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[. Introduction

Kettl (2000,1) recently cbzerved that, “since the 19803 a global reform
movement in public management has been vigorously under way.” The scope of
the reform 1deas and actions has been glebal, he argued, not only
gecgraphically but alse in its depth. He notes {(2000,1) that! "Governments
have used management reform tc reshape the role of the state and its
relaticnship with citizens.”

Kettl listed six core “characteristics” of the global referm movement: (1)
preductivity, (2} service organization, (3} decentralization, {4} pelicy, (5}
accountability, and {6} "marketization.” & featured part of this last reform is
the ingtrument or tool of contracting {(out) by administrative agencies for the
delivery of public services, It 1z a tactic or strategy that has attracted
conglderable comment and controversy,

This esszay focuses on contracting as a teel in the transformation of the
delivery of public agency programs and zervices, It does this by first offering
an cverview of contracting ag an element in the presumed glebal administrative
reform movement, It next sketches a conceptual framework for characterizing
the crganizaticnal context for understanding contracting by public agencies,
Thiz framewcrk 1dentifles twe majer components framing the context for
contracting and then specifles dimenszions of the contracting process within
aach cemponent.

The third and main porticn of thiz essay addresses cperaticnally and
emplrically selected dimenszicns of contracting, [t deas thiz by presenting data
on the uses of the contracting device by nearly 1,000 adminlstrative agencies
lecated within and across the 50 American state governments, These three
gactions provide the basls for concluding chservations that interpret both the
findings and censzider mere generally the Implications of contracting as part of
the global “transformation of governance” (Kettl Z002Z),
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I. Global Administrative Reform and
Contracting for Service Delivery

At first glance the view that the public management revelution iz “glebal in
scope geems persuasive, Certainly Kettl's exposition of the thesls encompasses
many naticns., These include references to Australia, Canada, Costa Rica,
Denmark, Finland, [celand, Italy, Japan, Mexice, Mew Zealand, Poland, Qatar,
Hingapore, Seuth Africa, South Korea, Bweden, United Kingdem, and the
[nited States,

1. Global Reform?

A cloger reading of his 80-page eszay, however, reveals a dominant focus on
cnly twe natiens, MNew Zealand and the United States, with a secondary
emphagiz on commonwealth countries (United Eingdem, Australia, and
Canada), Kettl wag eminently justified in both the scope and content of his
global survey, especially given the OECD and cther written repcrts cn the
dynamics of econcmic, social, pelitical, and administrative changes ccocurring
across the glebe (OECD 1997: Keating 1998), But the numercus nations noted
ahcve are more illugtrative of countries across the noerthern hemisphere rather
than an approximate representation of all naticns. Missing reglons are Africa,
Euragia, the Asian subcontinent, and the Middle East., Kettl's exposition is
inglghtful and instructive but its “zlebal’ reach is more accurately a selective
get of countries lecated at varicus places arcund the world,

The selective focus emploved by Eettl 15 an Inherent lDmitation associated
with the expleration of administrative reform. That constraint applies equally
te the empirical analvais we use below, But we, like Eettl, do not extract
inferences or advocate reforms applicable to the entire world, Instead we set
cur empirical analvsis in a framewerk that may inform and instruct interested
reracns and institutions in other countries and cultures, Administrative reform
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may or may net be universal in ity scope, character, and centent. But 1f the
eyxpedition of the tople 13 theoughtfully and constructively framed then the
Infermation, 1zsues, and implications may be of value to Interested Individuals
and public officialz in cther naticnal and subnaticnal settings,

2. Contracting as Administrative Beform

Kettl (2000, 38) connects contracting clearly and unequivecally with
administrative reform’ ‘Reformers have relied extensively on expanded
rartnerships with nongovernmental crganizationscentractors in the private and
nenprofit sectors.” He places contracting under the broader category of
‘marketization,” which alse parallels and includes privatizationthe selling of
previcus publicly cwned enterprizes. The basic alm underlving contracting
spacifically  and privatization generally iz simple. "Replace traditional
bureaucratic command and contrel mechanizms with market strategies and
then rely on these strategies to change the behavier of program managers,”
{Kettl 2000, 23,

The reference to “program manasgers 1s beth important and indicative of how
and why contracting 1s one of the key elements In package of administrative
reform tocls, Historically, at least in the United States, the original or “old
“doctrines of administrative reform placed predominant emphasis on structural
{e.g, recrganization) changes as instruments for achieving the four E's of {1}
economy, (2} efficlency, {3} effectiveness, and {4} expertise (Light 1297:
Wright 20043,

Contemporary  adminiztrative reform In America reflects  slgnificantly
different values, syvmbels, or glogans, ones that Lisht (1322} calls liberation
management.” Wright (2004} identified five values of this current era of
adminigtrative reform: (1) equality, (2} equity, (3} empowerment, (4}
evaluation, and (5) entreprensurialism. Table 1 provides a listing and short
characterizations of both classic and contemperary public administration values
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{Wright 2004), Twoe groups of these broad aims f{or slogans) hizhlight the
contrasty between the "old” and the “new public management, particularly the
ghift from governing and government to governance and networking (Kamensky
and Burlin 2004: Stark 2002),

