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Definition

Local governments provide numerous services to their citizens. In doing so, they utilize two
primary methods to deliver them: (1) producing them in-house with their own employees
and equipment or (2) outsourcing them to external actors, which may take the form of
other public agencies, for-profit firms, or non-profit organizations. In this entry, the authors
review the logic of why local governments might choose one mechanism over another. The
goal is to give readers a feel for the state of the academic literature in this regard. After
reviewing basic concepts, such as the difference between the “provision” and “production”
of services, the authors frame the discussion in terms of a variety of lenses used by scholars
attempting to better understand the determinants of such decision-making. These include
agency theory, transaction cost economics, and New Public Management. The authors
also consider the role that management capacity plays in allowing cities to successfully
deliver services to their constituents. Additionally, the authors offer a discussion regarding
how local governments partner with non-profits in less formal ways than contracting
to ensure their citizens have access to needed services. Finally, there is a review of the
tradeoffs between efficiency and other values that should be accounted for when arranging
service production.

Keywords: service provision; service production; service delivery; service contracting;
outsourcing; privatization; competitive tendering

1. Introduction

Local governments “provide” (i.e., plan, finance, manage, and monitor) a wide variety
of services to their citizens. This can include essential and highly visible services such as
policing, fire protection, and emergency services, as well as important but more mundane
services such as tree trimming and rodent control. To illustrate the breadth of such ser-
vices, in 2017, the International City /County Management Association (ICMA) fielded a
survey gathering information on 74 unique services that are commonly provided by local
jurisdictions in the United States [1]. These services spanned seven functional categories:
(1) public works/transportation; (2) public utilities; (3) public safety; (4) health, food, and
social services; (5) parks and recreation; (6) community development; and (7) support
functions. While expansive, the ICMA list should not be considered exhaustive.

For each service provided, public managers must answer a fundamental question:
should the service be “produced” internally using their own resources (i.e., public employ-
ees and equipment), or is it better to outsource delivery to external actors (also known as
the make-or-buy decision)? If the decision is to opt for external production, which types
of vendors (e.g., for-profit, non-profit, or other governmental entity) should be utilized
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(i.e., the sector choice decision) [2,3]? While government contracting for goods and services
has a long history, going back, for example, to before the founding of the Republic in
the United States [4,5], traditionally, local governments have tended towards in-house
production. This began to change in the 1970s and 1980s when political figures such as
Margaret Thatcher and Ronald Reagan, borrowing arguments from libertarian economic
intellectuals such as Friedrich Hayek and Milton Friedman, promoted privatization and
competitive contracting as ways to make the government more efficient.

Initially, therefore, the choice between internal and external production had ideological
overtones, with conservatives generally more in favor of the latter and liberals more
supportive of the former. Over time, however, as the practice of outsourcing, a hallmark of
the neoliberal system, became more widespread in the wake of growing criticism of the
administrative state worldwide, the choice between internal and external delivery became
a generally pragmatic choice, an effort to find the most effective and efficient method to
produce public services [6,7].

The purpose and contribution of this entry is to comprehensively review the litera-
ture that has been developed over several decades, exploring the underlying theoretical
determinants of make-or-buy and/or sector choice decisions. These discussions primarily
emphasize studies based on the U.S. local government context, although the authors do
incorporate research centered on other parts of the world. Theory development in this vein
of research has leaned heavily toward economic perspectives such as market theory, agency
theory [8], and transaction costs economics (TCE) [9]. However, institutional approaches
and various management theories have also been utilized to better understand outsourcing
decisions, processes, and outcomes.

Given the diverse foci and theoretical lenses adopted by a wide spectrum of concep-
tual and empirical studies, recognizing coherent patterns of inquiries and related findings
concerning local outsourcing decisions is challenging. However, a rough summary of
the notable empirical findings in this body of literature includes the following: (1) while
outsourcing is prevalent across local governments, in-house service production is still a
dominant delivery mode in the majority of U.S. local jurisdictions [1]; (2) service charac-
teristics such as asset specificity or measurement difficulty matter somewhat in terms of
whether to outsource and to whom [10]; (3) joint delivery, whether with other governmental
entities or for-profit firms, is quite common [11]; (4) organizational inertia, rather than
other jurisdictional or service factors, is the strongest determinant of service production
decisions, as both previously outsourced and internally produced services tend to retain
their modes between survey periods [12,13]; (5) contracting back in (or reverse contracting)
happens relatively frequently [14], commonly owing to concerns with not achieving cost
savings or quality goals [1]; (6) the effects of jurisdictional characteristics such as the form
of government (e.g., council-manager form) are inconsistent [6,15]; (7) local governments
often do not fully fund but only partially contribute to service delivery, especially when
non-profits are involved [16-18]; and (8) local governments tend to monitor less intensively
when other governmental entities or non-profits deliver services [18,19]. These are, of
course, only a few selected findings. In what follows in the next several sections, the
authors further elaborate on how some of these factors come into play in making decisions
regarding local service delivery.

Prior to articulating exactly how scholars examine make-or-buy and sector choice
decisions, however, the authors suggest a couple of overarching analytical frameworks
as organizing or synthesizing tools to more systematically understand the literature de-
velopment and how it has evolved. The first framework is concerned with the different
levels of analysis used in theorizing and empirically modeling factors that matter in out-
sourcing decisions. A micro-level perspective is frequently deployed by both economic
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and institutional theorists. Economic theory (e.g., agency theory or TCE), for example,
explores contract agents’ self-interest-based motivations as well as individual service char-
acteristics that enable or constrain agent behaviors and principals” ability to effectively
monitor agents [10]. Neoinstitutional theory is also adopted to account for individual
actors, for instance, regarding how local professional managers might internalize the ethos
of managerialism/neoliberalism through training or professional networking [20], leading
them to prefer “buying” rather than “making” services owing to expected efficiency gains.

Meso-level perspectives highlight organizational characteristics that are taken into
consideration in decision-making. For example, the ownership characteristics of external
service producers (e.g., private, for-profit firms, non-profit organizations, or special or
general governmental entities) have been extensively studied as factors in vendor selection
due to the different legal, governing, operational, and incentive structures associated with
organizational forms. Ownership research largely adopts economic outlooks (e.g., profit-
driven incentives for private, for-profit firms juxtaposed with the nondistributiveness of
non-profit entities) [21,22], although management-related theories (such as management
capacity and smart buyer, managing competition, or relational contract management based
on trust) [23] developed across the fields of public and business management are also
impactful in increasing our understanding of outsourcing decisions and outcomes.

