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Right Sourcing in Nebraska: 

Growing Government or Private Industry? 

Preface 

Early in 2012, the American Council of Engineering Companies (ACEC), Nebraska 

issued a request for proposals (RFP) to examine state and local government outsourcing in 

Nebraska.  Other business firms and organizations that shared a common interest in a vital 

Nebraska economy and an efficient and responsive government learned of this RFP and joined 

together with the ACEC to form the Smart Sourcing Coalition for the purpose of pursuing and 

funding the study.  In response to a detailed proposal from Goss & Associates, the Coalition 

selected Ernie Goss, Ph.D. and Edward A. Morse, J.D., to complete the study.    

This study focuses government sourcing decisions in Nebraska, including the benefits 

and costs of government performance (insourcing) versus contracting with the private sector 

(outsourcing).  The study generally concludes that government insourcing is likely to increase 

taxpayer costs and produce lower quality outcomes as compared to outsourcing to a 

competitive private sector provider.  It also recommends changes in the assessment and 

evaluation of government activities to increase transparency and critical evaluation of potential 

savings from outsourcing whenever the government competes with the private sector.  Such 

changes have the potential to generate significant savings that will be available to reduce taxes 

and/or improve the quality and scope of government services, thereby benefitting the citizens of 

Nebraska through a more efficient and effective government and a more dynamic economy.   

This study, while funded by the Smart Sourcing Coalition, was developed independently 

of this organization and its respective members. Ernie Goss and Edward A. Morse are 

professors at Creighton University, but the study was also completed independently from the 

University.  Any conclusions or findings contained in this study are solely the responsibility of 

Goss & Associates, Economic Solutions, LLC, and the authors, are they are not to be attributed 

to any other organization.    
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Right Sourcing in Nebraska: 

Growing Government or Private Industry? 

 

Executive Summary 

 Government outsourcing to the private sector has historically been embraced by both 

political parties, with pragmatic considerations such as cost savings driving outsourcing 

decisions. 

 

 A federal infrastructure favoring disclosure and scrutiny of competition with the private 

sector has emerged to support outsourcing practices. 

 

 Recent federal policy changes indicate that preferences toward insourcing are gaining 

ground, reflecting an ideological preference for government over the private sector. 

 

 States are free to make their own policy decisions about outsourcing, but Nebraska 

currently lacks a consistent framework for policy direction to guide these decisions. 

 

 Measuring the extent of outsourcing at the state level is a difficult proposition, as the 

extent and quality of data on outsourcing is not widely available.  

 Using the percentage of workforce employed by state and local government as a 

benchmark, Nebraska has a comparatively high level of insourcing, ranking 19th 

nationally. 

 Among Nebraska’s bordering states, Kansas, South Dakota and Wyoming have 

higher levels of insourcing than Nebraska using this measure. 

 Trends since 1990, however, suggest that Nebraska ranks among the top five 

states in reducing state and local government employment as a share of overall 

employment.  Outsourcing is a potential explanation for this trend. 

 

 Although cost savings from outsourcing depends on particular cases, empirical studies 

and anecdotal evidence clearly show a potential for cost savings and quality 

improvement from outsourcing.  
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 A recently-completed New York Department of Transportation study concluded 

that outsourcing of engineering services generated a cost savings of 14.5 percent.  

 Anecdotal evidence and survey evidence from have shown promising impacts from 

outsourcing practices at the state level, including cost savings and quality 

improvement.   

 

 General trends in labor and benefit costs indicate an advantage for private sector 

workers over their public sector counterparts, suggesting possibilities for cost savings to 

be realized. 

 In 2011 median hourly earnings for state and local government workers were 

40.3 percent higher than median hourly earnings for private workers.   

 Full-time workers in state and local government had a higher rate of access to 

employer-provided benefits than privately-employed worker, including retirement 

benefits (99 percent public vs. 73 percent private), paid sick leave (98 percent 

public vs. 73 percent private). 

 From 2002 to 2012, benefits advanced by 41.9 percent for private workers and a 

much higher 58.2 percent for state and local government workers.   

 

 But labor costs are only part of the picture.  Particular cost comparisons require that 

differences among the public and private sector providers be carefully considered, 

including: 

 Private firms will pay taxes that contribute to state and local government coffers, 

while government-provided service will not. 

 Private firms bear the liability for their mistakes, while either taxpayers or injured 

parties bear these costs for government providers.  

 Private firms may have other cost-saving advantages, including avoiding labor 

law restrictions applicable to state employees.   

 

  Private firms may also benefit from pressures in the competitive environment, 

particularly in areas affected by dynamic changes, which are difficult to replicate in a 

public sector environment that is insulated from competition.  Such benefits are difficult 

to quantify, but important to consider in evaluating outsourcing potential. 
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 Thus, even with higher labor costs in the private sector, overall savings can still be 

achieved through outsourcing when all relevant factors are considered. 

 

 Case Study:  Nebraska Department of Roads 

 Overall, Nebraska ranks 27th in terms of outsourcing of highway spending.  

  Among Nebraska’s neighbors, only South Dakota and Missouri exceeded 

Nebraska in outsourcing highway operating spending.1 

 The NDOR outsourced only 3.1 percent of its total 2007 spending for engineering 

services.  By 2011, this percentage had fallen to 1.4 percent.  

 Increasing outsourcing as a share of overall NDOR spending would likely result 

in better highway performance and a lower percentage of deficient bridges. 

 Doubling the level of engineering services outsourced by NDOR would save the 

Nebraska taxpayer more than six million dollars.  

 

 Outsourcing decisions involving public contracts are more easily scrutinized than 

comparable insourcing decisions due to information disparities.   

 When outsourcing fails, legal recourse may allow taxpayers to recover their 

funds.  When an employee fails, there is no such recourse; taxpayers bear the 

losses.  

 Without protocols to require disclosure of decisions to compete with the private 

sector and to compare the costs of performance, these kinds of losses can occur 

without public scrutiny. 

 

 In order to overcome information barriers involving government practices, states should 

take a cue from the Federal government by requiring government agencies to disclose 

their activities that compete with the private sector and the budget for those activities. 

 The free flow of information is critical for officials to identify areas where cost 

savings may be possible. 

                                                

1The lower the ranking, the higher percentage of outsourcing.  For this study, Nebraska’s neighbors are 

defined as states that share a border with Nebraska.  These states are:  Colorado, Iowa, Kansas, 

Missouri, South Dakota and Wyoming.  

   



 

8 

 

 Transparency is also essential to developing effective competition for outsourcing 

opportunities and public confidence in effective government.  

 Economic advantages from competition and cost savings can bridge ideological 

differences.  

 

 Agencies should be required to disclose all new initiatives that involve services that are 

either currently being performed by firms in the private sector along with a budget for the 

provision.   

 If a competitive market for the same services exists in the private sector, the 

agency should have to provide specific justifications for not pursuing an 

outsourcing option.  

 Those justifications should be initially reviewed by agency heads or, in 

appropriate cases, cabinet-level officials.  

 If those officials agree that outsourcing is not an appropriate consideration, the 

decision, including agency rationale, should be disclosed to the public to allow for 

public scrutiny that will enhance the transparency of government. 

 

 Agency heads should begin a process of reviewing current services and identifying 

those that compete with the private sector so that a similar process of justification, 

review, and public oversight can be undertaken.   

 Requiring a public disclosure of internal agency classifications of their service 

activities will be an important first step in this process. 

 Some functions will readily be identified as amenable to outsourcing, and public 

contracting processes can then be followed.   

 

 In addition to classifications, agencies should also begin a process of identifying and 

disclosing budgetary information associated with these functions.  

 Such information should include the number of FTE employees providing the 

service, as well as the costs incurred, including salaries, benefits, and overhead 

costs.   

 Outputs should also be measured using appropriate benchmarks, so that the 

cost per service can be determined. 
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 The Nebraska legislature has recognized in the context of public contracts that “Article 

IV, section 6, of the Constitution of Nebraska requires that the affairs of the state be 

economically and efficiently administered and thereby imposes a duty to expend no 

more for any service than it is worth.”  See § 73-201(1). Shouldn’t that same duty be 

applicable to government-provided services? 
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Chapter 1 - Outsourcing:  Business as Usual 

 

Chapter Highlights 

 Outsourcing to the private sector has historically been embraced by both political parties. 

Recent federal policy changes indicate a movement favoring insourcing, reflecting an 

ideological preference for government over the private sector. 

 Pragmatic considerations, primarily involving cost savings, have historically driven 

outsourcing policy.   

 Limited access to information about government functions and the true costs of 

performing them is a critical barrier to outsourcing. 

 Federal rules requiring government agencies to disclose their activities that compete 

with the private sector bring sunlight to government practices. 

o The free flow of information is critical to reaping advantages of outsourcing, 

including cost savings and fair competitive practices. 

o Rules to compel agency disclosures make outsourcing possible.  

 There is no compelling basis for limiting the scope of outsourcing; economic advantages 

can potentially bridge ideological preferences over outsourcing per year. 

 

Introduction 

Contracting with the private sector is an old and useful wrench in the toolkit for 

governing. Within the federal government, private contracting practices extend back to the 

earliest days of our nation’s history, where private contractors met wartime needs for strategic 

goods and services that the government could not deliver on its own.  As government has 

expanded the scope of its activities, private sector contracts have continued to play a vital, 

cooperative role in delivering government services.   

 This chapter examines the federal government’s approach toward sourcing goods and 

services.  The modern federal experience includes substantial legislative and administrative 

guidance affecting sourcing practices, as well as varying ideological approaches for 

implementation, which can provide valuable insights for state-level policymakers seeking to 

develop sourcing policies and practices.  Part A provides an overview of federal outsourcing 

policy developments over the last half-century.  Part B extracts some useful principles that come 

from the federal outsourcing environment.  
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 A. Federal government Outsourcing Policy: A History and Overview 

 Although government outsourcing has an ancient history, particularly in military circles, 

the federal government arguably began to develop a comprehensive policy on outsourcing in 

the mid-1950s.2  Cold War competition between free enterprise and command-and-control 

economic systems during this era likely resulted in 

heightened scrutiny for practices within our own 

government.  Out of this scrutiny, a public commitment 

to the free enterprise system emerged as an explicit 

policy foundation for government procurement of goods 

and services from 

the private sector.   

An early 

Bulletin from the Bureau of the Budget (now the Office of 

Management and Budget) stated:  “Because the private 

enterprise system is basic to the American economy, the 

general [procurement] policy establishes a presumption in 

favor of government procurement from commercial 

sources.”3  A later version would expand on this rationale, 

stating in part:    

 

In a democratic free enterprise economic system, the government should not compete 
with its citizens.  The private enterprise system, characterized by individual freedom and 
initiative, is the primary source of national economic strength.  In recognition of this 
principle, it has been and continues to be the general policy of the government to rely on 
competitive private enterprise to supply the products and services it needs.4 

 

Pragmatic considerations also complement the ideological preference toward 

outsourcing.  A competitive approach toward outsourcing offers potential cost savings for 

taxpayers, as well as increases in quality and other advantages from innovation, which can 

                                                

2
 See, e.g., L. Elaine Halchin, Sourcing Policy:  Selected Developments and Issues 11  (Congressional 

Research Service, February 7, 2012) (discussing colonial reliance on the private sector during the French 

and Indian War and Revolutionary War);  

3
 Id. at 12 (quoting Bureau of the Budget Bulletin No. 60-2, September 21, 1959). 

4
 Id. at 12-13 (quoting Office of Management and Budget Circular A-76 (March 29, 1979)).   

“Because the private 

enterprise system is basic 

to the American economy, 

the general [procurement] 

policy establishes a 

presumption in favor of 

government procurement 

from commercial 

sources.” 

During the Bush 

administration, 

outsourcing did indeed 

expand, particularly in 

connection with military 

operations abroad. 
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allow government to deliver more for less.5  Both political parties shared these beliefs in positive 

pragmatic outcomes, as successive Democratic and Republican administrations tended to 

implement federal procurement policies in a similar manner for many years.6 

 The principal administrative guidelines for federal procurement - known as “Circular A-

76” - were originally enacted in 1966 and were last revised by the Bush Administration in 2003.7  

The Bush Administration’s revisions were designed to enhance the benefits that are generated 

from public-private competition for commercial services performed by federal employees.  The 

supplementary information provided with these amendments states in part: 

 

Despite the benefits that public-private competition generates, many of the government’s 
850,000 FTEs that agencies have identified as performing commercial activities (nearly 
half of all federal employees) remain insulated from the dynamics of competition.  To 
reverse this trend, the President’s Management Agenda called upon agencies to 
develop plans for opening their commercial activities to the discipline of competition.8 

 

But in addition to changing some of the processes for competition and enhancing the 

transparency achieved through agency reporting of their commercial activities, the 2003 revision 

deleted the longstanding policy statement that the government should not compete with its 

citizens.  The Bush OMB explained that the deletion was not intended to signal a retreat from 

the administration’s commitment to a market-based government that is unafraid of competition, 

innovation, and choice.  The deletion is simply meant to avoid a presumption that the 

government should not compete for work to meet its own needs.  Such a suggestion conflicts 

with the Circular’s main function of providing policies and procedures to determine the best 

service provider – irrespective of the sector the provider represents.”9   

                                                

5
 See, e.g., Joseph A. Pegnato, “What is the Right Balance Between Outsourcing Government Work to 

the private Sector Versus Performing the Work In-House?”, JOURNAL OF CONTRACT MANAGEMENT at 91-92 

(Summer 2011).   

6
 See id.at 93 (“Since 1955, the federal government’s policy has been to avoid performing a service or 

producing a product for its own use if such a product or service could be acquired from the private sector.  

The premise is that the private sector can produce these goods and services at a lower cost.”)(footnote 

omitted). 

7
 See generally Halchin, supra note 1, at 11-16 (listing various formulations of the general policy 

statement).  

8
 See OMB, Performance of Personal Activities, 68 Federal Register 32134, 32135 (May 29, 2003).   

9
 See id. at 32136.   
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During the Bush administration, outsourcing did indeed expand, particularly in 

connection with military operations abroad.10  However, it did not appreciably affect the size of 

the civilian employment by the federal government, which actually increased from approximately 

1.8 to 1.9 million between 2000 and 2008. See Table 1.1: 

 

Table 1.1:  Executive Branch Civilian Employment (2000-2010)11 

(in thousands)) 

Fiscal 

Year 

Total 

Executive Branch 

Department of 

Defense 

Other 

Agencies 

 (in thousands) Per 1,000 non-

farm workers 

(in thousands) (in thousands) 

2000 1,778 13.5 651 1,127 

2001 1,792 13.6 647 1,145 

2002 1,818 13.9 645 1,173 

2003 1,867 14.4 636 1,231 

2004 1,882 14.3 644 1,238 

2005 1,872 14.0 649 1,224 

2006 1,880 13.8 653 1,227 

2007 1,888 13.7 651 1,237 

2008 1,960 14.3 670 1,289 

2009 2,094 16.0 737 1,357 

2010 2,133 16.4 773 1,360 

 

                                                

10
 See GAO, Sourcing Policy [:] Initial Agency efforts to Balance the Government to Contractor Mix in the 

Multisector Workforce 3 (May 20, 2010), available at http://www.gao.gov/assets/130/124727.pdf (last 

visited July 3, 2012) (“Government contracting has more than doubled to reach over $500 billion annually 

since [2002].”)  The GAO report also notes that “it is now commonplace for agencies to use contractor to 

perform activities historically performed by government employees.”  Id. 