{TABLE 1) Classic and Contemporary Public Administration Values:

from Government to Governance

Clazaic{ ol Contemporanyd new'
Fubilic Adminisiration Fubilic Adminisiafan
Government | Govemment/govemiog: Covernance:
and the politice/ policy-admioistrabion | the oreanizational world as a
Goveroance | dichotorny seamless web - netwoiks

toside, outside, amd across
mganigations

Values Four (4B s
Fripm (53 B's
1. Econory: ool costs

% Bfftciency: (oput-ootput raiosls) 1. Bquality: legal, social, political
a over lime 2. Buquity: essential fairoess

b. across organizabions 3. Empowerment. citigen iofluence and

% Effectimnees: degree of pool atteinment worker participation

4. Baperise: aplied probles-solving | 4. Evalvation: performance, resulls

i L) grrvermance [proactive management -
plan, promote, privatize, publicize)

Elsewhere Stark (2002} has elaborated and svnthesized “the features of the
new public management.” In all of these expositions the presence and
prominence of contracting (or contracting out) is a noteworthy if not eszential
element or inatrument In adminiztrative reform. Thiz dizcussion serves as a
background for moving toward a conceptual understanding of the contracting
rrocess as a reform instrument.
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0. A Framework for Comprehending Contracting

Twe conceptual discussiens stimulate this brief and modest effort to frame
the opticns and the decisions made by public agencles to contract for gervice
delivery, The first draws on Downs (1267} and his exposition of Inzide
Bureaucracy. The second is traceabls to Kettl and his more recent (2002) work
en The Transfermaticn of Governance. While focused primarily on rpublic
administraticn traditions in the TUnited States Kett]l nevertheless pesits the
slgnificance of networks that transcend beoundaries beth within as well as
beyend bureaucratic crganizations.

The title of Downs’ book suggests a concentration on inside bureaucracy, His
formal expositicn, however, Incorpcrates the context or eccloglcal setting In
which public crganizations are embedded. Early In his discussicn cof central
hypotheses Downs (1267, 2) claims that, “every organization’s secial functions
strongly influence its internal structure and behavier, and vice versa” With
thls statement, albeit a hypcthesis, Downs posits a set of linkages,
Interacticns, and interdependence between external wvarlables and the Internal
features of crganizations, especlally public cnes,

Twe further peints merit menticn regarding the approach used by Downs,
First, hiz reference to “structure and behavier™ iz deliberately bread, covering
both the formal and informal facets of the crganization (i.e., structure) as well
ag the motivations and actiens of crganizaticnal members (e, individual
bahavior), Second, Downg was exclugively theoretical in hiz aim (1287, 1),
“...te develop a useful theory of bureaucratic decision makinglons that]l sheuld
enable apalysts to predict at least some aspects of burean behavier accurately,
and te Incorperate bureaus into a more generalized thecry of soclal decision
making—-particularly cne relevant to democcracies.”

Kettl (2002) presents 4 sophisticated analvsiz of four contrasting American
adminmstrative traditionz., The tensicns between and among these enduring
traditions lead to “emerging fuzzy boundary problems (Kettl 2002, 76}, These
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blurred boundary problems “compounded public administration’s practical
diffienlties” (2002, 77) both within and cutside American public bureaucracies,

Fett] devetes cne chapter to the Internal fuzzy beundary relaticnzhips and
ancther complets chapter to external cnes, While 1t greatly cversimplifies the
depth of hiz analvsgiz, cne way toe summarize hiz appreach iz an emrhasziz on
the creation of networks that span the boundaries within and between
crganizations. In this respect he parallels but expands on the internal-external
linkages stated by Downs a quarter-century earlier. 4z 1f to anticipate cur
gubgequent empirical analvsiz Kettl (2002, 110} dizcusges “MNetworks and
Covernance ag follows:

These increasing connecilons among public, private, and  nonproft
organizaiions profoundly disrupi fraditicnal netiens of adminisiration. In
fact, such Inter-organizational relationships epitomize the ultimate “fozzy
houndary” problem. Successfully hridging the houndaries requires different
sirategies and fresh tactics io ensure effective and responsive programs.

Both Deowns and Kettl identify the twe clusters or components of the
framewcrk for understanding the process of contracting cut. Those are (1) the
internal compenent and (2) the external component, Both authers emphasize
the connection{s) batwean the two, with Kettl providing a more expansive and
nuanced digcussion of metworks of governance” that span multiple boundaries
within and ameong crganizations. Within each of the internal and external
compenents it iz peszible to identify discrete dimenszicns of the contracting
precess, These dimensiens are listed belew, Each dimenszicnal feature is
discussed subsequently in connection with the empirical analysis of contracting
by administrative agencies in the 50 American state governments,
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CAOMPONENTS AND DIMENSIONS OF CONTRACTING

Irlernal »Exiermal

CIE T ORI TIG] »Diversity
Densily «¢ p-Dliscredion
Direciionalily « pDisposiion

CANTRACTING BY AMERICAN STATE ADMINISTRATIVE AGENCIES

Zontracting cut has been a lghtening rod term in the fleld of public
management in the United States for more than a decade, Whether offered as
a zet of crganizational practices, prepcged az a majer reform Initiative, or
advanced ag a means of downsizing (rightsizing)} sovernment, contracting has
both #alvanized and polarized debates in the public policy/manasement
community, [t has produced correspondingly Intense arguments among
rractiticners and academics, Missing from mest dizcussions or debates iz a
broad-baged body of infermaticn abouf the actual uge of contracting by a
comprehensive set of representative public agencles. Apart from selected
gurvevs at the local {municipal} level mest public administrative experiences
and research invelving contracting are anecdetal, caze-specific, or ctherwize
narrowly focused (Siegel, 1993),