Lastly, macro-level perspectives focus on examining political (e.g., ideology of the
locale, citizen voting preference, partisanship of political leaders, etc.) [24] as well as so-
cioeconomic and demographic factors (e.g., minority populations, poverty rates, education
levels, etc.). Empirical research into the determinants of make-or-buy/sector choice de-
cisions also incorporates municipal or county governments’ jurisdictional characteristics
such as place (urban, suburban, or rural) and fiscal conditions to gauge the nature of vendor
markets as well as the governments’ need for cost savings that might be achieved through
outsourcing [25]. Thinking in terms of the micro-, meso-, and macro-level lenses helps
us more clearly understand the complexity of local service outsourcing decisions where
different variables and related dynamics contribute uniquely to decision-making.

The second analytical framework the authors suggest concerns competing public
values that underlie the literature development. Until fairly recently, research, especially in
the United States, has heavily focused on efficiency gains as the main public value to pursue
in local government service production decisions. However, scholars have increasingly
searched for alternative paradigms to New Public Management to balance their efficiency-
centric views with a broader set of competing public values that emphasize democratic
governance in service delivery arrangement decisions [26]. Citizen engagement or citizen
co-production in local service delivery has been one of the growing topics seen at the
center of this effort [27]. While the breadth and depth of the emerging literature are yet
to be determined, it certainly has the potential to serve as an intellectual counterweight
against the efficiency logic that has dominated the local service delivery literature. For this
reason, it may be useful to think about organizing the literature in terms of studies based
on efficiency logic versus those guided by democracy logic or public service logic [28].

Now, the authors move the discussion to the substantive literature developed in the
U.S. setting, exploring make-or-buy and sector choice decisions.

2. Make or Buy?

As discussed above, by the 1970s, academic arguments for outsourcing public services,
e.g., [29], were working their way into the political mainstream, most especially on the
libertarian-influenced right. During this period, a number of public management scholars
and practitioners published books and articles promoting the adoption of business practices
by the government, e.g., [30]. The goal was to gain efficiencies through general management
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techniques, such as introducing performance incentives and, most relevant to our concerns,
leveraging market forces.

This movement, which came to be called “New Public Management” (NPM) [31], led
to increased calls for divestment and service shedding (i.e., leaving provision to the market)
by public entities but also for the outsourcing of publicly provided services. The underlying
idea was that the “government should steer not row” [32]. That is, the government should
set the direction (i.e., decide what services to provide) but leave service production to
external actors whenever it makes sense to do so.

In this market-oriented view, traditional in-house production is seen as monopolistic in
nature and, therefore, prone to being unresponsive and inefficient. Privatization advocates
herald competition as the cure for this unsatisfactory condition [33]. Specifically, they argue
that employing competitive processes forces external actors hoping to win contracts to
differentiate themselves from their rivals in price and/or quality. The innovation resulting
from such efforts benefits the contracting government and its constituents by lowering
costs and ensuring high-value and responsive service delivery. Promoters of this approach
leveraged studies showing the efficiency of contracting to make their case. For example,
an early analysis focused on cities in the Los Angeles area found outsourcing to be less
expensive than in-house production for seven of eight studied services. (There was not a
statistically distinguishable difference between the sectors for the eighth service.) The cost
savings ranged from 37 to 96 percent [34].

Relatedly, competition may offer protection against what are known as agency (or
principal-agent) concerns, that is, the potential for opportunistic behavior on the part
of vendors [8,35,36]. For example, cities, as principals, are expected to desire the timely
delivery of the highest quality services at the lowest possible prices. On the other hand,
vendors, as agents, may primarily be concerned with maximizing profits, minimizing effort,
or otherwise acting in ways that benefit themselves to the detriment of the principals, if
they can get away with it. The threat of replacement by a competitor if caught acting in this
way, it is argued, should serve to curtail such behaviors.

Management scholars in general, however, see a number of potential concerns regard-
ing these claims. A primary issue is that the markets for many government services are
notoriously uncompetitive. One large-N quantitative study, drawing from a broad U.S.
national sample, found an average of fewer than two potential vendors per service [25].
Similarly, a qualitative examination of social service contracting in five counties in New
York found that only one, a large urban county, used competitive bidding processes to
award contracts. For the other four, the service markets were so constrained such practices
did not make sense since there existed only one potential vendor for most services [37].
Both of these studies point to thin markets containing well below the 3-5 bidders that
are recommended to gain the full advantages of competitive bidding processes [38]. As
such, the purported benefits of competition may prove elusive. Further, even if local public
service markets are initially competitive, they may become less robust over time as the
holders of contracts consolidate market share and competitors who were unable to win
contracts eventually fade from the market. In essence, outsourcing may not truly address
the concerns of monopoly service production in thin markets. Rather, privatization may
simply be a formula for replacing a public monopoly with a private monopoly [39,40].

Rather than simply relying on the market to promote innovation and efficiency and
enforce accountability, most researchers studying local service delivery believe robust public
management is the key to successful service production [39]. They adopt the transaction
cost economics (TCE) framework to guide their analyses [9,10,41]. TCE concerns itself
with all the costs associated with market transactions. That is, while the price of a good
or service is the most obvious cost, buyers face further expenses when making purchases.
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The additional burdens may be minor when undertaking a simple market purchase (e.g.,
buying an “off-the-rack” shirt). However, the transaction costs are much higher when local
jurisdictions procure complex, customized services. Rather than simply stopping by the
store and picking up the desired item, they must expend time and effort in writing requests
for proposals (RFPs) that lay out exactly what they want, evaluating submitted bids in an
effort to determine which offer the best “bang for the buck,” and negotiating contracts with
winning bidders. All these costs, in addition to the unit price, should be considered when
deciding on how to produce a service.

