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CONTRACTING OUT: CURRENT ISSUES

WEDNESDAY, APRIL 5, 1995

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CIVIL SERVICE,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 1:55 p.m., in room
311, Cannon House Office Building, the Honorable John Mica
(chairman of the subcommittee) presiding.

Present: Representatives Mica, Bass, Morella, and Moran.

Staff present: George Nesterczuk, staff director; Daniel Moll, sen-
ior policy director; Garry Ewing, counsel; Ned Lynch, professional
staff; and Caroline Fiel, clerk.

Mr. MicaA. If T could have your attention, I'll call the meeting of
the Subcommittee on Civil Service to order. We have delayed a few
minutes as our ranking member was making remarks on the floor.
Several of our other Members are engaged in the debate on the
floor at this time and several committee markups are going on this
afternoon. But welcome to our guests and witnesses to this sub-
committee hearing.

I'll start with some opening remarks. Today, we resume delibera-
tions that we began last weei when we heard from the General Ac-
counting Office and the Office of Management and Budget. It’s ob-
vious from that initial hearing that a significant number of govern-
ment employees are engaged in functions that could be cost-effec-
tively performed in the commercial marketplace.

Government agencies must concentrate their resources on core
policy and authoritative functions. Wherever possible, Federal
agencies should utilize the competition afforded by the private sec-
tor, and try to utilize that competition in support of commercial
and administrative activities. While that principle served as a
standard for the executive branch for 40 years, practice and prin-
ciple do not always coincide, as we've seen.

I was encouraged that the Office of Management and Budget
reaffirmed support for the principle I just spoke about, and I hope
we can work with them an(P other agencies to make contracting out
a more substantial part of our efforts to achieve genuine reform in
government. However, the apparent foot-dragging in the contract-
ing out process—where major agencies take many years to com-
plete routine management studies—serves neither government
agencies nor the public interest.

I'm concerned about the lack of reliable data to evaluate con-
tracting policies that have been in place for 40 years. I'm also dis-
appointed that the Office of Personnel Management appears to

n
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have no record, or not an adequate record that we’ve seen, of as-
sisting the Federal employees it’s directed to aid under the OMB
Circular A-76. This function of OPM must be improved or better
defined, possibly by future legislation.

Our witnesses this afternoon provide a variety of perspectives on
the potential that contracting out may strengthen the partnership
between commercial organizations and activities, and our Federal
Government agencies. Mr. Wendell Cox, director of State legisla-
tion and policy for American Legislative Exchange Council, will
provide, first, an overview of the success achieved by State and
local governments who have opted to shift functions to the private
sector.

We shall also hear from Mr. Bert Concklin, who’s president of
the Professional Services Council; Mr. Gary Engebretson, president
of the Contract Services Association; and Mr. Robert Tobias, presi-
dent of the National Treasury Employees’ Union. It's my hope that
our witnesses today can provide additional insights into the Fed-
eral Government’s activities related to contracting that we’ve seen
over the recent years.

We welcome their participation, and look forward to their sugges-
tions for improvements. We're going to hear from Ms. Eleanor
Holmes Norton, Delegate from the District of Columbia, who has
expressed a desire to present brief testimony and remarks before
our subcommittee at some point this afternoon, when she can get
over to the hearing. And with those brief opening statements, I
would like to now defer—and I'm pleased to see, having arrived
fresh from the floor and heated debate over the pending rule—the
distinguished gentleman and my colleague and working companion
on the subcommittee, Mr. Moran. Do you have an opening state-
ment, sir?

[The prepared statement of Hon. John L. Mica follows:]

PREPARED STATEMENT OF HON. JOHN L. MicA, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF FLORIDA

Today we resume deliberations that we began last Wednesday when we heard
from the General Accounting Office and the Office of Management and Budget. It
is obvious from that hearing that a significant number of government employees are
eknga]ged in functions that could be cost-effectively performed in the commercial mar-

etplace.
vernment agencies must concentrate their resources on core policy and authori-
tative functions. Wherever possible, Federal agencies should utilize competition of
the private sector for commercial and administrative support. While that principle
served as a standard for the executive branch for forty years, practice and gn'nciple
do not always coincide. I was encouraged that the Office of Management and Budget
reaffirmed support for the principle, and hope that we can work with them to make
contracting out a more substantial part of efforts to achieve genuine reform in gov-

ernment.

However, the apparent foot-dragging in the contracting-out process, where major
agencies take many years to compﬁ;te routine management studies, serves neither
government agencies nor the public interest. I am concerned about the lack of reli-
able data to evaluate contracting policies that have been in place for forty years.
I am also disappointed that the Office of Personnel Management appears to have
no record of assisting the Federal employees it is directed to aid under OMB Cir-
cular A—76. This function of OPM must be improved or better defined by legislation.

Our witnesses today provide a variety of perspectives on the potential that con-
tracting may provide to strengthen the partnership between commercial organiza-
tions and government agencies. Mr. Wendell Cox, Director of State Legislation and
Policy will provide an overview of the success achieved by State and local govern-
ments who opted to shift functions to the private sector.
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We shall also hear from Mr. Bert Concklin, president of the Professional Services
Council, Mr. Gary Engebretson, president of the Contract Services Association, and
Mr. Robert Tobias, president of the National Treasury Employees Union. It is my
hope that our witnesses today can provide additional insights into the Federal Gov-
ernment’s activities related to contracting in recent years. We welcome their partici-
pation and look forward to their suggestions for improvements.

Mr. MoraN. I'll figure out something to say, Mr. Chairman. I'm
glad that you made mention of the rule. I trust you're going to be
voting against that thing. But that’s where we came from, and
there is clearly

Mr. Mica. Between now and the vote, I'll consider your sugges-
tion,

Mr. MORAN. With every due consideration, that's what we tell
some of our constituents when they raise issues that we know we
are not going to be able to address in the way they want. Mr.
Chairman, this is a terribly important area—the issue of contract-
ing out. As you know, I have been very much opgosed to setting
arbitrary workforce reduction goals. I don’t think that’s the way to
do it.

I think what we should be doing is, carefully analyzing what
functions the Federal Government does not need to be performing
because they can be performed more effectively and efficiently by
lower levels of government, or even by the private sector. And
when we determine what functions don’t need to be carried out at
the Federal level, and which positions thus become expendable, we
can then determine what workforce reduction goals would be re-
sponsible to make, and how much savings we can achieve.

That’s not the way we have gone about this exercise. And so
many people are being put in the position of having to do much
more with far less resources at the Federal level. I was interested
to see an article, just within the last week, that showed that we
have actually increased, in my congressional district, the employ-
ment base. It's gone up by about three employees for each Federal
position that has been reduced.

I don’t think that we should be reducing the workforce at the
rate that we are. But my most important goal is to ensure that peo-
ple who have the skills and the education, and particularly the
dedication, to perform the work that makes this country so pros-
perous, peaceful, stable, progressive, that those people’s talents be
available for the benefit of this country.

You know, there is no Federal workforce that is more effective
and efficient and less corrupted in the world than the American
civil service. And despite all the problems that we find with what
some people would call bureaucrats in a derisive way, the reality
is that the American people are better served by the Federal
workforce than any population in the world is served by its na-
tional public workforce.