The literature i3 extensive on contracting generally and on purchase-
of-zervices contracting (DeHocs, 1984. Hehfuss, 1989 Eelman, 1990, 2003:
DeHoog and Salamen, 2002. Cooper, 2003). The scope and content of the
Iiterature cn and analvses of contracting are lllustrative of the significance of
thiz toel as an instrument of gevernance, In a comprehensive ZZ-chapter
volume focusing on more than a dozen tools of government {(Salamon, 2002,
one author (Kelman 2002, 232) cbserves that, Mone of the toels of government
diseusged In thiz beek i3 more ubiguitous than contracting.” Cooper reinforces
the importance of this toel by asserting (2003, 11) that, Tt is difficult to think
of any aspect of modern life that s not significantly affected by government
contractg= and O'Maill (2002, 2} introduces his boek with the statement, "The
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nenprefit sector is a major presence in American life”

Both Eelman (2002} and Cooper (2003} highlight the digtinctions between
contract purchasing {procurement} and contracting for the delivery of services,
Both alsze emphaszize the much larger role that thiz latter twepe of contracting
plavs in state/local government in contrast to the national level, Cooper
identifies as well ag explaing this laraer rele In the 1920z (2003, 45),

Although staie and local governmenis had always done 2 good deal of
confracting, the level of service contracting increased as governors and
staie legizlaiures rushed to downsize the public workforce, Of course, the
federal and siate legialative service mandates remained. That meani that
these governmeniz had io place sreaier reliance on coniraciors. Then
there was the new public management movement, a global phenomenon
that  emphasized derezulation, decentralization, downsizing, and
outsourcing (as contracting came to be known) as key components,

Cooper (200:3:60) neatly frames the thres-fold or multi-sectoral focus of this
egzay. Where service contracts are invelved the public administrator can
axpect to develep relationships with for-prefit firms, nenprefit crganizations,
and other governmental units,”

ur analvalz of centracting for service delivery among state agencies fills
Infermational, inferentlal, and Interpretative gaps on thlz controversial
gsubject. [t meets the criterla of bread scope, descriptive focus, representative
ayperlence, and user evaluaticns, It dees s¢ by analvzing survey results from
more than 1100 state administrative agencies {in 1998) regarding their use of
gervice contracting, These are representative responges from over 3,000
agencies across the fifty states, (Brudney and Wright, 2002 Wright and Che,
2001}, The survey obtaing agency head’s reports on and evaluations of
prractices Invelving specific dimenszicns of contracting. These dimenzicns are!
(1} decisionmaking, (2) diversity, (3) density, (4) directionality, and (5}
disposition, with the last subdivided inte {a) cost effects and (b} service
quality effects.
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V. Dimensions of Contracting: Decisionmaking,
Diversity, Density, and Directionality

Responges on each of five dimensicng are reported in Table 2. The degree to
which contracting iz emploved by state agencles 1z extenzive, MNearly three
fourths (73%) of the responding agency heads indicated that their asency
decided to use this tecl {in 1228}, This proportion is roughly comparable to
findings from other {and less comprehensivel survevs of state agencies
(Apogee, 1392 Auger, 1993 Chi, 1993: Chi and others 2003).

While the scope of contracting decizions across agencies 13 noteworthy the
other dimensions of this tool deserve greater reccanition and elaboration. In all
ingtances the discussions f{and percentages) are based on the number of
agencies {over 800} that reported some use of contracting,

Henry (2002}, in a review of privatization and contracting, invented the
term ‘intersectoral administration” te focus attention to the importance of
managing acrcss the multiple boundaries among the private, nenprefit, and
public sectors, ® It is aprarent from the proportions for the diversity dimension
that state agencles are extensively engaged In contracting that spans multiple
sectors, Approwimately G0%, T0%, and 80% of these agencies rely respectively
on cther governments, nonprefits, and private firms for service delivery
purpeses, More than twoe decades ago Balamen (1381) identified the emergence
of what he called “third-party government” and how “changing forms of
governmental action” required a “rethinking of public management.” There are
few 1f any consistent leng-term trend data on contracting similar to those
displayed in Table 2. But Zalamen (1381) and Moesher (1280} were precursors
and predictors of what, becauze of itz extent and

3) In several respects Hemry's focus on intersectoral admimistration (IS4) is bath
comparakle to and  compatikble with the emergence of intersovernmental
management, or JGM, See hgranoff, 1586, 1956 Wright, 19900 apd Wright and
Krane, 1928, We defer to a later date a comparative analysis of 134 and TGM.
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{TABLE 2 Dimensians af Cantracting far Service Delivery: by State
Administrative Agencies, 19498

DECTEFOANA IV Apeney Contracts for Service

Dieslisperse Percentapges
Yoz T3
Mo a7

IYERSIT Agencies Contracting with Sectors [N=8503

Dty Govermens 1
Hoo-Fmfits Tl
For-Piofits B

DEWEITY: Percent of Budeet allocated by Contracts (M=8202

10% or less b
11-203% 15
£1-40%% 13
Cryer 403 17

DIRECTIONALITY: Increased in Contractiog over Last Four

Years:
Dityer Govermments (N=457) L3
Moo-FProfits (N=527) 1

For-Prfite (N=631} B3
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DISPOBITION: Cost, and Guality Effects
Effects on Service Costs [N=827)

Increazed 29
Decreased 34
Mo Effect 30
Don"t Koow 7

Effects oo Service Boality [N=8300

Iempived 49
Decreased g
Mo Bffect, %]
Dot Enow &

Sairce. Deil 3 Wrighé, Americas Siate Adminfsiraiors Froject (ASAP) Survey, Odum

Tnaiitufe for Reasearch o Socia) Sofence, Uiveraiiy of MNorfs Carolina af
Lhhapel Hill

diverzity, 1z now suggested as intersectoral administration. Mere recently
Goodgell (2004) examines "the case for bureaucracy ag 1t invelves contracting
and other networking tocls. He clazzified these under the inclusive phraze,
‘dispersed public action’ (2004:65-31). Contracting for service delivery
underscores the increasingly blurred or fuzzy character of the boundaries
betwesn the public, private, and nonprofit sectors in the United States.

