The Privatization of Local Government Services (Sean O’Hagan)
Touted as a means of providing government services at a lower cost and with a higher quality, privatization is polarizing issue in strong-union regions.  Voicing vehement opposition to privatization, unions are typically concerned with the strategy’s impact on their ability to advocate for and represent workers, as well as the actual quality of services provided by private entities.  The below literature review provides an informed discussion of general characteristics and information regarding the privatization of local services, the realized cost savings and improvements to service delivery due to privatization, the demonstrated disadvantages of privatization, two case studies and instructions for applying guidelines and estimates to calculate possible cost savings. 

General Information and Characteristics

There are three mechanisms through which cities privatize services (Kodrzycki, 1994):

1. Contracting out.  Issuing Requests for Proposals, and awarding contracts to bidders.

2. Franchising. Defining geographic service areas for private entities to be the sole provider.  Government does not pay directly for service, residents do. 

3. Subsidy or Vouchers: Government provides citizens with money to purchase goods or services in the free market. 

Services – What Gets Privatized and What Doesn’t

The services that are most commonly privatized are the services that already have private providers doing business independent of city contracts (Kodrzycki, 1994).

According to a survey of cities by the International City Management Association (ICMA, 1988), the services that are most likely to not privatize and be performed exclusively by public employees are  (defined as 75% of cities used their own employees exclusively):

· Street cleaning, meter maintenance and collection, cemetery administration and maintenance, inspection and code enforcement, utility meter reading, water distribution, traffic control and parking enforcement, building security, payroll, secretarial services, personnel services and public relations

· Police and Fire functions were provided exclusively by public employees in 70% of cities

The same survey by ICMA found that the most commonly privatized is Vehicle Towing and Storage with 83% of surveyed cities contracting with a private provider. Most of the other service areas that were privatized were done so by 25 to 49% of the cities surveyed. The most common privatization mechanism employed by cities was contracting out.  All of the survey results are shown in the attached table, “ICMA_Survey” (in file Services_Cities_Privatize.xls).

In a 1995 survey of America’s 66 Largest cities (Dileger et al, 1997), city chief financial officers and city managers responded to questions about their city’s privatization efforts.  In all the 66 cities had privatized 456 times in the following service area categories:

· Public Works and Transportation – 106

· Support Functions – 406

· Public Safety – 98

· Health and Human Services – 89

· Parks and Recreation – 57

More information will be presented below as to how many services they privatized, why they did so, and the impacts on service costs and delivery.

Differences by Size of City – Townships, Suburb and Large Cities

Of all city sizes, townships with populations under 10,000 were most likely to contract out services (Kodrzycki, 1994).

Looking at medium sized cities (45,000 – 150,000 people) Greene analyzed the relationship between how much they privatize and their fiscal, demographic and socioeconomic characteristics.  His findings show the following (1996):

· Suburban cities tend to privatize more services than central cities.

· Cities with growing populations over the past 20 years tend to privatize services more.

· Wealthier cities (high per capita income) tended to privatize more services.

· Fiscal stress has an indirect relationship with privatizing services, meaning that cities with higher levels of fiscal stress tend to privatize less than cities with less fiscal stress.

Overall, Greene reports “that cities with high privatization levels tend to be wealthy, located in suburban areas and healthy fiscally.”  (Greene, 1996)

Looking at cities of all sizes Kodrzycki used Census of Cities data and found that cities that privatized services during the 1990’s possessed the following characteristics (1998):

· Prior experience with privatization

· Budgetary Pressures (rising deficits, declining surpluses, high interest costs)

· Viewed privatization as an alternative to eliminating service provision.

Note the difference in the effect of fiscal pressures between Greene’s work and Kodryzcki.  While Greene found that mid sized cities with budget pressures were less likely to privatize, Kodryzcki found that in general cities with budget pressures were more likely to privatize.  

Large Cities – How much they privatize and why they look to privatize. 

Results from the survey of America’s largest 66 cities show that the number of services large cities have privatized range from 0 to 19, with an average of 6.9 services a city (Dilger et al, 1997).  It is important to note here that respondents were detailing how many service areas had been privatized.  To be clear, that means that some privatization had occurred in that area – the extent of which was not detailed.  One city reported privatizing 14 service areas, and also volunteered that they had entered into 182 different contracts.

While there is an anecdotal belief that there are regional differences regarding how much cities privatize, the surveys results did not detect any (Dilger et al, 1997).  Also widely held, and discussed above is the notion of privatizing to alleviate budgetary pressures.  Dilger et al’s initial bivariate regression did not find a statistically significant relationship between per capita income and amount of privatization, but reported an significance below .10 that suggests further modeling could support such a theory. 

