HOW RELATIONAL COMPLEMENT TRANSACTIONAL MCSs

IN PUBLIC CONTRACTING OUT
FIRST EVIDENCES FROM 12 CASES ACROSS THE US

To manage contracted out public services a transactional or a relational approach can be used. The transactional approach is based on formal end-based service agreements, which define ex ante goals and targets and control them ex post. The relational approach is based on trust, mutual planning, and collaboration and on the provider’s ability to understand the purchaser’s mission: goals and targets emerge and are co-defined during the service delivery. There is evidence in the public sector that formal service agreements are incomplete and that relational management control systems (MCSs) are in place, acting as complements. Collecting evidence from 12 cases across the US, we find that the control focus of transactional MCSs differs from the relational. Transactional MCSs are more focused on inputs and service standards, relational on service planning and outputs, while outcome targets are usually missing. Public policies are enmeshed in an environment of strong uncertainty and a political need for some degree of ambiguity in goals. The mixture of transactional and relational MCSs tackles both issues, combining structured public accountability with service flexibility and the opportunity to leave some policy opacity.
1. STEERING WITH TRANSACTIONAL AND RELATIONAL MCSs
When delegating the delivery of public services to third parties, governments are still politically and institutionally responsible for the quality of the services provided (Kooiman, 2003, Agranoff and McGuire, 2003). This obligation makes the “purchaser” function a central node in the system. “State is to become primarily a funder, purchasing services from a variety (…) of providers, in competition with each other” (Ferlie, p. 81, 1992). There is an emerging agreement that the results of contracting out mostly depend on the purchaser’s managerial capability. “Successful contracting requires an extraordinary amount of advanced planning, negotiation, and on-going collaboration among contracting partners” (Romzek and Johnston, 2002, p. 423). Management control systems (from now on MCSs) scholars (Van der Meer-Kooistra and Vosselman, 2000) identified three management control archetypes for business outsourcing relationships: market based pattern; bureaucracy based pattern, trust based pattern, which need different managerial tools and competences. Market based controls need little information, merely focused on prices and market dynamics. Bureaucracy based MCSs include detailed rules of behavior and rigid performance targets. Hostage arrangements can be used to ensure compliance. Trust based MCSs select the provider on the basis of perceived trust, the contracts cover broad frameworks, and personal consultations and intense communications act as informal control tools (Langfield-Smith, Smith, 2003).

For the public realm MacNeil (1985) conceptualizes two “ideal types” of possible contractual relationship to steer outsourcing (contracts are here used as synonymous with MCSs, deriving from the micro-economic or managerial background of different scholars). The first is called a transactional approach and involves a formal adversarial relationship between brokers and participants characterized by economic exchange, short-termism and zero-sum conflict of interest, in which integration and control are achieved through the implementation of contractual specifications. Transactional contracts are formalized ex ante, controlled during the delivering process and on final results. 
Adopting MacNeil’s transactional perspective, Donahue (1989), considers complete end based service agreements to be the purchasers’ key steering tool in order to control all relevant public goals and targets. It is clear that Public Administrations are not always able to build and use complete end-based MCSs (OECD, 2004, Provan and Milward, 2001, Proeller, 2005, Jansen, 2004). “The evidence presented here suggests that agencies in British Columbia, Queensland and New Zealand do not incorporate, in contracts and service agreements, performance measures beyond simple numerical counts of activity” (Ryan, p. 97, 1999).

