper
governmental involvement with the private actor was still short of state

at461
708, 18 (1972)
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action.77 As previously noted, the Court declined to acknowledge the
provision of electricity services as state action under the public function
theory.7L But, this was not the only line of argument. Under the
circumstances of the case, the petitioner based her argument also on
other factors: extensive regulation and the monopolistic status of the
utility. @ These were the same factors discussed in M oose Lodge, but
more intensified - heavy regulation (rather than standard regulation) and
a clearer monopolistic status. However, the majority of the Court still
thought that this was insufficient to constitute state action:

All the petitioner’s arguments taken together show no more than that
[the utility) was a heavily regulated, privately owned utility, enjoying
at least a partial monopoly in the providing of electrical service
within its territory . ... Under our decision this is not sufficient to
connect the State of Pennsylvania with the respondent’s action so as
to make the latter’s conduct attributable to (he State for purposes of
the Fourteenth Amendment.10

b. Financial Supportand Financial Dependence

The licensing and regulation cases discussed previously lacked a
trait that had significant influence on the Burton decision - the
pecuniary aspect. It is therefore important to evaluate to what extent a
financial relationship with the government may have bearing on the
willingness of the Court to recognize state action. It was already noted
that the Court invalidated subsidies to racist organizations.1l However,
it seems that these precedents were confined to ex-gratia government
support, excluding payments for services the government buys from
private entities. The latter did not suffice the Court when applying the
nexus test.

This distinction was drawn by two later cases decided on the same
day, Blum'2 and Rendell-Baket,3 In Blum, the plaintiffs were resi-
dents of private nursing homes that were paid by the government, via
Medicaid benefits, for the plaintiffs' treatment”  The plaintiffs
challenged the decisions of the institutions' doctors reassessing the level

81. See sugra notei 20-23 and accompanying text.
82. 457 U

83. 457 US. 830

84. Blum, 457 U.S. at 993,
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context, the initiatives of privatization in the corrections system may
serve as a representative example. 1L

The state action doctrine, as it has been shaped in the majority
decisions of the Supreme Court, docs not constitute a sound enough
basis for arguments of state action in regard to privatized services.
Generally speaking, both the public function theory and the nexus
theory seem applicable. However, they were fatally impaired. From the
perspective of the public function theory, most of these services were
not “traditionally and exclusively" reserved to the state. After all, the
concept of a state that supplies services like education and health is a
modem one. From the perspective of the nexus theory, privatization
will usually not result in a financially symbiotic relationship between the
state and the private actor. The government will probably license and
regulate it and even buy its services, but not gain a pecuniary profit (as
INBurton)'04

Are the results of the current doctrine satisfactory? | venture to
say that they are not. What this means is that once services are
privatized, the citizens who are in need of them (for example, Medicaid
residents) or subjected to them (prisoners or troubled children attending
special schools) may be stripped of the constitutional guarantees
awarded to them before by not being entitled to due process and by
being treated in a discriminatory way (in the absence of a specific
statutory or regulatory limitations).

It is probable that the deficiencies in the current doctrine will be
less likely to circumvent constitutional rights in the context of privatiza-
tion of corrections. Confinement of prisoners is part of the enforcement
of criminal law, which is a traditional characteristic of sovereignty.1b

Contracting Out For What? With \Whom?,46 PUB, Admin. Rev. 332 (1986). For statistics
of prvaiiudon of public services in the United States, see ES. Savas, Privatization and
Prisons, 40 Vand. L. REV. 839, 890- 93{ 987r)
103. Fora$S mposmm dedicated to the privatization of prisons, see 40 Vand. L. REV.
813- 110244 (é889L)J number 4).
105. For a |scu33|0n of the state action doctrine in the context of anatlzanon of
Brlsons see Susan L K ?, ht Implications of Prison Privatization on tht Conaluct of
risoner Litigation Undef 42 U .SC. Section 198] 40 VAND. L REV 867 (1987); Ira P.
Robbins, Privatization of Prisons: An Analyss of the State Action Requirement of the
Fourteenth Amendmentand42 U SC. Section 1983 20CONN L Rev 83 (1988) Harold
1, Sullivan, Prvatization of Corrections and the, Congtitutional Rights ofPrisoners, FED.
Probattion 36 (1989): Charles W, Thomas it Linda S. Calvert Hanson, The Implications
&Béé%)USC Section 1983for tht Privatization ofPrisons, 16 FLa. St. U. L. Rev. 933

—J>
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In west v. Atkins, 16 the Supreme Court accepted a state action claim
in regard to (he actions of a private physician under a contract with the
state to provide medical services for inmates at a state prison (a "mini
privatization"). The case for the state action claim in regard to a
broader policy of privatization in the correction system is supported also
by the decision of die Texas District Court in medina v. 0 'Neill.'0l
In this case, inmates attacked the practices of a privately run facility for
confinement of illegal immigrants. The Court accepted the state action
claim, staring (hat both immigration and detention arc powers "tradition-

ally and exclusively” reserved to the state. 10 .
In practice, the results of the present doctrine are more likely to

threaten constitutional norms already established in social services. Let
us consider the example of the celebrated due process rights of welfare
recipients as recognized in Goldberg v. Kelly.'09 Should these rights
disappear if the operation of the welfare process is administered by a
private agency having a contract with the state? The intensiveness of
official supervision of the private agency may have some influence, but
not necessarily, taking into consideration the low significance attributed
by the court to intensive regulation. Moreover, it seems that the form
of supervision is not the right test. Should constitutional guarantees
depend on the details of the contract? It is important to emphasize that
the question of privatization of social services is not limited to
circumstances in which the state is motivated by an illegal motive (to
evade constitutional duties, as in the case of Evans v. Newton)."0
Putting aside the problematic question of the significance of motive in
constitutional law,I' it is possible to accept the economic reasons for
the privatization of welfare services (by contracting them out), and still
recognize the importance of safeguarding the due process rights of
welfare recipients.

The case for the present doctrine (as applied by the court) is based
on the interest of preserving freedom in the private domain, the basic
idea underlying the civil Rights Casesl2 (as well as federalism
concerns). Looked at more closely, however, the argument regarding

42(1988
10252(1984

54 (1970). The argument In ghe text It valid even when the curtailment
athe 1V€\Jl% {. Eldnidge, 424 U.S. 319 (1976), is liken'into consideration.
.0 ntr%ver lal issue, tee Washington v. Davis, 426 U.S. 229 (1976),
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for editorials as an infringement of the First Amendment.22 The
Court had to confront the claim that policies of broadcast licensees are
stale actions.283 The Court dismissed the claim.24 Formally, it
involved a narrow application of the "symbiotic relationship” test of the
Burton decision.Zll However, substantively, it declined to recognize
state action because it was aware of the vital independence of the
media. 24 Viewing the same question from the public function
perspective, it is possible to support the decision by recognizing that in
the United States editorializing is certainly not a function of the state.

V. A State action Doctrine for an ace of Privatization

The current challenge is how to update the state action doctrine in
a way that preserves the distinction between state and private actions
and is still capable of recognizing new forms of activity in the public
sphere.  This is not an argument against the basic premise of the
American Constitution that the government carries a special burden of
Constitutional duties, which is not applicable to private actors.27 It
Is an argument against the premise that the definitions of government
action can be detached from the changes in real life.

Having mentioned Brown, 2L | will try to explain the constitu-
tional challenge posed by privatization in regard to alternative methods
to fulfill the responsibility of the state for the education of children.
Usually, the states guarantee basic education by the operation of public
schools. In these circumstances, the schools are owned by public
authorities (the "state"), and there is no doubt as to their constitutional
accountability. Let us assume that as an alternative method of operation
(for economic reasons), the state chooses to close its public schools and
pay for the services of privately-owned institutions (by financing the
enrollment of students). Now, the question is whether there should be
a difference in the scope of the constitutional rights of the students in
these two modes of operation. Even if private schools participating in

§4412 US. at 12].
ction in Amencan law ami its curtallmentb <elc

127 For the publlc I_Fnate (i eican lw ani,

J. HORMriZ, THE  TRANSFORVATION OF
206 089982 )._The fature of the distinction was_ discussed InaSymposmm published in
L REV. 1289-1609 (1982) (Number 6).

128, 347 U.S. 483,
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privatization projects are not likely to adopt racist policies,1there arc
still other constitutional concerns, i.e., what will be the scope of First
Amendment rights of the students (regarding both freedom of speech
and freedom of religion); will they have due process rights? Obviously,
the total disappearance of the public schools system is not likely to
happen.13 However, similar changes do and will happen, even in the
field of education. B Although education for the average child is still
administered by the public schools system, significant numbers of
troubled children arc now educated in private institutions, financed and
supervised by the state (as in Rendell-Baker).™  These children
should not have lesser constitutional rights while in school, simply
because the government chooses not to form a special school for them.
InRendell-Baker, the Court could avoid the question of the rights of the
enrolled students, because the petitioners were employees of the
institution.I3 However, it did not form a theory of state action that
is capable of di.ringuishing between the two. In the same year, in
Milonas V. Williams,™ The Court of Appeals of the Tenth Circuit
recognized the existence of state action, in a case similar to
Rendell-Baker, in all respects, except that the plaintiffs were students
claiming infringments of their constitutional rights (refering to use of a
polygraph machine, monitoring and censoring mail, use of isolation
rooms and use of excessive physical force).1d The circuit court
explained that ther endell-B aker decision was not ruling, because of the
difference in the identity of the plaintiffs.134 For reasons already
given, the recognition of a state action in the above circumstances was
justified.  However, it is doubtful, whether it is founded on the
precedents of the Supreme Court.

129, Title IV of (he Gvil Rights Act of 1964 prohibits racial discrimination in any
program receiving feceral assistance.

130. A pathologic example ofa decision to close all publlc schools was discussed in
Griffin v. County Sthoo| Board, 377 U.S. 218 (1 ?646) FhIS famous case, all public
schools In Princé Edward County, Virginia, were closéd for ouryears In order to‘avoid
desegregation. Here, the racist motive of the “privatization” policy was clear, and the

Supreme Court overruleg it on equal protection grounds
131 For privatization exFerlments In the public education system, see Tulle_Huston

Vallarelll, Stale Constitutional Restraints on the the Privatiiation of Education, 72 B.U.

