Preface: Let the Private Sector Handle It (Privatization and Contracting)
What is the best way to deliver services?  Should it be left to the market?  What if the market fails?  For example, private markets may not provide adequate transportation for poor people to get to work.  Private companies make automobiles, but some people cannot afford them; taxis will get you where you want to go, but they can be expensive.  So what is a poor person to do?  What if the market provides, but only in a way that is less than satisfactory?  This is the case with housing.  Yes, the market will provide housing for any level of income, but low-income individuals will end up in low-quality housing: rats and roaches, no hot water, or perhaps no water at all, leaky roofs, inadequate ventilation.  What should be done then?  One response might be for government to step in.  Governments have provided things like buses and subways; they have also built and run public housing projects.  However, we might just as easily argue that government does a bad job of these things: buses are expensive; they constitute a drain on other taxpayers; they almost never pay for themselves; public housing is a mess; it is worse than what it was intended to replace; government does not do a very good job (we might argue) of providing these services.  Therefore, we have to consider other modes of delivery; here, contracting, or privatization, becomes important.  We can think of privatization – that is, contracting with private sector companies or nonprofit organizations to deliver services in lieu of hiring public sector employees to do those jobs – as one way of delivering services, among the several alternatives ranging from markets to government provision.
Privatization is all the rage nowadays. Extraordinary amounts of money are being shifted from public sector employees to private sector contractors in a startling range of activities, including military service. The logic behind this is simple but deceptive: in the private sector, competition drives down costs and drives up quality. Lack of competition in the public sector presumably leads to higher costs and lower quality. It is also argued that the private sector has skills and knowledge that the public sector does not, although this point is debatable. Think of privatization as one technique for getting the public’s work done: it might be achieved simply by leaving it to the market; or by some level of government; or by a nonprofit; or by privatization. As the government sub-contracts the pursuit of public objectives to private firms, it becomes all the more important to ask how you make those decisions, how you monitor the work of private firms (including how you gather the information to judge what they are doing and how well they are doing it), and how well they are achieving the public’s goals and at what price. Recall that  privatization is actually a very old phenomenon. During Plunkitt’s day, the trend was the opposite: he lived in an era of municipalization, when the limits of private provision of services was recognized and the argument was being made that government should take over those services to ensure that the public got what it really deserved. This is most clear in the chapter on municipal ownership: government taking over gas companies or subway companies that had abused the public trust rather than delivering safe, effective services to the public. As good as that sounds, however, remember what Plunkitt saw as the primary value of public ownership: jobs for Tammany men.
Privatization nowadays is prompted by more than a dispassionate, rational attempt to decide the best mode of service delivery.  Because of the relentless criticism of “big government” over the last half century, Americans have developed a keen ideological interest in reducing the size of government.  The larger process here is known as devolution: responsibilities once held by government are devolved (or given to) the private sector and to nonprofits.  In other words, anti-government attitudes have pushed Americans to shift responsibility for public services to other providers, not so much because government was seen as corrupt (as with Plunkitt) but because government is seen as intrusive and inefficient.  As one of privatization’s most enthusiastic scholars has remarked, privatization is more political than economic.

As you read the material for this section of the course, ask yourself what is driving the move to privatize.  What benefits does privatization bring?  Why does the private sector perform better than the public sector?  If it does, how can public administrators take advantage of that superior performance?  Is it possible that privatization might not offer an improvement over public provision?  What skills might a public administrator need to make privatization work?