On the contrary, a relational approach (MacNeil, 1985) entails long-term social exchange, mutual trust, interpersonal attachment, altruism and co-operation (Rousseau and Parks, 1993). In relational contracts goals and targets are agreed in itinere, informally, depending on which service problem emerges. The purchaser’s final evaluation is focused on how well the provider has interpreted the service mission – only generally stated at the outset – on a day to day basis (MacNeil, 1980). “The contract is increasingly embedded in a social relation (…). Sanctions for nonperformance are more informal than formal” (Ferlie, p.86, 1992). Relational MCSs are by definition incomplete since they do not set out beforehand a comprehensive set of goals and targets. Relational contracts may be good substitutes for formal service agreements. “Relational contracts help firms to circumvent difficulties in formal contracts. (…) A relational contract can be based on outcomes that are observed by only the contracting parties ex post” (Gibbons, p. 6, 2005). The services purposes become clear during the delivery process, and can be easily shifted if there are some unforeseen environmental or market changes.
Already Ouchi (1979) observed that analyzing market, bureaucracy and informal social controls it “might be helpful to treat them as concepts distinct from each other, they in fact occur overlapping”. There is convergent evidence that in the business realm “formal contracts and relational governance function as complements” Poppo and Zenger (2002, p.707) and Lou (2002). “When trust is well established, MCSs foster conditions that favor and build trust (…). Because both parties work with the same system, formal MCSs improve their perception of each other as trustworthy” (Velez, Sanchez, Alvarez-Dardet, p. 969, 2008). “The development of trust may be compatible with the development of tighter accounting controls and contracts” (Langfield-Smith, Smith, 2003). 
There is a lack of evidence about the complementary role of transactional and relation MCSs in public services outsourcing. These lead us to the following research questions:
RQ 1.  How do transactional and relational MCSs act as complements in contracted out public services? 

RQ 2.  Which drivers specific to the public realm, others to the private sector, are able to explain the MCSs features in contracting out? 
To answer these questions, we conducted an explorative multi-case study comparing different contracted-out services across the US in order to collect evidence on the kind of MCSs used. A considerable limitation in our study is that there was no attempt to evaluate the final results of contracting out, but only to analyze the features of purchasers’ tools.

In section two we present our research hypothesis; section three describes the research strategy; section four presents the empirical findings, while in section five we discuss possible interpretations and finally we draw the main managerial implications.

2.
RESEARCH HYPOTHESIS
Many scholars (Osborne, 2000; Schick, 2003) have pointed out how challenging it is to define and to measure public goals in order to build complete end-based contracts and related control and incentive systems
. In the public sector, “the four dimensions of performance measurement – input, activities, output and outcome – are causally linked. (…) At the same time, each dimension is distinct” (Smith and Grinker, p. 8, 2003). In the public sector, end-based contracts and other transactional steering tools are not complete and there are always implicit social goals in place. The completeness of a contract cannot act as a measure of purchaser capability. A purchaser’s potential effectiveness depends on the skills in managing the contractual process in order to build integration of partners’ visions and determine mutual loyalty and understanding. “The success or failure of any alternative service-delivery arrangement is likely to depend on how well government can manage the entire contract process” (Brown and Potoski, 2003, p. 153).

This leads us to hypothesis 1:

Transactional and relational contracts are complements but focus on different items, still not defining a complete set of public goals and targets.

There is a certain convergence toward the drivers able to explain the MCSs mode adopted to steer outsourcing in the business environment. Adopting the TCE perspective Speklé (2001) defined two control modes for outsourcing relationships: hybrid arms-length control and hybrid exploratory control. They depend upon task programmability, output measurability and asset specificity. Van der Meer-Kooistra and Vosselman (2000) developed the model considering not only the features of the transaction, but also the nature of the parties, their environment and the role of trust. Market based control mechanisms suit transactions characterized by high task programmability, high measurability, high repetition and low asset specificity. The transaction environment has a low level of uncertainty and many available alternative suppliers. Trust based control mechanisms correspond to low task programmability, low measurability, uncertain and risky environments, low repetition, and high asset specificity. The environment is highly uncertain and risky, so trust becomes the dominant mechanism. We think that in the public realm there is something more relevant, different, to explain MCSs modes.

Darwin, Duberley and Johnson (2000), asking local managers about their perceptions, found that they are aiming for a balanced mix between transactional and relational perspectives, depending on different drivers. Change in contractor, under-priced bids, easy measurement, focused staff on the purchaser side and the social relevance of the contract task push towards a more transactional contract. Length of the contractual relationship, trust, proximity, small sizes and common twin-hatted officers encourage relational approaches.

Carson, Madhok and Wu (2006) pointed out that relational contracts are robust in terms of volatility and environmental uncertainty but not in terms of ambiguity of goals, whereas formal transactional contracts will be robust in terms of ambiguity of goals but not as regards environmental uncertainty. Relational contracts are able to adapt the service provision to stakeholders’ emergent demands since the policy goals are co-defined during the purchaser-provider relationship. Opposite, transactional contracts are based on a set of clear targets ex ante and are able to prevent ambiguity in goals, even if they determine inflexible services standards. 