V, 381 (1992).
132457 U 830,

133 1d. at &6,
134 %91 F.2d 931 (IOthClr. 1982),
136 ld. at 940
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application. In particular, it is limited to old notions regarding the
functions of the state. In an age of privatization, the consequences of
these limitations may be the inadequate protection of constitutional
rights in operation of state services and activities, administered by or
with the cooperation of private bodies. It is suggested that the
application of the current doctrine be updated by developing the theories
already ingrained in it. More specifically, it is suggested that a
seemingly "private" activity should be considered as a state action if: (i)
it is public in nature (according to present understanding of the
responsibilities of the state); and (ii) the state refrains from operating an
equivalent service (and thereby renders citizens to be dependent on the
public services supplied by the private entities). This two-prong test is
capable of securing constitutional standards in services the state chooses
to contract out, without infringing upon the liberties of voluntary
organizations operating community services independent of the state.
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Introduction

It is widely acknowledged that states compete for corporate
charters.1 Any state which induces a significant number of businesses

t Assoglat Professor of Lav/, University of Arkansas School of Law: J.D, 13%4
University of Arkansas School of Law, Many of the citations in this article were added by
the editors of the SVRACUSE Law Review In an attempt to conform with the The Blugtaook
A Uniform System of Cilaiion (Fifteenth Edition). .

| Professor William Cary is credited with initiating much of the current debate over
the competition for corporate charters. See William Cary, Corporate Law ang Federalism:
Reflections Upon Delaware, 83 YALEL ). 663 F1974z. ary argued that mocem corporate
law trenas reflect a "movement toward the feast Commdn denominator.” 1d. at 663.
According to CarK, Delaware, motivated by a desire to increase stale revenues, adopts rules
which appeal to the self-interests of corporate directors who ?enerally make the decision of
where 10" incorporate. 1d. at 668. Other states, aware_of the potential 1oss of future
_re}/en%estlfthﬁY fail to respond, are pressured to adopt'similarly biased legislation. See
infra Section II1.

Even those who disagree with this vision of corporate law, however, generally concede
that there is a real competition among the slates. See e_%l_EHerzeI & Richman, Delawarg's
Preeminence by Design, in R, BaLOTTI & J. FINKIESTEIN, THE DELAWARE Law OF
Cortorationsan, Business Organizations Ix ?Supp. 1989); Ronerta Romano. The State
Competition Debate in Corporate Law, 8 ZOL Rev. 709 (1987); Peter Dodd &
Richard Lcftwich, The Marketfor Cor%orate Charters: “Unhealthy Competition “ versus
Federal Regulation, 53 J. BUS. 259 (1980).
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Purpose of Study

Chapter |1

Introduction

The Legislative Audit Committee is required, by House Bill 100
of the 51st Legislature, to review and report on transfers made
from personal services to any other expenditure category. The
purpose of the review is to determine and report the long-term
budget impacts of such transfers. HB 100 of the 51st Legislative
Session contained language on transfers of personal services
funds. This language is paraphrased below:

No funds appropriated for personal services or indicated in
legislative intent as having been appropriated for personal
services may be expended under any other category.
Except, an agency may request a transfer of funds from the
approving authority if it is based on documented cost
savings.

In addition, if an agency is unable to recruit and hire
professional positions funded in the appropriation, funds
appropriated for personal services may be used to fund an
agreement or contract to provide services that are identical
to those services performed by an authorized position. The
amount used for the agreement or contract may not be more
than the amount authorized for the position less any
vacancy savings requirement. The agency director shall
certify that the agency is unable to fill the position and that
the services performed by that position are necessary.

— The approving authority shall submit its analysis of the
documented cost savings to the Legislative Auditor. Wages
and fringe benefits must be separately documented from
other cost savings. The Legislative Audit Committee shall
review the approving authority’s analysis and report to the
52nd Legislature on potential long-term budget impacts.

The approving authority for executive branch agencies is the
Office of Budget and Program Planning (OBPP). OBPP issued
Management Memo 2-90-1 which discusses transfers from per-
sonal services to other categories and the required documen-
tation for making transfers. Executive Branch agencies are
required to provide OBPP with information on salaries, benefits,
and operating expenses associated with all transfers from
personal services. We received transfer information from OBPP
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Introduction

throughout the last year. We received transfer documentation
after the transfers were approved by OBPP. We received no
transfer information from other approving authorities (Supreme
Court, legislative committees, and Board of Regents).

State Payments Tor Contracting for services is a common method for state agencies

Contracts For Services to accomplish goals. Some of the transfers discussed above
increase expenditures for contracts with private vendors. In
fiscal year 1989-90, state agencies spent almost $195 million on
contracts for services with vendors outside of state government.
Approximately $134 million of these contracts were Department
of Highways contracts for road construction. State agencies also
spent $18.5 million on services from other state agencies.

The following table lists expenditures on contracts for state
agencies which made transfers with long-term impact. The
amounts shown are all contracts for services with private
vendors, and do not include services from other state agencies.

Table 1

BExpenditures on Contracts for Services
with Private Vendors
For Fiscal Year 1939-90

Agencv Expenditure
Department of Administration *4,284,422
Deportment of Commerce 6,634,757

of Institutions 2,233,190
I Developmental Center 119,167

Department of Social and Rehabilitation Services 8.122,192

Source:  Compiled by the Office of the Legislative Auditor from
the Statewide Budgeting and Accounting System.
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Temporary Transfers

We reviewed each transfer and determined whether it had a
long-term budget impact. Some transfers were made to alleviate
a temporary problem; for example, hiring a temporary employee
to fill in for an ill employee. We performed a limited review of
temporary transfers because there is no long-term budget
impact. We mention them here for informational purposes only.

The Department of Fish, Wildlife and Parks transferred
$46,825 to contracted services for a study of the Little
Missouri River Basin Water Reservation study. The depart-
ment granted the money to MSU's Cooperative Fisheries
Unit. This eliminated the need for 1.5 temporary FTE and
achieved a cost savings of approximately $7,500. Since this
was for a single study, there is no long-term budget impact.

The Department of Natural Resources and Conservation
transferred $477 to contracted services to hire a work study
student during the extended absence of an employee. The
department estimated a one-time cost savings of $1,257.

— The Department of Revenue transferred funds to contract
with the private sector for mail handling during receipt of
income tax returns. The department estimates fiscal year
1989-90 savings at $1,170. The department will contract
with the private sector in future years only if favorable bids
are received.
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Chapter 111

Transfers with Long-Term Impact

There are several different types of transfers an agency can
make. Transfers to contracted services can involve contracting a
service with the private sector or with another state agency or
state program. Some contracts with private sector businesses
were necessary because the state agency was unable to fill a
position with a qualified applicant. Agencies have also trans-
ferred personal services funds to equipment. Cost savings occur
because updated equipment can increase efficiency and lower
FTE requirements.

We projected costs for future years using a 2.5 percent infla-
tionary factor. We used 2.5 percent because it was the amount
of increase provided to state employees in the past two fiscal
years and personal services are the major share of costs for
services reviewed. We also used a 2.5 percent inflationary
increase for contract costs, unless the contract was established
for the entire period (i.e., fiscal years 1990-91, 1991-92 and
1992-93).

This chapter details agency transfers which impacted expendi-
tures in this biennium and should impact budgets for the next
biennium.

The Department of Administration contracted with the private
sector for janitorial, security, and data entry services.

The department contracted all janitorial services as of July 1,
1989. The department estimates actual savings of approximately
$120,000 for fiscal year 1989-90. Contracts for years with
legislative sessions will generally have less cost savings, so the
contracts for fiscal year 1990-91 were more expensive than pre-
vious contracts. We projected cost savings from contracting
janitorial services of $92,102, $97,644, and $98,500 for fiscal
years 1990-91, 1991-92, and 1992-93, respectively.
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Transfers with Long-Term Impact

Security Services

Data Entry Services

The department contracted for capitol security services as of
November 1, 1990. The department entered into a three-year
contract with a private vendor. As a result, costs should stay the
same over the three-year period. We projected cost savings of
$31,546, $49,454, and $56,891 for fiscal years 1990-91, 1991-
92, and 1992-93, respectively. The first year of the contract is
only a partial year; therefore, first year cost savings are lower.
According to department officials, the actual costs of the con-
tract will be $3,000 less than expected due to negotiations with
the contractor.

The department contracted for data entry services as of Octo-
ber 12, 1990. The department entered into a three-year contract
with a private vendor at aset rate. Contract costs should remain
steady over the three-year period. We projected cost savings
from contracting at approximately $100,000 less over the three-
year period than the department’s projections because we
believe the department will realize the $100,000 in cost savings
from lower keystroke volumes rather than from contracting.
Keystroke volumes are lower because state agencies are now
keying in their own payroll and accounting data. We projected
the department’s total cost savings (from contracting and from
lower volume) at $72,831, $103,659, and $110,374 for fiscal
years 1990-91, 1991-92, and 1992-93, respectively. The first
year of the contract is only a partial year; therefore, first year
cost savings arc lower.

In addition to analysis required by HB 100, we completed legis-
lative requests for specific information on each of DofA’s
requests for transfers. Information gathered for legislative
requests varied depending on information requested by legisla-
tors. Copies of request information are available from the
Office of the Legislative Auditor.
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Chapter HI

Transfers with Long-Term Impact

The Department of Commerce contracted for services for var-
ious functions within the department.

The bureau eliminated a full-time position and contracted for
temporary services during peak season for issuing licenses. The
bureau determined a full-time permanent position was no longer
needed. We projected the department’s cost savings for Weights
and Measures at $29,674, $30,416, and $31,176 for fiscal years
1990-91, 1991-92 and 1992-93, respectively.