11
 See U.S. Office of Personnel Management, Executive Branch Civilian Employment Since 1940, 

available at http://www.opm.gov/feddata/HistoricalTables/ExecutiveBranchSince1940.asp (visited July 3, 

2012).  The annual figures are measured at the end of each fiscal year.  A significant share of the 

increase in civilian employment can be attributed to the Department of Homeland Security, which added 

more than 100,000 employees between 2000 and 2008.  See id.  

http://www.gao.gov/assets/130/124727.pdf
http://www.opm.gov/feddata/HistoricalTables/ExecutiveBranchSince1940.asp
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Further, while the amended Circular sought to enhance competition, there is evidence 

that the Circular A-76 approach still did not deliver an optimal level of competitive benefits.  For 

example, one commentator has stated: 

 

“In a 2004 survey, senior federal acquisition 
executives complained that the [Circular] A-76 
contracting process took too much time, 
adversely affected morale and productivity, and 
was too costly.  Moreover, business was 
becoming reluctant to participate in [Circular] A-
76 competitions.  [Circular] A-76 competitions 
were viewed as a big waste of time and 
resources, especially since the government was 
winning the large majority of competitive sourcing 
A-76 competitions.”12 

 

The design of a competitive process is critical to 

achieving better outcomes from competition.  For the 

business community, competition with the government 

raises structural issues affecting not only the fairness of any competitive evaluation (i.e., who is 

to judge success?), but the willingness to incur the costs to participate in the contest (i.e., why 

play if the game is rigged?).  Further, if the evaluation is based primarily on comparing costs, 

will the ledger for government accurately reflect the economics of delivering goods and 

services?  Other private-sector firms presumably face the same tax and regulatory constraints, 

but governmental units may not face those same costs.  And if nonquantifiable factors become 

part of the outcome, this injects new uncertainties that tend to constrain private sector 

participation and thereby limit the benefits of competition. 

 From time to time, Congress has also enacted legislation that impacts outsourcing 

practices.  Some of it has reflected highly favorable attitudes toward the benefits of outsourcing.  

Perhaps most notable is the Federal Activities Inventory Reform Act of 199813 (the “FAIR Act”), 

which requires the head of every executive agency to submit to the OMB a list of activities 

performed that are not “inherently governmental functions” and thus potentially available for 

                                                

12
 Pegnato, supra note 4, at 92 (footnote omitted).   

13
 Pub. L. No. 105-270, 112 Stat 2382 (October 19, 1998), as amended, Pub. L. No 108-271, 118 Stat. 

814 (July 7, 2004); Pub. L. No. 109-115, 119 Stat. 2505 (November 30, 2005).   

The FAIR Act requires the 

head of every executive 

agency to submit to the 

OMB a list of activities 

performed that are not 

“inherently governmental 

functions” and thus 

potentially available for 

outsourcing. 
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outsourcing.14  Such lists are to include the number of full-time employees necessary for 

performance of that activity and the name of a federal employee responsible for that activity.15   

The FAIR Act also requires that these lists be made public, thereby providing a mechanism for 

scrutiny of functions performed “in-house” by government employees.  Moreover, it reinforces 

this public scrutiny by allowing interested parties from the private sector to challenge the 

omission of any activity from these lists.16   

The FAIR Act does not require outsourcing or competition, but it does require that 

“[e]ach time that the head of the executive agency considers contracting with a private sector 

source for the performance of such an activity, the head of the executive agency shall use a 

competitive process to select the source [except as otherwise required by law].”17 Subsequent 

legislation would also require that executive agencies report annually on their competitive 

sourcing activities, thus providing additional transparency and public accountability.18   Circular 

A-76 was amended in 2003 to also require the application of “reason codes” to commercial 

activities to indicate the reason that government personnel are performing commercial 

activities.19 

Unfortunately, the task of delineating commercial activities appropriate for outsourcing 

and “inherently governmental functions” that are supposedly not appropriate for outsourcing is 

fraught with ambiguity.20   The FAIR Act provided the following definition:  

 

(A) Definition.  The term ‘inherently governmental function’ means a function that 
is so intimately related to the public interest as to require performance by federal 
government employees.  

                                                

14
 Id., § 2.   

15
 Id.   

16
 Id. § 3.  The challenge would be resolved by agency discretion.  

17
 Id. § 2 

18
 See Pub. L. No 108-199, § 647(b), 118 Stat. 362 (January 23, 2004).   

19
 See OMB, Performance of Commercial Activities, 68 Fed. Reg. at 32138 (discussing amendments to 

Circular A-76).  

20
 The 2003 Amendments rejected a proposal to require agencies to presume that all activities are 

commercial unless the agency justified them as inherently governmental.  The rationale for rejecting this 

approach was “to reassure the public that there is no intention to outsource inherently governmental 

activities.  Inherently governmental activities must be performed by public employees, and the executive 

branch will continue to depend on its able workforce to execute these important responsibilities.”  68 Fed. 

Reg. at 32138.   
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(B) Functions included.  The term includes activities that require either the 
exercise of discretion in applying federal government authority or the making of value 
judgments in making decisions for the federal government, including judgments relating 
to monetary transactions and entitlements.  An inherently governmental function 
involves, among other things, the interpretation and execution of the laws of the United 
States so as: 

(i) to bind the United States to take or not to take some action by contract, 
policy, regulation, authorization, order, or otherwise;  

(ii) to determine, protect, and advance United States economic, political, 
territorial, property, or other interests by military or diplomatic action, civil or 
criminal judicial proceedings, contract management, or otherwise;  

(iii) to significantly affect the life, liberty, or property of private persons;  
(iv) to commission, appoint, direct, or control officers or employees of the 

United States; or  
(v) to exert ultimate control over the acquisition, use, or disposition of the 

property, real or personal, tangible or intangible, of the United States, including 
the collection, control, or disbursement of appropriated and other federal funds.  
(C) Functions excluded.  The term does not normally include--  

(i) gathering information for or providing advice, opinions, 
recommendations, or ideas to federal government officials; or  

(ii) any function that is primarily ministerial and internal in nature (such as building security, mail 
operations, operation of cafeterias, housekeeping, facilities operations and maintenance, 
warehouse operations, motor vehicle fleet management operations, or other routine electrical or 
mechanical services).21 
 

 This definition was not embraced or applied uniformly in implementing federal policy.  

Conduct of military operations in the Middle East and elsewhere during the past decade have 

raised particular questions about the role of private contractors.  As one author noted,  

The ideas of garbage collection, prison administration, and even public schools being 
run by for-profit firms have all become generally accepted as ways to make public 
services more competitive.  The use of a privatized military actor as a foreign policy tool, 
however, is not just about achieving greater cost competitiveness.  In the end, it is the 

                                                

21
 See Pub. L. No. 105-270, § 5.  Compare 48 CFR § 2.101, which states in part:  “Inherently 

governmental function means, as a matter of policy, a function that is so intimately related to the public 

interest as to mandate performance by government employees. This definition is a policy determination, 

not a legal determination. An inherently governmental function includes activities that require either the 

exercise of discretion in applying government authority, or the making of value judgments in making 

decisions for the government. Governmental functions normally fall into two categories: the act of 

governing, i.e., the discretionary exercise of government authority, and monetary transactions and 

entitlements.”  This regulation also includes examples similar to those in the FAIR Act.  
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outsourcing of the affairs of state to a private corporation because it lies beyond public 
controls.  The potential dangers of this are extensive.22 

 

Commentators have noted that the inherently governmental function standard effectively 

provided only minimal constraints on the extent of private contracting engaged by government.23  

Indeed, the GAO recently observed that “it is now commonplace for agencies to use contractors 

to perform activities historically performed by government employees.”24    

In 2008, Congress sought to address this problem in the Duncan Hunter National 

Defense Authorization Act for Fiscal Year 2009.25 Section 321 of the Act recognized the need 

for a definition of an “inherently governmental function” that would be applicable throughout all 

federal agencies, and charged the Director of the Office of Management and Budget (OMB) with 

the task of developing one.  Significantly, items within the scope of “inherently governmental 

function” could “only be performed by officers or employees of the federal government or 

members of the Armed Forces.”26  It also required the Director to develop criteria to be used by 

the head of each such department or agency to— 

(A) identify critical functions with respect to the unique missions and structure of that 
department or agency; and 
(B) identify each position within that department or agency that, while the position may 
not exercise an inherently governmental function, nevertheless should only be 
performed by officers or employees of the federal government or members of the Armed 
Forces to ensure the department or agency maintains control of its mission and 
operations.27 

 

This legislative approach has arguably shifted agency attention from identifying activities 

suitable for competition toward identifying functions and positions which should be protected 

from outside competition and performed only by government employees.  Significantly, this 

                                                

22
 P.W. Singer, CORPORATE WARRIORS[:]THE RISE OF THE PRIVATIZED MILITARY INDUSTRY 213-14 (Cornell 

2003).  For contrary views and support for the advantages of privatization in these contexts, see James 

Jay Carafano, PRIVATE SECTOR, PUBLIC WARS (Praeger 2008).  

23
 See, e.g., Allan Burman, Inherently Governmental Functions:  Has the Debate Changed?, THE PUBLIC 

MANAGER, 28-29.  (Winter 2009-2010).  

24
 GAO, Sourcing Policy [:] Initial Agency efforts to Balance the Government to Contractor Mix in the 

Multisector Workforce 3 (May 20, 2010), available at http://www.gao.gov/assets/130/124727.pdf (last 

visited July 3, 2012) 

25
 Pub. L. No. 110-417, 122 Stat. 4356 (October 14, 2008). 

26
 Id. § 321(a)(2).   

27
 Id. § 321(a)(3).   

http://www.gao.gov/assets/130/124727.pdf
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protected classification extends beyond that which is inherently governmental to other positions 

that ensure agency control of “mission and operations” – whatever that means.    

Legislation enacted in 2009 went even further toward protecting and possibly expanding 

the role of government employees by effectively directing that agency administrators put the 

brakes on future outsourcing.  This law directed federal administrators to “devise and implement 

guidelines and procedures to ensure that consideration is given to using, on a regular basis, 

federal employees to perform new functions and functions that are performed by contractors 

and could be performed by federal employees.”28  It also requires that these guidelines and 

procedures “may not include any specific limitation or restriction on the number of functions or 

activities that may be converted to performance by federal employees.”29  

This 2009 legislation therefore seems to confirm a significant change in policy that now 

favors in-sourcing. It also closes the door on any new outsourcing efforts by cutting off funding 

for studies and competitions necessary to implement additional outsourcing:   

 

None of the funds appropriated or otherwise made available by this or any other Act may 
be used to begin or announce a study or public-private competition regarding the 
conversion to contractor performance of any function performed by federal employees 
pursuant to Office of Management and Budget Circular A–76 or any other administrative 
regulation, directive, or policy.30 

 

As noted in Table 1.1, total civilian federal employment increased significantly since 

2008, rising from 1.96 million to 2.13 million – an increase of 8.8 percent. Given that some time 

may be required to address outsourced contracts already in place, it is likely that these figures 

will increase over time unless other policy changes are enacted to reverse the trend. 

The Obama Administration has also issued administrative guidance to implement these 

Congressional directives.  First, the President issued a memorandum on the subject of 

government contracting, which raised concerns about the amount of spending on government 

contracts, but also on the practice of outsourcing, particularly with regard to services: 

 

                                                

28
 Omnibus Appropriations Act, 2009, Pub. L. No. 111-8, § 736, 123 Stat. 524 (March 11, 2009). 

29
 Id. It should be noted that the Act exempts the Defense Department from these requirements, but other 

legislation addresses in-sourcing procedures for Defense.   See Pub. L. No. 110-181, § 324, codified at 

10 U.S.C. § 2463.   

30
 Pub. L. No 111-8, § 737.   
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Government outsourcing for services also raises special concerns. For decades, the 
federal government has relied on the private sector for necessary commercial services 
used by the government, such as transportation, food, and maintenance. Office of 
Management and Budget Circular A-76, first issued in 1966, was based on the 
reasonable premise that while inherently governmental activities should be performed by 
government employees, taxpayers may receive more value for their dollars if non-
inherently governmental activities that can be provided commercially are subject to the 
forces of competition. 
However, the line between inherently governmental activities that should not be 
outsourced and commercial activities that may be subject to private sector competition 
has been blurred and inadequately defined. As a result, contractors may be performing 
inherently governmental functions. Agencies and departments must operate under clear 
rules prescribing when outsourcing is and is not appropriate.31 

 

On July 29, 2009, Peter R. Orszag, then-Director of the Office of Management and 

Budget, responded to the Obama memorandum by issuing a memorandum on the topic of 

“Managing the Multi-Sector Workforce.”32  This memo pays homage to competition and the 

private sector, but emphasizes the concern that “excessive reliance on contractors undermines 

the ability of the federal government to accomplish its missions.”33  According to Director 

Orszag:  

 

In particular, overreliance on contractors can lead to the erosion of the in-house capacity 
that is essential to effective government performance. Such overreliance has been 
encouraged by one-sided management priorities that have publicly rewarded agencies 
for becoming experts in identifying functions to outsource and have ignored the costs 
stemming from loss of institutional knowledge and capability and from inadequate 
management of contracted activities. Too often agencies neglect the investments in 
human capital planning, recruitment, hiring, and training that are necessary for building 
strong internal capacity – and then are forced to rely excessively on contractors because 
internal capacity is lacking. In many cases, agencies lack the information that would 
allow managers to understand how contractor employees are deployed throughout their 
organization and integrated with federal employees. The full potential of our total 
workforce -- both contracted and federal -- often goes unrealized due to insufficient or 

                                                

31
 Barack Obama, Memorandum for the Heads of Executive Departments and Agencies re: Government 

Contracting, March 4, 2009, [cite to federal register].  Available at 

http://www.whitehouse.gov/the_press_office/Memorandum-for-the-Heads-of-Executive-Departments-and-

Agencies-Subject-Government (visited June 29, 2012).   

32
 Peter R. Orszag, Memorandum for the Heads of Executive Departments and Agencies re: Managing 

the Multi-Sector Workforce (July 29, 2009), available at 

http://www.whitehouse.gov/sites/default/files/omb/assets/memoranda_fy2009/m-09-26.pdf  (visited June 

29, 2012). 

33
 Id.   

http://www.whitehouse.gov/the_press_office/Memorandum-for-the-Heads-of-Executive-Departments-and-Agencies-Subject-Government
http://www.whitehouse.gov/the_press_office/Memorandum-for-the-Heads-of-Executive-Departments-and-Agencies-Subject-Government
http://www.whitehouse.gov/sites/default/files/omb/assets/memoranda_fy2009/m-09-26.pdf
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ineffective management attention. These management shortcomings work against 
effective government performance and must be corrected.34 

  

The planning model for managing the multi-sector workforce includes a sourcing 

determination that reflects the following framework for functions and those eligible to perform 

them, as illustrated in Table 1.2, below:35 

 

Table 1.2:  Functional Correlations (Per 2009 Orzag Memo) 

 

If the function is . . . 

 

Positions performing the function may be filled . 

. . Inherently governmental only with federal employees 

Critical, but not inherently governmental only with federal employees to the extent 

required by the agency to maintain control of its 

mission and operations (or if required by law, 

executive order, or international agreement); 

 

and 

 

by either federal employees or private sector 

contractors once the agency has sufficient internal 

capability to control its mission and operations. 

Essential, but not inherently governmental by either federal employees or private sector 

contractors. 

 

Outside of the “inherently governmental” category, agencies continue to have some 

flexibility to engage private contractors to perform these functions.  Notably, critical functions 

may be provided by private sector contractors if the agency has “sufficient internal capability to 

control its mission and operations.”  This presumably includes the managerial authority to 

provide oversight for private sector contractors. 

In September 2011, the Office of Federal Procurement issued Policy Letter 11-01, 

Performance of Inherently Governmental and Critical Functions.36  This policy letter implements 

                                                

34
 Id.  

35
 Id., Attachment 1. 

36
 76 Fed. Reg. 56227 (September 12, 2011).  This guidance is effective October 12, 2011.   
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section 321 of Public Law 110-417 by essentially adopting the FAIR Act’s definitional 

approach.37  As the policy letter explains, inherently governmental functions involve the exercise 

of sovereign powers of the United States (e.g., arresting and sentencing a person convicted of a 

crime), as well as those requiring the exercise of significant discretion that is not otherwise 

bounded by existing guidance.38  However, the policy letter also states:   

 

A function may be appropriately performed by a contractor consistent with the 
restrictions in this section—including those involving the exercise of discretion that has 
the potential for influencing the authority, accountability, and responsibilities of 
government officials—where the contractor does not have the authority to decide on the 
overall course of action, but is tasked to develop options or implement a course of 
action, and the agency official has the ability to override the contractor's action.39 

 

As stated in this letter, Obama Administration’s policy is to “ensure that government 

action is taken as a result of informed, independent judgments made by government officials.”  