A public manager’s core task is to deal constantly with both environmental uncertainty and political ambiguity. 
(1) Uncertainty derives from the rapid and unpredictable changes in every political agenda, which can happen on a daily basis (“newspapers headlines response strategy”). There is a significant difference to the private sector where the environmental dynamics depend usually upon clients’ and competitors’ dynamics. In the public sector, in addition to changes in users and competitors, there is also the political volatility deriving from the community debate and media headlights.

(2) Ambiguity derives from the futures of any public administration: (a) public missions are very broad and it is impossible to cover all scopes and tasks; (b) not all public needs can be satisfied and it is politically inconvenient to make a clear ranking of priorities for setting targets and limiting goals; (c) complete end-based contracts would make public failures clearly visible ex-post (Osborne, 2000; Schick, 2003; Smith and Grinker, 2003). Some degree of policy opacity is present in any service design and planning.

While uncertainty and ambiguity are the pillars of any political arena, this is less of a problem if services are run in-house because, with a direct delivery, there is always room for adapting policies and steering the implicit priorities. But uncertainty and ambiguity become a key problem if services are run by an external provider, which has to know the expected targets and results. Here contradictions arise in contracting out public administration. On one side there is still the need to constantly react to uncertainty by adapting services features. On the other side there is also the need to keep policy goals sufficiently ambiguous in order to gain general political consensus. Third, there is the need to address the external provider about service goals and targets.

This leads us to our second research hypothesis:

Political agenda volatility and policy goal ambiguity are additional and specific explanatory drivers for MCSs modes in the public realm. The first can be managed with relational MCSs which adapt goals and targets during the delivery process. The latter has to be reduced, at least at operational level and especially if services are contracted out, adopting some degree of formal end-based service agreements but without enlightening about all the policy targets in order not to undermine political consensus.

Understanding purchasers’ modes, tools and key control focuses may help us to suggest a development path for this key function in the “steering and not rowing” (Drucker, 1978, p. 233) paradigm.


3.
RESEARCH STRATEGY AND CASES

By means of an explorative and descriptive research study, deploying an in-depth case study approach (Eisenhardt, 1989, Hartley, 1994) we analyzed twelve different cases across the US. We choose the qualitative case study approach because we wanted to analyze the informal social processes ongoing between purchaser’s and provider’s managers, in order to understand their frequency and core topics in the relationship. To prevent misinterpretations in this quality approach for any outsourcing relationship we collected and compared four different sources:
· all available formal administrative documents that regulate the purchaser/provider relationship, such as the public tender, service agreements, bills, intermediate and final reports, user complains datasets, etc.;

· an in-depth semi-structured interview with the purchaser manager, who was the head of the commissioning unit, after having analyzed the formal documents;

· an in-depth semi-structured interview with the providing manager, ending by discussing the contradictions that emerged compared to what the purchaser said;
· in addition, in each local government, we interviewed a top manager with a broad overview of all the services (usually the county or city manager) to discuss issues which appeared contradictory in the previous interviews.

The main aim was to gain case descriptions from different perspectives in order to compare and confront them. During most of the interviews, which lasted an hour and a half, there were two or more people representing the purchaser or the provider side: small de facto focus groups. The interview protocol was detailed, having defined the research questions in advance (Yin, 1994), focusing on the following items:
-the process for selecting the provider and designing the service’s features;

-the description of the relational process (content, frequency and medium of the contacts); 

-the central topics discussed in the relationship (input, output, service standards or outcome issues), in different periods of the fiscal year and different phases of the contract (from start up to the end).
Detailed notes were taken by researchers during every interview. The different interviews were coded according to the research questions in combination with the available administrative documents. The different perspectives – purchaser’s, provider’s, general manager’s – were compared with the formal MCSs administrative tools using a content analysis approach in order to write a brief case description for every contracted service and to fulfill a case interpretative table summarizing three crucial aspects: the focus of any MCS tool or process (input, output, service design, etc.), the frequency and medium for the contacts in the relationships, the key actors in the relationship and their roles in the respective organizations and in the inter-institutional network.