The authority was relocated to the Board of Investments in June
of 1989. The relocation allowed the authority to eliminate two
FTE and receive administrative support and professional consul-
tation from board staff. In September of 1990 the Board of
Investments requested and was granted an additional FTE, par-
tially because of work related to the authority. The authority
will pay for one-half of the new position. As aresult, the
department’s overall cost savings through relocating the author-
ity will not be as high as projected initially. We projected the
department's cost savings at $24,324, $20,99{, and $21,575 for
fiscal years 1990-91, 1991-92 and 1992-93, respectively. Cost
savings go down in fiscal year 1990-91 because the authority
will then be paying for a full year’s costs for the new position at
Board of Investments.

The department had an economist position which had been
vacant since 1989. The department chose to contract for eco-
nomic analysis rather than hire for the position because of
current needs for several economic studies. The department
determined the change will be permanent. Assuming the posi-
tion had been filled and subsequently privatized, we projected
cost savings for the department of $10,008, $10,253, and
$10,514 for fiscal years 1990-91, 1991-92 and 1992-93,
respectively.
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Department of Family

Services, Pine Hills
School

Department of
Institutions, Montana
Developmental Center

Department of Social
and Rehabilitation
Services

Page 8

The Department of Family Services, Pine Hills School, con-
tracted with a private chemical dependency service to provide
treatment for residents at Pine Hills School. Treatment was
previously provided by astate employed counselor. The con-
tract will provide a wider range of services and resources.
Projected cost savings are $2,050, $2,101, and $2,153 for fiscal
years 1990-91, 1991-92 and 1992-93, respectively.

The Department of Institutions, Montana Developmental Center,
purchased a new food service system to meet Department of
Health and federal Health Care Financing Administration
standards. The new system requires less manpower and less
weekend work for food preparation. The department eliminated
10 FTE as adirect result of the new system. In addition,
habilitation staff now are able to devote more time to habi-
tation training rather than serving food. In addition to cost
savings from personal services, department officials believe cost
savings will be achieved through less food waste and food sav-
ings, however the system has not been in place long enough to
estimate food cost savings yet. Projected cost savings are
$168,062, $172,687 and $182,160 for fiscal years 1990-91, 1991-
92 and 1992-93, respectively.

The Department of Social and Rehabilitation Services eliminated
aclerical position and purchased word processing equipment for
qguality control field staff. The clerical position would have
involved several part time positions to provide assistance to field
staff. Prior to this change quality control field staff were hand
writing correspondence. The equipment purchase was a one
time expense; therefore, there were no cost savings in fiscal year
1989-90. Projected cost savings are $16,462, $16,874, and
$17,296 for fiscal years 1990-91, 1991-92 and 1992-93,
respectively.



OBPP Budget Process

Chapter HI
Transfers with Long-Term Impact

OBPP officials indicated the Executive Budget for fiscal years
1991-92 and 1992-93 will contain recommendations for

decreases in agency budgets where agencies indicated there will
be long-term impact.

Page 9



Summaiy

Chapter 1V

Summary

We projected cost savings for each agency based on actual costs
for fiscal year 1989-90. We added an inflationary factor of 2.5
percent to all state costs, and to contract costs if contracts were
not in place through 1992-93. We also determined which funds
cost savings will affect. OBPP officials indicate the Executive
Budget will include recommendations for decreases in agency
budgets for agencies achieving cost savings.

The following table summarizes total projected cost savings and
funds affected, by agency, by project.
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Table 2

TotBl Projected Cost
Personal Services Transfers
For Fiscal Years 1990-91, 1991-92, and 1992-93

FY FY FY
Acencv/Program Fund 199091 1991-92 1992-93
Department of Adninistration
Janrtorial Proprietary* 592,102 597,644 5 98,500
Security Proprietary* 31,546 49,44 56,891
Data Entry** Proprietory* 72,031 103,659 110,374
Department of Commerce
Weights & Measures Gereral S 29,674 5 30,416 531,176
Health Facilities Proprietary 24,324 20,991 21,575
Research £ information Gereral 10,008 10,258 10,514
Department of Family Services State ial
Pine Hills School Y RevenueSOeC 5 2,000 5 2,101 5 2,153
Deportment of Institutions
MT Developmental Center Cereral 5168,062 5172,687 5182,160
of Social ad 50X CGeneral

ilitation Services 50X Federal 5 16.462 5 16.874 5 17.2%

Total For AIl Agencies 5447.059 5504.084 5530.639

«State agencies p»y for janitorial and security services through rental assessments. Actual cost savings
may affect various agencies and fuxds. Data entry fees are assessed 10 agencies using services by the

eelncludes totals from contracting and from loner keystroke volure.
Source:  Compiled by the Office of the legislative Auditor
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COST SAVINGS FROM PRIVATIZATION:
A Compilation of Study Findings

by
John Hilke

EXECUTIVE SUMMARY

Opponents of privatization and other methods of increasing competition in government-financed
services frequently claim that privatization/competition rarely results in cost savings for
government or society at large. In fact, some argue that privatization increases costs to the

taxpayer .

These claims are refuted by a substantial body of research that has documented significant
savings from privatization/competition. More than 100 studies over the course of the last 20
years have demonstrated privatization/competition cost savings iIn service areas from airport
operation to weather forecasting.

The wide variety of reasons for the cost savings include, for example: 1) better management
techniques; 2) better and more productive equipment; 3) greater incentives to innovate; 4)
incentive pay structures; 5) more efficient deployment of workers; 6) greater use of part-time
and temporary employees; 7) utilization of comparative-cost information; and 8) more work
scheduled for off-peak hours. All these benefits stem primarily from the introduction of
competition into the bidding process to perform the service.

Insulated from competition, most government units have lower incentives to- or are even
prohibited from- adopting the productivity-increasing techniques of private firms. When
government units compete against private bidders to provide a service, cost savings are
significant regardless of who wins the contract because the government unit typically responds

by cutting its costs greatly.

The following service-by-service table faa compilation of cost studies that compare the costs of
in-house (sole-source) government agencies versus alternative- and mostly private-sector
providers. Itisderived from my book, Competition in Government Financed Services, published
by Quorum Books in 1992. The over 100 independent studies typically found cost reductions of
20 percent to 50 percent that resulted from privatization and, more importantly, increased
competition.
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Privatization Cost Savings %

INTRODUCTION

This table updates and expands an earlier 1982 compilation of studies on the effect of competition on
the costs of government services.l It references over one hundred independent studies of increased
competition in specific government services and the cost discrepancies observed. Studies that col lected
guantitative results usually demonstrated cost savings of 20 percent to 50 percent as a result of
increased competition.

The primary method of increasing competition is contracting out public services to private firms.
However, this is not the only method of increasing competition examined in the studies presented in
the table. Findings from two other methods of increasing competition are also detailed.

One alternative is allowing management and workers of the in-house government unit to bid against
private firms. The other method is termed intergovernmental contracting and refers to agreements
between two or more government jurisdictions to purchase service from another government.
Competition takes place between in-house units in all the jurisdictions that might contract with each

other.

RESEARCH FINDINGS

UPDATED COST SAVINGS RESEARCH FINDINGS

.- Arranged Alphabetically: by Service Category .. o
1 SOURCE COMPARISON FINDINGS
t: 'AIfICINE OPERATION AND AIRPLANE MAINTENANCE. . . ''1
Savas 1987 In-House versus contract Contract maintenance reduced costs by 13% while
maintenance support for air improving availability of parts and planes. Cost
force bases. savings were primarily attributable to use of 25%

fewer personnel by contractors.

Davies 1971, 1977 Australia/sole private airline  Efficiency indices of private airline were 12% to

versus its lone public 100% higher.
counterpart.
Domberger and Survey article dealing with Concludes that private firms are generally more
Piggott 1986 many services. Focus on efficient, unless the public firms are faced with
Australian Airlines. equivalent competition.

Reprinted with permission of Greenwood Publishing Group, Inc., Westport, Conn., from John Hilkc's ¢ om petition in
Government-Financed Services, Copyright (c) 1992.
2
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Privatization Cost Savings (Cojitinued)

SOURCE COMPARISON FINDINGS
2:.AIRPORTS - $ j
Auditor General of  Tax-supported Canadian Airports subject to capital market discipline are
Canada 1985 airport operations versus much more efficient. Work-year requirements are
comparable U.S. airport 30% to 40% lower. Canadian government workers

authorities that must borrow  have inflexible work assignments and procedures.

in capital markets to finance  Canadian airports are overbuilt and neglect many

their facilities. commercial opportunities. Fail to monitor trends in
operating costs. Overall savings rate is 40%.

Moore 1987 In-house versus contract air-  Government pricing policies for landing rights and
traffic control. other airport services lead to inefficient congestion

and inability to finance expansion of facilities.
Roth 1987 Government-managed versus  Government pricing policies for landing rights and
private-managed airports. other airport services lead to inefficient congestion

and inability to finance expansion of facilities.
P e R,
1 3% ALL SERVICES T va ’ \
Deacon 1979 In-house versus Intergovernmental contracting saved 14% relative
intergovernmental production to in-house production.
of all services.

David 1987 In-house versus private Surveyed local administrators reported that cost
contracted services. savings were achieved in 98% of contracting
efforts. The range of operating-cost savings was
large: 10% reported more than 40% savings. The
weighted average cost saving was 19%.

Savas 1987 Los Angeles county in-house  Cost of contracted services r /eraged 30% less than
services versus contracted in-house services.
services from 1979 to 1984.

Moore 1987 In-house versus contract in Contracting has 30% lower costs.
Mirada, California.

4., ASSESSING PROPERTY TAX.(liii,vicir)t.idniinistahKji<)- also sec Payroll;n | R'|(scfyice, '

;e dlrFiiv.2ti > "V | 'mm e N e V- " [

Stocker 1973 In-house versus private Private assessments provided 50% cost savings and.
contractors in Ohio. were found to be m~-e accurate.
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SOURCE
5. BANKS
Davies 1982

Cost Savinzs

Privatization Cost Savings (Continued)

1GS -v;:

Arranged Alphabetically by Service .Category-" Vo

COMPARISON
it

Australia/one public versus
one private bank.

FINDINGS

Sign and magnitude of all indices of productivity,
responsiveness to risk, and profitability favor
private banks.