Survey respondents overwhelmingly explained that reducing costs and improving services were the two main reasons they privatized services.  Two reasons respondents rarely listed were reducing the number of public employees and limiting liability (Dilger et al, 1997)

Advantages and Satisfaction

Below is a summary of a number of reports that discuss the savings of privatizing services:

Cost Reductions:

City and County executives report that cost reductions are the primary benefit of contracting out (Kodrzycki, 1994):

18% reported less than 10% savings

39% reported between 10 and 19% savings

43% reported over 20% savings

Transit Authorities report savings between 20 and 30% (Kodrzycki, 1994)

Savings are thought to be due to any combination of the following: private market competition, lower wages and fringe benefits, and private entities having greater flexibility in staffing and firing (Kodrzycki, 1994).

Survey respondents from America’s 66 largest cities report the following:

· 40% report saving more than 20% from previous outlays

· 40% report saving between 10 and 19% from previous outlays

· Note that these results very closely mirror those of Kodrzycki above.

· Average Estimate of Savings by Service Area

Public Works and Transportation
20.7%


Public Safety



16.3%


Health and Human Services

17.3%


Parks and Recreation


16.6%


Support Functions


16.1%

Service Delivery:

Delivery improvement and quality enhancement are also commonly held to be possible advantages for privatizing services.  The survey of America’s 66 largest cities found the following, supporting that assertion (Dilger, et al, 1997):



Average Estimate of Delivery Improvement by Service Area

Public Works and Transportation
24.2%

Public Safety



27.6%

Health and Human Services

24.6%

Parks and Recreation


25.7%

Support Functions


27.2%

Most of the largest cities also expressed satisfaction with their privatization efforts with 54 of the 66 cities reporting being either Very Satisfied or Satisfied with their privatization activities.  The remaining 12 were “Neutral,” and there were no cities that reported dissatisfaction. (Dilger, et al, 1997)

Disadvantages

There are unmeasured costs in contracting and monitoring costs (Kodrzycki, 1994).

If the rate of privatization is not linked to rate of public employee attrition, then the firings of public employees is a distinct possibility which can be upsetting and politically unsatisfying. (Kodrzycki, 1994)

When applied to health and human services there is a concern that the privatization strategy is also an approach to mask reductions in funding or scope of services (Kodrzycki, 1994).

Finally one of the strongest complaints or perceived disadvantage is that employee compensation will decrease from the public sector to the private provider.  The survey of America’s 66 largest cities bore this out to be true (Dilger et al, 1997).  42 cities reported that compensation for public employees had been better that that received by those in the private sector; 8 reported that compensation was equivalent; while only 2 reported that compensation was actually better for private sector employees (14 cities did not respond).  (Dilger et al, 1997)

The Indianapolis Example: 

Guidelines for Making Decisions About Privatization

In the early to mid 1990’s Indianapolis pursued an aggressive privatization strategy in their provision of public services.  During five years, and some 70 projects city officials had ample experience making decisions about when to introduce private competition to provide services.  From that experience, Tom Olsen, then the city’s Director of Enterprise Development, has detailed some criteria to serve as important guidelines for implementing a privatization strategy.  The following section summarizes that report, borrowing its subheadings.  It should be considered in discussing the implementation of privatization strategies in the context of the capstone seminar.

1. “Political Climate”

Due to the prevalence of opponents to privatization projects, and the outside support they will receive in bolstering their opposition from affiliated organizations, it is prudent to prioritize projects and pick the ones that are “least complicated, have a short time frame, are the least controversial, and have the most reliable outcomes.”

Note that largest savings is not one of the top criteria (not at first anyway), but rather the criteria work towards demonstrating the viability of the policy.

2. “The Size of Current Expenditures for the Function”

However, the amount of savings from privatization is none-the-less an important factor.  Olsen describes it as being an important motivating factor for public officials that will criticized for the policy.  

3. “Visibility and Vulnerability of the Community to a Service Disruption”

Projects like removing abandoned cars are less critical and have a smaller profile than functions like policing and that is important when working out kinks in the privatization strategy and building momentum for it.

4. “Degree of Integration of the Candidate Function into Other Operations”

Functions that operate independently and have their own budgets are generally easier to privatize than those with relationships with other departments and a presence on multiple or shared budgets.  Olsen explains how information technology would be a poor candidate under this criteria because so many different departments interact with IT.