Researchers study for an average of three days in every location, having also the opportunity of many informal contacts with key informants to gain additional information. Lastly, emails and phone calls where used to clarify any unclear issues during the case analysis phase.
THE SAMPLE

The research target was to analyze local governments (cities and counties), of the same average size (100,000 +/-30,000 inhabitants) in order to exclude the effect of differences resulting from dimensions. The sample was built up by drawing on the Alumni network of Harvard Kennedy School of Government for executive education. An email was sent to all former participants with positions in local governments of the indicated size. We expected this sampling strategy to provide a bias in terms of above-average managerial maturity. The selection was made in order to get cases from different US States with heterogeneous cultural and economic scenarios and structural features.

Tab. 1
The sample

	NAME
	LEVEL OF GOVERNMENT
	INHABITANTS

	Manchester 

(New Hampshire)
	City
	99,000

	Salt Lake unincorporated 

(Utah)
	County
	140,000 (unincorporated communities) 

	Somerville (Massachusetts)
	City
	77,000 

	Grand Traverse (Michigan)

Traverse City (Michigan)
	County

City
	84,000

14,500


Manchester (NA) is an autonomous city whose services are focused inside its borders. Salt Lake is a big county which runs services for unincorporated communities in a rural landscape. Somerville is a city close to the heart of a metropolitan area (Boston) to which it is strongly connected. Traverse City and Grand Traverse County are resort areas, with low density population, whose services are based on local government networks.

PUBLIC SERVICES INVESTIGATED

In each local government, we studied the same three contracted-out services. In this way, we reached a sample of twelve cases. We chose the sectors according to the following features:

1) different measurement difficulties in order to observe the impact of the measurement issue in the public sector;

2) heterogeneous sectors with providers differing in nature and size, with different service features and political issues in order to have a broad spectrum of diverse situations;

3) relevant policy fields, which belong to the core tasks of local governments.

The measurability problems of local services have already been discussed in literature. We relied on Brown and Potoski’s (2003) findings to select the public services for the sample, looking at three different public sectors: environment; mass transport; social care. For the environment-related services, we analyzed residential waste collection (Brown and Potoski’s survey assigned a measurement difficulty of 2.06 out of 5: low difficulty); for mass transport, the local public system (2.48/5: low to medium difficulty); for social care we had to select different programs since there is no cross-municipal homogeneity in this sector and they usually present a   high level of measurement issues. 
Mass transportation, waste collection and social services are very heterogeneous services, both from a technical, cultural and political point of view. In the US, waste collection is usually contracted out to private firms, mass transport to public authorities and social care to non-profit organizations. In this way, we also achieved a good case mix of different kinds of providers. They all belong to the core tasks of any local government.


4.
FINDINGS

Before presenting the key evidences for our research questions our first step is to summarize the cases, looking at their main contracting features. Then we move to RQ1: how do transactional and relational contracts complement each other. Third we discuss possible interpretative drivers for MCSs features in the public realm (RQ2). 

4.1. CONTRACTING OUT FEATURES
To present the contracting out features in our 12 cases, we first describe the purchaser institutional and financial strength, the nature of the provider, the presence of transactional service agreements and their financial mechanism.

In all four of the public transport cases the provider is a public authority which has no service agreement signed with the local municipality. In case “transport 1”, the purchasing manager said: “Why do we need a contract, since the provider is an independent public agency?” assuming that there is no room for the purchasing function in its public network. In three cases out of four the local government transfers financial subsidies to the transport authority without considering it necessary to control this expenditure which derives from external decisions (State level); moreover, it is strongly embedded in historical paths and is very fragmented between different financiers. The financial model is based on “flat contracts”, where revenues are fixed and not related to outputs. In the “transport 4” case the authority raises its own service taxes. Public transport authorities act very independently from their “supposed” purchasers for planning and managing current services. Normal services planning and control are considered an internal task for providers and the purchasing counterpart is fragmented, weak or not identified. The financiers do not act as purchasers. The transport manager of case 2 didn’t even know the overall dimension of the annual expenditure for public transport of its municipality and was not very much aware where to find this information, since this expenditure is a sum of fragmented clearing entries in the municipal budget. In all four cases there are no incentives for results in place.