6. -BUS SERVICE «lJtiities) also see Electfic Utilities, anil Water Utilities (service categories 10 and 43). :

Morlok and Moselty
1986

Morlok and Viton
1985

Oelert 1976

Walters 1987

Perry and Babitsky
1986

Prommerehne and
Schneider 1985

Talley and Anderson
1986

Teal, Guiliano, and
Morlok 1986

Rice Center 1985

Municipal in-house agency
versus competitive contracts.

Municipal in-house agency
versus contracts awarded in
competitive bidding versus
noncompetitive contracts.

Municipal in-house versus
private bus service in W.
Germany.

Municipal in-house versus
private bus service in various
cities.

Private versus cost-plus
contract versus municipal in-
house versus regional in-
house authority bus
operators.

In-house versus private firms
in West Germany.

In-house motor bus versus
contracted dial-a-ride service.

In-house versus competitive
contract operators.

In-house versus contract
express commuter services.

Contract winners supplied services at28% lower
costs.

Contract providers had cost 50% to 60% lower
than municipal agencies they replaced.
Noncompetitive contracts were similar to municipal
agency costs.

Public bus services have 160% higher costs per
kilometer than private equivalents.

Private bus services typically charge similar prices,
but have 50% to 65% lower costs.

Private operators are significantly more efficient.

Cost-plus contractors and municipal bus lines are

less efficient. Inefficient private operators are sold
to government.

Private costs were 60% lower than public costs for
commercial bus operations.

Substituting dial-a-ride for scheduled service
decreased costs by reducing overtime and idle time
and utilizing less costly vehicles. It also reduced
costs indirectly by encouraging competition with
traditional services of the agency.

Competitive contract operations provided cost
savings from 10% to 50% (larger fleets). Cost
savings are due both to less overhead/greater
productivity and lower wages. ,

Contract operators have 30% to 60% lower costs.
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Privatization Cost Savings (Continued)

" Arranged Alphabetically by Serv~re Category

SOURCE COMPARISON FINDINGS
Bennett and Johnson  In-house versus privately Government 200% more costly per dollar of debt
1980 contracted equivalent pursued.

Services.

11 0. ELECTRIC- UTIL-ITIES (Utilities) afso see Bus.Services.and'Water.Utilities (service categories sVant] -43)
Bennett and In-house federal agencies Private utility costs averaged 17% lower due
DilLorenzo 1983 versus private hydroelectric  primarily to federal overstaffing.

plants.
Heilman 1972 In-house versus electric Competition produced lower rates than regulation.

utilities that compete versus  Government production produced the lowest rates
regulated private monopolies. due to tax exemptions.

Meyer 1975 In-house versus private firms, Slightly higher costs of private production. Threat
sample of sixty to ninety of competition improved cost efficiency somewhat.
U.S. utalities.

Moore 1970 In-house versus private U.S.  Overcapitalization greater in public firms. Total
utilities. operating costs of public firms higher.

Primeaux 1975 In-house versus private U.S.  Municipal utilities facing competition have 11%
utilities. lower cost on average. Economies of scale offset

X-inefficiency at big firms.

Spann 1977 In-house versus private firms Private fims, adjusted for scale, are as or more
in Texas and Califomnia. efficient in operating cost and investment.

Atkinson and U.S. public utilities. Public Utilities are as efficient as private utilities.

Halvorsen 1986

Wallace and Junck In-house versus private firms Operating costs 40% to 75% higher in public
1970 by region of the U.S. mode. Investment iIs40% higher (per kilowatt) in
public mode.

Bellamy 1981 Monopoly versus competing  Competing utilities had 20% lower prices.

utilities.
FINANCIAL ADMINISTRATION See Assessment, Property Tax (service category 4), and Payroll and Data Processing
(service category 28).

. w ’1
>1i'FIRE PROTECTION./ y ; "%/
Anlbrandt 1973, In-house (Seattle) versus Municipal fire departments 39% to88% higher per
1974 private (Scottsdale, Arizona). capita.

Moore 1988
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Privatization Cost Savings (Continued)

FINDINGS v
I* c . Arranged Alphabetically by Service Category -
SOURCE COMPARISON FINDINGS

Hilke 1986 In-house versus varying Use of volunteers reduced firefighting costs. Cities
degrees of use of volunteers  inNew York with all-volunteer departments had
inNew York, and 62% lower costs per capita. Pennsylvania 3 all-
Pennsylvania cities (not volunteer cities saved an average of 79% per
suburbs) with populations capita. A 10% 1increase in use of volunteers
between 10,000 and 50,000.  provides a 2.8% decrease in costs.

Kristensen 1983 In-house versus major private The principal private firm provided services at 65%
provider inDenmark. lower costs. Differences in costs due to economies

of scale, lower input costs, and especially part-time
reservists and lower X-inefficiencies.

McDavid and Butler In-house versus major private Mixed fire departments averaged 33% lower costs

1984 provider in Denmark. than purely municipal departments.
Poole 1976, Private versus contract fire Switching to private contract fire fighting reduces
Smith 1983 fighting. costs by 20% to 50%.

r.12 .Forestry ;=9 - o = e. w | bt Vi e e A
Bundesregiemng In-house versus private in Annual operating revenues 45 D M peer hectare
Deutschland 1976 West Germany. higher in private forests (approximately $6 per acre).
Pfister 1976 In-house versus private in the Labor input twice as high per unit of output in

state of Baden-Wurttemberg, public as compared with private firms.
Germany.

GENERAL MAINTENANCE OF PUBLrC BUILDINGS See Cleaning Services (service category 7) and Seaurity
Services (service category 37).

03v HEALTH SERVICES, .jlositcWrsiMg Hurnes (service wMtoaory:25]] T.

Schlesing, Dorwart,  In-house versus contract Nominal ly competitive-contracting procedures

and Pulice 1986 mental health services. resulted in sole-source supply with little increase in
efficiency.

Valente and In-house supply of substance  Systematic volunteer program allowed service

Manchester 1984 abuse programs versus expansion with cost savings to the community.

volunteer-based program.
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Privatization Cost Savings (Continued)

| UPDATED COST SAVINGS RESEARCH FIImDIAIGS
“V v "Arranged-Alphabetically. by :Service;Categoryv <:

SOURCE COMPARISON

jee E R
or ey qwm

1 1'4. HIGHWAYS ¥°°
In-house (local) versus
intergovernmental provision
of street repair.

Deacon 1979

In-house versus contract
provision of asphalt overlay
and traffic light maintenance.

Stevens 1984

* *

115, HOSPITALS- e e, Rie e,

In-house Veterans
Administration (VA) versus
private.

Lindsay 1975

Investor-owned versus public
hospitals using a sample of
5,490 hospitals.

Robinson and Luft
1988

Investor-owned versus
nonfederal government

hospitals.
Investor-owned versus

nonfederal government versus
nonprofit private hospitals.

Becker and Sloan
1985

Shortell and Hughes
1988

Register and Bruning Investor-owned versus thirty-

1987 six nonfederal state and local
government owned and
operated hospitals.

Grannemann, Investor-owned versus

Brown, and Pauly nonfederal government

1986 hospitals using a national

sample of short-term

hospitals.

FINDINGS

Intergovernmental contracting saved 30%.

Contracting out was half as costly with equivalent
quality. Contractors used more experienced staff
and more equipment. Cost savings in the traffic
light maintenance averaged 36%.

V A hospitals have dw”r costs and lower quality.
Resource use isdistorted tr “ards outputs that are
easily monitored by Congn ss. Actual costs per
medically necessary hospital stay may be higher in
V' A hospitals after controlling for length of stay.

Cost increases at public hospitalswere 15% lower
than those in investor-owned hospitals from 1982 to
1986 after controlling for various demand and cost
factors.

Government hospitals had no higher costs per
admission.

No differences in quality, measured iIn death rates
between different types of hospitals.

No significant efficiency differences between types
after controlling for size and other factors that

should effect efficiency.

Investor-owned hospitals had 24% higher costs than
nonfederal government hospitals.
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Privatization Cost Savings (Continued)

UPDATED COST SAVINGS RESEARCH FINDINGS
C Arranged Alphabetically by Service Category <V

SOURCE COMPARISON FINDINGS
Noether 1987 Investor-owned versus Investor-owned hospitals are significantly more
nonprofit hospitals including  efficient once tax payments are taken into
nonfederal government consideration.

hospitals sampled from 223
metropolitan areas.

Lindsay 1976 In-house Veterans Cost per patient day less inV A hospital, unadjusted
Administration versus for type of care and quality. Less “serious™ cases
private. and longer patient stays were observed in the VA

fecilities. The VA had a higher proportion of
minority group professionals compared t

proprietary hospitals.
Benton 1979 In-house versus private home Government had 43% lower cost. No controls for
care. quality were made in the study.
Wilson and Jadlow In-house versus private in Proprietary hospitals more efficient than public
1978 1,200 U.S. hospitals hospitals.
providing nuclear medicine
Services.
Hatry 1983 In-house managements versus Experience with contract managements has varied.
contract management. Seven out of fifteen large Califoria public

hospitals signing new management contracts with
private management firms between 1973 and 1980
terminated the contracts. The hospitals noted small
savings, service problems, and the hospital 3 ability
to learn and then duplicate the cost-saving
management techniques of private contractors.

16. HOUSiING AND COMMUNITY DEVELOPMENT

Muth 1973 In-house versus private Public agencies 20% more costly per constant
construction costs in U.S. quality housing unit.
cities.
Rechnungshof In-house versus private cost ~ Public agencies 20% more costly than private
Rheinland Pfalz 1972 of supplying large public contracting.
projects inWest Germany.
Schneider and In-house versus private Public firms significantly more expensive suppliers.®
Schuppener 1971 construction in West
Germany.
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UPDATED COST SAVINGS RESEARCH FINDINGS

\v

L1 '
V. a,
SOURCE COMPARISON

In-house versus private costs
inWest Germany.

Pommerehne and
Schneider 1985

Publicly constructed versus
various privatization
altermatives.

President 3
Commission on
Privatization 1988

Government-financed
construction versus private.