But having said that, I want to make sure that we don’t impede
the ability of the government to be able to contract with those per-
sonnel and with those organizations that can provide the services
that are necessary. And that, in fact, since we are required now to
pay for the crime bill, pay for deficit reduction, pay for unemploy-
ment compensation, everything else that we fumfedyby offsetting it
against this $20 billion we were going to save by reducing the Fed-
eral workforce, since that is inevitable that it will be done, it be-
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comes particularly important that we have the flexibility to be able
to contract with professional services, with organizations, with peo-
ple that can provide the services that we need; and that we achieve
the kind of fair and responsible balance between the Federal
workforce and the private sector that is necessary to ensure the ef-
ficient use of taxpayers money and the most effective use of the re-
sources that we provide to the Federal Government.

So I'm glad we’re having these hearings. They’re important hear-
ings. I think they are going to show us that we have good people,
both in the private contracting sector as well as, certainly, within
the Federal workforce. And it is up to us to do what we can to
make sure that their talents are fully available and appreciated
and used by both the Executive and legislative branches.

So I appreciate the hearing, Mr. Chairman. I appreciate the op-
portunity to participate in it, and look forward to the testimony of
our witnesses.

Mr. Mica. Well, I thank the gentleman both for his opening com-
ments and for his sincerity in trying to do the best job possible to
address some of these issues. This morning we met with the Vice
President—myself and Mr. Moran, several other Members, Mr.
Clinger, and Miss Collins. The administration, the Vice President,
has expressed a similar willingness to work together when we face
downsizing, when we face civil service reform, and some of the
other issues that are going to hit us.

Aﬁain, I thank you for your comments and your willingness to
work with me on those issues. And I'll yield now to the vice chair-
man, Mr. Bass.

Mr. Bass. Thank you, Mr. Chairman. And I want to apologize
initially for failing to be present at this morning’s hearing. As you
can probably tell, I am suffering from laryngitis, which, in this line
of business, is a serious disability. I'm very pleased that we're hav-
i?]g these hearings today, and I want to commend you for calling
them.

As has been said by both you and Mr. Moran, as we look at alter-
natives to the traditional structure of government that we have
today, I think it’s important that we consider contracting out of
services to be a priority, but only so long as that priority makes
government work better, more efficiently, and smarter.

So I will be interested, in the course of these hearings today, to
hear what our witnesses have to say about this process in that
light. So with that, Mr. Chairman, I thank you very much, and
yield back.

[The prepared statement of Hon. Charles F. Bass follows:]

PREPARED STATEMENT OF HON. CHARLES F. BAsSS, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF NEW HAMPSHIRE

Mr. Chairman, I would like to thank today’s witnesses for taking the time to ap-
pear before this Committee. We will be continuing a very important discussion
today and building on last week’s hearing on the same topic. At issue is federal pol-
icy regarding the contracting out of services.

It is appropriate that we are holding these hearings at a time when we are re-
evaluating the scope and role of the federal government. In the future, I expect that
we will turn more and more toward the private sector to perform activities currently
performed by the government. This will require clear guidelines on systematic cost
comparisons and a thorough understanding of the potential pitfalls we may encoun-
ter.
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1 look forward to today’s testimony, and hope to gain from the experience of our
witnesses. I thank the Chairman.

Mr. Mica. I thank the gentleman. I also have an opening state-
ment from the chairman of the full committee, Mr. Clinger, and
without objection, will make that part of the record; and also a
copy of formal statements by the ranking member. We'll make that
also part of the record, without objection.

[The prepared statement of Hon. William F. Clinger, dr., follows:]

PREPARED STATEMENT OF HON. WILLIAM F. CLINGER, JR., A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF PENNSYLVANIA

Mr. Chairman, I am pleased to be here today to participate in your second hear-
ing on the Federal government’s commercial activities and contracting policies. I
wanted to be here for your first hearing but was unable to break away from other
Committee business,

But as you know, Federal government reform is a priority issue for the Committee
on Government Reform and Oversight. Last year, we were successful in enacting
comprehensive legislation to streamline and simplify the Federal procurement sys-
tem. In February, the Committee held its first oversight hearing on that new law.

This Congress, we have an opportunity to continue tﬁe efforts begun last Congress
on procurement reform and otger Federal government reforms. I have introduced a
bill, (H.R. 1038}, along with Chairman Spence of the National Security Committee
and Chairman Gilman of the International Relations Committee, which will be the
foundation for the Committee’s procurement reform initiative.

I want to thank you, Mr. Chairman, for holding these hearings and focusing on
an important aspect of how the government goes about acquiring needed goods and
services. An important characteristic of the American model of government is that
the government, in carrying out its responsibilities, should rely on the tax-paying
private sector before it uses or expands governmental resources. Certainly now, as
we review the appropriate role that government ought to play, we must consider
and promote reliance on the private sector wherever and whenever possible.

Perhaps we can consider a general policy statement regarding the government’s
reliance on the private sector when we proceed with our next round of procurement
reform legislation. Certainly the current administrative policy, reflected in OMB
Circular A-76, affirms that the “Federal government will not start or carry on any
commercial activity to provide a service or product for its own use if such product
or lservice can be procured from private enterprise through ordinary business chan-
nels.

I hope these hearings will identify key issues which we can consider as we move
forward with our efforts to further reform the Federal government.

Mr. Mica. Now, if I may, I'd like to call on our first witness this
afternoon, Mr. Wendell Cox. Mr. Cox, if you'd come up. Mr, Cox is
the director of State legislation and policy, the American Legisla-
tive Exchange Council. If you wouldn’t mind standing for a mo-
ment, it’s the custom and practice of our subcommittee to swear in
our witnesses.

[Witness sworn.]

Mr. Mica. With that, we welcome you and apologize for the
delay. We may have a vote or two here, but we look forward to
your testimony; and again, welcome to our panel.

STATEMENT OF WENDELL COX, DIRECTOR OF STATE
LEGISLATION AND POLICY, AMERICAN LEGISLATIVE COUNCIL

Mr. Cox. Thank you, Mr, Chairman and members of the sub-
committee. I am Wendell Cox, director of State legislation and pol-
icy for the American Legislative Exchange Council, or ALEC.
ALEC is a group of State legislators. We have about 3,000 State
legislator members, both Democrats and Republicans. We're dedi-
cated to the Jeffersonian ideals of limited government, individual
liberty and the free market.
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Coincidentally, I also served three terms on the Los Angeles
County Transportation Commission, as an appointee of Mayor Tom
Bradley; and out of that, became a consultant, and have spent a
number of years working in issues of privatization and competitive
contracting around the world, largely in public transit.

Some of what I'm going to say to you this afternoon you may not
have heard before. It may sound rather unusual to you, but I want
to go through it anyway because I think there’s some issues that
you may not have heard before with respect to contracting and why
it is that government costs are always higher—are often higher
than they need to be. And I would also suggest that the comments
that I make as regards government employment are not meant in
any way to criticize employees.

To the extent that the government employment system in the
State and Federal levels results in higher costs than are necessary,
it is a systemic problem, not a problem that can be traced to the
employees themselves. But as you are aware, there is considerable
cost around the country in the States, localities, and in the Federal
Government with respect to the cost of government.

In the private sector, you get ahead, you succeed, you make prof-
its by paying no more than necessary f%r the factors of production,
whether those factors are labor, materials, capital, supplies, or
whatever. In government, however, it doesn’t work that way be-
cause the market generally does not operate in government, except
to the extent that government uses competitive bidding for some
tﬂings like consultant contracts and supplies and that kind of
thing.