With over T0% of all agencies relving on service delivery contracting it is
natural te inquire abcout what tvpes of state crganizations reveal higher and
lower preferences for using this tocl, Three tvpes of line agencies in state
government score high in using contracts. The thres clugters are {a) income
security and soclal services, (b} health, and {c) transportation., Over 85% of
these agencies empley contracting to deliver services, For one categcry of staff
agencies, fiscal units such as budeeting and finance, nearly 30% rely on
contracting, Amcong the agencles that use contracting the least, twe gtand cut.
These are criminal justice and regulatory agencies, where lesg than 5% use
contracts,
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A third dimensicn of contracting 1z labeled density, This indicates the
udeetary preportion that 13 allecated through the contracting process, Table
Z ghows that the density of contract usage iz quite varied, COwer half of all
gtate agencies emploving contracts assign 10% or lesg of thelr budgets through
thiz ingtrument. At the cther end of the gpectrum 17% of the agencies allecate
over 40% of thelr rezcurces through contracts, SBubstantial additicnal analvaiz
1z needed to determine the aggregate fizcal magnitude of contracting, There are
twe approaches to aggregation. OUne 13 to aggregate bazed on the abszclute
budget size of the agency. the other 13 to aggregate by agency gize on a
state-by-state basiz to estimate contracting density within each of the fifty
gtates, #

In place of fizcal magnitudes 1t 13 peszible to identify those state agencies
that allocate the highest and lowest segments of thelr budgets to contracting,
The same three agency clusters demonstrating the greatest use of contracting
are alsc those that channel larger budget shares with this tecl. Income security
and soclal service, health, and transportation are the highest density users of
contracting, For example, over 75% of all health agencies allocate over 30% of
thelr budgets to service delivery contracts, The comparable proportions for
income security/scclal services and transportation are 40% and 35% of the
agencies in the top tier group. State agencies in these three clusters alsc
hapren tc be amcng the largest in terms of fiscal cutlavs, Criminal justice,
regulatery, and natural rescurce agencies are low-density flscal users of
contracts,

Directicnality 15 a fourth distinguishable dimensicn of contacting, This term
refers to trends In the use of contracting, Speclfically, over the pricr four vears
hew 1t has changed in terms of usages. Has service contracting been Increasing

4] The number of responses from each state as well as thelr size representativeness
iz mecessary for reliable state agsregation estimates, For some individual states,
perhaps 30-35, these estimates are probably feasible with ASAP data, but for
15-20 states where the number of agency respondente 1z 20 or less the estimates
would ke questionable, See Wright and Cha, 20010 Brudney and Wright, 2002,
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or decreaging? It iz evident and significant that across all three sectors there
hag been increaged uge of contracting {(during the mid-1230s). Slightly more
than half the state agencles expanded contract ugage with cther governments,
ever GO Z increaged thelr use of nonprofits, and & commanding 33 % relied mere
on private flrms for service delivery, Privatization hag clearly been azcendant
ameng American state administrative agencles,

Cooper (2003:11) identifies contracting as the "300-peund aorilla that cannot
ba ignored,” and references what we call directionality as “the increaged
pressure for more contracting, even ag public agencles have been called cn to
ghrink their size and role.” Our findings give empirical suppert to Cooper's
agzertion (Z003:11) that, "The likeliheod that this [contracting] will change
back to old medes of service delivery 1z nonexistent, and there iz considerable
reason to think that with contemporary polifical pressures as they are the
dependency will grow.” Future survevs of national, state, and lecal agencies
will be needed to decument trends in the use of thiz tool,

The direction of contract usage was on a steep rize during the 1990z, What
the trend has been in the present decade 1z indeterminate. It weuld he
gurprising if the upward trend wasg reversed, Buppert for thiz comes from the
small proportioni{s) of agency heads who reported “decreased usage of
contracting during the 189Cs, Less than 5% of the respondents indicated a
decline in usage for the third-party sectors shown under the directicnality
dimensicn. In shert, Intersectoral administration was on a rather metecric rise
in the 1900s. General impressicns, illustrative instances, and centinued
viglbility suggest that 1t remalns at a high level and worthy of continued
svatematic moenitoring and analvaiz,® In a more recent and limited survey Chi
and others (2003} found that roughly one third of 250 state officials reported
increased use of privatization over the previcus five vears,

Before closing thiz discussion of declzicnmaking, diversity, denszitw, and
directicnality of contracting, three summary points merlt menticn for emrhasis

51 We pursue such an analysis in a replicated survey of state agency heads in 2004,
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and later elabeoration. First and foremcst, service contract usage acrcss the
three sectors 13 widespread and occours in a near stalr-step fashion from {(a)
other governments, to (b} nonprofits, to {c) private firms. Zecond, the density
cr Intensity of rescurces channeled through contracts varies widely across
agencies, Many operate at a very modast level (10 or less) but a substantial
segment of larger agencies (17%) contract out 30-40% or more of thelr
budgets, Third and equally prominent iz the trend, at least in the 19%90s,
teward greatly Increaszed usage of the contract tocl. To the extent that
contracting acrcoss sectors 13 a rellable trace indicator of intersectoral
adminmistration, gevernance through networking 13 a maicr component of
contemporary public management In American state governments,