Weicher 1980

117. INSURANCE CLAIMS PROCESSING

Hsiao 1978 In-house versus private.

118v" INSURANCE SALES AND SERVICING

In-house (five firms) versus

private (seventy-seven fims)
liavility and life coverage in
West Germany.

Finsinger 1981

Kennedy and Mehr
1977

U9. LAUNDRY SERVICE ®

In-house versus private in
West Germany.

private (in Alberta).

Pommerehne and
Schneider 1985

In-house (in Manitoba) versus

Arranged Alphabetically by SecvideCategory ..V

FINDINGS

Private costs were lower than public costs for
commercial services generally, 17% for
construction.

Public housing costs per unit over twenty years
total $69,863 versus $27,892 to obtain private units
through housing subsidies to individual need
families.

Government-financed construction25% more
costly. Government management is also more
costly.

| W eme.' >
Equivalent claims processing costs of private
insurers were between 15% and 26% lower. Most
of the differences were attributable to compensation
and organizational differences. Some cost difference
were attributable to efforts by public insurance
programs to control medical costs generally.

Competition between public and private firms
prompted equivalent efficiency.

Private insurance quality and service higher than
those of the public insurance with equivalent costs.

Private costs were 46% lower than public costs for
commercial services in laundry services.

10
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Privatization Cost Savings (Continued)

.; - UPDATED COST SAVIMGS RESEARCH FINDINGS
SOURCE COMPARISON FINDINGS |
PS - - - - - -
I m LEGAL.SERyjCes = * ..m ’ & !
Houlden and Balkin  Ordered assigned counsel Contract counsel had at least 50% lower costs.
1985 versus contract counsel for Contract counsel processed cases in half the time of
indigents. assigned counsel. The authors note that since fees

per hour are roughly equal, the primary difference
isdue to less attorney time per case under the
contract system. This may imply a lower quality of
service with contracts, but this does not affect the
average jail term.

| 2. LIBRARIES mm - - Vi, v/ > 1
White 1983 In-house libraries before and  After federal aid started in 1960s, productivity
after federal aid. slowed as libraries added federally sponsored

programs with lower marginal impact on output and
fewer volunteers. Total factor productivity was at
lesst 27% lower as a result.

2. - LIQUOR,STORES; . A~ bV
Simon and Simon In-house versus private. State stores have higher compensation rates, but
1987 higher sales per hour. Ifhours of operation
(quality) are considered, private stores have lower
costs.
123; MILITARY SUPPORT SERVICES . - Coe % e ddee o e ste ¥ if
Bennett and In-house versus private Average cost savings in base support services were
Dilorenzo 1983 providers of equivalent 15%.

Services.

U.S. GAO 1985b Precontract bids versus post- Most post-contract prices were in accord with bids.
contract costs for competitive Some unsatisfactory performance seen in33% of

Department of Defense the contracts. Personnel turnover and low staffing
contracts. were main problems. Contract prices increases due
largely to contract changes and Davis-Bacon wage
regulations.
U.S. GAO 1981a In-house versus contract. Savings from both higher employee productivity

and lower wages.

11
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UPDATED COST SAVINGS RESEARQH FINDINGS

; -Arranged Alpii.abetipally -by Service Category ; !

SOURCE COMPARISON

U.S. GAO 1985b Contract bids versus actual

contract experience.

124. MOTOR VEHICLE MAINTENANCE

In-house versus contract
SEervices.

Campbell 1988

In-house versus private costs
in West Germany.

Pommerehne and
Schneider 1985

Stolzenberg and Noncompetitive in-house

Berry 1985 versus competitive contract
versus competitive in-house.
25. 1"\IURSING HOMES, (nttililvstfvicrsl.tiir.o

In-house (VA) versus
contract.

Lindsay 1975

12

FINDINGS

Contract costs increased over time in95% of
sample. In 89%, increases were too small tO
eliminate the net savings from contracting.
(Contracts were rebid in35% of the cases due 1O
failures of the initdal contractor.) Main causes of
the cost increases were general wage increases,
rebidding of contracts, contract errors, or additional
requirements not originally included.

Contractor costs are 1% to 38% below municipal
costs for eguivalent or higher levels of service. In
conversions to contracting, wage levels generally
remain similar, but the number of operating and
overhead employees is reduced because of greater
productivity.

Private costs were 50% lower than public costs for
automobi le motor maintenance repairs.

Competition resulted in lower costs through large
reductions in personnel. Contracting saved
approximately 17%. The lowest costs occurred
where an in-house operator won competitive
contracts. Costs averaged over 40% lower at these
bases. Quality of maintenance was similar, but
slightly better in government operations operating
under competitive conditions. Higher government
costs came from staffing for peak-load demand,
higher government fringe benefits and difficulties in
hiring and firing.

Sc'vices (si'rvi.uf c.itcijufv V3l

Contract operated homes had 45% lower per day
costs.
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Privatization Cost Savings (Continued)

- | Arranged.Alphabetical!
COMPARISON

,26: Pacing "

Caponiti and Booher In-house versus contract

1986 parking meter and parking

restrictions enforcement.

.27 VPARKS AND-RECREATION =

Stevens 1984
turf maintenance.

Savas 1987

In-house versus contract
recreation program.

Holmes 1985

In-house versus private
fecilities operations and
programs.

Poole 1980

In-house versus contracted
profit and nonprofit
organizations.

Fixler and Poole
1987

Valente and
Manchester 1984

In-house versus contract park

Government versus privately
constructed sports fecilities.

FINDINGS

Contracting is less costly, primarily because of
lower fringe benefits and greater flexibility in
meeting staffing requirements. Productivity
(violations ticketed) improves as much as 10%,
averaging 5%.

Contract service had 28% lower costs and
equivalent quality of sendee.

Costs of privately constructed sports arenas
averaged 31 % less than those of public arenas.

Cost savings of 20% obtained by privatizing.
Savings come from more use of volunteers and
better use of employees.

Cost savings of 20% obtained by privatizing.
Savings come from more use of volunteers and

better use of employees.

Contracting al lowed maintenance of quality
recreation services, even though budgets were
reduced under California 3 Pro*:" sition 13 by as

much as 50%.

28. PAYROLL AND DATA PROCESSING- Uinoneial>d>ni»«tr!//anon|.«iiso:st;i. Asst*ssniL-Hr.- Ph»periy T.ix

- {service coltytiry 4). ;

In-house versus private
competitive contractors.

Valente and
Manchester 1984

In-house versus private
contractors.

Stevens 1984

29.- POLICE

In-house (local) versus
intergovernmental.

Deacon 1979

1- & -’ <— A— -"

13

- w
“/mmrt-t <

Contractor performed higher quality data
processing service with cost savings of 15%.

No cost differences found after accounting for
quality and other factors.

Intergovernmental contracting saved 42%.
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Privatization Cost Savings Continued)

iOURCE COMPARISON FINDINGS
Mehay 1979 In-house (local) versus Contract costs were lower due to fewer police
contract with county officers per capita. However, contract cities
(Lakewood Plan). experienced higher rates of violent and property

crime. Net effects were probably negative for
contract cities. Problem attributable to insbility of
contract cities to specify quality of service and
monitor performance.

Mehay and Gonzalez In-house monopoly versus in- Costs in counties that sell their police services to

1985 house production with other jurisdictions are estimated to be 9% t© 20%
competition to seive lower. The authors conclude that competition
additional jurisdictions. encourages police departments to keep their costs

down.
y oo _ o [ ] [ AV i

30: POSTAL SERVICE , m - - - - e kL

U.S. GAO 1982a In-house versus contracted Contracted delivery routes save up to 66% on
routes. delivery oosts.

Hanke 1985a In-house versus contracted Contractors (retail stores with postal services)
window service. provided window service at 88% lower cost than

USPS operated.

Savas 1987 In-house versus private parcel Private firms have lower rates, faster delivery,

delivery services. lower losses from damage, better tracking systems,

wider variety of services, and lower costs.

31. PRINTING

Pommerehne and In-house versus private in Private costs were 33% lower than public costs for

Schneider 1985 West Germany. commercial printing services.

32/PRISONS ViV - -4

Grant and Bast 1987 In-house versus contract Contractor prison construction costs are at lesst
fecilities and services. 45% lower than government averages. Service

contracts for prison operations are at least 35%
below average per prisoner costs in recent casts.

33. PUBLIC WELFARE ny

Poole 1980 In-house versus private Privately supplied programs operating under
variety of welfare se -vices. competitive bidding saved 20% to over 60%.

14
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Hatry 1983, Wedel,
Katz, and Weick
1979

1 34 «RAILROADS

Bennett and
DiLorenzo 1983

Caves and
Christensen 1980

CoslISgvings

Privatization Cost Savings (Continued)

COMPARISON

In-house versus private
contracting for vocational
rehabi litation, childrens
protective services, and
programs for the elderly.

In-house versus private
providers of equivalent tract
repair. Article isbased on
GAO studies.

In-house (Canadian National)

versus private (Canadian
Pacific) costs and
productivity differences.

UPDATED COST SAVINGS RESEARCH FINDINGS
Arranged Alphgbeticdi.ly by Service Category . ;e

5v
FINDINGS

Competitive contracting efforts have often devolved
into single source contracting with little evidence of
efficiency gains. Nonprofit firms are the
predominate suppliers. Improved program
characteristics are the primary objective of
contracting, but no guantifiable quality information
is available.

Private railroads repaired ties, replaced track, and
surfaced rails at least 70% more efficiently.

No current productivity differences. The public
Tirm substantially increased its efficiency after
competition increased in 1965.

. : i
135 REFUSE C".OLLECTION.(Sdtitiaiioii ollnir thin Siiwef.ind oiso<ie Strogi  j/iilij ;wyicr-  cybsy. 4W. el

Collins and Downes
1977

Savas 1974,
1977a,b, 1980;
Stevens and Savas
1978; Edwards and
Stevens 1979

Stevens 1984

Hirsch 1965

Kemper and Quigley
1976

In-house versus private
contracting-out in St. Louis
area.

In-house versus private
monopoly franchise versus
private nonfranchise firms.