An important additional point is that it cannot be assumed that agents’ opportunism
will be curtailed simply by market forces, which, as noted above, tend to be weak in the
local service delivery context. To address this concern, government managers must monitor
and address vendor performance over the course of the contract to obtain the best results.
The cost associated with these supervisory efforts (e.g., conducting inspections) should also
be accounted for in transaction cost calculations. If the totality of the costs associated with
contracting is less than the cost of in-house production, externalizing the service makes
sense [39]. Otherwise, internal delivery may be preferable. A study focused on the bus
transportation system in Barcelona, Spain, illustrates the hazard of not properly accounting
for transaction costs. The authors of the entry estimate that transaction costs account for
between 3.5 and 14 percent of the value of such contracts in this jurisdiction [42]. Not
properly accounting for these costs could easily tip the production decision in favor of
outsourcing when it is not warranted, to the detriment of the contracting government.

Public managers can also employ a hybrid form of service delivery that is often
referred to as “joint” or “mixed” production. Under this scheme, “a government contracts
with an external vendor while retaining a portion of the service production in-house” [10]
(p. 444). With such arrangements, public and private workers may separately perform the
same work (e.g., public crews collecting trash in one part of the jurisdiction, private crews
in another) or different parts of the same service (e.g., public crews collecting the trash
and private crews hauling it from transfer stations to the landfill) [10]. Joint production is
associated with a number of purported benefits. First, it allows the contracting government
to benchmark the service by offering the opportunity to compare the delivery performance
of multiple producers [43]. This information can be leveraged to improve the quality
and efficiency of service delivery and also provides the government with knowledge that
assists in the monitoring of contract agents. A study of residential solid waste collection
in Ottawa, Canada, found that the city realized cost savings and efficiency gains, in both
the zone utilizing public production and the four outsourced districts, after adopting this
technique [44].

Additionally, since the jurisdiction maintains at least some level of in-house capacity,
it will be in a position to credibly threaten to take over the service if need be [45]. This can
serve as a motivation for agents to maintain price and quality as well as avoid participating
in opportunistic behavior. Put another way, it can assist the government in keeping the
vendor in line, ensuring the jurisdiction gets the most out of its contracting relationships.
The reverse is also true. That is, joint production makes more credible the threat that a
private vendor may replace a poorly performing public agency, since existing tendering
processes are already in place and being utilized. The previously mentioned study focused
on Barcelona, which uses mixed delivery for its bus transportation system, found that the
city has used such a threat when labor conflicts have arisen in the public sector [42].

As reviewed in the preceding discussion, the decision to outsource services itself
implies management costs for jurisdictions. Therefore, governments must invest in what is
termed contract management capacity. Specifically, they must have the necessary resources
and capabilities to effectively undertake the above activities (i.e., write RFPs, evaluate bids,
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negotiate contracts, monitor vendors) for privatization to be a successful alternative to
in-house delivery [46]. Skimping on such capacity can adversely impact their ability to be
“smart buyers” [47], diminishing any potential benefits associated with outsourcing.

Having appropriate management capacity can also assist local governments in dealing
with the issue of weak service delivery markets. Rather than accepting the likelihood of
low levels of competition, public officials can attempt to “manage the market” [48,49] to
increase the number of potential bidders. This may entail efforts to identify and contact
potential bidders rather than simply posting RFPs and passively accepting the results. The
government might also actively nurture potential bidders. For example, public managers
may offer technical expertise to assist small organizations in successfully navigating the
bidding process. Such efforts may enlarge the bidding pool by allowing smaller firms to
better compete with their larger peers who have the wherewithal to submit professional
bids of their own accord. The Ottawa study mentioned above also speaks to this concern.
In adopting the joint delivery model, the city attempted to remove barriers that were
hampering the participation of smaller firms. This effort included holding meetings to
identify specific barriers, as well as ways to streamline the procurement process and
discover potential areas for technical innovation [44]. Of course, the resources associated
with such endeavors must also be included in the overall transaction cost calculations when
contemplating the externalization of service delivery.

A final option to deal with thin markets is termed “managed competition” [50]. Under
managed competition, public agencies tender bids for service contracts alongside private
entities. At a minimum, this adds an additional bidder to the process, which can be
impactful given the tendency for local competitions to commonly attract fewer than two
bids [25]. In a well-documented example, the Indianapolis Fleet Service (IFS), a department
of the city of Indianapolis, was allowed to reorganize and compete against private firms for
a contract to maintain the city’s vehicle fleet. The IFS eventually won the contract. While, in
this instance, managed competition did not lead to the outsourcing of the service, exposing
the IFS to the competitive process is credited with streamlining the organization [39]. In this
way, the market was leveraged not for delivery itself but rather to improve the efficiency of
in-house production.

3. Sector Choice

If, after accounting for the principal-agent and transaction cost concerns discussed
above, the decision is to outsource the service, the next question is: what type of contractor
should be selected? There are three primary options: (1) other government entities, (2) for-
profit firms, and (3) non-profit organizations. In choosing between the possibilities, one
should take into account the differing characteristics of the sectors as well as the traits of
the service under consideration.

Beginning with the differing characteristics of the sectors, an obvious point of de-
parture is that for-profits focus on financial rewards while non-profits and government
entities do not. Privatization advocates tend to see this distinction as very much weighing
in favor of selecting for-profit firms as contracting agents. From this perspective, the profit
motive incentivizes innovation. That is, as previously discussed, in order to maximize
market share and profits, firms must outperform their competitors on price and/or quality.
This leads them to attempt to update their production processes to lower costs or devise
improvements in the goods or services they deliver in the hopes of increasing the likelihood
they will win and maintain contracts. Extending this logic, advocates contend that other
government or non-profit contractors, lacking such incentives, will tend to be less dynamic
in their efforts, which reduces the probability they will innovate to lower costs or improve
the attributes of their services [51].
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Most management scholars, however, take a more nuanced view. While they concede
that the search for profit can lead to useful innovation, they point out it can also lead to
the previously mentioned agency problems, such as cutting corners to enhance earnings.
In contrast, rather than seeking profit, public and non-profit organizations tend to view
themselves as stewards of the public good. Owing to this, their goals are posited to be
more closely aligned with those of contracting governments [52-55]. This orientation, it is
argued, may alleviate some concerns regarding the likelihood of vendor opportunism. In
support of this proposition, a study examining federal contracts in the United States found
non-profit vendors to be less likely to run into serious performance issues or have their
contracts terminated early for performance than for-profits performing similar tasks [56].
Additionally, non-profits could theoretically be a low-cost option owing to their ability to
leverage volunteer labor and supplement their budgets with donations [2,47], which might
serve to temper the purported cost advantages of for-profits.