According to the administration, “Adherence to this policy will ensure that the act of governance 

is performed, and decisions of significant public interest are made, by officials who are 

ultimately accountable to the President and bound by laws controlling the conduct and 

performance of federal employees that are intended to protect or benefit the public and ensure 

the proper use of funds appropriated by Congress.”40 

  

  

                                                

37
 See id. at 56230.   

38
 See id. at 56237.  Appendix A provides an “illustrative” list of inherently governmental functions.  See 

id. at 56240.  

39
 Id. at 56237. 

40
 Id. at 56236. 
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B.  What Lessons Can Be Learned From the Federal Approach?  

          The overview provided above shows salient features of federal outsourcing policy, which 

can be summarized as follows:   

1. Federal outsourcing practices presuppose that competition can deliver significant 
benefits to taxpayers, including cost savings, efficiency, and innovation.41  

2. Agency assessment and classification of government activities is an important 
first step toward identifying targets that are likely to generate beneficial results 
from outsourcing.  

3. Without assistance from within the agencies, policymakers cannot effectively 
assess costs and identify sourcing opportunities.   

4. Achieving benefits from competitive outsourcing depends on the facts of 
particular cases,42 and reaping those benefits requires a process that prospective 
contractors perceive to be fair and effective. 

5. Outsourcing policies may be affected by ideological preferences that can change 
over time, which likely affect the scope and extent of outsourcing, but do not 
eliminate it.   

 

As can be seen from this overview, the federal government relies on outsourcing to fulfill 

its mission.  Ideological preferences have shifted from presumptively favoring outsourcing to 

presumptively favoring performance by government employees.  Those who are driven by 

ideological principles may find it difficult to justify their positions on purely rational grounds.  For 

example, some favor outsourcing as a way to 

“shrink” the size of the federal government, which 

they view as a threat to liberty.43  Although the size 

of the federal workforce could potentially be 

reduced, that may not necessarily change the size 

of the budget.  Even if outsourcing allows cheaper 

government, it is still up to the legislative branch to 

constrain budgetary growth instead of spending the savings on other services.  Thus, 

outsourcing can be a tool to reduce costs and the number of government employees, but that 

does not necessarily translate into smaller government or fewer services.   

                                                

41
 See, e.g., 68 Fed. Reg. 32135 (“This [competition] policy is supported by published reports and 

historical data demonstrating that public-private competition generates significant cost savings, efficiency, 

and innovation.”)  Pegnato, supra note 4, at 92 (“There is a vast body of literature suggesting that 

government is less efficient in providing services than the private sector for various reasons.”)   

42
 See id. at 92-93 (noting that some contest whether outsourcing actually saves money).  

43
 See Pegnato, supra note 4, at 93.   

Ideological preferences have shifted 
from presumptively favoring 
outsourcing to presumptively 

favoring performance by government 
employees.   
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Conversely, those who have an ideological attraction to having government perform 

certain services face a challenge to explain why that approach is preferable to a private 

contractor.  The federal classification of inherently governmental functions is ambiguous for a 

good reason:  governmental functions are not defined by nature; they are human constructs that 

vary over time.   For example, although “combat” is now defined as inherently governmental,44 

this contradicts centuries of human experience with mercenaries hired to engage in military 

operations without significant harm to the government that hired them.45   

Concerns about “the erosion of the in-house capacity that is essential to effective 

government performance” by an “overreliance on contractors” presupposes that government 

should perform certain functions.  If accountability is the justification for government 

performance, it is entirely possible to hold government officials accountable for the performance 

of contractors they hire.  In this sense, the key to effective government performance may not be 

the capacity to perform services, but the capacity to provide oversight – much like the board of 

directors of a corporation.  An expanding role for outsourcing may reduce the number of 

government employees, but may also require different skill sets from those that remain.   

The ideological dimensions of this problem are unlikely to be easily resolved.  The states 

are not bound by federal attempts to delineate that which is “inherently governmental.”  As so-

called “laboratories” in which government may indeed experiment with new solutions, 46 states 

can practice new approaches to outsourcing, subject only to constitutional constraints or to 

constraints they choose to enact on themselves under state law.  Nevertheless, the ideological 

dimensions of this issue will continue to represent a political reality that must be addressed by 

policymakers at the state level.  

Government practices also present real and powerful inertial forces, and it requires 

considerable effort to pause and examine them to see where improvements can be made.  

Governments everywhere face issues of transparency, in that many of their functions are 

screened from direct examination.  Moreover, even if budgetary information is routinely 

disclosed, details about performance of particular projects or services can be difficult to come 

by. 

                                                

44
 See Policy Letter 11-1, supra note __.   

45
 See generally James Jay Carafano, Private Sector, Public Wars (Praeger 2008).   

46
 See New State Ice Co. v. Liebmann, 285 U.S. 262, 311 (1932) (“It is one of the happy incidents of the 

federal system that a single courageous state may, if its citizens choose, serve as a laboratory; and try 

novel social and economic experiments without risk to the rest of the country.”)  (Brandeis, J. dissenting).   
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In this sense, the federal approach to introduce greater transparency by requiring 

agencies to disclose their activities, employees, and costs associated with performance of 

activities, appears to be quite a useful step.  This approach may even bridge ideological 

differences, to the extent that it presents a possibility for improvement and cost savings.  Many 

state activities will be identical to those performed by the public sector, and private sector 

performance will thus provide little ideological resistance if cost savings can be achieved.  

However, as will be discussed in greater detail below, outsourcing is often based on a calculus 

of costs, and that calculus is affected not only by accounting conventions but also on the legal 

environment in which those costs are incurred.  Here, too, there is much to be learned from the 

federal experience as well as the experience of other states in developing cost comparisons. 
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Chapter 2 - State-Level Outsourcing: An Overview 

 

Chapter highlights:  

 Overall, Nebraska ranks 19th (#1 most outsourcing) in terms of outsourcing of overall 

economic activity.  

 Among Nebraska’s neighbors, Kansas, South Dakota and Wyoming have a less 

favorable ratio of insourcing to outsourcing of jobs in comparison to Nebraska.47  

 In terms of change since 1990, Nebraska ranks among the top five states in terms of 

encouraging more outsourcing and less insourcing.  

State governments also use private contracting as a tool to fulfill their responsibilities to 

the public.  State use of private contracting is likely more stable and consistent than in the 

federal government, as states do not face the large, unanticipated demands for government 

services that come from military and defense commitments.  States are not bound by federal 

laws that dictate outsourcing policies, and therefore are potentially more flexible to design local 

solutions.  Nevertheless, outsourcing at the state level presents many of the same challenges 

as at the federal level in terms of designing proper approaches for identifying outsourcing 

candidates, including political and ideological constraints and constraints in measuring the true 

costs associated with insourcing and outsourcing.  

State-level contracting practices have received much less attention from policy analysts, 

and thus less publicly available data is available about emerging practices and trends.  

However, the existing literature supports the view that outsourcing is indeed a common practice 

and that cost and efficiency gains are the predominant reasons for outsourcing activity.48  There 

is a strong theoretical foundation for cost savings and efficiency gains, but information barriers 

make it difficult to measure those gains in particular cases and to estimate the overall savings 

potential from outsourcing.49   

                                                

47
For this study, Nebraska’s neighbors are defined as states that share a border with Nebraska:  

Colorado, Iowa, Kansas, Missouri, South Dakota and Wyoming.    

48
 See generally Brudney et. ea., “Exploring and Explaining Contracting Out:  Patterns among the 

American States,” 15 Journal of Public Administration Research and Theory 2004:  393.   

49
 See id. at 395-96.   
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A 2008 Government Accountability Office report 50 provides a nationwide analysis of 

outsourcing at the state level.  It raises some of the same cautionary notes about 

implementation and managerial challenges for state officials as previously discussed in the 

federal context.  Noteworthy conclusions from the report include:  

 Cost comparison studies often fail to adequately consider the long-term cost 

implications of in-house performance. 

o Long term pension obligations that are incurred for in-house staff are 

potentially significant components of these costs. 

o Recent bankruptcy filings tend to confirm that a similar, if not greater, problem 

may exist for some local governments. 

o Obtaining accurate and reliable data makes it difficult to provide valid cost 

comparisons, with overhead rates presenting particular challenges. 

 

 State DOTs are increasing the use of consultants to perform construction 

engineering, inspection, and quality assurance activities.51 

 

 State DOTs face challenges in conducting adequate oversight and monitoring as the 

use of consultants and contractors becomes more prevalent. 

Some of the issues noted above concerning particular computations and managerial 

challenges are addressed in later chapters.  The discussion below explores some statistical 

indicators of the extent of outsourcing by state and local governments.   

 

  

                                                

50
 Increased Reliance on Contractors Can Pose Oversight Challenges for Federal and State Officials,  

U.S. Government Accountability Office, 2008.  http://www.gao.gov/new.items/d08198.pdf. 
 
51

 See also Brudney, supra, at 412 (“In-house delivery of health and transportation-related services (such 

as road construction and maintenance), in particular, has not been the predominant form of service 

delivery in the United States.  The extensive use of contracting in these  service domains may be due not 

only to historical factors, but also to the presence of well-developed markets with large numbers of 

competent private providers, which would increase competition and improve the likelihood of achieving 

cost savings and higher quality of service.”)  

http://www.gao.gov/new.items/d08198.pdf
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State and Local Government Employment Percentages 

             One possible benchmark for insourcing is the percent of a state’s workforce employed 

by state and local government.  Table 2.1 lists a ranking of the states for 2011 in terms of the 

percentage of the workforce employed in the public sector, excluding those employed by the 

federal government.  Wyoming ranked first in terms of insourcing based on this benchmark, 

while Nebraska ranked 19th.  Compared to its bordering states, Nebraska had less insourcing 

than Kansas (8th)), and South Dakota (17th), but more than Iowa (22nd), Colorado (28th), and 

Missouri (36th).  
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Table 2.1:  Percent of total employment in state & local government by state, 2011 

Rank % 

Government 

Employed 

State  Rank % 

Government 

Employed 

State 

1 23.0% Wyoming 26 15.2% Hawaii 

2 20.6% Alaska 27 15.2% Utah 

3 20.3% New Mexico 28 15.0% Colorado 

4 20.2% Mississippi 29 14.7% Arizona 

5 18.5% Oklahoma 30 14.7% New Jersey 

6 17.7% North Dakota 31 14.6% Maine 

7 17.3% Alabama 32 14.6% Georgia 

8 17.3% Kansas 33 14.6% Virginia 

9 17.1% Louisiana 34 14.4% Michigan 

10 17.1% Montana 35 14.4% Tennessee 

11 17.1% Idaho 36 14.3% Missouri 

12 17.1% Arkansas 37 14.2% Maryland 

13 17.0% West Virginia 38 14.0% Minnesota 

14 16.8% South Carolina 39 14.0% Wisconsin 

15 16.6% Washington 40 14.0% Delaware 

16 16.5% Oregon 41 13.7% Indiana 

17 16.3% South Dakota 42 13.6% New Hampshire 

18 16.1% Kentucky 43 13.6% Connecticut 

19 16.1% Nebraska 44 13.5% Ohio 

20 16.0% North Carolina 45 13.3% Illinois 

21 15.7% New York 46 13.2% Florida 

22 15.7% Iowa 47 12.0% Massachusetts 

23 15.6% Vermont 48 11.8% Nevada 

24 15.3% Texas 49 11.3% Pennsylvania 

25 15.2% California 50 11.0% Rhode Island 

Source:   Goss & Associates, 2011 
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 With Wyoming as the state with the largest share of workers in state and local agencies 

and Rhode Island the state with the smallest share of workers in state and local government 

agencies, one is tempted to conclude that population density may be playing a role.  That is, 

less densely populated states may require relatively more government workers to service the 

needs of its citizens than in more densely populated states.   However, there are notable 

exceptions, as states with large urban populations such as New York and California are similar 

in rank to Iowa.  

 Additional insights can be gained from focusing on the change in the percentage of 

employment among these states over the past two decades.  Table 2.2 shows that Nebraska 

ranks among the top five states in terms of reducing the percentage of its workforce employed 

by state and local government since 1990.   
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Table 2.2:  Change in percent of state employment in government 

1990-2011 

1 North Carolina 2.4%  26 Colorado 0.5% 

2 Arkansas 2.3% 27 Massachusetts 0.4% 

3 Connecticut 2.2% 28 Texas 0.4% 

4 Delaware 1.9% 29 Wisconsin 0.4% 

5 Kentucky 1.8% 30 Pennsylvania 0.3% 

6 Missouri 1.7% 31 Maine 0.3% 

7 Hawaii 1.7% 32 Georgia 0.2% 

8 Nevada 1.6% 33 New Mexico 0.0% 

9 California 1.5% 34 Michigan -0.1% 

10 Mississippi 1.5% 35 Utah -0.1% 

11 Washington 1.5% 36 New York -0.1% 

12 Alabama 1.3% 37 Florida -0.2% 

13 Tennessee 1.3% 38 Rhode Island -0.3% 

14 Maryland 1.1% 39 Iowa -0.5% 

15 South Carolina 1.1% 40 West Virginia -0.5% 

16 New Hampshire 1.0% 41 Arizona -0.6% 

17 New Jersey 1.0% 42 Minnesota -0.6% 

18 Vermont 1.0% 43 Idaho -0.6% 

19 Illinois 0.9% 44 Louisiana -1.0% 

20 Kansas 0.8% 45 Wyoming -1.0% 

21 Ohio 0.7% 46 Nebraska -1.1% 

22 Oregon 0.7% 47 Alaska -1.3% 

23 Virginia 0.7% 48 South Dakota -1.5% 

24 Indiana 0.7% 49 Montana -2.1% 

25 Oklahoma 0.7% 50 North Dakota -4.0% 

Source:  Goss & Associates 
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This measure may not conclusively show government outsourcing.  For example, the 

change shown here could result from additional growth in the number of private sector workers 

in the region relative to those employed by government.  However, if government services are 

expected to grow along with the private sector, such changes may indeed suggest outsourcing 

as one potential explanation. 

The U.S. Census provides fairly robust data on state and local government spending by 

area.  The latest data released in 2012 for 2010 provide Annual Survey of Public Employment52 

and Payroll53 for both state and local government agencies.  From this data, we produce 

estimates regarding outsourcing as shown in Table 2.3 below.  To determine the degree of 

outsourcing, we divide the total annual payroll (both full-time and part-time) by the total direct 

spending by area.  Total agency expenditure includes contracting to private industry.  Thus, the 

smaller the percentage, the lower the degree of outsourcing.  Of course, this omits spending for 

non-payroll material.   

 

Degree of outsourcing = 1 - (Agency payroll / Total agency expenditures)   (2.1) 

 

                                                

52 “Several categories of “workers” are excluded from the public employment statistics.  These do not fall 

within the definition of paid employees of the government unit, even though the work they perform is done 

on behalf of the government or benefits the government in some way. Unpaid officials, pensioners, 

persons whose work is performed on a fee basis, volunteers (including volunteer firemen who receive no 

remuneration), and contractors and their employees, all are excluded from the counts of employees for a 

government.”  (http://www2.census.gov/govs/class06/ch_11.pdf.  Accessed 8/25/12.) 
53535353

 Agency payroll are gross payrolls for the one-month period of March 2010 annualized.  Gross 

payrolls include “all salaries, wages, fees, commissions, and overtime paid to employees before 

withholdings for taxes, insurance, etc.  It also includes incentive payments that are paid at regular pay 

intervals. It excludes employer share of fringe benefits like retirement, Social Security, health and life 

insurance, lump sum payments, and so forth.”  Total agency expenditures represent “For Census Bureau 

statistical purposes, a government is defined as an organized entity subject to public accountability, 

whose officials are popularly elected or are appointed by public officials, and which has sufficient 

discretion in the management of its affairs to distinguish it as separate from the administrative structure of 

any other government unit. Types of governments canvassed include states, counties, cities, townships, 

special districts, and school districts.  Survey data do not include contracted employees of governments. 