It certainly doesn’t work that way with respect to labor. The
Nobel Laureate, Frederich Hayek said, “The competitive price can-
not be known until there is competition.” And that, I would sug-
gest, Mr. Chairman, is the problem in government employment and
in government services at the moment. There is no competition.
The Economist, the British news weekly, one time put it this way,
that the role of government should be to “spend each dollar to the
best effect. Individuals do that day after day, so do companies.
They succeed, more or less, because they face choices as customers
and competition as producers. The minimum duty of a State should
be to replicate such choice and competition in its own affairs, so
that the billions it raises in taxes achieve the high-sounding aims
it sets for itself.”

I would suggest, Mr. Chairman, and members of the subcommit-
tee, that government ought to be seeking to pay no more than nec-
essary for those services that it provides. That is the public pur-
pose of government employment; it is the public purpose of govern-
ment spending. Let me digress a little bit, though, into the area of
government employee compensation. We at the American Legisla-
tive Exchange Council have done a good deal of research on this
issue.

And largely, as you know, the employment is a major cost of gov-
ernment services in the State and local government level. Govern-
ment employee compensation represents about 60 percent of the
operating costs of government. You've all heard how private sector
workers iave seen their wages and benefits stagnate over the last



7

20 years. From 1980 to 1991, private employee wages and benefits
went up about 3 percent on average in the United States.

State and local government employment wages and benefits went
up $4.78 for each average $1 increase in private employee pay. At
the Federal level, it was about $4.56. In fact, at this point, the av-
erage Federal employee makes about 45 percent more than the av-
erage private employee, and about 30 percent more than the aver-
age State government employee.

Now you have all seen, over the years, the various reports that
come out of the Federal Government that try to suggest or have
suggested that Federal Government employee compensation is
be?ow that of the market. I would suggest to you that what we've
seen of those studies suggests that they are incomplete and, in fact,
that their results are outrageous.

Those studies do not include fringe benefits. They do not include
the fact that government employees—Federal government employ-
ees have defined benefit retirement programs that are very expen-
sive. They do not take into account the more liberal paid time off
that is available to Federal employees. And most importantly, they
don’t deal with the security issue.

The fact is, Federal Government employment is secure. The U.S.
Government is not going to merge with Canada and lay off half the
staff.. But private employees see that happening all the time. We
have done an analysis, which we would be happy to provide the
committee, to suggest that, if you take two employees starting off
at age 25 and assume that they work for 40 years, and you start
them at the same wage rate in the private sector and in the Fed-
eral Government, you will see the Federal employee make about 50
percent more in value, when you consider the value of security and
the value of the extra time off and that kind of thing—on average,
about $600,000 over a career.

Now, back to competitive contracting and privatization. The ge-
nius of competitive contracting is that the government, the public
agency, retains full control. It is not that the private sector is bet-
ter than the public sector, it is that competition produces better re-
sults than monopoly. Around the country, State and local govern-
ments have been competitively contracting for years; cost savings
ranging generally from 15 to 50 percent, some cases of 75 percent.

Surveys of public administrators have said that cost savings
occur in 98 percent of the cases. And we would argue, it should be
100 percent, because if youre not going to save money, you
shouldn’t privatize. Secon(i the competitive market puts competi-
tive incentives into government itself. And you see the cost curve
of government going up less when government does more competi-
tion—sort of the ripple effect on the rest of government services.

And finally, something that a lot of people never consider, is that
the private contractors pay taxes, which public agencies do not pay,
which reduces costs even more. It is important, though, as you con-
sider privatization and contracting out, that you do it in such a
way that you achieve good public results. And I would suggest that
there are two primary principles of competitive contracting.

The first is that the public agency, or the Federal Government
in this case, should remain in full policy control. It should decide
what services are being contracted out; what are the provisions
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with respect to quantity of service, the quality provisions, those
kinds of things. And second, the second principle is that you must
foster a competitive market. A private monopoly is no better than
a public monopgly.

That means you want broad information out to the entire mar-
ket; you want to limit the length of time that contracts are given
for; you want to limit the size of contracts so that there’s a maxi-
mum amount of competition; you want to allow no price negotiation
after the contract is let. That way you have no such things as the
rightly concerned low-balling concern. And if the public agency or
Federal workforce is competing, they need to compete on the same
basis that the private contractors compete.

At the State and local government levels, more than 100 services
are now being contracted out. There is much more to go. I suspect
that less than 10 percent of the services at the State and local gov-
ernment level are contracted out at this point. Probably, it's even
less than that. There is considerable potential for contracting out
and saving more money at the State and local government %evel.
And there certainly is potential at the Federal level as well.

As 1 conclude, let me also quickly digress and raise a concern
about the kinds of requirements that you at the congressional and
Federal levcl put on State and local governments to preclude con-
tracting out at the State and local government level. Perhaps one
of the most egregious Federal requirements is Section 13(c) of the
Urban Mass Transportation Act, or the Federal Transit Act, which
requires public transit agencies that lay off people for efficiencies
in economies to give them 6 years’ severance pay, which is more
than the average American receives—6 years at the most.

These requirements have, through the Department of Labor, sys-
tematically kept agencies from contracting out for service. But even
more than that, and more destructively, they have stopped minor-
ity entrepreneurs from starting services to improve the mobility in
our inner cities. I suggest to you, Mr. Chairman, that in apartheid
South Africa, minority—actually majority there—black entre-
preneurs were able to start services wherever they want and make
money and become entrepreneurs—something we deny our people
through a provision that I would consider one of the largest Fed-
eral unfunded mandates in the country—Section 13(c) of the Fed-
eral Transit Act.

The basic problem in government with respect to services is that
the costs are not determined in the marketplace, and they cannot
be determined in the marketplace without the application of com-
petition. The analysis I gave you a few minutes ago that suggested
Federal employees may be as much as 50 percent overpaid, should
be scrutinized with as much as question as any other analysis. The
fact is, administratively, we cannot determine market prices.

In the final analysis, it is why the Soviet Union died. And I
would suggest, the real answer, in the long run, is to move all of
government—as much of government as we can—to the market so
we can guarantee the taxpayers that we are paying no more than
market rates for what it is we are getting. Bringing government to
market will be just as difficult, I believe, as bringing the market
to the Soviet Union and to the communist bloc—not an easy proc-
ess, but a process for the taxpayers that we must do.
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I would suggest that the role of government, again with respect
to employment and respect to spending, is to spend no more to pro-
vide government services than is necessary. Thank you very much.

[The prepared statement of Mr. Cox follows:]

PREPARED STATEMENT OF WENDELL CoX, DIRECTOR, STATE LEGISLATION AND
PoLicy, AMERICAN LEGISLATIVE EXCHANGE COUNCIL

My name is Wendell Cox. I am Director of State Legislation and Policy for the
American Legislative Exchange Council (ALEC). I was appointed to three terms on
the Los Angeles County Transportation Commission by Mayor Tom Bradley, serving
from 1977 to 1985. I have consulted in the United States, Canada, Australia, New
Zealand and Europe on competitive contracting. .

ALEC is a bipartisan organization of state legislators, with over 3,000 state legis-
lator members. ALEC is dedicated to the Jeffersonian values of individual liberty,
limited government and the free market.