While the public transport cases are almost homogeneous, the waste collection cases are instead very heterogeneous. The waste collection providers are in three cases private companies and in one a public administration. In the “waste 1 and 2” case there was a public bid to choose the private provider for the entire local market (competition for the market). In the “waste 4” case there is competition in the market since different providers serve the same community and each family has the opportunity to choose its individual provider (costs and user prices are higher because different trucks run through the same streets for the same service on the same days). In the “waste 3” case there is a public administration serving other municipalities. Also the financial models are very heterogeneous. In case 1 there is a “flat contract” between the purchasing local government and the provider, while in case 2 the contract is related to outputs (volumes of collected trash). In the “waste 3” case, the providing administration raises its own taxes for the services with no formal influence from the local governments served. So, the figures of the “waste 3 case” are very similar to the transport authorities’ cases. In the “waste 4” case, every provider stands in the household market, with its prices and service standards. In case 1 and 2 there are formal service agreements in place, but not in the other two. Case 2 has also some incentives in place based on the increase in collected waste.

Social care policies are very different in every community, so the cases analyzed refer to different kinds of contracted out services (de-leading houses, elderly transport, mental care, and public housing). In three cases (social 1, 2 and 3) we have a non profit provider which is paid with a “flat contract”. Public revenues cover less than 50% of the service expenditures (only 21% in case 3) and the rest is financed by the non profit provider through its own fundraising. The purchasers do not have the financial force to effectively steer the contracted services since they are financed mostly elsewhere. Still, there are transactional service agreements in place, input based, with no incentives for results, even though output data are collected and reported. Interestingly, in all these three social cases there was a public bid to choose the non profit provider. The competition was not for the best offer to run a defined public service, but the best philanthropic program for the local community needs. So the tender was designed to evaluate which non profit program best matched with the community needs. 

On the contrary, in the “social 4” case, the provider is a public authority, which uses mainly federal grants and has no service agreement with its local government. In this case, the strength of the local government relys on the power to appoint the majority of the board members. Service policies and MCS are then managed within the authority.

Table. 2.

Main contracting features in the 12 cases
	CASE
	Provider
	Purchaser
	Who finances the provider 
	Subscribed

service

agreement
	Financial structure
	Financial incentives 

for results

	Trans.1
	Public

Authority
	Local PA
	Users 19% 
Local PA 49% 

CG 32%
	NO
	Purchaser pays a flat contract
	Absent

	Trans. 2
	Public

Authority
	Provider Self Planning
	Users 28% 
Local PA 10%

State 55%

Commercial rev.7%
	NO
	Purchaser pays a flat contract
	Absent

	Trans. 3
	Public

Authority
	Provider Self Planning
	Users 15% CG 20% sales taxes from the different Local PA 65%
	NO
	Purchaser pays a flat contract
	Absent

	Trans. 4
	Public

Authority
	Provider Self Planning
	CG 10%

State 40% Users 15% Provider tax 35%
	NO
	Provider is self financed with an autonomous target tax
	Absent

	Waste1
	Private
	Local PA
	Local PA 100%
	YES
	Purchaser pays a flat contract 
	Absent

	Waste2
	Private
	Local PA
	Local PA 100%
	YES
	Purchaser pays on output 
	For increasing output

	Waste3
	Public

Administrat.
	Local PA
	User taxes 100%
	NO
	Provider is self financed with an autonomous target tax
	Absent

	Waste4
	Private
	Provider Self Planning
	Users fees 100%
	NO
	Providers are self financed with user fees
	Absent

	Social1
	Non profit
	Local PA
	Providers’ Fund raising 50%; Local PA 50%
	YES  


	Purchaser pays a flat contract 
	Absent

	Social2
	Non Profit
	Local PA
	Providers’ Fund raising 50%; Local PA (50%)
	YES 
	Purchaser pays a flat contract 
	Absent

	Social3
	Non Profit
	Provider Self Planning
	Providers’ Fund raising 79%

Local PA 21%
	YES


	Purchaser pays a flat contract 
	Absent

	Social4
	Public

Authority
	Provider Self Planning
	CG 80%

Users 20%
	NO
	Federal fixed grants
	Absent


The transactional MCSs adopted by the purchasing administration are generally weak and not always clearly placed in the inter-organizational network. In almost half of the cases the purchaser and provider split hasn’t been conceptualized and institutionalized; there isn’t a regulated commissioning administration in place and the service steering power is given to an independent public or private provider. Local governments may act as external regulator, moral persuader or policy coordinator, with no formal planning and control power. In these cases formal decision boards about service design, provision standards and related costs are within the providing organizations. As we will discuss later, the weakness of formal transactional steering tools does not mean that local governments do not have other opportunities to influence local services policies and performances. Analyzing more in depth the transactional power we can notice the following general features.