V. Disposition: A Fifth Dimension of Contracting

Twe controversial and contentious igsues associated with contracting invelve
the tool's effects on {a) costs and (b} gervice quality, These two elements are
faatures of performance contracting and, as Eelman (2002:312) notes,
Tmproving the quantity and quality of performance monitering of contracting is
the mest sericus management challenge faced in the uze of the contracting
tool...” Conclugive and obiective evidence on these features is senerally rare
and sometimes unreliable, Kettl (2000,3%) referenced OECD research showing
savings ranging from 5% to 50% with tvpical percentages arcund Z0. Chi and
others (2003} reported widely different assessments of cost savings, with
Z20-30% indicating no cost reductions while nearly cne third specified costs
reduced by 15% or more. The ASAP survey method {mail questicnnaire) was
far from an 1deal or feazible means to secure frm evidence cn cest and quality
factors, It was posgible, however, to elicit the views of users {agency heads)
disposition or judgement toward the costs and quality effects of contracting.

Did agency heads whose units relied on contracts think, “contracting out
affected the quality of services vour agency delivers to the public?” And how
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weare the agency heads dispesed toward fizcal effects’ How has contracting cut
affected the costs to wour agency of delivering services to the public? For both
cogt and quality questions respondents were offered the alternatives of {(a)
increaged, b} decreased, or (¢} no effect on costs/quality, (4 “doen’t know
response wag alse available,)

The two lowsr arravs of percentages in Table 2 digplay the administrators’
digpogitions toward cost and quality factors. On the cost component the
reported effects are almost evenly divided in thirds, Slightly under 30%
indicated increased costs, just cver cne third repcrted decreazed costs, while a
remaining 30% identified ne impact on gervice delivery costz, This spread in
the distributicn cn costs may be cne Indicater of why controversy abceunds cver
the “savings,” or lack thersof, due to contracting, The evaluations or
dizpositions of state agency heads are deeply divided cn the flacal effects of
thizs tool,

Hew do agency heads view the service quality effects of contracting? For
quality effects on services the dispesition distributien 1s dramatically different.
Mearly half (43%) the respondents indicated that service quality increased.
Advocates of this tool can polnt to these results as a feature that recelves
ringing endorsement, Admittedly, this confirmation, 1If 1t can be called that, 1s
subjective rather than firmly measured chiective evidence, Alsc supportive of
contracting in a backhanded waw is the small preportion (%) reporting that
service quality declined. Aside from the small set of "don’t know respondents,
the remaining one-third (35%) of the agency heads rated quality effects as
neutral,

With cut further analvsis by slze, tvepe, function, and other agency
characteristics it 1s difficult to offer a singular or summary assessment of the
cost and quality effects of contracting. The balance i clearly tilted toward the
pesitive gide on serviee quality consideraticns, PFrom a cost standpeint,
hewever, there are sharply divergent dizpositions cffered by state agency
heads, These diverse judaments and agaresated results fail to resclve past and
presant debates over contracting, Thew, nevertheless, provide a get of informed
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Judgements abeut agency-based assessments of this service delivery methed.

We carry an analvgls of the digpegiticn dimenzicn cne step further. A cross-
tabulation batwean the contrasting views on cost and quality aeffects guides the
rath we pursue, We start with cost features, which are among the most
controversial and arcund which there iz the areatest cleavage, Among
regpondents whe indicate that contracting reduced costs Table 3 shows a
netewerthy distribution with regard to quality effects. For 27% of the agency
heads (N=735) the contracting instrument was, at cne and the zame time,
judged to reduce costs and improve quality, By contrast, only 2% indicated
that cost cuts reduced service quality. Ancther 3% were of the cpinicn that
quality had remained the zame while costs had decreased. Semewhat more
than a4 third eof the agency heads, then, saw identifiable positive results from
gervice delivery contracts,

What were the effects on quality among administrators whe reported that
contracting had neither reduced nor increased costs? A second set of fizures in
Table 3 reveals the respective responzes. The first prepertion indicates that
while costs did not change more than one in eight {13%) of the agency heads
indicated that service quality increased. 4 somewhat high number {(18%) saw
ne change in quality while & minute proportion (1%} 1dentified a decline in
quality, If we add the 13% reporting costs stable and quality up to the earlier
tabulation {of 2% and 27%) then nearly half of the agency heads identify
contracting as & means of imeproved service delivery through {a) reduced costs
and increased quality, (b} reduced costs and ne effect on quality, and (¢} costs
unchanged but quality enhanced. Froem a pure subjective standpcint
contracting 13 assessed as enhancing service delivery by a near majerity of
state agency heads,
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{TABLE 3 Canfracting By State Administrative Apgencies® Cast-Cuality
Canfigurations, 1998

H= Percentapes

COET DECREARED, QUALITY

Up 187 27

Sarme 67 9

Do 13 8
COHET BTABLE, QUALITY

Up 93 13

Same 131 18

D 11 1
COHET INCREASED, GQUALITY

Up 59 14

Sarme T 10

Down 49 T

Total T35 100

Sawrce’ Del! 3 Wrighi, Americas Siate Adminisirators Froiect (ASAF) Surver. Odum
Taiitufe for Research o Socia) Fofece, [siversiiy of Norihs Cardlina af

hape! Hill

The third opinicn categery on contracting represents the nearly 30% of
respendents reporting that thiz toel resulted In increaszed costzs, When costs
Increased  what  were the quality consequences assessed by stats
administrators? The bottom set of fleures in Table 3 discleses their
dispositions, For 14% of the agency heads the cost increases due to contracting
resulted in enhanced service quality, This "enrichment” cluster was larger than
aither of the ‘degraded’ groups where costs rose but quality remained the same
(10%) or actually declined (7%}, Combining the twe degraded aroups,
hewever, creates a cluster that ewceeds the enrichment categcry. In cther
words, when adminiztrators saw that confracting produced cost increases the
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balance of opinlen ran against this tecl as an effective or efficlent means of
gervice delivery,