In the end, it is a balancing act. For-profits may tend to be more innovative and cheaper
but prone to opportunism. Public and non-profit organizations may be more trustworthy in
terms of principal-agent concerns but potentially less innovative and efficient and, hence,
more expensive. How does one resolve this conflict when attempting to choose between
the sectors? Accounting for the characteristics of the services under consideration can assist
in this endeavor.

While not always clearly defined, what are generally labeled as “hard” and “soft”
services could be relevant to the vendor opportunism and monitoring issues local govern-
ments encounter when utilizing outsourcing [57-59]. For hard services, it is generally easy
to describe exactly what the principal wants the agent to do and, after the fact, determine if
those obligations have been met due to the tangible and measurable traits of such services.
A common example of a hard service is residential solid waste collection. It is fairly simple
for local jurisdictions to articulate the actions expected of potential vendors and hold them
accountable for how well they deliver the service. For instance, the contract may explicitly
require the weekly emptying of garbage bins that are left at the curbside of each residence.
Failure to complete the task in an acceptable manner is easy to detect since residents will
complain if their trash is not picked up or if the contractor causes damage or leaves a mess
in the streets. Owing to these traits, the costs associated with the bidding process (i.e.,
writing RFPs, evaluating bids, and negotiating contracts) are relatively low. Monitoring
production to protect against poor performance or opportunistic behavior is also straight-
forward and cheap. Hence, agency concerns are not costly to mitigate. As such, contracting
with for-profit firms makes sense for hard services. Indeed, several studies employing
meta-analyses have found supporting evidence for cost savings from externalized refuse
collection services, although the statistical significance or size of the savings are not always
consistent [60,61].

Soft services, on the other hand, are challenging to describe and measure. Health
and human services often fall into this category. Treatment for substance abuse is a prime
example. While what the city wants is unambiguous—citizens cured of addiction—it is not
clear exactly how this goal is best achieved. That is, while there are many accepted ways
of treating drug addiction, no universally accepted standardized method exists. As such,
unlike in the garbage collection example, jurisdictions attempting to outsource will not be
able to explicitly tell contractors what actions to undertake. Furthermore, they will find it
challenging to hold vendors accountable, since a person’s falling back into addiction after
treatment will not necessarily indicate that the contractor delivered an inferior product. It
might simply mean an appropriate and competently delivered treatment did not work for
that person at that time.
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Relatedly, such ambiguity can make it challenging to identify and address vendor
misbehavior, since contractors, as agents, may be in a position to leverage the uncertainty
to mislead the principal in ways that benefit themselves to the detriment of the government.
For example, an agency with a contract for drug counseling and treatment might limit
its clientele to those who are most motivated to overcome their addiction in an effort
to boost its success rate, strengthen its reputation, and increase revenue, especially if
performance-based payment metrics are utilized. This type of behavior, referred to as
“cream skimming” [62,63], however, may leave the most challenging cases untreated.

In sum, the lack of clarity associated with soft services tends to elevate both the front-
end (i.e., the procurement process) and back-end (i.e., managing and holding vendors
accountable) transaction costs involved with the delivery of such services. Owing to this,
other government agencies or non-profits might be better choices than for-profits when
faced with outsourcing soft services. Specifically, the higher levels of goal congruence
associated with the former can lower transaction costs to some extent, by lessening the need
for stringent monitoring, for example. Empirical studies report supporting evidence for
positive associations between measurement difficulties in services and outsourcing to non-
profits. The same studies find negative relationships when for-profits are involved [10,13].
We should note, however, that supposed goal congruence mitigates but does not completely
eliminate the potential for agency problems, such as cream skimming, or other opportunistic
behaviors, especially when performance-based or capitation-based payment schemes are
used [64-66].

Ambiguity is not the only trait for which goal congruence might advantage public
and non-profit vendors in sector choice decisions, however. Service continuity and stability,
while concerns for all services, can be especially important in certain instances [67]. This is
commonly the case with health and human services, where interruptions in treatment can
prove very detrimental to outcomes. Other services, such as policing, are highly relevant
to citizens. Local jurisdictions may choose to produce such services in-house to maintain
as much control as possible [68,69]. However, if they decide to externalize delivery, other
government agencies or non-profits may be the preferred options [25], since they have
an intrinsic motivation to deliver services in the name of the public good as opposed to
only doing so in pursuit of the extrinsic motivation of profit. Again, it is important to note
the potential limitations for goal alignment to protect against opportunism. Some studies
have found that non-profits may divert contract funds in an attempt to cross-subsidize
their own programs [54] or pursue monopolistic positions to secure revenue streams [70],
to the detriment of government interests. This possibility should be accounted for when
deciding whether to externalize a service or not and, if electing to do so, choosing between
non-profits or other public entities for production.

4. Beyond Contracting

Up to this point, this discussion has envisioned the production choice decision as
exclusively a question of contracting. This is commonly how it is framed in the litera-
ture [71]. However, not all service relationships with third parties are necessarily so rigidly
structured. Local jurisdictions may opt for more informal arrangements and, at the extreme,
may simply have “handshake agreements” with service producers [72,73]. A discussion
of the full range of such possible relationships is beyond the scope of this entry. However,
as more casual arrangements are fairly common when non-profit organizations deliver
services [17,18], a brief review concerning this sector is in order.

The commonality of governments entering into informal service delivery arrange-
ments with non-profits finds its roots in the fact that non-profits have historically delivered,
and to a great extent continue to deliver, some services (e.g., human services, culture and
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arts) independent of government interventions in those areas [62,74,75]. As such, rather
than taking on the responsibility of service provision themselves, local governments can
choose to assist, and possibly enhance, the work of non-profit organizations who are al-
ready providing public services to the community. This support could take on a variety
of forms. It is common for jurisdictions to offer grants to assist local non-profits in service
production [16,17]. Such grants may come with formal agreements that impose require-
ments and accountability mechanisms similar to those of contracts. But they can also be
much more informal in nature with the government offering small financial supplements
to agencies with minimal “strings attached” [18].