BACKGROUND ON COMPETITION

In recent decades there has been increasing concern about the cost of government,
and at every level of government, there have been serious budget difficulties. The
problem is not fundamentally a revenue problem—it is a cost problem. Government
revenues have risen substantially—and so have the unit costs of government

In the private sector, people and commercial enterprises succeed by paying no
more than necessary for what they buy. Businesses pay the market rate—it pays
no more than npecessary—for labor, supplies and capital. The competitive market
works to minimize factor costs. In government, however, the situation is different.
While government uses the competitive market to obtain various goods and services,
the competitive market is not applied to the factors of public service production. The
result is higher than necessary costs. And government costs that are higher than
necessary is government waste.

The problem is lack of competition. Government costs are determined in a non-
competitive environment. As Nobel Laureate economist Frederik Hayek put it,

The market price cannot be known until there is competition.

And government has a special obligation to exercise stewardship over the re-
sources it compels from peopﬁi This is not so in other sectors of the economy. People
are not forced to purchase specific goods and services in the market. They are able
to exercise personal choice. No such choice exists with respect to taxation. Govern-
ment’s financial obligation to the people, is

. . . to spend each (dollar) to the best effect. Individuals do that, day after
day. So do companies. They succeed, more or less, because they face choices as
consumers and competition as producers. The minimum duty of a state should
be to replicate such choice and competition in its own affairs, so that the bil-
lions it raises in taxes achieve the high-sounding aims it sets for itself.!

The public purpose (or objective), then, of government spending is to provide for
government services at a cost that is no higher than necessary. The imperative to
spend no more than necessary is intensified by the federal budget deficit, which
threatens the living standards of future generations.

Around the world, governments are using competitive contracting to apply market
forces to government services, and with overwhelmingly positive results.

THE EXCESS COST OF GOVERNMENT EMPLOYMENT

However, before providing an overview of competitive contracting, it is appro-
priate to review an important root cause of higher than necessary government serv-
ices costs—excessive public employee compensation. Government employee com-
pensation is the largest component of state and local government budgets—rep-
resenting 60 percent of operating costs.

ALEC’s America’s Protected Class series shows that, while private employee com-
pensation has stagnated, government employee compensation {:as risen steadily.

Average state and local government compensation increased 16.0 percent
from 1980 to 1991 (inflation adjusted)}—$4.78 for each $1.00 received by the av-
erage private sector workers. State and local government employees are now
paid, on average, 10.3 percent more than private employees.

The average federal civilian worker has received $4.56 for each $1.00 in com-
pensation increase for the average private sector worker between 1980 and

1“Britain’s Underclass,” The Economist, May 23, 1987.
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1991. Federal civilian employees are now paid, on average, 45 percent more
than private employees.

Federal workers are compensated, on average, at least 30 percent more than
above state and local government workers. If federal employees were compensated
at the same average rate as state government employees, nearly $25 billion would
be saved annually.

Inside the beltway, there is the perception that federal workers are less well paid
than private sector employees doing similar work. This is based upon federal sur-
vegs that are frankly incomplete, misleading and outrageous in their results. The
federal surveys are limited to wages—as if the more expensive federal fringe bene-
fits have no value—as if the extra paid time off has no value—as if superior federal
security has no value.

American Legislative Exchange Council research indicates that, where federal
government and private employee wages start out equal, inherent federal employ-
ment advantages create 50 percent greater value over a career for government em-
ployees. This amounts to a nearly $600,000 advantage for government workers who
start at the same rate of pay as private workers.

And then there is productivity. The lack of competitive incentives allows govern-
ment stafls to become larger than necessary. ALEC has identified substantial vari-
ation in productivity among state governments.

ALEC estimates that, when all advantages of government employment are consid-
ered, including sub-market productivity, it is possible that government employment
costs exceed market rates by nearly 75 percent.

In the competitive market, customers determine employee compensation. Private
companies do not have the freedom to artificially raise employee compensation. In
the private sector, the prices that customers are willing to pay for goods and serv-
ices constrain how much will be available for employee compensation, investment
and distribution of earnings to stockholders (including employee pension plans). A
company that raises employee compensation above levels that customers are willing
to pay will lose market share and eventually close, taking with it the jobs of employ-
ees and the investment of owners.

COMPETITIVE CONTRACTING

The realization that government employee compensation often exceeds market
rates has led to an increasing use of competitive contracting.

Competitive contracting is the provision of a public service through a competi-
tively awarded contract. gt has been used for decades by private and public organi-
zations to ensure that goods and services of a defined quantity and quality are pro-
duced for the lowest possible cost.

The public agency seeks competitive bids to provide a particular public service.
The public agency establishes quality and quantity specifications. The competitive
market responds to the invitation of the public agency, and one or more producer
is selected to provide a specific service for a period of time. The public sector retains
policy control over the service, while the competitive market produces the service
under public scrutiny.

There are five basic steps in the process:

1. The public agency seeks competitive proposals to deliver a specific quality
and quantity of service for a defined periodpof time.

2. The public agency may submit its own cost proposal, capturing all attrib-
utable costs, and subject to the same terms and conditions that apply to private
proposals.

3. A contract is awarded to the lowest responsible and responsive public or
private proposer who demonstrates an ability to provide the same quality and
quantity of public service at a cost lower than that of the public agency.

4. Contractors, public or private, that fail to provide the service as specified
are financially penalized or replaced.

5. New competitive proposals are sought in sufficient time to award a new
contract for service commencing at the expiration of the contract. New competi-
tive proposals are sought regardless of wiether the incumbent contractor is a
private company or the public agency itself.

Competitive contracting does not necessarily result in private operation of public
services. It merely requires that the public service be provided according to the spec-
ifications of the public agency for the lowest possible cost. Competitive contracting
removes the present bias toward in-house public service provision and replaces it
with a results-oriented approach in which the lowest cost qualifying proposer, public
or private, operates the service.

ompetitive contracting reduces public costs in three ways:
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1. Lower costs through provision of service at no more than the competitive
rate (the “going” rate). Cost savings of 15 to 50 percent are frequent, with occa-
sional savings of up to 75 percent. Touche Ross reports cost savings in 98 per-
cent of cases.

2. Lower direct public service costs as public agencies improve their cost per-
formance in response to the competitive environment. Competitive contracting
not only results in lower costs for the public services competitively contracted,
it also induces improved internal public cost performance. This “ripple eflect”
has been identified in various public services, including solid waste collection,
public transit, fire protection, and other services. Public employee unions have
negotiated competitive wage and benefit packages in response to competitive
contracting.

3. Lower net costs as a result of tax revenues paid by private contractors on
the public services they operate.

There are two fundamental principles of competitive contracting of public services:

1. The public agency should retain full policy control, determining which serv-
ices are purchased, establishing quality and safety standards, administering
contracts, and monitoring service performance.

2. The public agency should foster a competitive market. The maintenance of
a competitive market is crucial to the success of competitive contracting. Private
monopoly should not be tolerated any more than public monopoly. Fostering a
competitive market requires:

a. Wide participation and full disclosure of information, so that all potential
interested proposers have sufficient information to submit a proposal if they de-
sire.

b. Limitation of contract duration (usually no more than five years including
renewal options).

c. Limitation of contract size, so that smaller companies have an opportunity
to participate.

. Cost control through a requirement for fixed price proposals, and prohibi-
tion of price negotiation after contract execution.

e. No public agency specification of labor arrangements except compliance
with applicable state and federal law.

f. The public agency should compete in the process under the same terms as
the private proposers and should include all attributable costs.