In-house versus competitive
contract.

In-house (St. Louis City-
County area) versus private
fims.

In-house versus private
monopoly contract versus
private nonfranchise versus
municipal firms in
Connecticut.

15

No significant cost differences. Private firms lost
density economies because several firms served the
same areas. Public suppliers had monopoly status.

Public supply was 40% to 60% more expensive
than private. Private monopoly price was only
slightly 5% higher than price of private non-
ffanchised collectors. Density economies offset
otherwise higher costs.

Cost savings of 22% were found, controlling for
quality.

No significant cost differences. Private competing
suppliers lost density economies.

Municipal collectioncostswere 14% to43%
higher, but private nonfranchise costswere 25% to
36% higher than municipal collection. Loss of
density economies increased costs of nonffanchise

suppliers.
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Privatization Cost Savings (Continued)

i f C|p g UPDATED COST SAVINGS RESEARGH FINDINGS f

r- Arranged Alphabetically by ServiceCategory- WNe/-v.
SOURCE COMPARISON FINDINGS

Kitchen 1976 In-house versus private firms  Municipal suppliers were more costly than
in forty-eight Canadian cities. proprietary fims.

Petrovic and Jaffee In-house versus private Cost of city collectionwas 15% higher than the

1977 contracting in midwestern price of private contract collectors.
cities.

Pier, Vernon, and In-house versus private firms  Municipal suppliers appear to be more efficient, not

Wicks 1974 in Montana. controlling for quality and community

characteristics.

Savas 1977a In-house versus private firms No significant cost differences if suppliers compete

in Minneapolis. through tight control of municipal costs imposed by

legislature using private costs as a comparison.

Savas 1981 In-house and franchise The average number of bids per area increases
contractors in a single district when cities are divided into small districts.
Jurisdiction versus contractors Competitive bidding leads to lower costs for
and in-house in a nultidistrict contractor service. Cities that actively monitor
settirg. municipal agencies using private contractor costs
have lower average costs. No benefits are obtained
without these policies.

Spann 1977 In-house versus private firms. Public firms were 45% more costly.

(Survey of literature.)
; 1- 7 Hee o o »

36.- SCHOOLS.

Peterson 1981 In-house versus private Private contractin  .ompted small gains in math
contractor-operated public and reading and 1 es in other subjects. No cost
schools. savings.

e ) . o e%e . ) . v % 1

37\ SECURITY"SERVICES (general maintenance df. publlc"bU||d»Ig.s) also see Cleaning Services (service -.v -1

enftcgoiy 7). -] . =" - mi

Hanke 1985a In-house versus private Private security services save 50% or more.

security guards.
38. SEWERACjE/WASTEWATER TREATMENT %

Hanke 1985a In-house versus contractor- Contractor costs averaged 20% to50% less due to
built and operated treatment  shorter construction lags and lower construction
fecilities. costs. Competition also reduces operating costs

20% to50%.

16
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Privatization Cost Savings (Continued)

UPDATED COST SAVINGS RESEARCH FINE

v o ‘Arranged Alphabetically by Service' Category
SOURCE COMPARISON FINDINGS
Savas 1987, Moore  In-house versus outside Contracted wastewater service IS20% t50% less
1988 contracts costly because federally financed projects involve
higher construction (Davis-Bacon Act) and design
costs.

39*_::SHIP REPAIR AND MAINTENANCE; - ) v

Bennett and Johnson  In-house versus commercial ~ U.S. GAO reports that the private ship repair costs

1980 tankers and oilers. averaged 80% less than the U.S. Navy 3 costs.

Pausch 1976 In-house versus private firms Public firms were significantly more costly because
in5 major West German of overcapacity and overstaffing.
cities.

41.- STREET. GLEANING; (rukiso.culluchoii) also* sue fluiusp Collectiori'Cre>vue t Mie\)or'v J

Stevens 1984 In-house versus competitively Contract cities have 43% lower costs after
contracted. accounting for quality and other factors.

A2, TOWING =

Kaiser 1976 In-house versus contractors in Contract towing bids provided cost savings of more
New York. than 40%.

TRANSIT seeBus Service (sarvice category 6).
UTILITIES seeBusServiee (M(H%y b),*EIa:tricuiIiﬁssmvi(B(ataﬁy 10), and Water Uilities (srvico catepry 49).
T *'% ;e
W7 IWATER UTIL«IT IES (urittjes) also Bus Service's and-Electfie Ulitits. (suAioo c.JliMjunos.G-md QL. .

Crain and Zardkoohi In-house versus private Public firms were 40% less productive. Private

1978 suppliers; comparisons of firms had 25% lower costs. Public firms going
112 firms and detailed case private had 25% increase in output per employee.
study of 2 firms that switched Private firm going public had an output per

type of ownership. employee decrease of 40%.
Feigenbaum and In-house versus private water No cost differences were found after controlling for
Teeples 1982 companies. other cost factors.
Mann and Mikesell In-house versus private Found public modes were 20% more expensive
1976 suppliers. after adjusting for input prices.
Morgan 1977 In-house versus private Costs 15% higher for public firms.

suppliers covering 143 firms

in Six states.

17
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SOURCE COMPARISON FINDINGS
Bennett and In-house versus private. Private weather forecasting contractors provided
DiLorenzo 1983 Based on U.S. GAO studies, equivalent weather forecastingwith 35% lower
cost.

SOURCE: John Hilke, Competition in Government-Financed Services, 69-94.

ABOUT THE AUTHOR

John C. Hilke isa Staff Economist in the Federal Trade Commission 3 Bureau of Economics, specializing
in issues relating the role of competition t improved economic performance. He is also the co-author
of U.S. International Competitiveness: Evolution or Revolution?
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The bestway to dealwith monopoly
IS to expose itto competition.

—Vice President Al Gore's National Performance Review

American government is undergoing a dramatic transformation as bureaucratic monopolies
give way to dynamic, competitive systems. The private sector is proving if can help government
deliver more for less.

Privatization 7995, the Reason Foundation's Ninth Annual Report on Privatization, provides a com-
prehensive overview of the trend toward competitive government.

You need to make informed choices. When it comes to privatization, the information you need is
right here.
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Soon after George Allen took office as Governor of Virginia,
he signed Executive' Order Number One, establishing the.Gov-
emor.'s-Commission on Government Reform. On November 14
1994, Blue Ribbon Strike Ferce'Chairman Otis Brown released
the Commission’s final report 0 the governor. The report "sug-
g]gsted mtajor changes limiting the rol¢ of government in the lives
of our citizens. . _

- Amang the commission’s proposals was to establish a Com-
petitive Council to “develop an Institutional framework for a
statewide, competitive program” for state government. This
ComPetmv_e Council would, where appropriate, move Services
into the private sector. Membership is to be drawn from the
legislature, the private sector, and gubernatorial appointments.
Among the 12 functions explicitly recommended forevaluation
were the Virginia Lottery, prison construction, central garage and
fleet maintenance, and child-support collection.

Municipal Privatization Trends

The historic movement of refnT-v-'inded big-city. mayors
to downsize and privatize inefficie Acracies continueq to
pick up steam in 1994. Drawing successes of 1990s,
Enyanzatlon leaders_in Indianapo.  .cenix, Philadelphia,

hicago, New York City, San Diego, Charlotte, and Cleveland
launclied or continued comprehensive privatization programs in
1994. The use of contractm% continued in smaller Cities as
evidence of the benefits of contracting accumulate.

New York City

. For decades, New York City has been synonymous with
inefficient municipal government, bureaucratic blodt, and soar-
Ing taxes. Under Mayor Rudolf Giuliani, New York City appears
paised to become ong of the country’s leaders in moving services
and assets from the public to ana e sector, _

“We're trying o bring the city government intg the 21st
century—_kmkm\%land screaming, | must say,” General Services
Commissioner William_ Diamond told the Mew York Times,
Within a few years, the city intends to be competitively contract-
ing out more work (in dolfar terms) than the next ten largest cities
combined and have plans to privatize a number of major assets,
according to city officials. =~ | _

The ult_y-owned United Nation’s Plaza Hotel is expected to
be sold by Fall 1995, Other future asset sale possibilities include;
the city’stelevision and radio licenses, $50 million of city-owned
real eState, thirteen parking garages, three sewage treatment

lants, Kennedy and La Guardia airports, and the Off-Track
etting Corporation. _ o
.In"December of 1994, the city launched competition pilot
Bro ects in a number of service ‘areas such as park upkeep,
uilding maintenance, fleet maintenance, street repaving, traffic-
sign m_akm%, running homeless shelters and custodial Services.
ASsuming the pilot projects are syccessful, these services will be
o&?ned up to competition city-wide in late 1995 or earles_ 19%.
“We're eliminating monopolistic service delivery,”says Richard
Schwartz, who directs the city's competitive Contracting pro-

More satisfied customers and
constituents. Higher employee
productivity. Greater taxpayer
value. These are the kinds of
results you can get when you
reengineer,

Emst & Young consultants are
leaders in reengineering. We can
help initiate and implement new
ideas and processes that will
ensure your community the cost
and service benefits that you
require.

For business results that are off
the charts, talk to us soon.

Call Larry Seigel at Emst &
Young. (714) 252-2402 or Jim
Gibson (916) 449-3510.

IUErnst&Young Ilp
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n..v-.Table 13: Estimated annua1 Savings from
, Corhbetitioriio NewYorkCity -

Service Annual Savings

($ Millions)
Solid Waste: Collection and Disposal or Recycling $80-$134
Street Sweeping 15
Wastewater Treatment and Sludge Disposal 25
Private Bus Operations 25
Parking Meter Maintenance and Collection 5
Traffic-Sign Installation and Maintenance 60
Public-Building Maintenance and Repair $125-$160
Heating Plant Operation and Maintenance $30-575

Source: "The Privatization Advisory Report for the Mayor-elect Rudolph Gi-

uliani,” December 1993.