First of all the financial strength of purchasers is modest. Revenues derive mostly from other levels of Government (especially in transport cases) or from the providers fundraising (social cases), without any purchaser authority to influence these revenues. Some providing independent authorities or firms raise their own taxes or fees (transport 4, waste 3, waste 4). Only in waste collection cases 1 and 2 the purchaser-provider split is financially clearly designed, since the local governments have all the revenues to steer the policy field. 

Second, the general transactional weakness of purchasers is also reflected in the frequent absence or incompleteness of formal service agreements. In seven cases out of twelve, there are no formal agreements or contracts between providers and purchasers. In all the cases where the provider is a public organization there is no formal agreement in place. On the contrary, where providers are private firms, whether profit or no-profit, contracts are always signed. Also Brown and Potoski (2004) demonstrated how governments use more monitoring systems when there is incongruence in goals. In addition, where service agreements are signed, their control focus is just about inputs, and not outputs or outcomes, as we will discuss later on. “Even when governments monitor contractors adequately, they often focus solely on inputs” (Goldsmith and Eggers, p.145, 2004). Some authors have shown that especially the non profit organizations are traditionally biased towards controlling inputs rather than performances or outcomes (Mensah and Li, 1993; Jansen, 2004). 

Third, regardless of purchasers’ financial strength and the presence of formal service agreements, financial mechanisms are usually based on a fixed amount of revenues, without correlations to service results, because they are calculated with an input based model. From a transactional point of view, the financial structures show a low degree of contract specificity.

Fourth, there is also an embarrassing absence of financial incentives for results. Only in the “waste 2” case are there potential financial incentives for increasing outputs, although it is a case where the public target should mean its reduction. The only substantial incentive we could observe was the continuity of service delivery and the purchaser’s willingness to renew the contract when it expires, but, again, it was not based on explicit performance measurements or evaluations. The implicit incentive to renew the contract is the core engine of the relational approach, confirming to us that a contract can be embedded both in transactional and relational MCSs (Darwin, Duberley and Johnson, 2000). Both in the social cases and in waste cases, private providers’ managers often said: “our greatest incentive is to renew the contract and this is for us worth much more than slightly higher annual revenues”.

Having analyzed the formal and more visible part of the contractual relationships, we move on considering also the informal dimensions, in order to answer to our research questions.
4.2. HOW DO TRANSACTIONAL AND RELATION CONTRACTS COMPLEMENT EACH OTHER?

We have seen in our case that transactional MCSs are generally weak and incomplete, as suggested by previous public management literature (OECD, 2004, Proeller, 2005, Provan and Milward, 2001, Mensah and Li, 1993; Jansen, 2004; Ryan, 1999).

We also know from the MCSs literature that transactional and relational tools are complements (Ouchi, 1979; Van der Meer-Kooistra and Vosselman, 2000; Poppo and Zenger, 2002; Lou, 2002; Langfield-Smith, Smith, 2003), but we do not know exactly how they combine in the public realm.

For managing contracted out public services it becomes relevant to understand which role is played by relational contracts, completing formal transactional MCSs. 

To answer to this research question (RQ1) we analyzed the goals and targets regulated by transactional contracts and the topics usually discussed between the counterparts in their informal relationships or decided autonomously by the provider, evidence collected during our interviews and field research. The aim was to understand the key issues discussed among partners and how they are related to the different phases of the contracting out process.

In order to evaluate the kind of integration between transactional and relational MCSs we had to look at all the possible dimensions of service goals: inputs, service standards, outputs, outcomes, infrastructural investments (such as new waste collection facilities or additional transport means or lines). We analyzed which of them are regulated with transactional MCSs, which are discussed regularly in the informal relationship or decided autonomously by the providers. In some cases they are the object of only one kind of MCS (transactional or relational), in others they are discussed with both approaches, in others they are taken officially but autonomously by the provider, while in the remaining cases they are not taken into consideration.

Summed up, we consider five different dimensions of goals (input, service standards, output, outcome, infrastructural investment) which can be defined using three different purchaser steering models (transactional tools, relational tools, the combination of transactional and relational contracts); they can also be decided officially by the provider itself or not be defined at all. We also analyzed and reported the frequency of the contact in the relationship. The grid in Tab.3 shows the findings.