Competitive contracting saves money not because the private sector is superior to
the pugfic sector; competitive contracting saves money because competition induces
lower costs than monopoly. Services provided by private contractors are no less pub-
lic than the same services that are provided by public agencies themselves, because
the public agency remains in complete control.

At the state level, more than 100 services have been competitively contracted. But
even so, there remains substantial opportunity to increase competitive contracting
and reduce the costs of government.

Unfortunately, the federal government itsell sometimes puts barriers in the way
of state and local governments that seek to implement more cost effective service
delivery mechanisms. A particularly egregious example is the special labor man-
dates in the Federal Transit Act (gection 13c). The US Department of Labor has
repeatedly withheld federal grants pending the capitulation of transit agencies to
union demands. The perniciousness of these labor provisions is illustrated by the
six year severance payment obligation for transit employees dismissed because of ef-
ficiency measures. This mandate has been used to prohibit competitively contracted
transit service and unsubsidized transit services. 'I}l)nis has retarded transit job cre-
ation. Particularly onerous is the fact that minority entrepreneurs have been sys-
tematically denied the opportunity to initiate services and that residents in low in-
come communities have Eeen denied the improved mobility that such services would
have provided. all as a result of this egregious federal mandate.

CONCLUSION

The administrative mechanisms for controlling the costs of government have
failed, and are beyond repair. The answer is not better administrative systems, it
is direct application of market forces, especially through competitive contracting. All
governments, state, local and federal need to be brought to the market.

The transition of government to the market will be, in many ways, as difficult as
the transition from statist monopoly economies to market economies in eastern Eu-
rope and the former Soviet Union. But the transition from costly monopolistic gov-
ernment service provision to competitive service provision is necessary..
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April 10, 1995
Representative John L. Mica,
Chairman, Committee on Government Reform and Quersight
United States House of Representatives
2157 Rayburn House Office Building
Washington, DC 20515-6143

DEAR CHAIRMAN Mica:

Thank you for the opportunity to share our views with the Committee on Govern-
ment Reform and Oversight Subcommittee on Civil Service on April 5.

As you may recall, our testimony that federal workers are better paid than pri-
vate workers raised interest among the members of the subcommittee. Enclosed is
a copy of our report America’s Protected Class: The Excess Value of Public Employ-
ment.

Based upon the questions that were asked, we would like to emphasize the follow-
ing points:

The system for determining federal pay comparability is unreliable. Admit-
tedly it is difficult, if not impossible to administratively establish market rates
(whether wages or prices). But, worse, the federal system falls far short of even
the minimum that should be required of an administrative compensation deter-
mination system. Employer paid fringe benefits are not included, despite the
fact that federal employer paid benefits are considerably above those of private
employees and those olystate and local government. Other advantages of federal
employment, such as superior security and extra paid time off are not a part
of &e pay determination. The federal pay determination system is a disservice
to both Congress and America’s taxpayers.

Various research reports have estimated substantially different results with
respect to federal employee wages than are produced by the federal pay deter-
mination system (these are noted in America’s Protected Class: Tﬁe Excess
Value of Public Employment).

Even if the federal pay methodology were unquestioned with resgect to wage de-
termination, the inherent advantages of federal employment would still produce a
substantial monetary advantage for federal employees.

We would be pleased to provide you with any additional information.

Sincerely,

WENDELL Cox
Director, State Legislation and Policy

P.S. For your information, I have enclosed an “op-ed” from the April 7 Wall Street
Journal, wKich raises additional concerns about the value taxpayers are receiving
from federal employment.

[NoTE.—To reduce publication costs, the subcommittee has omit-
ted from the record a report entitled, “America’s Protected Class:
The Excess Value of Public Employment.” A copy of the report may
be found in the subcommittee files.]

Mr. Mica. Thank you for your testimony and for the interesting
statistics you gave us today. And I might, if I may, just ask a cou-
ple of questions about some of the statistics. Now, you said that the
average Federal worker earns 45 percent more than the private
sector, and then 35 percent more than the average worker in State
and local government. Is that correct? i

Mr. Cox. It was 30 percent more than the State. I'm sorry if I
said 35, I erred.

Mr. Mica. Thirty percent more?

Mr. Cox. Yes. o
Mr. MiIca. And is this a cast in all Federal workers, or is it some
catego

f,

Mr. gox. No, it is all. It would include everyone from minimum
wage workers to people that are making millions of dollars as
CEOs of big companies.

Mr. Mica, Did your study break that down? I mean, are we pay-
ing certain levels a disproportionate amount?

Mr. Cox. No.
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Mr. Mica. Are the managers, administrators, and supervisors
getting the bulk of this, or is there some differential?

Mr. Cox. Well, the studies that have done—and we have not
done this. Obviously, this would be a very expensive study, and no-
body has really done a good comprehensive study including all the
benefits and so on beyond the wages that are received by public
and private employees. Simply nobody has done that.

But the general view is that, in the lower levels of government,
the difference—you tend to have government employees paid more
than private sector employees., And obviously, as you go further up,
you get to a position where, in fact, private employees are paid
more than public employees. The President is paid $200,000 and
Lee Iacocca was paid §20 million.

Mr. Mica. How recent is your information?

Mr. Cox. This is 1991 information. The 1994 information—and
this is out of the Department of Commerce and Department of
Labor, these data—shows approximately the same relationship.

Mr. Mica. So, the latest information confirms this?

Mr. Cox. Generally speaking.

Mr. Mica. You gave another statistic. And again, if you could
elaborate on it—you said public employees, Federal public employ-
?_esb and you talked about 50 percent more. Is that adding in bene-

1ts?

Mr. Cox. Yes. What we did—well, first of all, all of my testimon
includes the employer cost of the fringe benefits. I don't deal wit
wages alone, and I think that is the fatal flaw in the program that
the United States——

Mr. Mica. These first figures you gave include——

Mr. Cox. Employer paid benefits as well.

Mr. MicA. OK. And then you jump to 50 percent. What was the
difference, then, between the 50 percent? Is that over the term of
employment?

Mr. Cox. No, what it is—first of all, one has to be careful just
basically saying, OK, let’s compare the entire private sector, the en-
tire public sector, because you don’t know the job descriptions and
the way that the various categories fall out. That was just given
to give you a focus in terms of understanding of how much better
paid Federal workers are, or State workers are, than the people
that are paying the taxes.

The second figure, the 50 percent figure, is an attempt to get at
the comparability issue by basically setting up a strawman kind of
situation, where you say, OK, let’s start two workers at the average
private wage at age 25; let’s apply the Federal benefits rate and
the private benefits rate; let’s apply a security percentage; let’s
apply the average rate of increase; and let's apply the difgerences
in terms of time off.

In order to try to get an idea of a situation where, if you had two
workers doing the same jobs—one public, one private—what would
the difference be at age 657 And the difference is that the Federal
worker would come out about 50 percent ahead as a result of the
inherent advantages of public employment, even though the wage
rate would have been the same in the beginning.

Mr. Mica. Then you used a figure of, over the total time of em-
ployment, an average——— '
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Mr. Cox. $600,000.

Mr. Mica. $600,0007

Mr. Cox. Almost $600,000, that’s right.

Mr. Mica. For every employee?

Mr. Cox. That would be for this prototypical employee, starting
out at age 25 at the average private wage.

Mr. Mica. And they would end up with $600,000 more in the full
package?

Mr. Cox. That’s right.

Ms. MORELLA. Will the chairman yield?

Mr. MicA. Yes.