In-kind donations are also common, with one study finding that more than 60 percent
of North Carolina cities and counties reported providing such support [16] to non-profits
operating within their jurisdictions. This form of aid often consists of offering free or
discounted office space to non-profits entities [18] but can also include sharing government
staff, expertise, and other resources [16,17] with the goal of augmenting service delivery.
Regardless of how they are organized, more-informal delivery arrangements can supple-
ment the direct public provision of services, enhancing the ability of local governments to
meet the needs of their citizens.

5. Competing Public Values and Democratic Governance

Just as the local service delivery literature is inclined to focus on contractual relation-
ships, it, as well as the New Public Management movement more generally, has historically
tended to tacitly accept efficiency as the ultimate criterion in the service delivery decision-
making calculus [76]. While efficiency is certainly an integral concern, there are many
other potentially competing values that might come into play when the government in-
teracts with its citizens. For example, equity, which is not prioritized in market-oriented
evaluations, is often highly valued by residents receiving public services [77-79]. Scholars
identify many other principles that should be accounted for in public service delivery,
such as liberty, accountability, due process, equal protection, the promotion of democratic
values (including citizen participation), and, more generally, the communal good, however
democratically defined [76,79-81].

There are two primary reasons efficiency is advantaged over other values. One has
an ideological component—it hews closely to the preferences of market advocates and
their calls to “run government like a business” [82]. The other is rooted in pragmatism:
efficiency is easier to measure and evaluate than other more esoteric, and often contested,
values [76]. While there have been many calls to better account for values beyond efficiency,
public administration scholars have yet to produce methods for doing so. Specifically,
there has been little success in offering valid and reliable tools designed for evaluating and
measuring less quantifiable yet potentially important democratic values [76].

The efficiency orientation has consequences. It tends to view residents simply as
customers. However, democratic citizens have rights and expectations that differ from
those of customers [55]. While the market ethos condones, and in many ways in fact
promotes, differentiating between customers based on profitability, such differentiation
in the delivery of public services is anathema to healthy democratic governance. This is
especially a worry when austerity measures are necessary, which they commonly are in
the post-Great Recession world. Research has demonstrated that when cities make cuts to
services, the poor and marginalized tend to be disproportionately impacted [83], increasing
inequality and possibly disaffection. It has also been argued that reframing citizens as
customers can undermine democracy by casting their relationship with the government as
simply an effort to maximize their individual utility, eroding the sense of civic responsibility
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and engagement that is at the core of properly functioning democracies [84]. This may be a
high price to pay for efficiency gains.

This is not to say that privatization is a mortal threat to democracy that should be
abandoned. Rather, the potential concerns should be addressed, to the extent possible,
when undertaking make-or-buy and production choice decisions and evaluating service
delivery. This may especially be the case for health and human services that tend to be
accessed disproportionately by vulnerable populations [55].

6. Conclusions

In this entry, the authors have reviewed the myriad ways in which local jurisdictions
deliver services to their constituents. The first question, of course, is should they provide a
given service in the first place. That is, should the government take on responsibility for
arranging and ensuring financing and accountability for the service, or should it simply
be left to the market? If public provision is chosen, a delivery method must be selected.
While the most common technique is in-house production, whereby public employees and
resources are utilized, outsourcing is a common alternative. In choosing between internal
and external delivery, one must consider (1) the extent of principal-agent concerns and
how they can be managed and (2) the overall costs of service delivery (i.e., transaction
costs plus the cost of the good or service itself), as well as (3) the relative advantages and
disadvantages of utilizing the different sectors (i.e., other government, for-profit, non-
profit). The latter concern requires an understanding of the differences between the sectors
as well as the characteristics of the service in question.

Efficiency is not the only public value in guiding these decisions. Scholars have
recently begun to more explicitly consider competing values that address equity and
enhance democratic governance in local service delivery. It remains to be seen whether
these citizen-centric approaches will continuously and systematically grow to form a lasting
body of literature that informs us regarding how local governments decide what services
to provide and how to arrange them. Currently, this literature seems to focus more on
conceptual and often normative discourse than empirical and analytical investigations.

Circling our attention back to the efficiency-centric focus, it is important to note that
contracting is not a panacea, as the authors hinted at previously. In the 2017 ICMA survey
referenced in the introduction to this entry [1], one finds that approximately 14 percent of re-
spondents reported returning a previously contracted service to in-house production in the
last five years. The most frequently reported reasons for doing so (allowing for the selection
of multiple motives) were that the service quality was not satisfactory (54.1 percent) and the
cost savings were insufficient (45.9 percent). The takeaway is that public managers should
consider a wide range of circumstances and needs when arranging public service delivery.
They must maintain the appropriate capacity to actively manage delivery, regardless of
whether it is internal or external, and be willing to regularly reevaluate production methods
to ensure they are obtaining the best deal for their communities [39].

Author Contributions: Conceptualization, S.L. and M.L.; methodology, S.L. and M.L.; validation, S.L.
and M.L.; investigation, S.L. and M.L.; writing—original draft preparation, S.L. and M.L.; writing—
review and editing, S.L. and M.L.; supervision, S.L. and M.L.; project administration, S.L. and M.L.
All authors have read and agreed to the published version of the manuscript.

Funding: This research received no external funding.
Institutional Review Board Statement: Not applicable.

Informed Consent Statement: Not applicable.



Encyclopedia 2025, 5, 89 11 of 13

Data Availability Statement: No new data were created or analyzed in this study. Data sharing is
not applicable to this article.

Conflicts of Interest: The authors declare no conflicts of interest.

References

1. International City/County Management Association. 2017 Alternative Service Delivery Survey: Summary of Survey Results; ICMA:
Washington, DC, USA, 2019.

2. Ferris, ].; Graddy, E. Contracting out: For what? With whom? Public Adm. Rev. 1986, 46, 332-344. [CrossRef]

3. Anguelov, L.G.; Brunjes, B.M. A replication of “Contracting out: For what? With whom?”. Public Adm. 2023, 101, 1163-1197.
[CrossRef]

4. Nagle, ].E. A History of Government Contracting, 2nd ed.; George Washington University Law School Government Contracts
Program: Washington, DC, USA, 1999.

5. Lamothe, S. Competitive sourcing. In Global Encyclopedia of Public Administration, Public Policy, and Governance; Farazmand, A.,
Ed.; Springer Nature: New York, NY, USA, 2022; pp. 2263-2267.