Table 3.
Type of contracts and relationships regulating the different service goals
	CASE
	Service 

agreement?
	Frequency of usual informal

Interactions 
	Inputs
	Service standards
	Outputs
	Outcomes
	Infrastructural investments

	Transport1
	NO
	Rare
	Transactional
	Provider decision
	Absent
	Absent
	Relational

	Waste1
	YES
	Frequent
	Transactional
	Transactional+

Relational
	Transactional
	Absent
	Transactional

	Social1
	YES  


	Frequent
	Transactional
	Transactional
	Transactional+

Relational
	Relational
	Absent

	Transport2
	NO
	Rare
	Provider decision
	Provider decision
	Absent
	Absent
	Relational

	Waste2
	YES
	Frequent
	Transactional
	Transactional+

Relational
	Relational
	Absent
	Absent

	Social2
	YES 
	Medium
	Transactional
	Relational
	Transactional+

Relational
	Relational
	Absent

	Transport3
	NO
	Rare
	Provider decision
	Provider decision
	Absent
	Absent
	Relational

	Waste3
	NO
	Rare 
	Provider decision
	Absent
	Absent
	Absent
	Absent

	Social3
	YES


	Frequent
	Transactional
	Relational
	Transactional
	Relational
	Absent

	Transport4
	NO
	Rare 
	Provider decision
	Provider decision
	Absent
	Absent
	Relational

	Waste4
	NO
	Rare 
	Provider decision
	Provider decision
	Relational
	Absent
	Relational

	Social4
	NO
	Rare/Medium
	Provider decision
	Provider decision
	Absent
	Absent
	Absent


Where transactional service agreements are absent or weak, there are many informal processes in place (Darwin, Duberley and Johnson, 2000). They are embedded in frequent personal contacts, through face-to-face meetings, phone calls, e-mails, etc. From a qualitative point of view, using content analysis tools, the most common answers we have received in the in depth interview with purchasers and providers’ key actors have been: “Once we have a problem, we talk to each other in order to find a solution, even if the issue is not foreseen in a contract” or “We belong to a common public network, if there are emergent problems, we look out for each other’s”. “The parties come to rely on extensive mutual planning, bargaining and collaboration throughout the term of the contract to fill in the gaps in the original agreement” (Fernandez, p. 1126, 2007). 

Analyzing the contents of the contractual relationships, there are 60 items to be covered (input, output, service standards, outcome and investments for 12 cases). 

Starting with a broad overview we can see that 10 items are regulated with a transactional contract, 12 with a relational contract, 4 are a combination of transactional and relational, 12 items are autonomously decided by the provider in a rather transactional approach, where the partners are seen as counterparts and goals are defined explicitly ex ante, while 22 items are not regulated at all. In a landscape of relatively poor goals control we can notice that transactional and relational contracts regulate different dimensions, acting under this perspective as substitutes and not complements. In only 4 items they combine their effect by directly complementing each other. 

Looking at the individual cases, there are different steering models in place for different goals and targets, confirming the interaction between transactional and relational approaches (Darwin, Duberley, Johnson, 2000). When we find a satisfying coverage of different items, there is a combination of transactional and relational contracts. This is mainly true for all the social cases with private providers (social 1, 2, 3). Under this perspective, transactional and relational contracts act as complements, expanding in their combination the purchasing function. Also PAs confirm Ouchi’s general suggestion (1979) of overlapping and combining market (starting with public tenders), bureaucratic and social control forms.
Input goals are mostly regulated with transactional approaches (6 service agreements and 6 providers’ official internal planning tools); service standards have mixed solutions with a predominantly transactional approach (6 times official internal providers’ tools, 2 combinations of transactional and relational approaches, 1 pure transactional, 2 pure relational and 1 absent). 

Outcome is the most absent dimension (9 cases out of 12, the 3 remaining cases have weak relational approaches), showing that this is the most political sensible field, both in planning and in control, where the search for ambiguity reaches its peak.