Additionally, these data do not distinguish public employment and payroll resulting from the effects of the 

American Recovery and Reinvestment Act of 2009.” (http://www2.census.gov/govs/apes/g10aspep.pdf.  

Accessed 8/25/12.) 

http://www2.census.gov/govs/class06/ch_11.pdf
http://www2.census.gov/govs/apes/g10aspep.pdf
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Using this alternative definition of outsourcing, Nebraska ranks 31st in terms of outsourcing.  

That is, 30 states outsourced a higher share of state and local government spending than 

Nebraska.  Among Nebraska’s neighbors, Missouri and South Dakota outsourced a greater 

share of state and local government spending than Nebraska while Wyoming, Iowa and 

Colorado did less outsourcing than Nebraska in fiscal 2010.  
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Table 2.3:  Degree of Outsourcing for fiscal 2010 (State & Local (“S&L”), 

Local, and State) 

Rank  Percent outsourced 
S&L  Local State  S&L  Local State 
1 9 12 Alaska 77.6% 65.2% 83.4% 
2 1 50 Hawaii 74.6% 72.8% 75.1% 
3 28 5 South Carolina 74.4% 61.0% 85.2% 
4 15 17 Louisiana 74.4% 63.7% 82.9% 
5 14 10 Pennsylvania 74.1% 63.9% 84.4% 
6 17 39 Delaware 74.0% 63.4% 79.5% 
7 2 19 Tennessee 73.8% 67.9% 82.4% 
8 33 2 Massachusetts 73.8% 59.4% 85.6% 
9 4 4 Florida 73.7% 67.2% 85.3% 
10 47 1 Maine 73.7% 52.3% 86.4% 
11 27 21 New Mexico 73.6% 61.0% 82.1% 
12 3 42 Utah 73.5% 67.3% 79.2% 
13 7 8 Arizona 73.5% 65.7% 84.8% 
14 38 14 Kentucky 73.3% 57.6% 83.2% 
15 21 9 Wisconsin 72.9% 62.0% 84.6% 
16 12 28 Oregon 72.8% 64.3% 81.4% 
17 5 15 California 72.6% 66.3% 83.1% 
18 35 25 Rhode Island 72.5% 58.3% 82.0% 
19 8 34 Minnesota 72.5% 65.4% 80.7% 
20 13 7 New York 72.3% 64.0% 85.0% 
21 34 13 Mississippi 72.1% 58.8% 83.3% 
22 31 6 Ohio 72.1% 59.5% 85.1% 
23 46 22 West Virginia 72.0% 54.0% 82.1% 
24 26 11 Missouri 72.0% 61.1% 84.1% 
25 22 32 South Dakota 72.0% 61.9% 80.8% 
26 10 24 Georgia 71.8% 65.1% 82.0% 
27 32 18 Idaho 71.8% 59.4% 82.6% 
28 24 16 Indiana 71.5% 61.4% 83.0% 
29 29 3 Illinois 71.3% 60.5% 85.5% 
30 40 29 Montana 71.1% 56.4% 81.3% 
31 6 40 Nebraska 71.1% 66.1% 79.2% 
32 39 30 Oklahoma 71.0% 57.5% 81.1% 
33 20 26 Wyoming 70.8% 62.1% 81.8% 
34 18 41 Washington 70.5% 62.9% 79.2% 
35 43 38 Vermont 70.4% 55.2% 79.7% 
36 16 45 Michigan 70.4% 63.7% 78.4% 
37 11 36 Nevada 70.3% 64.6% 80.1% 
38 23 44 Alabama 70.1% 61.8% 78.5% 
39 44 33 Connecticut 69.7% 55.1% 80.8% 
40 25 46 Iowa 69.2% 61.3% 77.6% 
41 19 47 Colorado 68.5% 62.8% 76.9% 
42 37 31 North Carolina 68.4% 57.7% 80.9% 
43 48 20 New Hampshire 68.3% 52.2% 82.2% 
44 30 35 Texas 68.2% 59.8% 80.5% 
45 36 43 Virginia 67.8% 58.0% 78.9% 
46 45 48 North Dakota 67.2% 54.5% 76.0% 
47 42 27 Kansas 67.2% 55.4% 81.5% 
48 41 49 Arkansas 67.1% 56.3% 75.7% 
49 49 23 Maryland 67.1% 51.7% 82.0% 
50 50 37 New Jersey 65.7% 49.4% 80.1% 
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 Figure 2.1 below provides a snapshot of where each state falls with regard to degree of 

local and state government outsourcing based on the formula above (degree of outsourcing = 1 

- (Agency payroll / Total agency expenditures).  From this view, it is obvious that Nebraska as 

well as its neighbors Colorado, Iowa, and South Dakota is above the median in terms of degree 

of local government outsourcing but below median when it comes to degree of outsourcing of 

state government services.  Among Nebraska’s neighbors, Wyoming is the only state above 

median in both state and local government outsourcing, Missouri is the sole state above median 

in state government outsourcing but above median in local government outsourcing; and 

Kansas is alone in being below median in both state and local government outsourcing. 

 

Figure 2.1:  Percent outsourcing by state 
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These rankings, to a degree, conflict with those presented earlier in the chapter.  What 

does this tell us about outsourcing?  The rankings listed in Table 2.3 and Figure 2.1 are based 

on payroll while those listed in Table 2.2 are based on employment.  
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Chapter 3 - Labor Costs:  An Outsourcing Advantage? 

 

Chapter highlights: 

 Empirical analyses have shown the achievement of substantial cost savings from 

outsourcing. 

 The private sector generally enjoys cost advantages in terms of labor and benefits costs 

over state and local government counterparts. 

 In 2011, median hourly earnings for state and local government workers were 40.3 

percent higher than for private sector workers.     

 Full-time workers in state and local government also had a higher rate of access to 

employer-provided benefits than privately employed workers.  

o Retirement benefits were offered to 99 percent of state and local government 

workers, but to only 73 percent of employees in private industry. 

o For management and professional workers, retirement benefits were provided to 

92 percent of state and local government works, but to only 80 percent of private 

workers. 

 A recently completed New York Department of Transportation study concluded that 

outsourcing of engineering services generated a cost savings of 14.5 percent.   

 
Introduction 

 One of the justifications proffered for insourcing involves the claim that the public sector 

can provide labor cost savings over the private sector.  This chapter will compare data for labor 

and benefits costs to determine the extent to which the failure to outsource certain activities 

increases or reduces the cost to the taxpayer via labor costs, benefit costs and indirect 

overhead charges. 



 

36 

 

 Some private sector studies have found significant cost advantages for outsourcing.  For 

example, in a 2011 study,54 Griffis found that private architecture and engineering firms provided 

a significant cost advantage in comparison to the New York Department of Transportation.  A 

summary of this data presented in Table 3.1 shows that the insourcing of contracts by the 

NYDOT increases the costs of engineering by 14.5 percent. This analysis concluded that 

despite profit of 9.1 percent of the total contract, choosing to insource would increase direct 

labor costs by 21.8 percent and overhead costs by 28.8 percent.  

In May 2011, a California budget review committee of the legislature added language to the 

budget bill that requires an independent study of the costs 

and benefits of outsourcing or hiring consultants to address 

temporary increases in workload. In their preliminary 

investigation, the committee found that in fiscal year 2006-

2007, state costs related to hiring and supporting a civil 

engineer ranged from $173,434 to $209,212 but the 

amount paid for a private engineer averaged $193,000.  

Thus according to this analysis, the maximum gain from 

outsourcing the cost of one engineer would be 8.4 percent, 

other factors unchanged.  

However, the California report concluded that the 

cost of using state employees or insourcing was 

understated since public costs did not 1) account “downtime” or less than 100 percent utilization 

of state staff, thus the public cost did not include the cost of idle capacity when demand is below 

capacity; 2) include the costs incurred by the state as the result of uninsured architectural and 

engineering errors and omission; 3) include costs resulting from project delay.55    

  

                                                

54
“NYSDOT Engineering Costs:  In-House vs. Outsourced Engineering,” F.H. Griffis, Department of Civil 

Engineering Polytechnic Institute of New York University, January 18, 2011.   

55
 Comparing In-House Staff and Consultant Costs for Highway Design and Construction.  Preliminary 

Investigation, Caltrans Division of Research and Innovation, July 15, 2011. 

 

One study concluded that 

even with a profit of 9.1 

percent of the total 

contract, choosing to 

insource to government 

would increase direct labor 

costs by 21.8 percent and 

overhead costs by 28.8 

percent. 
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Table 3.1:  Comparison of engineering cost, New York Department of Transportation 

(NYDOT) vs. private contractor 

 NYDOT Private 

architecture/engineering firms 

Percent increase for 

Insourcing 

Direct costs  $85,564 $70,225 21.8% 

Fringe benefits $37,725 $98,996  

(includes overhead) 

 

28.8% Overhead $89,765 

Profit $0 $16,922 n.a. 

Total $213,054 $186,143 14.5% 

Source:  Griffis (2011) 

 

 Variations in costs associated with particular conditions can obviously affect the 

outcomes under any particular cost comparisons.  However, as will be discussed below, general 

trends in compensation and benefits suggest that outsourcing may indeed generate cost 

savings based on wage and benefit savings.   

 

Wages 

 U.S. Bureau of Labor Statistics (BLS) figures listed in Table 3.2 affirm that state and 

local government workers receive higher wages compared to private workers.  The BLS 

estimated average hourly pay within six earnings percentiles: Lowest 10 percent, lowest 25 

percent, second 25 percent, third 25 percent, highest 25 percent, and highest 10 percent.  For 

each percentile, the wage advantage for state and local government workers was substantial, 

ranging from 19.6 percent for the 90th percentile to 45.2 percent for the 25th percentile.    
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Table 3.2: Comparison of hourly earnings by sector, 2011 

Percentile Private workers State & local 

government 

Additional cost of 

insourcing 

10 $8.25 $11.77 42.7% 

25 $10.69 $15.52 45.2% 

50 (median) $15.87 $22.27 40.3% 

75 $24.81 $33.01 33.1% 

90 $37.89 $45.31 19.6% 

Source:  BLS, 2012 http://www.bls.gov/ncs/ebs/sp/ebnr0017.txt 

 

 Table 3.3 below contains average annual wages by category.  Columns (1), (2) and (3) 

list average yearly wages for private workers, state government workers and local government 

workers respectively.  Columns (4) and (5) list the ratios of private to state (i.e., column (1) to 

column (2)) and private to local government workers (i.e., column (1) to column (3)), 

respectively.  As presented, the direct wage cost of state 

workers to private workers was below 100 percent for every 

state except Missouri, indicating that, on average, those state 

workers were earning more than their private sector 

counterparts.  This indicates a cost advantage for outsourcing 

state services for 2011, with Nebraska potentially reducing 

those wage costs by nearly 19 percent.  On the other hand, 

local government insourcing, other factors the same, would result in lower direct wage costs for 

every state with the greatest advantage for local governments in Colorado and the smallest 

gains from local government insourcing in Nebraska.   

  

This indicates a cost 
advantage for outsourcing 

state services for 2011, 
with Nebraska potentially 

reducing those wage 
costs by nearly 19 

percent.   

http://www.bls.gov/ncs/ebs/sp/ebnr0017.txt


 

39 

 

 

 A profile of wage growth between 2002 and 2012 for private versus public workers is 

shown in Figure 3.1.  Between 2002 and 2012, wages and salaries grew by 27.1 percent for 

private workers and 27.3 percent for state and local government workers.   

 

Figure 3.1: Growth in wages & salaries, 2002-12 

 

0.0%
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Table 3.3:  Average annual wages, private vs. public for Nebraska and neighbors, 2011 

  Private workers 

(all industries) 

(1) 

State 

workers 

(2) 

Local gov’t 

workers 

(3) 

Private to 

state 

(4) 

Private to 

local 

(5) 

Colorado $47,916 $51,206 $41,569 93.6% 115.3% 

Iowa $37,429 $56,250 $35,815 66.5% 104.5% 

Kansas $38,373 $41,614 $35,928 92.2% 106.8% 

Missouri $40,852 $37,515 $36,042 108.9% 113.3% 

Nebraska $36,686 $44,786 $36,049 81.9% 101.8% 

South 

Dakota 

$33,887 $41,185 $29,731 82.3% 114.0% 

Wyoming $41,258 $50,846 $40,138 81.1% 102.8% 

Source:  U.S. BLS 
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Benefits 

Of course, wages are not the only cost to be considered.  Major benefits provided by 

employers include paid leave benefits, retirement pay and medical insurance. Table 3.4 

compares job-related benefits between private employees and state and local government 

employees.  As presented, the share of state and local government employees receiving 

benefits exceeded that of private workers for every category except for paid vacations.  

Full-time workers in state and local government had a higher rate of access to employer-

provided benefits than privately employed workers. Retirement and medical benefits were 

offered to 99 percent and paid sick leave to 98 percent of state and local government-employed, 

full-time workers. By comparison, only 73 percent of full-time employees in private industry had 

access to retirement benefits, 85 percent to medical care, and 75 percent to paid sick leave. 

(See tables 3.6, 3.7, and 3.8.)   

  

 

Figure 3.2 profiles benefits growth between private workers and public workers. From 

2002 to 2012, benefits advanced by 41.9 percent for private workers and a much higher 58.2 

percent for state and local government workers.   

 

 

 

Table 3.4: Provision of benefits, 2011 (percent covered) 

 Full-time employees  All workers 

Private State &  local 

government 

Private State & local 

government 

Paid vacations 91% 67% 77% 60% 

Sick pay 75% 98% 63% 89% 

Life insurance 73% 90% 58% 80% 

Retirement benefits 73% 99% 64% 90% 

Medical benefits 85% 99% 69% 87% 

Employer share of medical 

benefits 

80% 88% 77% 84% 

Note:  for those without consolidated plans. Source:  U.S. BLS 
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Figure 3.2: Growth in cost of benefits, 2002-12 

 

 

Benefits by Occupation:  Private vs/ Government 

 Table 3.5 compares benefits receipt between private professional workers and 

equivalent workers in state and local government.  Again except for paid vacations, a higher 

percentage of state and local professional workers received benefits for every category.    

 

Table 3.5: Provision of benefits, 2011 Professional & related (percent covered) 

 All workers 

 Private State & local 

government 

Paid vacations 83% 36% 

Sick Pay 83% 90% 

Life Insurance 73% 80% 

Retirement benefits 64% 90% 

Medical benefits 69% 87% 

Employer share of medical benefits 77% 84% 

Source:  U.S. BLS 
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Table 3.6 lists access and participation in retirement programs for public and private 

workers by sector.  According to BLS surveys, 64 percent of all private industry employees had 

access to retirement benefits, compared with 90 percent of state and local government 

employees.  Data show that 85 percent of state and local government employees actually 

participated in a retirement plan, compared with 49 percent of private industry workers.  Clearly, 

with regard solely to retirement pay, the cost of insourcing is greater than the cost of 

outsourcing.   