Ms. MoreLLA. Mr. Cox, I respectfully have some concerns with
your statistics. Would you supply this committee with that report?

Mr. Cox. I'd be very %appy to.

Ms. MORELLA. Because we're in an area where we have locality
pay to the very contrary to what you say, because there is that 30
percent gap between the public and private sector. I would appre-
ciate it, thank you.

Mr. Cox. If I might, Mr. Chairman, and I appreciate that—we
will be most happy to supply that. One of my basic points is,
thou%‘:m, that the problem with the whole locality pay thing is that
it is based upon wages only. It does not take into consideration a
number of inherent benefits of Federal employment.

I mean, better fringe benefits are a monetary advantage. Better
security is a monetary advantage. More paid time off is a monetary
advantage. But anyway, we'll provide that, and would be most in-
terested in any criticism you might have.

Ms. MorgeLLA, Thank you, Mr. Chairman.

Mr. Mica. Well, it looks like we have a vote. If you wouldn’t
mind, we will probably recess for about 20 minutes. We'll come
back about quarter of, because you presented some testimony here
that I think the ranking member and other Members would like to
question further.

We will recess until about quarter of, and then reconvene,

Mr. Cox. Fine,

Mr. Mica. And I thank you for your patience.

[Recess.]

Mr. MiIcaA. If we can, I would like to reconvene here. And I apolo-
gize, we had not one vote, but two votes. And part of the mission
that we're seeking to accomplish is done, and now there will be
about 4 hours of debate. We've got plenty of time, Mr. Cox, if you're
available for the next 4 hours here.

Mr. Cox. It would be a pleasure.

Mr. Mica. I'm expecting the ranking member to return momen-
tarily, and several of the other Members. In the meantime, if I
may, I'd like to continue on the line of questioning that we started
about some of the statistics that you brought before the subcommit-
tee today. One of the items we were talking about was the amount
of compensation over the tenure of employment.

And I think you said, on average, $600,000 more for Federal. Did
you have any statistics—well, first of all, is that against the private
sector, or is that against State and local?

Mr. Cox. If I might, Mr. Chairman, let me make sure it’s com-
pletely understood. What we did was a strawman analysis. We
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said, let us take a private worker doing the same work as a Fed-
eral worker, starting at the same pay at age 25, and let's go
through a 40-year period. Now, what we do not know is what,
truly, is our Federal worker’s pay in wages relative to the private
sector.

You've got the pay agents report that says, on average, that pri-
vate workers are paid 23 percent less. You've got a CBO report
that says 12 or 13 percent. You’ve got other academic research that
says Federal worker wages are 3 percent less than the private sec-
tor; others, as much as 40 percent more. So what we did is we said,
let us take—we’re not making a statement with respect to the aver-
age, because I would argue that the present mechanisms for trying
to determine Federal pay are really very flawed, and nobody truly
knows what they are.

So we said, if we could assume they are the same, what would
the difference be? We're not making a charge or making an allega-
tion that on average it’s $600,000 more. We're saying that if we
had two workers starting and running through a career, starting
at the same wage rate, the Federal employee would have $600,000
worth of value additional over a career.

Mr. MicA. Now, you also—and again, I don’t want to take any
words out of your mouth, but maybe you could explain for the sub-
committee—you said the comparison of compensation, and then you
also said that’s more, and then you said the benefits are more. Is
that correct? I think your term was more liberal benefits in the
Federal sector.

Mr. Cox. Right.

Mr. Mica. d how does that compare with the private sector?
And then the liberal benefits you spoke of and compensation, how
does %hat compare in State and local governments, as far as your
study’

Mr. Cox. OK. When we talk about compensation, first of all, we
mean the total monetary compensation, including wages and em-
ployer paid benefits. In the private sector, on average in the United
States, the benefit load on top of wages is a little bit less than 20
percent. In State and local government, it’s in the range of 22 to
23 percent, maybe 24 percent. And I'd have to calculate it. But the
Federal number is over 30 percent.

For examfle, if you take a look at the total compensation for a
Federal civilian employee in 1991, it was $46,100. The total wage
was——

Mr. MicA. What was that again?

Mr. Cox. $46,164. The total wage was $34,724; that’s 30-some
percent over the wage.

Mr. MicA. Thirty-six percent?

Mr. Cox. Yes, very significant. I mean, it’s not quite double, but
it’s significantly above the private and even above the State and
local government rate.

Mr. MicaA. You also referred to the State and local governments
getting into more of the contracting out. I guess the local govern-
ments have had more of a history for this for municipal type serv-
ices. And the State services are also being increased in this area.
You said, I think, it was approaching 10 percent of the activities
or functions. What are these numbers; can you elaborate on them?
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And then, what kinds of services? And a third part of the ques-
tion—are there any models for this, as far as State governments?

Mr. Cox. Well, first of all, the 10 percent is really conjecture.
There have been estimates of anywhere from 5 to 10 percent that
have been made. But there are arguments about how you would
calculate that. The area that I'm most familiar with, which is about
a third of State function and two-thirds local function, is public
transit service, where the number is, in fact, just a little bit over
10 percent at the moment.

So there’s plenty of room to go. You’ll find some services where
a large percentage of services are contracted out and some where
very little is. But I mean, we've got welfare administration being
contracted out in some places. We would argue that you can com-
petitively contract virtually everything but the legislation function
and contract management.

We would not propose contracting out Congress. Now, with re-
spect to models—I hope that I won a friend——-

Mr. Mica. We don’t want to put that to a vote.

Mr. Cox. No, no. I guess with the new Congress, it may be a dif-
ferent issue. In terms of models, there are some proposed models
around that have not been implemented yet in the United States.
One is a process which we call petition of interest process, whereby
you would, rather than mandating a percentage of contracting
out—because one of the problems as you look at government is,
how does a legislative body determine what should be contracted
out; it’s very difficult.

So what you do instead, through the petition of interest process—
a bill that got through both houses in Arizona, but was vetoed by
Governor Mofford a few years ago, and is being considered now in
a couple of States—a petition of interest process would have you
basically say to the private sector, challenge us on specific services;
private sector, if you think you can do the service better, send us
a petition of interest saying we would like to provide your janitorial
service, your welfare administration, whatever.

Send that in, and then a board would take a look at that; see
whether or not the company was a valid company that had the fi-
nancial capability and the technical capability to do it. And once
that was established in the affirmative, if it were, then you would
go out to competitive bidding for the process. Now, there are some
other models that are being used around the world.

As you may or may not know, the Local Government Act of 1988
in the United Kingdom required the contracting out of six specific
county government and municipal government services. The results
out of that have been very, very good. And indeed, one of the things
that happens in contracting out 1s, the public service becomes much
more competitive, too, and it lowers its cost. And in a lot of cases,
you have public agencies, their own workforces winning the con-
tracts.

In New Zealand, Socialist Finance Minister Roger Douglas
moved the country, in the 1980’s, strongly toward markets. And
what they did through—I can’t remember the name of the act now,
but it was an act having to do with local government. Essentially
what they did is, they required local government units to, what
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they called, corporatize into direct service organizations and com-
pete in the market.

So they would compete against private companies for contracts.
In the long run, they might even compete in the market. And actu-
ally what they did there, in a somewhat unique approach, is, they
actually made them taxable as well, because they recognized that
when you provide services to public agencies, you're actually fore-

oing tax revenues. So there is that model, as well, that has been
eveloped outside the United States.