?ratw ‘1\Ibo|,or]le has a lock on the right to deliver better services
0 the public.
Thpe pilot program for park maintenance in squthwestern
Queens was already groducmg results by early 1995. The private
contractor's bid was 23 percenit less thari the city’s in-house costs.
“We're trying to learn from empirical experience whether the
private sectorcan do this well," says Schwartz. The city plans to bid
outall 59 park districts by the end of 19%, o
. Thecity isalso explorln?.cont_ractmg out the operation of its
nine wastewater treatment plants in Its upstate watershed and at
least two of its eleven hospitals. "This year will see a rapid
acceleration of privatization and other downsizing initiatives af
H.H.C, ([Health and Hospital Corporation),” said Mayor Giuliani
In the introduction to his FY 19% financial plan.

Schwartz believes that competitive bidding will eventually
result pot onl){ in massive cost savings but also in a hetter city
work force: “In the long term we will have a more energized
work force because they will feel the pressure, challengé and
exhilaration of winning Dids.”

Philadelphia

Philacelphia continued its aggressive contracting-out, pro-
gram in 1994 as 11 services, weré opened up to competition,
including workers' compensation, park maintenance and parkmg
garage oReranon. All told, under Mayor Ed Rendcll almost 3
Services have been shifted from monapoly to comRetltmn. _

The threat of privatization has also spurred in-house units to
dramatically reduce costs. "The knowledge that your department
can be bid out is ian enormous mo_twgtmrg factor,” says Mayor
Rendelh “lronically, privatization s the most etfective way we
know to restore productivity and the taxpayer’s faith in govern-

L.

In late 1993, Philadelphia’s sludge-processing plant was Put
on the list to be considered for contracting. Faced with the
prosPect of losing their H(obs, within a little over one month the
plant's managers—working with the union—came back to the
mayor with aTadical cost-cdtting plan. The city aélreed togo with
the’slimmed_down in-house unit after it reduced the number of
workers by 79 emglm/_ee_s (from 214 to 135) and cut costs by
one-third, saving $8 million dollars annually.

Indianapolis

Under Mayor Stephen Goldsmith, Indianapolis is a trend-
setter in the aréa of competitive government. With the majority
of the city’s services aIread¥ opened up to competition over the

revious three years, onl%;a W Services were privatized in 1994,

he city’s Abandoned Vehicles Operation was privatized, tri-
pImrg thie number of abandoned vehicles removed from Indjan-
a‘pro IS _neighborhoods and saving approximately $1.4 million.
“This is aperfect example of how private management can help
UGSoIddeslrlr\{% better service for less money,” says Mayor Stephen

ith.

. The White River Environmental Partnership assumedogera—
tion ofthe Indianapolis wastewater facilities in January 31,1994
to start a five-year contract. In the first year of operation, the
facility has reduced cost from $30.t miflion to $17.6 million
reduced the labor force from 322 to 196 (with no layoffs), and
reduced effluent violations from seven during the final year of
city operation to just one. Despite the reduction in work force,
employees seeméd happy with the new management, as griev-
ances dropped from 3810 1hetween 1993 and™19%.

_ Goldsmith’s largest pe_ndm(\; rivatization project is the In-
dianapolis International Airport Competitiveness”Initiative. In
December 1994, the Indianapolis Airport Authority received
Proposals to operate the airport from four private firms and one
rom the current airport management. Facing the prospect of
privatization has already induced airport employees to come up
with $1.7 million in cost-saving ideas. The Airport Authority IS
expected to award abid by mid-1995, “Regardless ofthe ultimate
decision, we are confident that the managed competition process
will have met the goal to_provide the fighest quality and effi-
C|ent|3/ operated airport in the world," Says Mike Wells, the
president of the Airport Authority.

Charlotte

. Charlotte has a reputation for being one of the better-run big
cities in America. Property taxes are near the lowest ofany urbap
areas in the state, and Financial World magazine rank<- it
number one in the country in economic development. But Mayor
Richard Vinroot and a majority of the city council aren’t restmq
on their laurels. The city’is sfressing continuus improvemen
and cost-cutting in cm/ Operations by mtroducmgi competition.

Approximately 17 percent of city services will be opened up
0 comPetmon over the next four years. Cemetery operation,
vacant lot and building maintenanc@ physical fitness programs

or rr\)ollce officers and"landscaping were put out to bigl in “1994;
t1r835 collection for one-third of the city went out to bid in early

_Jo preCPare in-house units for the competitive process, the
city is conducting “Competition 101" workshops. City emplokl-
ees are taught everything from how to find out their triie costs to
how fo increase r?roductjwtsy. “We break them up into groups and
tell them to pick a business the city IS in,” says Davia Cooke
who heads the city’s competition program. “We then sa pretend
YQU re starting your own E)rlvate Irmi'to compete with the city In
d

o

his business. What would you do differently than the city is
oing today?”



. Charlotte is also_systematically examining, its assets for
privatization opportunities. An assef valuation of the city’s old
convention center revealed that it |s_V|rtuaIIY useless in its Current
form but could yield $10 million if the city sold it to a private
developer. Arecommendation to_sell the asset is exPected t0.00
before the city council sometime in 1995, Other asset sales being
studlied include the Charlotte airport, surplus properties and the
Charlotte Coliseum. Selling the Coliseum heated up when Char-
lotte Hornets’ owner made an unsolicited hid of $65 million for
the stadium in January 1995,

Cleveland

Mayor Michael White’s drive to expase city hall to private-
sector competition was temporarily derailed i 1994 when the
city council voted down his fmlot plan to force city crews to
compete with private vendors for asphalt paving, After the mayor
unveiled his plans_for competitive government called, “Cleve-
land Competes," discussions hetween Mayor White on one side
and city council and the unions on the othér became heated. “He
éthe mayor] is bent on a mission of destruction," council presi-
ent Jay Westbrook told the Cleveland Plain Dealer. The council
overwhelmingly rejected White's initial proposal.

Not to bg detérred, the mayor continued discussions with
council members in an effort to Seek common, ground gomq,so
far as to send council members to Ph|Ia_d_eIgh|a and other cities
during 1994 to learn more about comRetmv service delivery, In
early 1995, the mayor came back with plans to seek competitive
bics’ for operadng’ the city’s convention center, golf courses,
arkm? lots, street resurfaCing and downtown waste collection
Frecep acles only) and dead animal pickup. The mtg has lost
almost $28 million on the convention center since 1990 and $2.4
million on the golf courses since 1989. Still, it is unclear if
“Cleveland Comge_tes" will gain the political support neecled.

. The local punlic-employee unions have vowed to fight pri-
vatization. “Ldon’t believe riobody can do it better than we can,"
Paul Wells, president of Local Laborers 1099 told the Cleveland
Plain Dealer. "Nobody.”

Los Angeles

ot ap‘oears that the administration of Mayor Richard Riordan
s unlikely to aggressively pursue any widespread initiatives to
hring comipetition to city services in Los Angeles. Though he has
backed the concept _of_Prlvatuatlon in the past, MayorRiordan
has not made it a priori 2/ of his administration. _

In November 1994, the Reason Foundation published a
reprt, “Competitive Government for a Competitive Los Ange-
es,” detailing how the City of Los Angeles could save nearly
$120 million annually by compehtwely contracting in {_ust Seven
city services, For example, the report found that privatization of
trash collection, the third largest item in Los Angeles’ general
fund, could yield an estimated 2 7-percent savings, r $42 million
annuallg sée Taple 14),

The report also found that Los Angeles has some of the most
costly Emergency Medical Services (EMS) in the nation. To
achiéve savings of up tq 67 percent, the report recommended the
city develop d public-private partnership with the fire department
and private ambulance services, move from amixed Advanced and
Basic Life Support (ALS/BLS) fleet toan all-paramedic-ambulance

8 m 4

T Ta_bfe_1.4:\Estima_te_d Arihual Cost Savings Thlrou'gﬁ ﬁ
J Injecting CompetitionJhto Los Angeles Government M

Service Savings % Savings
(S Millions)
Bui lding Maintenance/ $2.2 28%
Custodial Services
Emergency Medical Services 30.7 < 67%
Golf Courses 3.5 N/A
Parking Enforcement 19.0 N/A
Trash Collection 42.0 27%
Workers Tompensation 22.4 24%
Zoo N/A N/A
TOTAL $119.8 N/A

fleet, and develop stringent contractual provisions in order to
quarantee |ower costs and quality service, .
In addition, the report examined privatization Ross_|b|l|t|es
for worker's com‘oensatlon_, Parkmg enforcement, the city zoo,
golf courses, building maintenancé and custodial services, as
well as Los Angeles International. Airport, the Department of
Wiater and Power, and the Convention Center. _
To date, the city has adopted the report’s recommendations
to privatize workers' compensation, and it appears likely that the
proposal to turn the 00 over_to a nonprofit operatof ma% be
Implemented in 1995 or 1996. The other recommendations have
so far faced stiff political opposition in the Los Angeles City
Council and have not been pursued by the mayor's office.

Crestwood, Illinois

. Big Rovernments could leam a lot from little Crestwood,
Illinois. A bedroom suburb of Chicago, Crestwood has a popu-
lation of 12,000 Yet has only 17 full-time employees. A nearby
town with about the same population has around 150 workers.
Despite the small city staff size, Crestwood’s services are exten-
Sive and 8enera||y régarded as high quality.

_In 1993, Crestwood gave residents a 26-percent refund on
their county property taxes. The city hopes ‘oeliminate all local
property taxes. “By 1997, we plan togive back 100 percent
refunds on property taxes, ” says Mayor Chester Stranczek: the
driving force behind Crestwood’s contractmq proglram. "All the
resident has to do is bring in their property tax bill receipt and
we Will hand them a check." _

. Crestwood's secret? The city contracts out virtually every-
thing,. from street maintenance to bookkeeping to Sewer repair.
The'City has no full-time _flreflﬁhters.

Why haven't more cities followed Crestwood's example?"It’s
all a guestion of politics ”_sa%s the mayor. “You're talking about a
lot of patrona[%e jobs, Neigfiboring miayors have told mg, if they
implemented these reforms they would never get re-elected.”