6. Hefetz, A.; Warner, M. Privatization and its reverse: Explaining the dynamics of the government contracting process. J. Public
Adm. Res. Theory 2004, 14, 171-190. [CrossRef]

7. Warner, M.E. Pragmatic municipalism: Privatization and remunicipalisation in the US. Local Gov. Stud. 2024, 50, 677-695.
[CrossRef]

8.  Ross, S.A. The economic theory of agency: The principal’s problem. Am. Econ. Rev. 1973, 62, 134-139.

9.  Williamson, O.E. The Economic Institutions of Capitalism; The Free Press: New York, NY, USA, 1985.

10. Brown, T.L.; Potoski, M. Transaction costs and institutional explanations for government service production decisions. J. Public
Adm. Res. Theory 2003, 13, 441-468. [CrossRef]

11.  Warner, M.E.; Hefetz, A. Managing markets for public service: The role of mixed public-private delivery of city services. Public
Adm. Rev. 2008, 68, 155-166. [CrossRef]

12.  Brown, T.L.; Potoski, M.; Van Slyke, D.M. Changing modes of service delivery: How past choices structure future choices. Environ.
Plan. C Gov. Policy 2008, 26, 127-143. [CrossRef]

13. Lamothe, S.; Lamothe, M.; Feiock, R.C. Examining local government service delivery arrangements over time. Urban Aff. Rev.
2008, 44, 27-57. [CrossRef]

14.  Voorn, B. Country, sector and method effects in studying remunicipalization: A meta-analysis. Int. Rev. Adm. Sci. 2021, 87,
440-460. [CrossRef]

15. Carr, J.B,; LeRoux, K.; Shrestha, M. Institutional ties, transaction costs, and external service production. Urban Aff. Rev. 2009, 44,
403-427. [CrossRef]

16. Whitaker, G.P; Day, R. How local governments work with nonprofit organizations in North Carolina. Pop. Gov. 2001, 66, 25-32.

17.  Gazley, B. Beyond the contract: The scope and nature of informal government-nonprofit partnerships. Public Adm. Rev. 2008, 68,
141-154. [CrossRef]

18. Lamothe, S.; Lamothe, M. Towards a better understanding of local service provision: Implications for studying the determinants
of production choice. Public Adm. Rev. 2024, 84, 904-917. [CrossRef]

19. Marvel, M.K.; Marvel, H.P. Outsourcing oversight: A comparison of monitoring for in-house and contracted services. Public Adm.
Rev. 2007, 67, 521-530. [CrossRef]

20. Lubell, M.; Feiock, R.; Ramirez, E. Political institutions and conservation by local governments. Urban Aff. Rev. 2005, 40, 706-729.
[CrossRef]

21. Cordery, C.; Howell, B. Ownership, control, agency and residual claims in healthcare: Insights on cooperatives and non-profit
organizations. Ann. Public Coop. Econ. 2017, 88, 403—424. [CrossRef]

22. Horwitz, J.R.; Nichols, A. Hospital service offerings still differ substantially by ownership type: Study examines service offerings
by hospital ownership type. Health Aff. 2022, 41, 331-340. [CrossRef]

23. Lamothe, M.; Lamothe, S. What determines the formal versus relational nature of local government contracting? Urban Aff. Rev.
2012, 48, 322-353. [CrossRef]

24. Elinder, M.; Jordahl, H. Political preferences and public sector outsourcing. Eur. J. Political Econ. 2013, 30, 43-57. [CrossRef]

25. Hefetz, A.; Warner, M. Contracting or public delivery? The importance of service, market, and management characteristics.
J. Public Adm. Res. Theory 2012, 22, 289-317. [CrossRef]

26. Denhardt, R.B.; Denhardt, J.V. The new public service: Serving rather than steering. Public Adm. Rev. 2000, 60, 549-559. [CrossRef]

27. Nabatchi, T.; Sancino, A; Sicilia, M. Varieties of participation in public services: The who, when, and what of coproduction. Public

Adm. Rev. 2017, 77, 766-776. [CrossRef]


https://doi.org/10.2307/976307
https://doi.org/10.1111/padm.12921
https://doi.org/10.1093/jopart/muh012
https://doi.org/10.1080/03003930.2022.2162884
https://doi.org/10.1093/jopart/mug030
https://doi.org/10.1111/j.1540-6210.2007.00845.x
https://doi.org/10.1068/c0633
https://doi.org/10.1177/1078087408315801
https://doi.org/10.1177/00208523211007915
https://doi.org/10.1177/1078087408323939
https://doi.org/10.1111/j.1540-6210.2007.00844.x
https://doi.org/10.1111/puar.13759
https://doi.org/10.1111/j.1540-6210.2007.00734.x
https://doi.org/10.1177/1078087404274137
https://doi.org/10.1111/apce.12156
https://doi.org/10.1377/hlthaff.2021.01115
https://doi.org/10.1177/1078087411432418
https://doi.org/10.1016/j.ejpoleco.2013.01.003
https://doi.org/10.1093/jopart/mur006
https://doi.org/10.1111/0033-3352.00117
https://doi.org/10.1111/puar.12765

Encyclopedia 2025, 5, 89 12 of 13

28.
29.
30.
31.
32.

33.
34.

35.

36.

37.

38.

39.
40.

41.

42.

43.

44.

45.
46.

47.
48.

49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

Osborne, S.P.; Cucciniello, M.; Nasi, G.; Strokosch, K. New development: Strategic user orientation in public services delivery—
The missing link in the strategic trinity? Public Money Manag. 2020, 41, 172-175. [CrossRef]

Ostrom, V.; Tiebout, C.M.; Warren, R. The organization of government in metropolitan areas: A theoretical inquiry. Am. Political
Sci. Rev. 1961, 55, 831-842. [CrossRef]

Savas, E.S. Policy Analysis for local government: Public v. private refuse collection. Policy Anal. 1977, 3, 49-74.

Hood, C. A public management for all seasons? Public Adm. 1991, 69, 3-19. [CrossRef]

Osborne, D.; Gaebler, T. Reinventing Government: How the Entrepreneurial Spirit Is Transforming the Public Sector; Addison-Wesley:
Reading, MA, USA, 1992.

Savas, E.S. Privatization: The Key to Better Government; Chatham House Publishers: Chatham, NJ, USA, 1987.