Mr. Mica. One of the problems we’'ve had at the Federal level is
that we have operated with—I guess you're familiar with the A-
76 circular. And we see that you have some opportunities, sort of;
to lead the horse to water; but they’re not drinking very often. And
one of the things that we may consider is some legislation in this
area. Do you think that you need legislation and then, say, a com-
bination of rules to implement this? What would be your rec-
ommendation from the models you've seen?

Mr. Cox. Well, in fact, there’s a third model that is sort of com-
ing up in a lot of services in Europe and Australia and New Zea-
land at this point—something I would refer to as the policy-only
body kind of approach. It’s something that the Advisory Commis-
sion on Intergovernmental Relations recommended a few years ago,
but nothing has happened with,

A basic approach whereby you would essentially take away—you
would basically set up agencies or tell your agencies that you may
do only policy, you may do only administration; and require them
to virtually purchase all of their service—whether from a public or-
ganization or a private organization. And what this has done—es-
pecially in transit in Europe—is create a situation where you've got
administrative bureaucracies who now have an incentive to save
the public’s money.

Because your problem, you see—why the A-76 process doesn’t
work very well, and why there’s been such resistance to contracting
in public agencies at the State and local government level—is, here
gou are, you say to a public manager, we are going to reward you

ased upon the size of your budget and the size of your staff. Well,
no rational public manager is going to come in and tell his boss
that he can provide the service less with a private contractor.

It's a prescription for disaster, with respect to your career. So
what you do is, you create a situation—and it’s very theoretical, I
know, at this point—but you create a situation where you basically
limit the scope of your agencies to policy and administration, and
force them to go outside for virtually everything they do, which will
create more of a mentality that gives the taxpayers a chance, with
respect to these organizations.

Mr. Mica. We've talked a bit about coniracting out, but what
about providing opportunities for employee groups or unions or
other representative bodies to bid on this work?

Mr. Cox. Oh, they should, Mr. Chairman. Indeed, they ought to
be allowed to do that. The English example and a lot of the Euro-
pean models and New Zealand and Australia—that is a part of the
process. One of the people—I don’t know if you've had Ron Jensen
from Phoenix talk to you yet, but you may want to listen to him.
He administers a bunch of work the city of Phoenix does. And
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they've developed, rather carefully, a public-private competition
model. The basic idea being to recognize we're not saying that pub-
lic employees are less efficient than private employees. We're only
saying that world records, for example—if I can use an example of
track; I'm an old track man. The fact is that the 4-minute mile
would never have occurred without competition.

And so, competition makes us all better, whether we’re in the
private sector or the public sector. And this model of public-private
sector—something that comes out, by the way, very strongly in
Vice President Gore’s National Performance Igeview Reinventing
Government—is a very valid thing. And obviously, public unions,
public employee work groups ought to be allowed to compete, ought
to be encouraged to compete.

In the long run, one would hope that you would create a situa-
tion whereby you would be able to corporatize these organizations
and sell them to the public employees, which has been done in a
lot of countries.

Mr. Mica. Another problem that we had show up in our last
panel with OMB is that OMB has a responsibility to oversee and
prescribe some of the parameters for these functions being
privatized. And one of the problems that we found is that the
weren’t able to create any models to quantify the task, or qualify
the task, and then, also, to evaluate performance.

Is there any way we can judge once—you get into this what you
want to get in, what you want %one; and then when it's performed,
to review it and analyze and see if the performances measure up
and if you're getting your dollar’s worth.

Mr. Cox. Well, yes, that’s a real problem. Because I would sug-
gest, if one cannot do that in specifying the contract for private
suppliers to bid on, I would question whether government has the
capability of evaluating its performance, with respect to public em-
ployees that it employs. And one of the most difficult problems, as
iou indicate, in privatization and contracting out of services, has

een the difficulty of specifying the task.

And indeed, the privatization process has given government, in
a lot of cases, the ability to, for the first time, really specify the
task. But depending on the kind of task, you can have standards
with respect to any number of kinds of performance issues. You
ought to try to have the administration be as nonprescriptive as
possible and flexible as possible.

With respect to those things you're very interested in, again, sim-

le thing is, you go back to public transit. And I realize the world
gas more in it than public transit, but you’re concerned about on-
time performance; youre concerned about meeting schedules;
you're concerned about the buses being clean—any number of
things like that. And what you do is, you can set up processes
whereby contractors pay penalties when they fail to perform up to
those standards, which creates an additional financial incentive for
them to provide better service.

And I mean, the experience has been really stunning in some
places. In Los Angeles, Price Waterhouse, the accounting firm, has
reported that the contracting out of a major bus system in the San
Gabriel Valley section of Los Angeles has saved 60 percent. The
service is better and the quality is better and the safety is better.
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That is to say, the old public cost of operating the same service was
150 percent more than the private competitive cost.

Now, that obviously is the high end of the scale. But those are
very legitimate concerns, and one has to be very careful to make
sure that you understand, as you put this process forward, that it
is public services you are trying to obtain. And you are trying to
obtain the best in public services, and you just have to be careful
about that. v

Mr. Mica. Well, you talked about transportation, and I guess if
you look back at public transit, most of it was really privatized and
people were making a profit. Then it fell into the category where
more people were taking automobiles and became less profitable,
and has been steadily subsidized more and more by the public sec-
tor.

And then some of the standards which you spoke to, also have
distorted the process. For example, I think you mentioned section
13(c). This is a tough one, because people are not willing to come
forward and say, I'm willing to take less as far as compensation;
I'm willing to take less as far as benefits; or I'm willing to throw
overboard this 13(c) security and protection blanket that’s been put
in, which makes change extremely difficult.

Amtrak is an example where, we're into that category. We've got
three-quarters of a billion dollars, I guess, subsidy, and we now
find ourselves really mired down in trying to make changes. You
have the employee groups and others really protesting any
changes. So, is crises and complete failure and breakdown and
bankruptcy the only way we're going to get this changed? Or is
there any example, or is there any model you've seen that we can
use to help bring this about in a reasonable fashion?

Mr. Cox. Well, first of all, let me comment on your first point
about how transit was privatized before. It wasn’t; it was a regu-
lated market, owned by—it was a utility. And one of the main rea-
sons that the private transit operators failed was the unwillingness
of regulatory agencies to provide inflationary rate increases. And 1
can tell you since public transit has become public, there is no such
restraint.

And in fact, right now you have major suits going on with bus
rider groups in Los Angeles, trying to overturn fare increases be-
cause they are so displeased with the ability of the public agencies
to control the fares. And what happened, even with a monopolistic,
regulated market in the private sector, the productivity was declin-
ing. It has declined at more than twice the rate since the public
takeover. But you get to the point of, obviously nobody who has a
privilege wants to give it up.

And I think one of the things, if we are serious about solving our
budget deficit crisis—and I realize this is not a very political thing
to sai—but one must be prepared to start saying no to the people
that have unfair privileges. This Congress is not guaranteeing, to
the average wage earner out there, 6 years severance pay when
they get laid off the job. So I would argue from a philosophical
standpoint, we ought not to do that.

But in terms of models, there are some in addition. San Diego,
for example, has, over the last 15 years, moved from a situation
where it was contracting out virtually none of its transit service to
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where it’s contracting out about 40 percent of its service. Contract-
ing out on average, about 3 or 4 percent, one could, over a longer
eriod of time, use attrition to protect the albeit bloated and unfair
enefits of current transit workers who make double the market
rate for unionized workers in the same industry.