5. “Strength of the Private Sector Competitive Alternatives”

Based on theories of competition and efficiency, with more competitors in the bidding process, the program will be more advantageous for the city.

6. “Capability and Willingness of the Government Employees to Participate in the Competition”

In the Indianapolis example, Olsen describes that on several occasions AFSCME employees participated in the bid process with that aid of consultants to go through the RFP process.  Olsen appreciates the rarity of this example and cautions that unions can effectively stonewall privatization to the point where only unorganized functions can be made competitive.

7. “What Alternatives Exist for the Displaced Government Workers”

Olsen stresses an important part of union negotiations with regards to the privatization strategy was the policy to not “lay-off any rank-and-file workers.”  Indianapolis was able to do this, he says, by carefully monitoring its ability to absorb workers into other roles in the government.  He lists a number of variables that effect the city’s ability to absorb employees including, turnover rates, hiring freezes, workforce growth rates, pay scales, and human resource capabilities.

Note:  Another article also recommended that cities contract with the private entity for public employees to have first preference in hiring (Dilger, 1997)

The Philadelphia Example:

A Strong-Union City that has Benefited From Privatization

Under Mayor Ed Rendell’s administration in the 1990’s, Philadelphia pursued privatization as part of an overall budget reduction program that included aggressive union negotiations, and service program changes.  In general the privatization efforts looked to keep all city employees employed in some capacity.  Leading the privatization charge was an employee with the title of Competitive Contracting Coordinator for the City (Bissinger, 172).  As a staff member that was independent from any one department she provided a keen perspective on looking to contract out services because department managers often have a self-interest in managing larger staff and larger budgets (Bissinger, 271).  

Beyond increasing efficiency and cutting costs, another key aspect of the city’s approach was using the contracting-out mechanism of privatization.  This was particularly true with regards to the city’s union negotiations.  The city’s Chief of Staff also considered the city’s privatization strategy as a leverage tool in negotiations with unions and found that in response to the city’s threats to contract out services, the unions became more efficient and competitive (286).  

In all thirty different functions were privatized for a savings of $35 Million a year (271).  Mayor Rendell also reported that privatization is “more than just a money saver: in almost every case, we are delivering a better product to the citizens of Philadelphia” (271).  Three functions specifically mentioned as being privatized are the security guards at the art museums, the union functions at city nursing homes, and the maintenance functions at city hall.

Considering that the total city budget that year was approximately $2 Billion (36), the $35 Million in savings generated by the privatization contracts represented a savings of 1.75% of the cities total budget.  Also, in the indirect manor by which the threat of contracting out was used as leverage in union negotiations, privatizing city services yielded savings above and beyond the 1.75%.

Applied: Estimating Privatization Savings

Look at the ICMA table (in Services_Cities_Privatize.xls) for more detailed services that have been commonly privatized, take into account the Indianapolis guidelines for project selection and consider recommendations of capstone groups for what specifically could be privatized.  Then using available budget information for that service and function, apply rates from the Survey of America’s 66 Largest Cities to determine savings.

Average Estimate of Savings by Service Area:

Public Works and Transportation
20.7%


Public Safety



16.3%


Health and Human Services

17.3%


Parks and Recreation


16.6%


Support Functions


16.1%

Remember this is to be at the margin, so you need to find specific targeted functions with budget information available to privatize.  Or alternatively you could make an assumption about the amount of privatization you could find.  In this regard you could use the Philadelphia case as a guideline and assume that with five years of aggressive work you could realize across a number of privatization programs 1.75% of savings for the city’s total budget.

Also consider that some privatization is already around.  For example, The University Circle Incorporated and the Cleveland Clinic Police, given their cooperation with the City of Cleveland regarding patrolling and responding in their areas, are essentially private services.  However in these cases they are more than likely exhibiting the volunteer mechanism of privatization unless they are reimbursed by the city.  Other police functions that literature has discussed as being possible to privatize include: court security, prisoner security, computer and communications system maintenance, training, laboratory services, radio dispatching, video surveillance, and traffic and parking control.  However no cost savings estimates were provided (Forst, 2000).
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� Note:  In general, the focus of the literature review has been to find out what savings can be expected from privatizing local services.  Topics such as working conditions, impacts on other city services of a workforce with less health insurance, and other labor and compensation issues are important to consider.  However, within the larger framework of the capstone seminar’s regionalism analysis, the focus of this paper is appropriately placed on cost-savings.