Stevens, B.J. Comparing public- and private-sector productive efficiency: An analysis of eight activities. Natl. Product. Rev. 1984,
3, 395-406. [CrossRef]

Stein, R.M. The budgetary effects of municipal service contracting: A principal-agent explanation. Am. J. Political Sci. 1990, 34,
471-502. [CrossRef]

Lamothe, M.; Lamothe, S.; Zararsiz, A. Trust in Government Contracting. In The Edward Elgar Handbook on Trust in Public
Governance; Six, F.,, Hamm, ]., van Zimmeren, E., Verhoest, K., Eds.; Edward Elgar Publishing: Northampton, MA, USA, 2025;
pp- 395-407.

Van Slyke, D.M. The mythology of privatization in contracting for social services. Public Adm. Rev. 2003, 63, 296-315. [CrossRef]
Lamothe, S. How competitive is “competitive” procurement in the social services? Am. Rev. Public Adm. 2015, 45, 584-606.
[CrossRef]

Sclar, E. You Don’t Always Get What You Pay for: The Economics of Privatization; Cornell University Press: Ithaca, N'Y, USA, 2000.
Albalate, D.; Bel, G.; Reeves, E. Government choice between contract termination and contract re-municipalization: A case of
historical recurrence? Int. Rev. Adm. Serv. 2021, 87, 461-479. [CrossRef]

Casady, C.B.; Petersen, O.H.; Brogaard, L. Public procurement failure: The role of transaction costs and government capacity in
procurement cancellations. Public Manag. Rev. 2023, 1-28. [CrossRef]

Bel, G.; Rosell, J. Public and private production in a mixed delivery system: Regulation, competition, and costs. J. Policy Anal.
Manag. 2016, 35, 533-558. [CrossRef]

Miranda, R.; Lerner, A. Bureaucracy, organizational redundancy, and the privatization of public services. Public Adm. Rev. 1995,
55, 193-200. [CrossRef]

Ohemeng, F.L.K.; Grant, J.K. Neither public nor private: The efficacy of mixed model public service delivery in two Canadian
municipalities. Can. Public Adm. 2014, 57, 548-572. [CrossRef]

Stein, R. M. Arranging city services. J. Public Adm. Res. Theory 1993, 3, 66-92.

Wei, W.; Chen, X. Service outsourcing and government fiscal conditions: Do market competition, bureaucratic support, and
management capacity matter? Am. Rev. Public Adm. 2024, 54, 568-589. [CrossRef]

Kettl, D. Sharing Power: Public Governance and Private Market; Brookings: Washington, DC, USA, 1993.

Girth, A.M.; Hefetz, A_; Johnston, ].M.; Warner, M.E. Outsourcing public service delivery: Management responses in noncompeti-
tive markets. Public Adm. Rev. 2012, 72, 887-900. [CrossRef]

Wei, W.; Zhang, Z.; Yang, K. Local institutions and public service outsourcing: Managerial professionalism, mayoral strength, and
electoral rules. Public Adm. Rev. 2022, 82, 1095-1123. [CrossRef]

Savas, E.S. Privatization in the City: Successes, Failures, and Lessons; CQ Press: Washington, DC, USA, 2005.

Savas, E.S. Competition and choice in New York City social services. Public Adm. Rev. 2002, 62, 82-91. [CrossRef]

Weisbrod, B.A. The Voluntary Non-Profit Sector: An Economic Analysis; Lexington Books: Lexington, MA, USA, 1977.

Hansmann, H. Economic theories of nonprofit organization. In The Nonprofit Sector: A Research Handbook; Powell, W., Ed.; Yale
University Press: New Haven, CT, USA, 1987; pp. 27-42.

Van Slyke, D.M. Agents or stewards: Using theory to understand the government-nonprofit social service contracting relationship.
J. Public Adm. Res. Theory 2007, 17, 157-187. [CrossRef]

Park, G.; Brunjes, B.M. Engaging Citizens in government contracting: A theoretical approach for the role of social service
nonprofits. Perspect. Public Manag. Gov. 2022, 5, 317-329. [CrossRef]

Brunjes, B.M. Partners or providers? An analysis of nonprofit federal contractor performance. Nonprofit Volunt. Sect. Q. 2024, 53,
428-461. [CrossRef]

DeHoog, R.H. Contracting Out for Human Services: Economic, Political, and Organizational Perspectives; State University of New York
Press: Albany, NY, USA, 1984.

Piatak, ].S.; Pettijohn, S.L. Within source diversification when the going gets tough: Examining alterations to human service
nonprofit funding by levels of government. J. Health Hum. Serv. Adm. 2021, 44, 45-66. [CrossRef]

Ji, T.; Chen, J.-H.; Wei, H.-H.; Su, Y.-C. Towards people-centric smart city development: Investigating the citizens’ preferences and
perceptions about smart-city services in Taiwan. Sustain. Cities Soc. 2021, 67, 102691. [CrossRef]


https://doi.org/10.1080/09540962.2020.1758401
https://doi.org/10.2307/1952530
https://doi.org/10.1111/j.1467-9299.1991.tb00779.x
https://doi.org/10.1002/npr.4040030405
https://doi.org/10.2307/2111458
https://doi.org/10.1111/1540-6210.00291
https://doi.org/10.1177/0275074013520563
https://doi.org/10.1177/00208523211002608
https://doi.org/10.1080/14719037.2023.2231945
https://doi.org/10.1002/pam.21906
https://doi.org/10.2307/977185
https://doi.org/10.1111/capa.12090
https://doi.org/10.1177/02750740241232678
https://doi.org/10.1111/j.1540-6210.2012.02596.x
https://doi.org/10.1111/puar.13525
https://doi.org/10.1111/1540-6210.00157
https://doi.org/10.1093/jopart/mul012
https://doi.org/10.1093/ppmgov/gvac020
https://doi.org/10.1177/08997640231160137
https://doi.org/10.37808/jhhsa.44.1.3
https://doi.org/10.1016/j.scs.2020.102691

Encyclopedia 2025, 5, 89 13 of 13

60.

61.

62.

63.

64.

65.

66.

67.

68.

69.

70.
71.

72.

73.

74.

75.

76.

77.

78.

79.

80.

81.

82.

83.

84.