Fort Worth, Texas

The release of ‘The C|%of Fort Worth's Prjvatization Re-
port" showed how Fort Worth had used competitive contractin

over the past several years to save hundreds of thousands o
dollars. In 19901994, the city privatized. the movymg$of garks,
medians, and the grounds around city facilities, saving$362,801.
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Sponsor Statement
CS for Senate Bill 68

"An Act relating to the Task Force on Privatization;

and providing for an effective date"

Privatization is the fundamental political and economic reassessment of the
role of government and the private sector in the modern state. It is a
variety of management techniques and activities encouraging more

involvement of the private sector in providing government services.

Markets are efficient only when they are competitive, however efficiency
should not be government®s only goal. Government must balance the
pursuit of efficiency with effectiveness, while maintaining the confidence

of the people it represents.

CSSB 68 was 1introduced to establish a task force that will review functions
of state government that could easily be transferred to the private sector.
The task force will have members from the public, legislative and

executive branches of government.

This will be the first all encompassing Jlook at privatizing governmental
services in Alaska. Forty-eight other states, including Alaska, have
privatized some governmental services. When enacted, this bill will
evaluate which services could be provided more efficiently by the private
sector as well as highlight those services that are better provided by the
government. The report should provide a road map for reducing the size
and cost of state government, without reducing service, while providing

options for the future.

CSsB 68 will also look into the State"s contracting procedures to make sure

Ailaskans are getting the most out of every contracting dollar spent.

This bill has been endorsed by the Alaska Trucking Association, Gold Belt
Inc., Local 71 and several others. Privatization of governmental services 1is

one of the top priorities of the Alaska State Chamber of Commerce.
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MEMORANDUM April 17. 1997

SUBJECT Task Force on Privatization (CSSB 68(FrN))

T0: Senator Jerry Ward
Attn: Craig Johnson

FROM: Tamara B. Coo 1
Director

The Task Force on Privatization is established in the legislative branch and consists of
members appointed by the president of the senate, speaker of the house, and governor. You
have asked whether the appointment authority granted to the governor violates the separation
of powers doctrine. While the question isnot entirely free from doubt, I do not believe that

a court is likely to find a violation of the separation of powers doctrine.

The court has recognized that the separation of powers doctrine applies in Alaska and that
appointment of executive officers is an executive function. (Bradner v. Hammond .553 P.2d
1 (Alaska 1976)) However, the power to appoint to office is not exclusively an executive
function, at least not so exclusively an executive function that itmay not be exercised by the
legislature or by the courts as an incident to the discharge of functions properly within their
respective spheres. (16 C.J.S. 216) Furthermore, the ordinary constitutional distributive
clause providing for the complete separation of governmental powers has generally been held
insufficient to vest the appointing power solely in the executive. Creation ofacommission
with some members appointed by the legislature and some by the governor has been held in
other states not to violate the separation of powers doctrine when the commission Iis
performing legislative and executive functions as a cooperative venture. (16 C.J.S. 135)

The Task Force on Privatization is charged with studying the issue of privatizing
governmental functions, a topic of interest to both the legislative and executive branches.
The Task Force is strictly advisory®". It cannot exercise any legislative power, despite its
location in the legislative branch of government. Generally, inorder to rise to the level of
a constitutional question, a conflict between the executive and legislative branches must be
clear. (16 C.J.S. 217) Because the Task Force isadvisory only and because itisinvolved
in studying a matter of concern to both branches of government, | do not see the clear

conflict between the branches necessary to create a separation of powers violation.

TBC:Imb
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NO.

STATE OF ALASKA BILL VERSION: CS SB 58(FIN)
1997 LEGISLATIVE SESSION PUBLISH DATE:

revision Date: Department Affected: Legislative Affairs Acencv
T tle: 'An Act -elating to the Task Force cn PU_ Al

Privatization: and crcvicing for an effective date."

Sponsor:  Senator Ward Component: Al

Requestor:  Senate Finance Committee

COMPONENT SERIAL NO:

Exoendiiures/'Revenues: (Thousands cf Dollars)

OPERATING FY 98 FY 99 FY 00 FY 01 FY 02 FY 03
PERSONAL SERVICES 0 0 0 0 0]
TRAVEL 131 100 0 0 0
CONTRACTUAL 48 24 0 0 0
SUPPLIES 0 0 0 0 0
EQUIPMENT 0 0 0 0 0

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 179 124 0 0 0

ICAPITAL 0| 0 0| 0| 0|

REVENUE FUND SOURCE 0 0 0 0 0

FUNDING: (Thousands of Pollan)

GENERAL FUND 179 124 0| 0 0

FEDERAL FUNDS |

OTHER FUND SOURCE |

TOTAL 179 124 0) 0 0

POSITIONS:

FULL-TIME 0 0 0 0 0|

PART-TIME 0 0 0 0 0

TEMPORARY 0 0 0 0 0
Estimate of current year impact

ANALYSIS: (Attach a separate page if necessary)

CS SB68(FIN) establishes a 13 member Task Force on Privatization consisting of 3 members appointed

by the Governor, 2 of whom are public members, 4 public members appointed by the presiding officers of

the Alaska State Legislature and 6 Legislators. This task force will review and report to the Legislature

and the Governor regarding the feasibility of privatization of some government functions.

Prepared By: Karia Schofield, Deoutv DirectoV--"£-4jl>. Phone: 465-3852

Division: Administrative Services Date: 3 1/2 3/3 -

Approved By: Pamela A virnifsitutive Director
Agency: Legislative Affairs Agency Date; |

Distribution (by preparer): Leg. Finance. Legislative Sponsor, Requestor, OMB, Gov., & Impacted Agency(ies).
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CONTINUATION OF FISCAL NOTE: CSSB 68 (FIN)

Travel

Travel costs fcr cne Governors appointee wil be paic fcr cy the Office cf *he Governor. FY 97 travel costs rcr the twe
cublic members acccinted by the Governor. Legislators ar.c public members appointed by the presiding officers will
be absorbed within existing Legislative cuccets. This Fiscal note contains P/98 and FY99 travel amounts tor the

public members.

If the task force begins work in FY97 it is expected to travel once in FY97, 4 times in FY98. and 3 times in FY99 to
hold meetings. Any ether meetings of the task force will be conducted by teleconference.

For the purposes of this fiscal note, 2 public members are assumed to be from Fairbanks, 3 from Anchorage,
and 1from Ketchikan. 2 days of per diem are calculated for each meeting.

Per Diem Travel

FY 98
2 Anchorage Meetings
3 Anchorage members 0 0
2 Fairbanks members 1736 1,328
1 Ketchikan member 863 1240
1 Fairbanks Meeting
3 Anchorage members 1,026 99
2 Fairbanks members 0 0
1 Ketchikan member 32 690
1Juneau Meeting
3 Anchorage members 1,026 1,398
2 Fairbanks members 534 1,148
1 Ketchikan member 32 253
Total FY98 Travel 6,024 7,063 13,092
FY99
2 Anchorage Meetings
3 Anchorage members 0 0
2 Fairbanks members . 1736 1328
1 Ketchikan member 868 1,240
1luneau Meeting
3 Anchorage members 1026 1,398
2 Fairbanks members 584 1,148
1 Ketchikan member 342 268
Total FY99 Travel 4,655 5,382 10,038
Contractual
Phones Postage Advertizing

§100/month  S50/month 750/meeting TOTAL
FY98 1,200 600 3,000 4,800
FY99 700 350 1,500 2,550

Teleconference charges and expenses for printing the report will be absorbed by the Agency.
Page 2 of 2



CS SB 68 (FIN) Analysis 3/24/97

Fiscal note assumes one of the Governor % appointees will be from the Executive Branch

and a resident of Juneau. After discussion with Legislative Affairs, the note further

assumes travel costs for this appointee to attend task force meetings as follows:
FYos
4 meetings total:

2 Anchorage:

airfare - $444 x 2 trips = $ 888
per diem, lodging, grd. trans. $194 x 2 = $ 388

1 Fairbanks:

airfare - $574 x 1 trip = $574
per diem, lodging, grd. trans. = $194
1Juneau: no cost

EV29

1 Anchorage:

airfare - $444 x 1 trip = $ 444
per diem, lodging, grd. trans. = $ 194

1 Juneau: no cost



FISCAL NOTE
STATE OF ALASKA BILLNO. CS SB 68 (FIN)

1997 LEGISLATIVE SESSION
Revision Date: Dept. Affected; Office of the Governor

Title: "An Act relating to the Task Force on BRU: Executive Operations
Privatization: ..." Component:. Executive Office

Sponsor: Senators Ward. Wilken
Requester: Senate FHnance Committee .COMPONENT SERIAL NO.

Expenditures/Revenues (Thousands of DOllarS)
OPERATING EXPENDITURES Fy 98 FY 99 Fy 00 Fy 01 Fy 02 Fy 03

TOTAL OPERATING 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES (

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 G~ Match

1004 G-

1005 GF/Program Receipts

1037 GF/Mental Health

Other
TOTAL 0.0 0.0 0.0 0.0

Estimate of any current year (FY97) cost: $ 0.0

POSITIONS

FULL-TIVE

PART-TIVE

TEMPORARY

ANALYSIS: (Attach a separate page if necessary)

The composition of the task force envisioned by the bill involves both executive and legislative membership.
This involves constitutional issues, for which the Administration may urge changes in this bill. However, as
written the bill states that two of the three members appointed by the Governor will be public members. It is
assumed that travel expenses will be incurred by members to attend meetings. Traditionally such costs are
budgeted by the agency or branch housing the task force. This fiscal note assumes that the travel costs for all
public members are included in the Legislative Affairs fiscal note.

Due to the nature of the subject in this hill, it is likely that the Administration’s third appointee would be a state
official in the Executive Branch. Historically, agencies involved pay the costs of Executive Branch state official
participation.  Should this be the case, fiscal impact in travel funding for FY98 would be 2.0, and .6 in FY99,

Prepared by: Michael Nizich, Administrative Director Phone:.. 465-3876
Division: Administrative Services Date:. 3/24/97
Approved by Commissioner: Jim Ayers, Chief of Staff Date;

Agency: Office of the Governor

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFHACE

For further distribution information, call tho Governor's Legislative Offico
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