What might we cenclude from thiz array of responses tapping the service
contracting views of state agency heads? Clearly, this new public management”
tool generates a diverse zet of digpogitions. The results displaved in Tables 2
and 3 tend to support the metaphor of the “blind men and the elephant.”
Agsessments of contracting depend on where ome “touches this varied and
compley phencmencn. These dispesed toward faverable views zee contracting
as a golid "wall’ or foundation for altering costs in & manner that produces
pegitive servics quality results, On the cother hand, the szegment of
adminmstrators touching the proverbial elephant on the trunk or the tail view
of contracting as either a snake or rope that negates or restricts service
quality, The metaphor used here iz ancther way of zaving that the effective {(or
ineffective) use of contracting depends on a variety of factors that hide behind
o lie buried below the response patterns exposed and explered in Tables 2 and
3. Tt iz to geme of these undisclosed facters that we now turn.

VI, Seetor Diversity: Complexity and Speecialization

Before taking 1nitial steps toward an analvsis of contracting as it relates to
Intergcvernmental relations it 1z werthwhile to revizit and reflect further cn
the secter diversity dimension. Sectors, of course, are an essential aspect of a
contracting, That i3, the “others” with whom the state agencies relate throusgh
the contact mechanism are three sectors identified by Cooper (2002) as' (a)
private, (b} nenprofit, and {c) cther governments, O'Neill (Z002:7), in his
overview of Monprofit Nation, observes that "Many thecrists now posit four
gectors in the T3 and comparable sccleties’ the houszeheld secter, the
governments gector, the for-profit or business sector, and the not-for-prefit or
nenprofit sector,”
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We bypass the hcuseheld sector and extract from the cther three sectoral
Interactlens two components or facets of the diversity dimensien. The first iz
complexity: the secend 13 labeled gpeclalization, Sector complexity 13 the
abzclute number of zectors to which the state agency relates through
contracting, that iz, nene, one, twe, or three, Sector specialization indicates
the manner In which a state agency targets or concentrates on its contracting
teward distinetive combinations of the three sectors,

1. Sector Complexity

T describe and specify the nature of sector complexity it iz useful to parse
the responses of the nearly 800 agency heads engaged in contracting for service
delivery, Omitting agencies that de neot contract, what are the permutations
and combinations of agency-sector interactions? Table 4 displavs frequencies
and prepcrticns for the single, dual, and multiple links that these agencies
eatablizh for service delivery,
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{TABLE 4} The Diversity Dimensian af Sendce Cantracting Amang State Agencies

Coniraci
Bespondens All Bespondenis
Srgte Sectoe Grddrgoia [} S o
Cither Goyvernement, a5 3
Hon-Profits o6 T
FProftt, (Priwated Firme 156 20
23y Kt a0
Biial Sector Sorlracts
Other Gov'ts and Non-Profits BT B
Oither Gio'ts and Profit Firems 74 g
Hon-Profite and Profit, Firms 117 15
28R 33 28

Thres Seotor Coud gz
Oiher Gov'ts, Mon-
Profits 205 37 ]
and Profit Firems

Sub-Total T 100
Mot Engaged i Doodasctirg ank a3
Toial 1175 100

Sairce. Deil & Wrighi, American Stafe Adminisfrafars FProject (854F) Surver,
Odum  Institute For Research In Sacial Sdfepee, Unlversify of MNarth
Saralina at Chape! Hill

The complexity variable 1z simply the numeric for the number of secters
engaged by the different agencies, Among state agencies that contract for
gervice delivery roughly one third employ, respectively, one, two, or three
different sectors. The medal category is the cluster of agencies {37%) that
engage 1n gervice centracting simultanecusly with all three sectors. A slightly
lower proportion (33%) contract with two sectors and a remaining 30% utilize
only a single sector, When the entire set of ASAF respondents are included the
preportions drop to 20-25% in each complexity category with cne-third cutside
the contracting arena,
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2. Sector Specialization

If complexity 13 the pure number of sectors with which agencies contract then
gpeclalization identifies the distinctive tvpes of sectors used as intermediaries
for service delivery., Those sectors constitute, of course, nominal categories,
Baged on premises about ‘publicness,” however, we pogit a crude ordinal scale
en which to align the sectors frem the mest to the least public sector
invelvement in service delivery (Bozeman, 1237. Rainey, 2003). The listing
belew, aleng with the properficns in each category, displavs the sector
specialization spectrum,

Other governments only (3%)

Monprofit only (7%)

Other governments and nonprofit (85)

Other governments and profit (95%)

Monprefit and prefit (15%]

Other governments, nonprofit, and profit (37%)
Profit only (20%)

=1 O TN R O DS i

There are varied avenues for explering and analvzing sector speclalization.
At this juncture we engage In exposition only and defer explanatery analvsis to
a later date,

In percentage terms the lowest categories of specialization are for other
governments and for nenprefity only. These twe together barely reach 105,
Similar proportions are reached by each of the dual combinations of {a) other
governments and nenprofits (3%) as well as (b) other governments and profit
firms (2%). The joint use of nonprefit and profit firms reaches 15%, while the
gingular uge of prefit firms stands at 2Z0%. The three-zector group iz the
largest category at 37%.