Bel, G.; Fageda, X.; Warner, M. Is private production of public services cheaper than public production? A meta-regression
analysis of solid waste and water services. J. Policy Anal. Manag. 2010, 29, 553-577. [CrossRef]

Hodge, G. Contracting public sector services: A meta-analytic perspective of the international evidence. Aust. |. Public Adm. 1998,
57,98-110. [CrossRef]

Smith, S.R.; Lipsky, M. Nonprofit for Hire: The Welfare State in the Age of Contracting; Harvard University Press: Cambridge, MA,
USA, 1993.

Doring, M.; Jilke, S. Cream-skimming at the frontline: The role of administrative literacy. Public Adm. 2023, 101, 1569-1586.
[CrossRef]

Embry, R.A. Paul Buddenhagen, and Spencer Bolles. Managed care and child welfare: Challenges to implementation. Child. Youth
Serv. Rev. 2000, 22, 93-116. [CrossRef]

Lamothe, M. Redesigning the hollow state: A study of Florida child welfare service reform through the lens of principal-agent
theory. Int. J. Public Adm. 2011, 34, 497-515. [CrossRef]

Meezan, W.; McBeath, B. Moving toward performance-based, managed care contracting in child welfare: Perspectives on staffing,
financial management, and information technology. Adm. Soc. Work 2011, 35, 180-206. [CrossRef]

Andrews, R.; Entwistle, T. Does cross-sectoral partnership deliver? An empirical exploration of public service effectiveness,
efficiency, and equity. J. Public Adm. Res. Theory 2010, 20, 679-701. [CrossRef]

Levin, J.; Tadelis, S. Contracting for government services: Theory and evidence from U.S. cities. . Ind. Econ. 2010, 58, 507-541.
[CrossRef]

Shrestha, M.K.; Feiock, R.C. Toward a multiplex network theory of interlocal service contracting. Public Adm. Rev. 2021, 81,
911-924. [CrossRef]

Brown, T.L. The dynamics of government-to-government contracts. Public Perform. Manag. Rev. 2008, 31, 364-386. [CrossRef]
Lamothe, M.; Lamothe, S.; Bell, E. Studying local service delivery arrangements: Is ICMA data reliable? Public Adm. Rev. 2018, 78,
613-625. [CrossRef]

Spicer, Z. Governance by handshake? Assessing informal municipal service sharing relationships. Can. Public Policy 2016, 42,
505-513. [CrossRef]

Aldag, A.M.; Warner, M.E. Intermunicipal cooperation and agreement formalization. J. Econ. Policy Reform 2024, 27, 249-268.
[CrossRef]

Salamon, L.M. Partners in Public Service: Government-Nonprofit Relations in the Modern Welfare State; Johns Hopkins University
Press: Baltimore, MD, USA, 1995.

Young, D.R. Complementary, supplementary, or adversarial? Nonprofit-government relations. In Nonprofits and Government:
Collaboration and Conflict, 2nd ed.; Boris, E.T., Eugene Steuerle, C., Eds.; The Urban Institute Press: Washington, DC, USA, 2006;
pp- 37-79.

Bozeman, B. Public-value failure: When efficient markets may not do. Public Adm. Rev. 2002, 62, 145-161. [CrossRef]

Kelly, G.; Mulgan, G.; Muers, S. Creating Public Value—An Analytical Framework for Public Service Reform; Cabinet Office, UK
Government: London, UK, 2002.

Cordella, A.; Willcocks, L. Outsourcing, bureaucracy and public value: Reappraising the notion of the “contract state”. Gov. Inf.
Q. 2010, 27, 82-88. [CrossRef]

Piatak, J.; Jensen, C. Public values and sector service delivery preferences: Public preferences on contracting from simple to
complex human services. Public Adm. Rev. 2024, 84, 948-965. [CrossRef]

Brown, PR. Public value measurement vs. public value creating imagination—The constraining influence of old and new public
management paradigms. Int. . Public Adm. 2021, 44, 808-817. [CrossRef]

Virtanen, P.; Jalonen, H. Public value creation mechanisms in the context of public service logic: An integrated conceptual
framework. Public Manag. Rev. 2024, 26, 2331-2354. [CrossRef]

Box, R.C. Running government like a business: Implications for public administration theory and practice. Am. Rev. Public Adm.
1999, 29, 19-43. [CrossRef]

Hastings, A.; Bailey, N.; Bramley, G.; Gannon, M. Austerity urbanism in England: The ‘regressive redistribution” of local
government services and the impact on the poor and marginalized. Environ. Plan. A 2017, 49, 2007-2024. [CrossRef]

Fountain, J.E. Paradoxes of public sector customer service. Gov. Int. J. Policy Adm. 2001, 14, 55-73. [CrossRef]

Disclaimer/Publisher’s Note: The statements, opinions and data contained in all publications are solely those of the individual

author(s) and contributor(s) and not of MDPI and/or the editor(s). MDPI and/or the editor(s) disclaim responsibility for any injury to

people or property resulting from any ideas, methods, instructions or products referred to in the content.


https://doi.org/10.1002/pam.20509
https://doi.org/10.1111/j.1467-8500.1998.tb01565.x
https://doi.org/10.1111/padm.12900
https://doi.org/10.1016/S0190-7409(00)00068-2
https://doi.org/10.1080/01900692.2011.582622
https://doi.org/10.1080/03643107.2011.557596
https://doi.org/10.1093/jopart/mup045
https://doi.org/10.1111/j.1467-6451.2010.00430.x
https://doi.org/10.1111/puar.13337
https://doi.org/10.2753/PMR1530-9576310303
https://doi.org/10.1111/puar.12939
https://doi.org/10.3138/cpp.2015-079
https://doi.org/10.1080/17487870.2023.2244628
https://doi.org/10.1111/0033-3352.00165
https://doi.org/10.1016/j.giq.2009.08.004
https://doi.org/10.1111/puar.13794
https://doi.org/10.1080/01900692.2021.1903498
https://doi.org/10.1080/14719037.2023.2268111
https://doi.org/10.1177/02750749922064256
https://doi.org/10.1177/0308518X17714797
https://doi.org/10.1111/0952-1895.00151

	Introduction 
	Make or Buy? 
	Sector Choice 
	Beyond Contracting 
	Competing Public Values and Democratic Governance 
	Conclusions 
	References