 

Table 3.6:  Retirement benefits by sector, 2011 

 Access percent Participation percent 

 Private State & local 

government 

Private State & local 

government 

All workers 64% 90% 49% 85% 

Professional and related 78% 92% 92% 87% 

Service 40% 84% 22% 79% 

    Protective service 49% 91% 24% 87% 

1 – 99 workers 56% 74% 41% 63% 

100+ workers 84% 89% 63% 74% 

Source:  U.S. BLS 

 

Medical care   

BLS data show that in 2011, 69 percent of private industry workers provided medical 

care benefits, compared with 87 percent among state and local government workers.  For 2011, 

about half of private industry workers participated in a medical plan, compared with about three-

quarters of state and local government workers.   Table 3.7 summarizes the provision of 

medical plans by sector.  In terms of single insurance coverage, BLS data show that 88 percent 

of full-time state and local government workers had coverage compared to 80 percent of full-

time private industry workers (not in Table 3.7).    
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Table 3.7:  Health insurance benefits by sector, 2011 

 Access percent Participation percent 

 Private State & local 

government 

Private State & Local 

government 

Professional and related 83% 89% 64% 73% 

Service 42% 81% 27% 68% 

    Protective service 47% 88% 32% 76% 

Full-time 85% 99% 64% 82% 

Part-time 23% 26% 13% 18% 

Source:  U.S. BLS 

 

Summary 
 This chapter shows that the private sector generally enjoys cost advantages over the 

public sector when it comes to wage and benefit costs.  Levels of pay and benefits are generally 

higher for state and local government workers, and the pace of growth in wage and benefits 

were significantly less for private workers.  These labor costs data show a likely cost 

disadvantage for insourcing.   While actual results may differ in particular cases, these 

advantages suggest that increased attention to outsourcing possibilities could indeed generate 

significant cost savings for taxpayers.  However, as discussed in the following chapter, labor 

and benefits costs are only a part of the total picture.  Other factors need to be considered, but 

these also tend to suggest potential advantages from outsourcing. 
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Chapter 4 - Effective Cost Comparisons in Public/Private Competition 

 

Chapter highlights: 

 

 Effective cost comparisons with the private sector require a proper formulation of costs 

incurred by the government. 

 The Federal government experience with outsourcing suggests some of the adjustments 

required for cost comparisons, which involve fundamental differences between 

government and private providers that may be overlooked.  Necessary adjustments 

include:     

o Private sector providers pay taxes at the state and local level  

o Private sector providers bear liability for their own mistakes 

 Imposing disclosure requirements for competitive bidding may be an appropriate way to 

address the omitted costs of insourcing from reduced tax collections and liability shifting 

by government. 

 State benefits costs in Nebraska are particularly high in relation to the private sector, 

though cost savings here present normative judgments about the kind of employment 

offered. 

 Other labor and competitive advantages are likely to favor the private sector in some 

cases, including labor force flexibility, training, and expertise in dynamic competitive 

environment.    

 The total annual cost for Nebraska state employee family health insurance coverage 

(including employee contributions) in 2012 is $26,474.  By comparison, the national 

average annual premium for family coverage in 2011 is estimated at $15,073, of which 

$10,944 was contributed by the employer and $4,129 contributed by the employee.   
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Introduction 
 

Cost comparisons are a critical dimension of any outsourcing decision.  Federal 

regulations governing procurement provide extensive guidance as to the types of costs that 

must be considered in evaluating any public/private competition.56  Not only is a proper 

formulation of cost necessary to get a proper decision that will ultimately result in reducing the 

costs of government, but it also lends credence to the fairness of the competitive process.   

When private firms compete against each other, cost comparisons are relatively 

straightforward to the extent that all competing firms exist within a homogeneous legal 

environment.  Their contract bids will generally encapsulate the firm’s costs of doing business, 

including the costs of providing salaries and benefits to their employees, compliance with 

regulatory costs, and taxes due to the state and federal government.  These firms must also 

bear the cost of any failure to comply with the contract, as well as any liabilities associated with 

their output, including any errors or omissions affecting the public.  However, when firms 

compete against the government, the legal environments are no longer homogeneous.  

Government and private firm cost comparisons are fraught with difficulty given the 

different legal environments in which goods and services are provided.  Although a 

comprehensive comparison of particular providers is needed to make an effective sourcing 

decision, some important differences that need to be considered in outsourcing decisions 

include: 

1. Government providers don’t pay taxes like their private sector counterparts.  Those 

taxes should be considered in assessing whether cost savings may be achieved 

through outsourcing.    

 

2. Private sector providers must bear the costs of their own mistakes, while government 

providers ultimately pass these costs on to the taxpayers or to aggrieved persons 

through sovereign immunity.  An estimated insurance cost associated with the 

                                                

56
 See generally OMB, Circular No. A-76 (May 29, 2003).  Appendix A contains the Circular’s list of costs 

to be considered.  It should be noted that various other federal laws and regulations also direct 

appropriate cost comparisons.   For example, 10 U.S.C. § 2462 requires the Defense Department to 

perform “[r]ealistic and fair cost comparisons”.  Federal procurement regulations issued under the 

authority of these statutes incorporate procedures of Circular A-76, which has been interpreted not merely 

to provide a discretionary guideline, but instead provides a legal requirement.  See LABAT-Anderson, Inc. 

v. United States, 65 Fed. Cl. 570, 578 (2005). The Federal Activities Inventory Reform Act of 1998 also 

contains cost guidance.  See Pub. L. No. 105-270, § 2.    
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activity should be added to the cost of providing the service by government in order 

to achieve comparability. 

 

3. Benefits costs are a significant component of state employee compensation, and 

health insurance benefits are particularly costly in Nebraska, where the state’s share 

of employee health coverage likely exceeds the national average by several 

thousand dollars.  

 

4. Employment laws likely favor the private sector employers by reducing transaction 

costs associated with delivering services. 

 

5. Competition among private sector providers likely provides a natural catalyst for 

constant improvement in employee skills and quality, which is particularly valuable in 

areas where employees are highly skilled and work in dynamic knowledge-based 

environments, including many medical and legal specialties and with regard to 

science-based and engineering work.  

A more complete discussion of these considerations follows. 

 

Taxes. 

Private firms delivering goods and services in Nebraska are subject to various state and 

local taxes, including income, property, and sales taxes, which ultimately inure to the benefit of 

state and local government.  On the other hand, government providers are exempt from such 

taxes.  Taxes thus present an area for careful examination in evaluating the cost comparison 

output from any public/private competition.  The principal difficulties in this area consist of 

estimating the appropriate tax burden for a given provider that would inure to the benefit of the 

governmental unit that outsourced to that firm.   

 

Income Taxes. 

  Income taxes payable to the state are a significant source of state government 

revenues.57  For suppliers of goods, income tax nexus is limited by federal law (Public Law 86-

272), which restricts the states from imposing a net income tax on goods without certain 

                                                

57
 In 2011, Nebraska income taxes provide the largest portion of state revenues, totaling $1.72 billion 

(individual) and $.155 billion (corporate).   Sales taxes are the next highest category, totaling $1.39 billion.  

See Bureau of the Census, State Government Tax Collections Summary Report: 2011 (April 12, 2012), 

available at http://www2.census.gov/govs/statetax/2011stcreport.pdf (accessed July 5, 2012). 

http://www2.census.gov/govs/statetax/2011stcreport.pdf
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minimum contacts within the state.58  As a result, some firms selling goods to the state may 

effectively escape income taxes by locating their production and sales facilities outside the state 

and otherwise limiting contacts within the state to solicitation of orders there.   

State income taxes on firms providing services are not constrained by Public Law 86-

272, but they are constrained by federal constitutional limitations in the Commerce Clause and 

Due Process Clause.59  Nebraska law imposes a tax on individual income “derived from sources 

within the state”.60   Shareholders in S corporations, partners in partnerships, and members of 

limited liability companies taxed as partnerships, are also taxed on their incomes derived from 

or connected with sources in Nebraska.61  Corporations are likewise taxed on their income 

derived from doing business in Nebraska.62  It may be possible for a private firm to deliver some 

services remotely,63 thereby arguably escaping an income tax obligation in the same manner as 

some firms escape state tax obligations for goods.   However, most of the services connected to 

outsourcing within the state are likely to be performed within the state, thereby triggering a state 

tax liability on the net income generated from that service. 

To the extent that nonresident firms may be bidding on contracts for delivering goods 

and services within the state, differences may thus arise between private firms based on the 

projected tax revenues that come to the state from that firm’s local activity.  The state might 

conceivably eliminate those differences by requiring that those who bid on an outsourcing 

                                                

58
 See generally 15 U.S.C. § 381.  A significant U.S. Supreme Court decision interpreting this provision is 

Wisconsin Dept. of Revenue v. William Wrigley, Jr., Co., 505 U.S. 214 (1992).   

59
 See, e.g., Griffith v. Conagra Brands, Inc., __ S.E.2d __, 1012 WL 1912637 (W.Va. May 24, 2012), for 

a recent state court case discussing federal and state authorities on the nexus standards for services, 

which is somewhat unsettled.  Nebraska state courts have not yet squarely addressed this issue.   

60
 See Neb. Rev. Stat. § 77-2715.   

61
 See Neb. Rev. Stat. §§ 77-2727 (partnerships); 2729 (nonresident partners); 77-2734.01 (LLC 

members and S corporation shareholders).    

62
 See Neb. Rev. Stat. § 77-2734.02-.16.  Owing toward the difficulties of specifically identifying income 

and expenses for a given state, taxes for a multistate corporate business may be apportioned by a 

formulary method. 

63
 For example, engineering services may be performed primarily outside the state, thereby arguably 

rendering them not taxable in the state where they are purchased. 
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project must thereby consent to state taxation of any firm income generated from that project.64  

Alternatively, the state might consider an adjustment to the contract price based on an estimate 

of the applicable tax revenues, which may ultimately favor in-state operators.   

Such an adjustment would also be appropriate for public-private cost comparisons, but it 

raises practical difficulties.  The cost and revenue structure of each bidder, and thus its net 

income attributable to an outsourcing contract, will likely differ among firms, making a blanket 

adjustment inadvisable or unworkable. One possible solution to this practical challenge would 

be to require bids from private firms to report the effective state tax percentage on gross 

Nebraska income generated in the past year, along with an estimate of that percentage over the 

contract life and the basis for that estimate.  Such a disclosure would allow bids to be 

compared, not only among private firms, but also between those firms and the state. 

Another adjustment is needed for sole proprietors and those in pass-through tax 

structures where owner services are a significant component of the contract.  Since state 

employees are subject to taxation on their income, adjusting for the tax contributions of a private 

sector provider should be limited to firm-level income beyond the amount paid to employees.  

Corporate income taxes will almost always reflect an appropriate adjustment, but to the extent 

owners of pass-through entities or proprietorships are being compensated through the profits 

and also providing services as part of the contract, their tax contributions are thus analogous to 

the state employee, whose income is also taxable.     

In the federal outsourcing regime, federal income tax adjustments are required for all for-

profit bidders.65  However, in lieu of a bidder-specific adjustment, Circular A-76 uses a tax rate 

table provided by the Internal Revenue Service based on the applicable industry code for the 

bidder based on the North American Industry Classification System.66 Adapting that data for 

state purposes or generating similar state-level data (perhaps in consultation with the 

Department of Revenue) might provide as a substitute for private bidder disclosures or a means 

to assess the validity of bidder-provided information.  Although this would avoid the risk of 

erroneous information by bidders, such an approach would also lack the advantage of bidder-

                                                

64
 However, this raises the possibility of a Commerce Clause challenge on the basis that such a 

requirement may discriminate against interstate commerce.  A complete analysis of that challenge is 

beyond the scope of this study. 

65
 See Circular A-76. Attachment C (“An agency shall only enter these costs as a negative number, 

unless the private sector source is a tax-exempt organization.”)   

66
 See id.   
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specific information. 

 

Sales Taxes.  

Sales taxes might also be relevant in appropriate cost computations in a state 

outsourcing regime.  To the extent that a private, for-profit firm purchases items that are 

consumed in fulfilling a state contract, it will likely incur sales taxes on those purchases.  

Conversely, state government would be exempt from such taxes.  Accordingly, some 

adjustment could also be made for these taxes, which could vary considerably based on the 

type of contract and even the location of the acquisition of goods needed to fulfill a contract.67 In 

order to implement such an adjustment, requesting bidder-supplied estimates of these state-

level Nebraska taxes, which would become a negative adjustment to the total cost, may provide 

a practical solution to allow better decision making. 

 

Property and Other Taxes. 

 As for other taxes incurred by private sector bidders, the propriety and/or practicality of 

adjustments are more complex.  In a particular case, it may be appropriate to make adjustments 

for new purchases that will make it possible for a private sector firm to take over a government 

function.  For example, if a road maintenance contract is awarded to a private sector firm, new 

equipment acquired by the firm for the purpose of meeting its contractual obligations may 

generate a new source of personal property tax.  Likewise, a private sector firm might build a 

new facility to store and maintain that equipment, adding property to local tax rolls. 

It is not entirely clear whether taxes paid to local governments should be included in a 

state-level evaluation of outsourcing.  On one hand, the state often shares revenues with local 

governments, and benefits provided to local governments may thus alleviate some state 

burdens.  On the other hand, these taxes may be viewed as favoring new business 

development over the redeployment of assets that are currently underutilized, as in the case of 

a firm that has excess capacity.  Reserving some discretion for these considerations in 

particularly large and capital intensive contracts may well provide an appropriate way to address 

these difficulties in situations when they are likely to matter the most. 

 

 

                                                

67
 For example, a contractor that purchased goods out of state may not incur Nebraska sales or use taxes 

on such goods, and thus an adjustment would not be appropriate. 
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Liability Coverage and Sovereign Immunity 

In the private sector, providers of goods and services face potential liability for the failure 

to comply with the terms of their contracts or the failure to exercise due care.   State law 

sometimes requires insurance as a condition for engaging in activities, such as operating a 

motor vehicle, thus ensuring that those adversely affected by negligent or deficient activities 

have access to a minimum level of redress for the harms they experience.68  State law may also 

require or incentivize professional service providers to procure insurance to cover the risk of 

errors and omissions that may adversely affect patients, clients, or customers, including 

government.69  Public contracts may also require insurance, bonding, or other similar proof of 

fiscal responsibility for performance of contractual obligations, as well as preclude any attempts 

to limit personal liability.70 

State and local governments stand in a different position regarding liability claims, as 

they potentially enjoy the protection of sovereign immunity from certain claims raised against 

them, including claims in tort based on negligence in the performance of their duties.  The 

Nebraska Constitution provides in part that “the state may sue and be sued, and the Legislature 

shall provide by law in what manner and in what courts suits shall be brought.”71  When the 

Legislature does not provide for suits against the government, sovereign immunity provides a 

bar to filing claims against the state.  Statutory waivers of sovereign immunity have been 

                                                

68
 See, e.g., Neb. Rev. Stat. § 60-346 (requiring proof of financial responsibility arising out of the 

ownership, maintenance, or use of a motor vehicle).  

69
 See, e.g., Neb. Rev. Stat. § 13-2907 (requiring proof of professional liability insurance for design-build 

contracts with political subdivisions);  Neb. Rev. Stat. § 44-2824 (qualification of health care providers 

under Nebraska Hospital-Medical Liability Act);  Neb. Rev. Stat. § 44-2827 (financial responsibility of 

health care providers); Neb. S.Ct. Rule § 3-201(7)(b) (requiring attorneys practicing in professional 

organizations to maintain professional liability insurance).   

70
Nebraska apparently takes the position that any contractual attempt to limit legal liability on behalf of a 

private contractor is unconstitutional and thereby unenforceable against the state. See, e.g., Contract 

1236OC (March 1, 2012-June 30, 2012)(“It is understood by the parties that in the state of Nebraska’s 

opinion, any limitation on the contractor’s liability is unconstitutional under the Nebraska State 

Constitution, Article XII, Section 3, and that any limitation of liability shall not be binding on the State of 

Nebraska despite inclusion of such language in documents supplied with the contractor’s bid.”) (copy on 

file with authors).  

71
 Neb. Const. Art. V, § 22.   
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granted, including the State Tort Claims Act72 and the Political Subdivisions Tort Claims Act73.  

However, the scope of such waivers has often been litigated, leaving some uncertainty as to 

when sovereign immunity will provide a bar to a claim for relief. 

Sovereign immunity presents a two-sided problem, with implications for the public 

treasury and for the wellbeing of citizens adversely affected by state behavior.  To the extent 

that sovereign immunity is waived, it raises the specter of adverse impacts on the public fiscl 

from judgments rendered against the state or applicable local government entities.74  That 

represents a significant hidden cost, which should be taken into account in assessing the cost 

structure for an “insourced” project.   Alternatively, to the extent that sovereign immunity is not 

waived, the cost of any negligent behavior is externalized from the public (i.e., the state or local 

government entity) to the injured victim, whose claim is barred by law.75 

Whether or not sovereign immunity applies, providing goods or services through 

government potentially entails an added cost that is not likely to be presented by a private 

contractor.  Errors and omissions by private contractors are likely covered by insurance, which 

is either provided by statute or through a contract term.  Thus, those contractors must effectively 

internalize those costs.  The same is not true of a government provider. 