[t 12 chvicus frem the listing abeve that when compared to sector complexity,
gector specialization contalng ne small ameount of cverlap, There i3 a4 sufficient
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difference, however, to merit analvsis by lecklng at how selected agency
characteristics  or varlablezs  are related to these two different measures of
divergity, Itis to the connections between intergovernmental relations (Weight,
1988: Krane and Wright, 1928} and the diversity dimengion that we now turn,

VI. Intergovernmental Relations (IGR) and

Diversity Components

Iz the contract diversity dimensicn asscciated with IGRY More specifically,
amcng state agencles that coentract for service deliverv, i3 sector diversity in
contracting linked to the intersovernmental federal aid status of the agencies?
Recall that contract diversity is divided inte {a} secter complewity and (b}
sector specialization, The former 1s the number (from 1-3) of different sectors
with which an asency has contracts while the latter pestulates a continuum
from exclugively public te chiefly if net exclugively private,

Table b presents results based cn relating sector complexity to three specific
[GR features that define the status of state agencies In relation te federal aid,
The celumn headings represent the secter diversity variable by Indicating the
number of sectors with which the state agencies have sgervice delivery
contracts, The figures In the boedy of the table are percentages of the agencles
In that complewity categcery., For the agencles engaged In single-gector
contracting (M=230) slightly over B80% receive federal aid. The proportions
step upward for two gector (79%) and thres sector (32%) contracting agencies,
Contracting 13 quite clearly related to the recelpt of federal ald, The direction
of canzality in thlz aszociation remaing to be determined but we might pesit
that the decizien te secure federal funds iz moere likelvy to be the casual
wariahle,



Contracting Out ax Adminixtrative Reform 223

{TABLE 5} The Contract Diversity Dimangaon and Intergovernmentsl Belations (GR) -
Septor Complexity ind Federd Aid, 1948

SECTOR COMFLEXITY
[(Murnber of Sectors with Service Conlracts)

FECERAL AID Dre Twn Thitee

VARIARLES [(M=230 (M =250 (M =285)
[Peitentages)

Reveipd of Aid G2 9 532

Aid

Lrerperend evresy af an 2R

(e S0

Aid Drvesrts

(more than thies T 18 an

national agencies)

Sawrce. Deil & Wrighi, American Sfafe Adminisfrataors Fraject (854F) Surver,
Odum  Institule For Research In Saclal Sdence, Unlversify of MNarih
Saraling at Chape! Hill

The desree or extent to which an agency’s budget ig derived from federal
funds 13 the measure of federal ald dependency. For analvsiz and presentation
rurpeges Table 5 shows percentages for agencies securing 50% or more of their
udget from federal aid, Here alsc the link between sector complexity and aid
dependency iz clear., Only 20% of the agencies invelved in single-sector
contracting are heavily dependent on federal aid while this proportion nearly
deubles among three-sactor contracting agencias,

The final row of figures reveals the relaticnzhlip between federal aid diversity
and sector complexity, Ald diversity 15 based ¢n the number of different
naticnal agencles from which the state agency recelves funds. The receipt of
funds from meore than three agencies measures high ald diversity in Table 5.
The aid diversity and sector complexity asscciation is apparent. Less than 10%
of single-sector agency contractors secure federal ald from more than three
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naticnal agencies, The proportion leaps to 30% ameng three-sector contracting
agencles,

The overall pattern iz clear, Greater engagement with federal aid by state
agencles 1z prominently and cengistently connectad with increased engagement
in netwerking through intersectoral administraticn, One set of complexities
hegats ancther set of complemities. Interdependency in cne arena 13 directly
linked to interdependency in the other (IGR) arena. Our basic hyvpothesis of a
pegitive assoclation between boundary-gpanning patterns 13 confirmed., We
explore the implications of this and other findings in cur concluding zecticn.

Before tranaitioning te that zection, however, twe related and supplementary
reints need te be made, First, we did not and de net foreclese further analvsis
and expleration of the sector specialization compeonent of the diversity
dimension. Our tabulations of the federal aid variables with the “publicness’
spectrum of contracting disclesed no asscciation. [t may be that contracting, as
this essav’s findings reveal, has become so extensive and multidimensional
that it lacks differentiation by the tvpe of public-private continuum that
supposedly underlies sector specialization (Bozeman, 1287),

The second qualifving or conditional point invelves the exploration of [GHR
variables bewond federal ald, While intergevernmental finance 13 a major
fulcrum con which American state-naticnal interacticns have ewelved and
revelve federal ald iz far from claiming a mencpely on such Interactions and
interdependencies. We did alternative analwses with cther IGR variables, e.g.,
agencies pclicy shifts resulting from naticnal initlatives, impacts of natienal
devclution on  agency discretlon. These crganlzaticnal and Instituticnal
variables falled to disclose the slightest hints of positive {or negative)
asgoclatlons, Neither did a cluster of admimistrator-based measures reveal
results that warrant discussion, Illustrative of such Individually grocunded
measures was percelved national fiscal Influence, perceived naticnal regulatery
influence, agency head preferences cn federal ald expansicn, and frequency of
administrater IGR contacts,