One could protect them by just converting to competitive con-
tracting through the driver attrition rate—just don’t hire new driv-
ers at $16 and $18 an hour. Hire them at the competitive rate—
unionized, nonunionized rate—and you could affect the economies
over a 10-year period very easily. And what's happened in San
Diego, where they have done this, their costs have actually gone
down, relative to inflation, about 30 percent since 1979.

And at the same time, the public transit agency now has a deal
with the amalgamated transit union whereby its new drivers, for
contract services, it’s able to hire at competitive rates. And it’s now
bidding successfully against private carriers. So there is a model
out there. The problem is, I believe, with respect to that particular
issue, the Congress needs to repeal 13(c) and take away the bar-
riers to going further, with respect to that kind of a conversion.

Mr. Mica. All right. Thank you for responding to the questions
that I had. I see our ranking member is back. Mr. Moran, we've
had additional testimony while you were gone, relating to some of
the statistics that Mr. Cox gave the subcommittee. And I note that
you were concluding your business on the floor, but yield to you
now for any questions you may have for the witness.

Mr. MoRraN. Thank you, Mr. Chairman. Mr. Cox has put plenty
of testimony in the record. If I were to ask questions, some of his
responses are more than likely to be duplicative, and we have sev-
eral witnesses after Mr. Cox. So I think at this point, in the inter-
est of efficiency of these hearings, that I'll defer any questions.

Mr. Mica. I would like to thank you, Mr. Cox, and let me see if
Mr. Bass has any questions.

Mr. Bass. No questions, Mr. Chairman.

Mr. MicA. Again, we thank you for your testimony. I know I
questioned you at length, and appreciate your responses. We may
have some additional questions from panel members who are not
with us this afternoon. We'll leave the record open, and hopefully,
you can respond.

Mr. Cox. I'd be very happy to.

Mr. MicA. Thank you.

Mr. Cox. Thank you.

Mr. Mica. We've had a request from a Member, and I always try
to accommodate them. Our gelegate from the District of Columbia,
Eleanor Holmes Norton, has asked to testify before the committee.
And I'd like to welcome her to the Civil Service Subcommittee; she
serves on our full committee. Welcome, and we’ll offer you this op-
portunity to comment now.

STATEMENT OF HON. ELEANOR HOLMES NORTON, A REP-
RESENTATIVE IN CONGRESS FROM THE DISTRICT OF CO-
LUMBIA

Ms. NorRTON. Thank you very much, Mr. Chairman. I very much
appreciate your looking into the contracting area. As it turns out,
it is the cost of government that has seen the least inspection, and,
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in a real sense, least justification. By saying that, I don’t mean to
imply that contracting out is never justified. On the contrary, I
think we all live in the real world, where State after State and city
after city now contract out parts of what used to be a public mis-
sion.

I certainly recognize that, particularly in this day and age, our
obligation is to get the best deal for the taxpayer, so long as we
don’t cut corners unfairly and so long as we are not unfair to our
own workforce in some way. I have today dropped into the hopper
four bills. They are bipartisan; Ms. Morella is my chief cosponsor.
And those bills are aimed simply at helping us to understand what
we need to know about contracting out, even as we have insisted
on accountability from our own employees.

Mr. Chairman, I think you would be shocked at how little we do
know about this extraordinary expense of the Federal Government.
It caught my attention last year when I recognized that $105 bil-
lion oig Federal Government money goes to contracting out for serv-
ices alone, and nobody can tell you anything about it. It's a virtual
shadow government that is out there working—whether poorly or
well, I do not know; I'm not here to criticize them.

I'm only here to say I don’t know enough about them, given the
size of that amount. Now, I got interested in it first because we
were, as is our custom, failing to give Federal employees their full
raise. Now, I am the first to say I represent Federal employees.
And so part of my job is, of course, to look out for Federal employ-
ees. They have a statutory raise that is due them, and they usuale
don’t get the full amount.

But then I noticed that while virtually every—this was last year,
last session—while virtually every sector was taking some sacrifice,
this huge mission was taking no sacrifices; not $1 of sacrifice. It
seemed strange to put off of the sereen such a large amount. For
example, between 1989 and 1992——and I will merely summarize my
testimony, Mr. Chairman—between 1989 and 1992, the number of
contractors doing business with the government rose from 62,819
to 82,472,

During the same period, the Federal workforce remained mostly
constant and, of course, had begun to go down. During that same
period, we did, in contracting out, $184 million in 1989 to $200 mil-
lion by 1992, I mean, this is a fast-growing cost of the government.
It’s such a fast-growing cost that it would pique almost anyone’s
curiosity. This is government-created work. I'm talking now, serv-
ice contracts.

So what we have here is what some have called a shadow gov-
ernment. These are folks who get their paycheck from the same
place that civil servants get theirs. The difference is that we insist
upon holding civil servants accountable. And while I see no reason
why people in the private sector should be held accountable in pre-
cisely the same way as in government, we certainly ought to know
more about this large amount of money and how it’s used than we
now know.

The Clinton administration, when it came in, said that they
thought service contracts were out of control. It was something
they didn’t know anything about. And they have begun to do some-
thing; they have proposed new performance-based standards for ex-
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isting service contracts. But very frankly, the President’s budget
also doesn’t do anything about service contractors.

If you say to Federal workers, you will not get your full statuto
pay Increase, you might say to contractors, we want you to cut, let’s
say, 1 percent from what you have been charging us, and transfer
that money to Federal workers and give them some greater per-
centage of their statutory pay cut. I guarantee you this: If you told
service contractors, who are used to competing, to tighten your belt
to the extent of 1 percent, they’'d tighten it so fast to keep that con-
tract that the government would save a lot of money in a very
short period of time.

So I have introduced four bills. One, of course, does deal with the
Federal pay raise. It would cut $2 billion in Federal agency funds
for service contracts, and make the money available to pay Federal
employees more of the paycheck that our statute says they are due.
And may I say, Mr. Chairman, I don’t think you can, year after
year, say to a workforce, we're not going to give you what we say
we're going to give you, without having a affect on that workforce
that I don’t think anybody wants to have.

In effect, it's a give-back. If you say you're due 2 percent a year
and every year you say, but I'm only going to give you 1.1 percent,
after a while, you demoralize that workforce. We ought to come up
either with a better way of doing it, or we ought to give these peo-
ple their pay raise. My second bill plugs a hole—and a large hole,
I think—in our buyout legislation.

In that legislation, we say, I think quite appropriately, that civil
servants who have been cashed out, bought out, cannot be replaced.
And yet there’s nothing in the existing law to keep an agency from
replacing bought out employees with contracted out employees. If
that’s the case, then we have not downsized the Federal workforce.
We have simply substituted one kind of an employee for another
kind of employee. And I can only think of this as an oversight. I
think it ought to be corrected.

My third bill would have agencies do what you would think they
would already do as a matter of cost; and that is simply to cost out
whether they save any money by contracting out. And in fact, this
kind of costing out is not systematically done. We know that be-
cause of a 1994 GAO study. And this study looked at 9 or 10 agen-
cies and found that work that they had contracted out was being
done for more than that work could have been done in the agency.

And that means somebody has just gotten in the habit of con-
tracting out work. That’s contracting out more of taxpayers’ money
than, in those cases that the GAO discovered, were necessary. And
my final bill would have us do what surely is the beginning point
o