Quantifying this cost is often difficult.  However, an estimate might be derived based on 

the cost of insuring the particular undertaking and adding that cost to the costs of performing the 

Act by the state.  Alternatively, in appropriate cases, private sector bidders may be asked to 

include insurance coverage in their bids, including an estimated premium for that amount.  By 

increasing the total costs for government performance by a like amount, there will be greater 

comparability in the cost assessment.   

 

Employee Benefits 

As noted in chapter 3, employee benefit costs are a potentially significant component of 

delivering services.  Although a comprehensive comparison of state and private benefit costs is 

beyond the scope of this study, some idea of the magnitude of these costs can be seen in the 

                                                

72
 See Neb. Rev. Stat. §§ 81-8,209 to -8,235.  

73
 See Neb. Rev. Stat. §§ 13-901 to -928. 

74
 See, e.g., Childers v. Phelps County, 252 Neb. 945, 568 N.W.2d 463 (1997) (allowing negligence claim 

based on negligence in connection with road signage to go forward).   

75
 See, e.g., Shipley v. Department of Roads, 283 Neb. 832, __ N.W.2d __ (2012) (sovereign immunity 

bars suit by injured accident victims based on alleged negligence in designing warnings for railroad 

crossing);  
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matter of health care and retirement benefits, which are two of the largest components of these 

costs.  

Healthcare costs for state employees who are married and have dependent children will 

total $2,206.20 per month during 2012-13, of which $1,742.90 is paid by the state and the 

balance of $463.30 is paid by the employee.76  On an annual basis, this represents a potential 

cost of $20,914.80 per employee paid from state funds.   

State employees are also eligible for matching contributions to a cash balance 

retirement plan.  According to the current benefits 

handbook, state employees may contribute 4.8 percent of 

their compensation each period and the state will match 

that contribution at the rate of 156 percent.77  In other 

words, for each employee who earns $50,000, the state 

may also be required to contribute $3,744 annually to 

fund this retirement benefit.78 

As can be seen from these figures, the direct costs 

of employee salaries do not accurately reflect the total 

cost of maintaining state employees, and other benefit 

costs such as vacations, sick leave, etc. are likely to be 

significant.  These state benefits are touted as being “generous”, thereby attracting potential 

employees to state service.  The Nebraska Department of Administrative Services website 

                                                

76
 See Health Care Premiums, July 1, 2012-June 30, 2013, at 

http://nebraska.welcometouhc.com/files/nebraska/content/health_care_premiums-final.pdf (visited July 9, 

2012). Figures are quoted for the “Choice Plan”.  Employee only premiums total $621.62, with the state 

bearing $491.00.   

77
 See Nebraska State Employees Retirement System Handbook at 4 (Revised 6/2011), available at 

https://npers.ne.gov/whalecomfb0318c98356c776ad65/whalecom0/SelfService/public/howto/handbooks/

handbookState.pdf (visited July 9, 2012).   

78
 Local governments may well provide other pension benefits, including defined benefit plans.  If the 

present value costs of fully funding those future benefits are not factored into the compensation costs 

associated with current government employees, a cost comparison with the private sector will not be 

valid. 

The Nebraska 

Department of 

Administrative Services 

website currently states, 

“Find the right job for 

yourself, while enjoying 

the generous benefits 

state government has to 

offer.” 

http://nebraska.welcometouhc.com/files/nebraska/content/health_care_premiums-final.pdf
https://npers.ne.gov/whalecomfb0318c98356c776ad65/whalecom0/SelfService/public/howto/handbooks/handbookState.pdf
https://npers.ne.gov/whalecomfb0318c98356c776ad65/whalecom0/SelfService/public/howto/handbooks/handbookState.pdf
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currently states, “Find the right job for yourself, while enjoying the generous benefits state 

government has to offer.”79           

Focusing only on health care benefits, it appears 

these benefits are generous indeed when compared to the 

national average.  The total annual cost for Nebraska state 

employee family coverage (including employee contributions) 

in 2012 is $26,474.  By comparison, the national average 

annual premium for family coverage in 2011 is estimated at 

$15,073, of which $10,944 was contributed by the employer 

and $4,129 contributed by the employee.  (See Table 4.1, 

below.) 80  

 

 

 

Table 4.1:  Health Insurance Premium Costs 

Nebraska State Employees vs. U.S. Average 

 Ratio:  

 Nebraska U.S. 

Average* 

Difference Neb/U.S. 

Employer $20,915 $10,944 $9,971 191.11% 

Employee $5,560 $4,129 $1,431 134.65% 

Total $26,474 $15,073 $11,401 175.64% 

     

*Kaiser Foundation, Estimated 2011 Figures 

 

It should be noted that the U.S. average in Figure 4.1 is based on 2011 data, which has 

likely increased due to inflation.  However, even if these figures are increased substantially, they 

will not begin to approach the level paid for each state employee.  Nebraska state employees 

are apparently receiving substantially more than their private sector counterparts in terms of this 

                                                

79
 See Nebraska Administrative Services, at http://www.das.state.ne.us/personnel/selling_nebraska.htm 

(visited July 9, 2012).   

80
 See Kaiser Family Foundation, Health Care Costs:  A Primer 2 (May 2012), available at 

http://www.kff.org/insurance/upload/7670-03.pdf (visited August 7, 2012) (Figure 16).   

A recent assessment 

by the State Auditor 

confirms that 

Nebraska state 

employee benefits are 

substantially above 

those provided by 

other state institutions, 

including universities, 

as well as neighboring 

states 

http://www.das.state.ne.us/personnel/selling_nebraska.htm
http://www.kff.org/insurance/upload/7670-03.pdf
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health insurance benefit.  A recent assessment by the State Auditor confirms that Nebraska 

state employee benefits are substantially above those provided by other state institutions, 

including universities, as well as neighboring states.81 

The federal government includes benefit costs in ascertaining the comparative costs of 

agency performance in an outsourcing context.  Circular A-76, attachments C and D, use 

various costing factors to estimate the benefits costs based on a percentage of basic pay for 

employees.82  However, those cost factors may differ from the costing approach for state 

government, owing to different benefit levels.83  Thus, they are likely not appropriate for use in 

state contracting without further particularized analysis. 

It should also be noted that Congress has also attempted to intervene with regard to the 

competitive assessment of employee benefits.  For certain public-private competitions by 

federal agencies after December 26, 2007, Congress required: 

Notwithstanding any other provision of law, none of the funds appropriated by 
this or any other Act shall be available to convert to contractor performance an activity or 
function of an executive agency that, on or after the date of enactment of this Act [Dec. 
26, 2007], is performed by federal employees unless --   

* * * 
(C) The contractor does not receive an advantage for a proposal that would reduce costs 
for the federal government by--  

i) not making an employer-sponsored health insurance plan available to the 
workers who are to be employed in the performance of that activity or function under the 
contract;  

(ii) offering to such workers an employer-sponsored health benefits plan that 
requires the employer to contribute less towards the premium or subscription share than 
the amount that is paid by the federal government for health benefits for civilian 
employees under chapter 89 of title 5, United States Code [5 U.S.C.A. § 8901 et seq.]; 
or  

                                                

81
 State Auditor Releases Financial and Performance Audit Reports on State Employee Health Insurance 

Costs (May 14, 2012), available at http://www.auditors.nebraska.gov/APA_Reports/2012/SA0-05142012-

State_Auditor_Releases_Financial_and_Performance_Audit_Reports_on_State_Employee_Health_Inusr

ance_Costs.pdf  (comparing 2010 data) (visited September 13, 2012).   

82
 See OMB, Circular A-76.   

83
 Moreover, as the GAO noted in 2005, federal benefits had been growing at a faster rate than reflected 

in the 2003 version of Circular A-76.  See GAO, Review of OMB Circular A-76 Health Benefit Cost Factor 

Needed (November 17, 2005), available at http://www.gao.gov/new.items/d0687r.pdf (visited July 9, 

2012).   

http://www.auditors.nebraska.gov/APA_Reports/2012/SA0-05142012-State_Auditor_Releases_Financial_and_Performance_Audit_Reports_on_State_Employee_Health_Inusrance_Costs.pdf
http://www.auditors.nebraska.gov/APA_Reports/2012/SA0-05142012-State_Auditor_Releases_Financial_and_Performance_Audit_Reports_on_State_Employee_Health_Inusrance_Costs.pdf
http://www.auditors.nebraska.gov/APA_Reports/2012/SA0-05142012-State_Auditor_Releases_Financial_and_Performance_Audit_Reports_on_State_Employee_Health_Inusrance_Costs.pdf
http://www.gao.gov/new.items/d0687r.pdf


 

55 

 

(iii) offering to such workers a retirement benefit that in any year costs less than 
the annual retirement cost factor applicable to federal employees under chapter 84 of 
title 5, United States Code [5 U.S.C.A. § 8401 et seq.]. 84 
 

Thus, Congress apparently determined that health and retirement benefit costs must be 

similar between public and private employers.  In other words, no public-private competition 

could be won by a private employer that did not offer its employees benefits that are 

comparable to those paid by the federal government.85 

The foundation for such a requirement seems dubious, as benefits are merely another 

form of compensation.  If benefit costs are comparable, then should salary costs be 

comparable, too?  While such an approach may reflect a narrow concern for employee welfare, 

it inherently favors the government employee’s welfare over new opportunities for private sector 

employment.  Moreover, it dilutes the power of using market-oriented forces designed to save 

taxpayer funds.86 

   

Other factors:  Employment laws and competitive advantages 

Public and private sector workers also face differences in the legal environment for the 

employment relationship.  State employees may be protected by administrative processes that 

differ from those in the private sector.  Although Nebraska agency heads are empowered to 

make “[d]ecisions to relieve employees from duties because of lack of work or funds or under 

conditions when the employer determines continued work would be inefficient or nonproductive 

including the contracting out for goods and services”,87 such decision are restricted to those 

                                                

84
 Pub. L. No. 110-161, Div. D., Title VII, § 739, 121 Stat. 2029 (December 26, 2007).  The Department of 

Defense and certain other contracts were exempted.  See id. § 739(a)(2).   

85
 In this regard, Nebraska Rev. Stat. § 73-102 to -104 should also be noted.  These provisions require 

that contractors bidding on public works projects must comply with fair labor standards, which are defined 

to include “a scale of wages and conditions of employment as are maintained by at least fifty percent of 

the contractors in the same business or field of endeavor as the contractor filing such statement.”  Id. § 

73-104.   

86
 Although it might be argued that state-level costs for health care benefits, such as those borne by 

Medicaid programs, should be considered in a competitive calculus for services when outsourcing to a 

private firm, it is hardly evident that the private firm’s employment of an individual will increase the state 

Medicaid outlay. 

87
 Neb. Rev. Stat. § 81-1311(11). 
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“consistent with rules and regulation adopted and promulgated by the personnel division.”88  

Those include review of grievances by the state personnel board.89  Even those employees that 

may be exempted from those rules have certain protections available to them by statute.90 

Some commentators have suggested that the at-will employment environment creates 

an inherent advantage favoring the private sector, presumably since those employees that 

underperform are more likely to be eliminated from the private sector workforce.  Unlike their 

government counterparts, which do not necessarily have to compete in order to keep their 

customer base, private firms that must compete for their customer base must constantly 

upgrade their employee base to deliver services effectively.  This is particularly important in 

areas involving services by highly trained personnel that are affected by frequent change, such 

as certain medical, legal, scientific, and engineering specialties.  While it is difficult to quantify 

that advantage, it deserves to be considered. 

  While many of the legal factors listed above inherently favor private sector sourcing, 

there are also some concerns.  State employees are subject to laws that may benefit Nebraska 

citizens generally when it comes to political activities while “on the clock”.  For example, state 

employees are prohibited from participating in political activities during office hours or otherwise 

while performing their official duties.91  Private sector employees do not face these restrictions.  

Future attention on that issue may be appropriate, to the extent that private contractors may 

have political interests in state government that emerge to rival those of public employees.  

 

Appendix:  A4.1 Circular A-76 , Summary of the Standard Competition Form 

Guidance for developing the agency and public reimbursable cost estimates in Attachment C  

Summary of the Standard Competition Form (SCF)  

COST OF AGENCY PERFORMANCE  

SCF Line 1:  Personnel Costs.  Agency labor costs for direct and indirect labor necessary to 

meet the requirements in the solicitation. 

SCF Line 2:  Material and Supply Costs.  Agency cost of materials and supplies such as office 

                                                

88
 See id.   

89
 See Neb. Rev. Stat. § 81-1318.01. 

90
 See, e.g., Neb. Rev. Stat. § 81-1316(3).   

91
 See Neb. Rev. Stat. § 81-1315.   
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supplies, including handling and inflation. 

SCF Line 3:  Other Specifically Attributable Costs.  Other agency costs such as the cost of 

capital, depreciation capital assets, rent, utilities, insurance, and MEO subcontracts.  

SCF Line 4:  Overhead Costs.  Twelve percent of agency personnel costs reflected on SCF 

Line 1. 

SCF Line 5:  Additional Costs.  Agency costs not otherwise accounted for on SCF Lines 1-4, 

such as phase-in costs and one-time conversion costs for an expansion, new requirement, or 

conversion from a private sector or public reimbursable provider to agency performance. 

SCF Line 6:  Total Cost of Agency Performance.  The sum of SCF Lines 1-5. 

COST OF PUBLIC REIMBURSABLE PERFORMANCE  

The guidance for a public reimbursable source to complete SCF Lines 1a-6a is the same as the 

guidance to complete SCF Lines 1-6. 

ADJUSTED COST OF PRIVATE SECTOR OR PUBLIC REIMBURSABLE PERFORMANCE  

SCF Line 7:  Contract Price or Public Reimbursable Cost Estimate.  The contract price 

(based on the type of acquisition, source selection process, and contract type required by the 

solicitation), or the public reimbursable cost on SCF Line 6a. 

SCF Line 8:  Contact Administration Costs.  Costs for administering the contract. 

SCF Line 9:  Additional Costs.  Costs incurred by the agency that are added to the private 

sector or public reimbursable provider’s price/cost. 

SCF Line 10:  One-time Conversion Costs.  Costs based on 5% of Line 1, incurred by the 

agency as a result of awarding a contract. 

SCF Line 11:  Gain on Assets.  Revenue generated from the sale/transfer of agency assets 

when converting from agency performance. 

SCF Line 12:  Federal Income Tax Adjustment.  Revenue for the government when a private 

sector provider pays federal income tax. 

SCF Line 13:  Total Adjusted Cost of Private Sector or Public Reimbursable Performance.  The 

sum of Lines 7-12. 

COST OF PERFORMANCE DECISION CALCULATIONS  
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SCF Line 14:  Conversion Differential.  The lesser of 10% of agency labor costs or $10 M is 

added to the non-incumbent provider. 

SCF Line 15:  Adjusted Total Cost of Agency Performance.  If a private sector or public 

reimbursable source is the incumbent provider, the conversion differential is added to the cost of 

agency performance (SCF Line 6) and the sum is the "adjusted total cost of agency 

performance" on SCF Line 15. 

SCF Line 16:  Adjusted Total Cost of Private Sector or Public Reimbursable Performance.  

If the agency is the incumbent provider, the conversion differential is added to SCF Line 13 and 

the sum is the "adjusted total cost of private sector or public reimbursable performance" on SCF 

Line 16. 

SCF Line 17:  Cost Difference.  SCF Line 15 is subtracted from SCF Line 16 to reflect the "cost 

difference" on SCF Line 17.  A positive number indicates performance decision for agency 

performance and a negative number indicates a performance decision for a private sector or 

public reimbursable provider. 

SCF Line 18:  Low-Cost Provider. The low-cost provider based on the calculations on the 

SCF. 
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Chapter 5 - Outsourcing at the State Level: Highway Spending 

 

Chapter highlights 

 Overall, Nebraska ranks 27th in terms of outsourcing of highway spending.  