The absence of other clear or conslstent relaticnships 13 net a surprize, [t
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appears that Intersectoral netwoerks established thrcugh the contract tool are
grounded primarly In ingtitutional forms or patterns. The anchering of
contracting dimenszions In boeth external and internal settings make 1t far more
likely that crganizational rather than individual variables rewveal where and
how contracting fits inte the transformation of gevernance, COur alm ag well az
cur suggestion 13 to pursue thiz avenue in subsequent analvses

V. Concluding Comments

Adminiztrative ryeferm 13 an ecenemic and scece-pelitical phenemencn
apprcaching world-wide prepertions, Reform and its accompanving features
have contributed to a transformation from the old to the "mew” public
adminigtration, from government to governance. The preceding analvsls of
contracting as an  Instrument of reform prevides the bamz for szeveral
concluding comments,

1. Findings

The empirical findings on contracting paint a bread picture of the
intersectoral, networked, and intergovernmental landscape of American state
administration, A representative survey of administrative agencles {in 1933}
revealed that more than 70 percent of agencies contracted for the delivery of
gervices, Three sectors were invelved as contractees with roughly 60% of the
contracting agencles engage in this practice with other governments, 702 with
nenprofit organizations, and over 30% with for-profit creanizations (Table 2},
Thirty percent of the agencies allecated more than cne-fifth of thelr budget
(Z1% or more) to contracting, and contracting reportedly increased over the
four wears prior to the survey with all three sectors
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Ameong state agencies contracting for services the single largest percentage
{(37%) contracted with all three sectors, ancther third (33%) contracted with
two sectors, and the remaining 30% contractad with only one sector (Table 4),
Moreover, faderal ald variablegreceipt of federal ald, ald dependency, and aid
diversitywere each clearly and pesitively asscciated with the number of sectors
with service contracts {Table 5), For state agencies, then, intergovernmental
relations and intersecteral administration are strongly and positively related,
In shert, contracting ag an aspect of adminiztrative reform llustrates agency
management as process of creating, expanding, and sustaining a network of
netwerk s,

2. Observations

We cannct clalm that this essay and empirical research confirms the
presence of a new public administration or a “new public management.” Nor
dees the research document the “global’ character of administrative reform.
Cur exploration has been confined to a subset of institutions (50 American
states), in one nation, ab one peried {late 13203}, We have offered, howsver, a
template for apprcaching admimistrative reform that may contribute te a
further and fuller understanding of one of reform’s most prominent features,
That feature, of course, is contracting {outscurcing) for service delivery by
public agencles,

Contracting has been the deminant feature of privatization which In turn has
been a premier element of adminigtration reform In numercus naticns. It has
alac representad a neteworthy tool for governance among many within-country
crganizations. We have pegited the propesiticn that both internal and external
components are the lecus and Impetus for contracting actions. We additionally
articulated specific dimensions within these Internal and external components
and measured five dimensziens of contracting, namely, decizlon-making,
density, directicnality, diversity, and dispesiticn.
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What are the Implications of these findings for the nenprefit or civil scclety
gactor? Flrst of all, Invelvement of nonprofit crganizations (NGOs) in service
delivery 13 only cone of four maicr roles or functicns of nenprefit entities, the
others being cvie/pelitical engagement, wvalues and faith, and soclal
entreprensurships (Frumkin, 2002}, Yet Frumkin acknowledses (2002:64)
that, One of the most vizible and reccenizable functions of the nenprofit and
wrluntary secter 13 as a provider of gocds and services that fulfills the unmet
demands of consumers and clients.” With respect to nenprofit administration,
the invelvement of NGOs In contracting with state government agencies pushes
these crgamizations to become mere professional. Strengthening nenprofit
admimstration  invelves knowledge and skills In perscnnel, budgeting,
acceunting evaluation, and management practices, These are moest likely drawn
or adapted from public and buginess administration graduate programs
{(Jennings, 2003, Gronbierg and O'Zullivan, 2003,

The dewnside for nenprofits, however, 13 that thelr Indistinctive character or
nature may be lost or compromizsed az they compete for grants and contracts
in & complex mixed econcmy of service delivery swstems {Zalamon, 1299}
Menprefits and NGOs in the United States and bevend face the possibility of
gnal  displacement to secure and maintaln  #grant  funding, increased
bureaucratization of activities and procedures, and a reduced focus on specific
or constituency interests that may have given birth to the nenprofit entities,
Scholars have long recognized that contracting can lead to ‘privatizing the
public sector” (Bavas 1382}, Less well-know but equally worthy of study is that
contracting can lead to “governmentalizing the nonprofit sector.” as nonprofits
transform themselves to accommedate government requirements In contractual
relationships {(Gronbiers, 1983},

For administration 1n the American states the Increased reliance on
contracting emphasizes the increasingly complex rele of subnational {statel
officials, Frumkin (2002, 72} recently revizited and highlighted thiz complex
context! "The idea of third-party government reflects several American pelitical
and ecenemlc realities, Including, perhaps mest significantly, the federal
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structure threugh which pewer and respenzbilities are shared with the states,
and, In a similar manner, with private institutions.” [ndeed, Nathan {1998}
views the nenprofitization mevement as a medified form of develution or
decentralization of functicns from national {central} to local governments.

SBtate officialy are increasingly invelved net enly with other governments but
alzo with the neonprefit and private sectors,  Many zchelars have noted and
decumented the rize of complicated Intercrganizational  service delivery
netwoerks in public adminiztration. The imeplications of this develepment for
acceuntalility, responsivensss, efficlency, effectiveness, and other values of
both the ¢ld and new public adminiztration merit continucus examinaticn and
clarification (Wise, 1920:. Rainey, 2003},
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