 Among Nebraska’s neighbors, only South Dakota and Missouri exceeded Nebraska in 

outsourcing highway operating spending. 92 

 However, the NDOR outsourced only 3.1 percent of its total 2007 spending for 

engineering services.   By 2011, this percentage had fallen to 1.4 percent.  

 It is concluded that increasing outsourcing as a share of overall spending results in 

greater highway performance and a lower percentage of deficient bridges. 

 Doubling the level of engineering services outsourced would save the Nebraska 

taxpayer more than six million dollars.  

 

State Highway Spending and Its Effectiveness
93

 

 Relative Spending on Highways. Excellent bridges, roads and highways are important 

factors driving and underpinning economic growth.  Given the significant amount spent on this 

element of the state budget, it is also important that funds be spent wisely.    Table 5.1 

compares Nebraska highway spending to its neighbors for the latest year for which data were 

available.  In terms of spending as a share of the economy, only Wyoming spent more heavily 

than Nebraska.  Also between 1995 and 2009, Nebraska grew its highway spending faster than 

any of its neighbors and the U.S. average.  In terms of spending per highway mile, however, 

only Kansas and South Dakota spent less than Nebraska.   

  

                                                
92

The lower the ranking, the higher percentage of outsourcing.. For this study, Nebraska’s neighbors are defined as 

states that  share a border with Nebraska.  These states are:  Colorado, Iowa, Kansas, Missouri, South Dakota and 

Wyoming.    

93
Highway spending includes outlays for highways, bridges and roads.  It does not include local spending for these 

same categories. According to the U.S. Census, Highways includes, “Construction, maintenance, and operation of 

highways, streets, and related structures, including toll highways, bridges, tunnels, ferries, street lighting and snow 

and ice removal. However, highway policing and traffic control are classed under Police protection.” 
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Table 5.1:  Highway spending:  Nebraska vs. neighbors, 2009 

GDP Spending per 

$1,000 of GDP 

Spending per 

highway mile 

Growth in 

spending 

1995-2009 

Colorado $7.80 $21,573 106.7% 

Iowa $12.93 $15,046 59.6% 

Kansas $12.04 $10,409 43.7% 

Missouri $11.99 $21,832 116.8% 

Nebraska $16.28 $14,927 141.9% 

South Dakota $13.51 $6,065 74.8% 

Wyoming $17.89 $21,740 124.6% 

United States $10.39 $35,362 112.6% 

Source:  U.S. BEA;  U.S. Federal Highway Administration; Author 

calculation 

 

 Location quotients are another methodology of measuring the relative size of a 

government agency.   Location quotients simply show each industry’s relative share of the 

overall state economy, that is, the industry’s share of the state economy relative to its share of 

the national economy.  Industries or agencies with a  location quotient  less than 1.0 are 

relatively smaller than their national counterparts.   

 Mathematically, a location quotient is simply an industry or department’s share of state 

employment divided by the industry or department’s share of national employment.   If the 

location quotient is 1.0, then the industry's share is the same as the industry's share nationally.  

A location quotient greater than 1.0 means the industry employs a greater share of the local 

workforce in the area than it does nationally.   In Equation (1) NDOR’s share of Nebraska 

employment is divided by the same factor for the nation.  

 

 LQ (NE) = (NE NDOR Emp. / Total NE Emp.) ÷ (US USDOT / Total US Emp.)               (1)       

 

Table 5.2 lists LQs for Nebraska and its neighbors.  As listed relative to the overall labor 

force, only South Dakota and Wyoming had highway departments that were larger than 

Nebraska.  On the other hand, Colorado, Iowa, Kansas and Missouri had relative highway 
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departments that were smaller than Nebraska.   Also listed in Table 5.2 are state population 

densities.  Data indicate that states that are more sparsely populated tend  have a higher share 

of their overall job force employed in their highway department.  

  

 

Table 5.2:  LQs for Nebraska and its neighbors, 2010 

 LQ Population 

density-persons 

per square mile 

Colorado 0.74 48.5 

Iowa 0.96 54.5 

Kansas 1.36 34.9 

Missouri 1.34 87.1 

Nebraska 1.35 23.8 

South Dakota 1.33 10.7 

Wyoming 3.61 5.8 

U.S. 1.00 87.4 

Author calculation based on U.S. Census data  

 

 

Outsourcing of Highway Spending. In Figure 5.1 is profiled Nebraska Department of Roads  

(NDOR) expenditures from 2007 to 2011.  As presented, NDOR expended $612.8 million in 

fiscal 2011 with $391.4 million let in contracts.  In terms of contracts let, NDOR outsourced 

$233.6 million in 2007 and $391.4 million in 2011. Thus in 2011, the NDOR let approximately 

63.9 percent of its total spending.   
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Figure 5.1:  NDOR spending & contracts let, 2007-11(in millions)
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In terms of engineering contracts, the NDOR let $17.75 million in 2007 and $8.728 

million in fiscal 2011.  Figure 5.2 below profiles the percent of total NDOR spending let and 

engineering services contracts as a percent of total expenditures.   As presented, the NDOR 

contracted 3.1 percent of its total spending in 2007 to outside engineering firms.  By 2011, the 

percent of total spending outsourced to engineering firms, but had sunk to 1.4 percent in 2011.  

On the other hand, overall NDOR contracting expanded from 41.3 percent in 2007 to 63.9 

percent in 2011.  
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Figure 5.2:  NDOR percent of spending contracted, 2007-11
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Figure 5.3:  Payroll growth, NDOR vs. private industry, 2007-11
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Source:  NDOR  
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Source:  NDOR 
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Source:  NDOR 
 
 
Highway Spending Outsourcing 

            The latest data released in 2012 for 2010 provide Annual Survey of Public Employment 

and Payroll for both state and local government agencies.  From this data, we produce 

estimates regarding outsourcing.  To determine the degree of outsourcing, we divide the total 

annual payroll (both full-time and part-time) by the total direct spending by area.   

 

Degree of outsourcing  = 1  - (Agency payroll  /  Total agency expenditures)  (7.2) 

 

Agency payroll are for March 2010 annualized.    Gross payrolls include “all salaries, 

wages, fees, commissions, and overtime paid to employees before withholdings for taxes, 

insurance, etc. It also includes incentive payments that are paid at regular pay intervals. It 

excludes employer share of fringe benefits like retirement, Social Security, health and life 

insurance, lump sum payments, and so forth.  Since total agency expenditures includes 



 

67 

 

contracts outsourced, dividing this number by total agency payroll provides a measure of the 

degree of outsourcing.   It is recognized that this measure does not take into account spending 

items other than payrolls.   Also, a high reading could result from paying very high salaries 

relative to other departmental costs.  

Table 5.3 provides state rankings in terms of outsourcing of highway operating spending 

for 2010.  As listed, Nebraska ranked 27.   Only South Dakota and Missouri among Nebraska’s 

neighbors ranked more highly in terms of outsourcing of highway spending.  
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Table 5.3:  State rankings in terms of outsourcing of highway operating spending, 

2010 

 Rank  State  Rank  State 

1 Utah 26 Mississippi 

2 Florida 27 Nebraska 

3 Nevada 28 Virginia 

4 Louisiana 29 North Carolina 

5 Arizona 30 Alabama 

6 New Mexico 31 Kansas 

7 Indiana 32 Wyoming 

8 Kentucky 33 Iowa 

9 Hawaii 34 Minnesota 

10 Pennsylvania 35 Ohio 

11 Wisconsin 36 Montana 

12 Oklahoma 37 Colorado 

13 North Dakota 38 California 

14 Illinois 39 South Carolina 

15 Idaho 40 Maine 

16 Texas 41 Massachusetts 

17 Georgia 42 Washington 

18 Tennessee 43 Oregon 

19 Alaska 44 Arkansas 

20 South Dakota 45 New York 

21 Michigan 46 Vermont 

22 Maryland 47 New Hampshire 

23 West Virginia 48 Rhode Island 

24 Delaware 49 Connecticut 

25 Missouri 50 New Jersey 

Source:  Goss & Associates calculations 
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Outsourcing, Spending and Highway Performance 

 Next we examine how outsourcing affects highway performance.  Do high spending 

states earn higher performance marks?  Table 5.4 puts performance measures with highway 

spending per highway mile for all U.S. states.  Data show that higher spending states tend to 

rank more poorly.  The top spending quintile spent a median of $95,247 per highway mile with 

1995-2009 growth of 74.9 percent.  The top spenders, contrary to expectations, had the worst 

median performance ranking of 44.5 and the greatest percent of deficient bridges at 34.3 

percent.   The fourth percentile had the best performance ranking and the lowest share of 

deficient bridges.   Thus there appears to be an inverse relationship between spending per 

highway mile and highway and bridge performance with the top three spending quintiles having 

the weakest performance rankings and highest percentage of deficient bridges. 

   

 

Table 5.4:  Highway spending and highway/bridge performance 

 Spending 

per highway 

mile 

Spending 

growth 1995-

2009 

Reason 

performance 

ranking 

Percent of 

deficient 

bridges 

Top spending quintile $95,247 74.9% 44.5 34.3% 

2nd spending quintile $45,941 106.4% 30.0 25.0% 

3rd spending quintile $31,801 100.9% 22.0 26.2% 

4th  spending quintile $21,062 105.2% 13.5 20.5% 

Bottom spending 

quintile (includes 

Nebraska) 

$12,820 79.8% 14.0 23.0% 

Source:  Goss & Associates calculations based on U.S. Census data and Reason 

Foundation ranking.  
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           Table 5.5 compares Nebraska with its neighbors in terms of the Reason Foundation’s 

highway performance in 2009 and the percent of deficient bridges: “This report continues its 

annual ratings of state highway systems on cost versus effectiveness.   Since the states have 

different budgets, system sizes and traffic, comparative performance depends on both system 

quality, and the resources available. To determine relative performance, state highway system 

budgets (per mile of responsibility) are compared with system performance, state by- state. 

States rated high typically have good-condition systems along with relatively thin budgets.”94   

According to the Reason Foundation, Kansas was the top ranked state among Nebraska 

and its neighbors with a ranking of 3.95  Nebraska was close behind with a ranking of 5.  

Colorado was last in the region with a ranking of 34 among the 50 states.96  In terms of deficient 

bridges, Colorado had the lowest percentage at 16.4 percent, followed by Kansas at 19.3 

percent, Wyoming at 21.6 percent, South Dakota at 24.2 percent, Nebraska at 24.7 percent, 

Iowa at 26.7 percent, and Missouri at 29.0 percent.  

  

                                                

94Source:   19th Annual Report on the Performance of State Highway Systems (1984-2008).  Reason 

Foundation, Policy Study 385, Sept. 2010. 

95
19th Annual Report on the Performance of State Highway Systems (1984-2008), Reason Foundation, 

Policy Study 385, September, 2010.   

96 The Reason Foundation uses eleven indicators to calculate each state’s overall rating, covering highway 

expenditures, pavement and bridge condition, urban interstate congestion, fatality rates and narrow rural lanes.  
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Table 5.5:  Spending effectiveness, 2009 

 Performance rank 

 Reason 

Foundation 

ranking 

Percent of 

deficient 

bridges 

Colorado 34 16.4% 

Iowa 31 26.7% 

Kansas 3 19.3% 

Missouri 8 29.0% 

Nebraska 5 24.7% 

South Dakota 12 24.2% 

Wyoming 7 21.6% 

   

Source:  Reason Foundation; U.S. Federal Highway Administration 

 

 We undertake multiple regression.  Regression results contained in Appendix A show 

that the degree of outsourcing has a statistically significant and positive impact on highway 

performance.97  Also regression results indicate that higher share of outsourcing reduces the 

percentage of deficient bridges.    As presented in Figure 5.3, 60 percent outsourcing would 

result in 26 percent deficient bridges and a state higher performance ranking of 33.   Increasing 

outsourcing to 80 percent would result in 24.4 percent deficient bridges and a state ranking of 

17 (a lower number is better performance.  

 

                                                

97
The degree of outsourcing reduces a state’s ranking.  A lower ranking indicates higher highway 

performance from the Reason Foundation.  
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Figure 5.3:  Impact of outsourcing on deficient bridges & highway performance 
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Table 5.6:  Needs assessment by NDOR  

 
2010 2011 

Pavement Restoration $5,468,598,000 $6,194,441,000 

Rural Geometrics $2,890,649,000 $2,670,060,000 

Urban $345,798,000 $368,924,000 

Railroad Crossing $229,800,000 $173,800,000 

Missouri River Bridges $60,898,000 $0 

Miscellaneous $210,513,000 $209,219,000 

 
$9,206,256,000  $9,616,444,000  

Source:  Nebraska Department of Roads, 2010 
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Nebraska Department of Roads 

The average pay listed in Table 5.7, below, is the total March 2010 wages and salaries 

annualized and divided by the number of March 2010 employees. As listed, only Missouri and 

Kansas had lower average pay for highway department employees than Nebraska.     

However, average pay tells only part of the story.  Table 5.8 which follows lists average 

wages and salaries along and benefits for NDOR compared to that of private Nebraska 

engineering firms.  Data for private engineering firms listed in Table 5.8 are based on the yearly 

survey of engineering companies in the state.98   Data show that even after consideration of 

benefits, pay for NDOR employees is almost 20 percent lower than that for private engineering 

firms in the state.  

 

 

Table 5.7:  Average pay for Highway Department employees 

  

 Full time pay per 

worker, 2010 

Colorado $56,542 

Iowa $53,269 

Kansas $43,282 

Missouri $42,341 

Nebraska $44,460 

South Dakota $46,103 

Wyoming $49,819 

Source:   Goss & Associates calculations based on U.S. Census 

data. 

 

  

                                                

98
2012 Salary, Benefits & Business Practices Survey,  American Council of Engineering Companies-

Nebraska, May 1, 2012.  
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Table 5.8:  Average yearly pay and benefits, 

 Average Total 

 Wage & salaries Benefits Package 

Private Nebraska engineering firms $64,460 $10,029 $74,489 

NDOR $44,460 $18,061 $62,521 

U.S. Census Bureau and American Council of Engineering Companies-

Nebraska,  

 

 Focusing only on average salary data in might indicate that outsourcing of state highway 

dollars would result in a net loss to the Nebraska taxpayer.  However, such a conclusion fails to 

recognize: 

o Private engineering firms pay property taxes while the NDOR does not.  

o Private engineering firms will pay sales taxes on supplies and materials while the NDOR 

will not.  

o Private engineering firms will pay higher state income taxes due to higher pay.  

o Private engineering firms will likely have higher productivity than NDOR on account of 

competitive factors driving private sector firms. 

 

Table 5.9, below, accounts for each of these factors.  As listed, the net benefit of 

doubling the level of engineering outsourcing is $6,067,637.  Despite paying higher wages, net 

benefits from increased outsourcing are considerable.  In this case, increasing outsourcing from 

$8,728,000 to $17,456,000 would provide more than $6 million in net benefits to the Nebraska 

taxpayer.  The $9,000,000 in productivity enhancement from outsourcing shown in the table is 

the amount reduction in taxpayer support that could be achieved and still have the same 

highway performance and percent of deficient bridges.  
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Table5.9: Net benefits and (costs) of doubling engineering outsourcing 

 NDOR Private 

engineering 

firms 

Net benefit (costs) 

Wages & salaries -$16,937,165 $24,556,160 ($7,618,995) 

Benefits -$6,880,309 $3,820,756 $3,059,552 

Property taxes 0 $1,009,046 $1,009,046 

State income taxes -$679,013 $984,460 $305,446 

State & local sales taxes  -$312,587 $312,587 

Productivity enhancement  $9,000,000 $9,000,000 

Indirect business taxes    

Total (costs) savings  to 

Nebraska taxpayer 

-$24,496,487 $39,057,836 $6,067,637 

 

 

Summary 

Overall, Nebraska ranks 27th in terms of outsourcing highway spending for 2010. Among 

Nebraska’s neighbors, only South Dakota and Missouri exceeded Nebraska in outsourcing 

more highway operating spending.99  However, the NDOR outsourced only 3.1 percent of its 

total 2007 spending for engineering services.   By 2011, this percentage had fallen to 1.4 

percent.  It is concluded that increasing outsourcing as a share of overall spending results in 

greater highway performance and a lower percentage of deficient bridges.  Doubling the level of 

engineering services outsourced would save the Nebraska taxpayer more than six million 

dollars.  

  

                                                
99

The lower the ranking, the higher percentage of outsourcing.  For this study, Nebraska’s neighbors are defined as 

states that  share a border with Nebraska.  These states are:  Colorado, Iowa, Kansas, Missouri, South Dakota and 

Wyoming.  
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Appendix A: Chapter 5 - Regression Results 

 

Table 5A presents statistical or regression analysis of the relationship between highway 

and bridge performance and its determinants.   Regression analysis is a technique for modeling 

and analyzing several variables, when the focus is on the relationship between a dependent 

variable, the factor being influenced, and one or more independent variables, the variables 

doing the influencing.  Regression analysis shows how the typical value of the dependent 

variable changes when any one of the independent variables is varied, while the other 

independent variables are held fixed.  In all cases, the estimation target, the dependent variable 

is a function of the independent variables called the regression function. 

In this case, it is assumed that the degree of outsourcing and highway spending per 

highway mile influence highway performance and the share of deficient bridges.   In regression 

I. results indicate that the degree of outsourcing has a negative and statistically significant 

impact on a state’s highway performance ranking.  That is, increasing the degree of outsourcing 

has the impact of improving the state’s highway performance.  In regression II, results indicate 

that the degree of outsourcing reduces the share of deficient bridges in the state.  Again, the 

results are statistically significant.   In both regression as expected, spending per highway mile 

improves a state’s highway performance and reduces the proportion of deficient bridges in the 

state.  In both regressions, results were statistically significant.  
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Table 5A:  Regression results 

SUMMARY OUTPUT 

I. Highway performance 

Regression Statistics      

Multiple R 0.70      

R Square 0.49      

Adjusted R Square 0.46      

Standard Error 10.67      

Observations 50      

  Coefficients Standard 

Error 

t Stat P-value Lower 

95% 

Upper 

95% 

Intercept 81.27 29.40825 2.7635 0.0081 22.10901 140.43 

Degree of outsourcing -83.15 35.36208 -2.3514 0.0229 -154.29 -12.011 

Spending per highway 

mile 

0.30 4.83E-05 6.1637 1.52E-

07 

0.0002 0.00040 

       

II. Deficient Bridges 

Regression Statistics      

Multiple R 0.483756      

R Square 0.23402      

Adjusted R Square 0.201425      

Standard Error 0.082835      

Observations 50      

       

       

  Coefficients Standard 

Error 

t Stat P-value Lower 

95% 

Upper 

95% 

Intercept 0.25 0.03 7.61 9.62E-

10 

0.185998 0.319559 

Degree of outsourcing -0.08 0.04 -2.01 0.05 -0.15076 3.42E-05 

Spending per highway 

mile 

1.19E-06 3.75E-07 3.18426 0.00 4.39E-07 1.95E-06 

 

  



 

79 

 

Chapter 6 - Charting a New Path for Nebraska 

 

Chapter Highlights  

 “Article IV, section 6, of the Constitution of Nebraska requires that the affairs of the state 

be economically and efficiently administered and thereby imposes a duty to expend no 

more for any service than it is worth.”100   

 This duty of thrift applies to public contracts, but shouldn’t it also apply when the state 

provides services using state employees? 

 Outsourcing failures are more likely to generate scrutiny and accountability than failures 

that occur in the insourced environment.  Accountability needs to be improved. 

 A process that requires agency heads to identify government services that compete with 

the private sector and to assess outsourcing potential is essential to break down 

information barriers that prevent public scrutiny, and it will also allow better assessment 

of the efficacy of government-provided services. 

 Outsourcing done right need not affect policy decisions about the fiscal dimensions of 

government or displace government accountability for the services it outsources.  

 Outsourcing will ultimately affect the composition of state employees, as it will require 

greater emphasis on managerial skills to monitor and assess performance by private 

sector contractors. 

 

Outsourcing provides a path toward achieving more efficient delivery of government 

services.  The combination of likely cost savings from differential labor and benefit costs 

between the public and private sector, coupled with other qualitative advantages that come from 

competitive conditions in the private sector, provide significant potential for advantageous 

results by pursuing outsourcing.  But these positive results are by no means invariably 

achieved.  Outsourcing can be done badly, leading to higher costs, reduced effectiveness, and 

other negative consequences, including cronyism and corruption.  The discussion below 

identifies further pitfalls and concerns that should be avoided, and some positive steps to 

ensure that outsourcing decisions avoid these negative results. 

 

 

                                                

100
 Neb. Rev. Stat. § 73-201(1).   
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Outsourcing Success – and Failure. 

Outsourcing literature is replete with anecdotal evidence of success stories from 

pursuing outsourcing policies.  For example, a recent study concerning outsourcing practices in 

the state of Washington lists successful outcomes from several states, including Florida (more 

than $500 million in estimated savings from 130 instances of privatization and competitive 

sourcing during 1999-2007) and Texas ($32.4 million in estimated savings over five years from 

outsourcing human resource management functions).101  

In 1998, the American State Administrator’s Project conducted an extensive survey of 

state agency heads about the effects of outsourcing on cost savings and service quality.102  

Agency heads, who are stakeholders affected by outsourcing, would be expected to have a 

predisposition against outsourcing and in favor of enhancing their own spheres of control.103   

Nevertheless, the results of this survey are highly supportive of outsourcing.  As shown in table 

5.1, a plurality perceived improved service quality and cost savings as a result of outsourcing, 

with the balance noting no change.   (Of course, if outsourcing produces an increase in quality, 

even an outcome in which higher costs are incurred might not be assessed negatively.) 

     

Table 6.1:  Agency Perceptions of Outsourcing Results  

     

  Increased Decreased No Effect 

Quality  49.4% 9.2% 35.4% 

Costs  28.8% 34.5% 29.5% 

     

(Bold = Positive Result) 

Source:  Brudney, et. al. (2005) 

 

                                                

101
 See Thrive Washington, The Case for Contracting Out:  A Vital Tool to Help Balance Washington’s 

Budget and Improve Public Services (December 2010), available at 

http://www.waroundtable.com/documents/ThriveWATheCaseforContractingOut_000.pdf (visited 

September 13, 2012).   
102

 See Jeffrey L. Brudney, et. al., Exploring and Explaining Contracting Out: Patterns among the 

American States, 15 Journal of Public Administration Research and Theory 393, 398 (2005).   
103

 See, e.g., Leisha DeHart-Davis and Gordon Kingsley, Managerial Perceptions of Privatization:  

Evidence from a State Department of Transportation, 37 State and Local Gov’t Rev. 228, 229 (2005) 

(“Public managers, one sort of stakeholder, may perceive privatization initiatives as detrimental to 

themselves or the agencies for which they work.”) 

http://www.waroundtable.com/documents/ThriveWATheCaseforContractingOut_000.pdf
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Significantly, only a minority of these agency officials reported a negative outcome in 

either quality or cost as a result of outsourcing.  But the fact that some outcomes were 

perceived as negative is a cause for concern.  Outsourcing can be done badly.  It should not be 

surprising that one can also find examples in which outsourcing has produced undesirable 

results, as private sector firms are also capable of failing to deliver what they promise.  

However, when public contracts are involved, those failures become targets for scrutiny. 

Insourcing can also be done badly, but unfortunately those failed outcomes are not easily 

detected or scrutinized.  In the course of our research in Nebraska, we learned of the 

experiences of firms that offered to provide services to the government, but were rebuffed when 

the government attempted the services through state employees at a higher costs to taxpayers.  

In one case, we learned that government attempt to insource a service essentially generated an 

unusable work product, at considerable taxpayer expense.  Unlike a private sector contractor, 

who would have had to bear losses associated with a failure to perform, such a failure by state 

employees does not permit taxpayers to recoup those losses.   

Unfortunately, sources who initially revealed information to us about insourcing gone 

badly would not allow us to use their names or write about the particulars of these experiences.  

One source who had initially provided detailed information and related documentation withdrew  

permission for us to use that information in this study.  Given their concerns about potential 

negative consequences to their firms from even generalized disclosures, including adverse 

decisions on future government contracts, we agreed to respect their requests for privacy.  

However, we mention those experiences here to illustrate the transparency issues that occur in 

an environment in which government chooses to compete with the private sector rather than 

outsource.  

Brudney suggests that outsourcing success measured by reducing the cost of 

government services is more likely to be achieved when two factors are present: (1) a favorable 

labor cost differential between the public and private sector; and (2) a competitive environment 

for private sector service providers.104  Labor costs (defined to include related costs, including 

benefits) are likely to be the primary cost incurred in service industries.  It stands to reason that 

in some cases cost savings might be achieved by substituting cheaper labor from the private 

sector.  As noted in chapter 3, general cost trends tend to support further inquiry in this area due 

to the likelihood of benefits from outsourcing. Chapter 4 also showed differential cost benefits as 

a potential source of cost savings.  However, it is important to realize that such a comparison 

                                                
104

 See Brudney, et. al., supra, at 401-02.     
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fails to address the important contributions that capital and/or technology investments can have 

on productivity, making it possible for workers to earn higher compensation while still providing 

services at a lower total cost.  For example, specialization may reflect additional investments in 

human capital, which make it more efficient to provide services.  Private sector firms generally 

lead the way in this area, particularly when they are driven by competition. 

A competitive private sector may be a more reliable indicator of potential benefits from 

outsourcing, particularly when all relevant cost factors are taken into account.  When firms are 

competing with one another, they are more likely to achieve an optimal mix between labor and 

capital, allowing for cost effective delivery. Opportunities for specialization and development of 

human capital through diverse experiences available in the private sector may also allow 

achievement of qualitative factors that may also be important.  For example, outsourcing 

litigation services in a specialized area may make more sense than hiring inexperienced lawyers 

and hoping they get up to speed.  Similarly, outsourcing medical care to specialists makes more 

sense than hiring state employees to serve its employee population’s healthcare needs.  

The legal framework for public contracting in Nebraska provides only limited guidance to 

public officials about the format for contracting with the private sector.  For example, Nebraska 

law generally requires that state agencies follow competitive bidding processes with regard to 

contracts for services in excess of $50,000.105   Competitive bidding may be avoided in some 

cases, such as in emergency situations or when there may be only a single source for providing 

the service.106 Moreover, competitive bidding is also not required for certain other categories of 

services, including those for certain consulting and professional services involving particular 

expertise.107  Significantly, competitive bidding is also not required when state and local 

government agencies contract with each other.108  This failure to require competitive bidding or 

to otherwise consider private sector alternatives effectively insulates the government from 

scrutiny that might otherwise lead to outsourcing.  Special protections that ensure scrutiny for 

                                                

105
 See Neb. Rev. Stat. § 73-504.   

106
 See Neb. Rev. Stat. § 73-507(1)(a); 73-508.   

107
 See Neb. Rev. Stat. § 73-507(2). Special rules for contracts involving consulting services can be found 

in the Nebraska Consultants’ Competitive Negotiation Act.  See Neb. Rev. Stat. §§ 81- 1701 to -1721.  

108
 See Neb. Rev. Stat. § 73-507(2)(f).  It should be noted that this effectively insulates those internally 

provided agency services from private competition – including the cost savings and quality gains from 

outsourcing those services. 
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private sector contracts involving services that are being performed, or have been performed by 

state employees also may be applicable, which further constrain outsourcing decisions.109 

 

Accountability and Transparency Improvements. 

The Nebraska legislature has provided rules for making public contracts, and it has 

imposed some constraints that limit outsourcing.  It also imposes a duty on agency 

administrators to document their processes for awarding and monitoring contracts for 

services.110  But it has not imposed any affirmative duty for government officials to evaluate 

agency practices and to seek out opportunities for outsourcing.  This is curious, particularly 

when we note that the Nebraska Constitution otherwise requires thrift in government, as the 

Nebraska legislature has specifically stated in a finding related to public contracts:  “Article IV, 

section 6, of the Constitution of Nebraska requires that the affairs of the state be economically 

and efficiently administered and thereby imposes a duty to expend no more for any service than 

it is worth.”111  While this duty of economic and efficient administration is invoked with regard to 

public contracts, shouldn’t the same duty apply when the state commits resources to provide 

services using state employees? 

We recommend that legislative and administrative attention be directed to imposing an 

affirmative duty on state government officials to identify and consider potential opportunities for 

benefits from outsourcing in their agencies and departments.  This would include: 

 Agencies should be required to disclose all new initiatives that involve services that 

are either currently being performed by firms in the private sector along with a budget 

for the provision.  If the agency is not going to seek bids for public contracts, they 

should have to provide specific justifications for not pursuing an outsourcing option.  

o Those justifications should be initially reviewed by agency heads or, in 

appropriate cases, cabinet-level officials.  

o If those officials agree that outsourcing is not an appropriate 

consideration, the decision, including agency rationale, should be 

disclosed to the public. 

                                                

109
 See Neb. Rev. Stat. § 73-509. 

110
 See Neb. Rev. Stat. § 73-505.   

111
 Neb. Rev. Stat. § 73-201(1).   
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 Agency heads should begin a process of reviewing current services and identifying 

those that compete with the private sector so that a similar process of justification, 

review, and public oversight can be undertaken.   

o Requiring a public disclosure of internal agency classifications of their service 

activities will be an important first step in this process. 

o Some functions will readily be identified as amenable to outsourcing, and public 

contracting processes can then be followed.   

 In addition to classifications, agencies should also begin a process of identifying and 

disclosing budgetary information associated with these functions.  

o Such information should include the number of FTE employees providing the service, 

as well as the costs incurred, including salaries, benefits, and overhead costs.   

o Outputs should also be measured using appropriate benchmarks, so that the cost 

per service can be determined. 

Breaking down the information barriers associated with government services will provide 

both government policymakers and taxpayers with a better foundation for evaluating the costs of 

government, as well as to evaluate opportunities for benefits to be realized by outsourcing.  This 

approach has the potential to produce better outcomes, not only in terms of cost, but perhaps 

also in terms of quality of services provided.   

This approach should appeal to taxpayers and legislators from differing ideological 

perspectives.  Belief in greater transparency and efficiency in government is shared across 

party lines.  However, some other common ideological concerns about this approach to an 

effective outsourcing policy may need to be addressed: 

 Outsourcing does not necessarily shrink the fiscal dimensions of state 

government.  Policymakers will continue to have the option to spend any savings 

on other programs or to use it to reduce taxpayer burdens. 

 Outsourcing does not displace government accountability for the services being 

provided.  Changing the locus of who performs the services does not mean that 

responsibility for results is outside the control of government agencies. 

 Outsourcing does not denigrate the capability of government or its capacity to 

serve the public; it simply refocuses that capability to those functions where the 

private sector is not providing a competitive solution. 

 

An effective outsourcing policy will require additional skill sets for government 

employees, and in the long run this is likely to change the makeup of the jobs performed by 
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state employees.  One should expect fewer positions involving basic services performed by 

lower-skilled workers, with a corresponding growth in positions that require managerial 

responsibilities associated with assessing, benchmarking, and monitoring performance of 

outsourced contracts.112 This might increase the disparity between the public and private sector 

labor costs because of the substitution of a greater proportion of higher-skilled workers in 

government positions.   However, that substitution has the desirable effect of generating a more 

efficient and cost-effective delivery of government services, benefitting both taxpayers and 

consumers of those services. 

 

  

                                                

112
 A detailed exposition of those skills and processes is beyond the scope of this study.  A wealth of 

literature is available on this topic.  For an illustration, see generally Mark. J. Power, Kevin C. Desouza & 

Carlo Bonifazi, THE OUTSOURCING HANDBOOK[:] HOW TO IMPLEMENT A SUCCESSFUL OUTSOURCING PROCESS 

(Kogan Page 2006).   
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