Both output and investments have no regulation in 6 cases, but in the others there is a predominantly relational approach: 5 relational and 1 transactional for investments, 4 relational or mixed for outputs. In almost all cases (11/12) the initial design of the policy and service features are proposed by the providers. The purchasers agree with it after an extensive negotiation process, without really playing a policy-maker role, acting more as policy discussants or adopters. Mass transport, waste and social care providers are under a strong relational pressure only for infrastructural investments and initial service design debates. In our interview the role of politicians was mostly depicted as not very much involved in operational service planning or controlling. They become key players once the discussion about new investments and infrastructural development starts. This political discussion is fundamentally based on relational processes, very intensive, using all kind of relationship means. Once new infrastructures, transport lines, social care services are politically decided, politicians are no longer significantly involved in contracted out MCSs processes, which are shifted entirely to managers. Provider manager case “transport 2”: “The political core discussion is about infrastructural investments: which and where to build new service assets. This mirrors the core agenda between purchaser and provider, based upon informal relationships between policy maker and providers’ top managers”.

It is interesting to assess goal completeness in terms of measurement issues. We know from Brown and Potoski (2003) that, in our sample, there are increasing measurement difficulties moving from waste to transport, which reaches a peak with social services. The expected evidence is that, in the waste sector, the contractual completeness should be higher, compared to the two other sectors. In our sample the highest coverage of goals is in the social cases and the lowest in transport. Probably, the technical difficulty for measurement is only one of the possible explanatory drivers to the attempts to control different policy fields. We will discuss this in the next section.

Summed up, in our findings, service agreements and relational contracts act as complements, having different steering focuses, but their integration still determines a rather incomplete set of explicit goals and targets. Input and services standards are mostly regulated with transactional approaches, while investments and outputs are involved in relational models. The most frequent lack of goals and targets refers to outcomes. The completeness of MCSs goals seems unrelated to the measurement difficulties.

5.
WHY DO TRANSACTIONAL AND RELATIONAL MCSs HAVE DIFFERENT STEERING FOCUSES?

The most recent literature suggests that steering and control mechanisms are the main drivers for good results in contracting out, rather than strategic analysis on “to make or to buy” (Romzek and Johnston, 2002; Hefetz and Warner, 2004; Brown and Potoski, 2003). “Contractual relationships experience a higher level of contracting performance when the parties work together to arrive at solutions to problems that arise during the contract” (Fernandez, p. 1135, 2007). 

In this study we give evidence that, in public outsourcing, transactional MCSs are mostly focused on inputs and service standards. Informal processes are very widespread, especially as regards service design, infrastructural investment and outputs (Darwin, Duberley and Johnson, 2000). Still, public targets are not all covered: the integration of transactional and relational MCSs is far from determining complete sets of goals. Since there is convergent evidence in this direction, we suppose that this is not due to a contingent lack of competence for public purchasers but represents an intrinsic feature of public administrations. It is relevant to discuss possible interpretations in order to tackle this issue and develop competence to steer public outsourcing. 
In the private sector trust based MCS are considerate embedded in low task programmability, low measurability, uncertain and risky environments, with low repetition, and high asset specificity (Van der Meer-Kooistra and Vosselman, 2000). Public sector services present all these features, even if with some specification. Measurement issues and asset specificity are usually high, public environments register a significant degree of uncertainty depending on the political debate, socio-economic dynamics and user needs developments. Public tasks are broad, deriving from the mission to cover all community interests, so they can be constantly re-defined. 

On the other hand, in the public realm there is also an institutional and political need to set goals in advance, using formal and visible ex ante transactional MCSs, as the result of the formal government decision processes. Public stakeholders have to be informed about decisions before they are implemented. 

Given these contradictory features, how can we explain the different focus of transactional and relational MCS in the public sector?
A first hypothesis could be based especially upon measurement issues. Since it is very hard to find a metric and to collect data for public performances, many items cannot be managed. If this were true, using Brown and Potoski’s (2003) findings, we would have found a decreasing contract completeness moving from waste to social, through transport. In our evidence the strongest attempts towards goals completeness are instead in the social sector, maybe embedded in a policy field culture used to assess services and users, also to demonstrate its social relevance, needing a constant legitimacy for additional community resources. In all of our four social cases we find extensive attempts to report service outputs and even outcomes, even if not related to financial mechanisms. The manager of case social 3 said: “We evaluate the impact of the service of any individual user, and we summarize all this work in a general service report”. The weakest goals coverage, instead, is in the transport sector, which has medium measurement issues and this leads us to the second possible interpretative hypothesis.
The institutional architectures in the transport sector are the most complex and related to inter-institutional networks, due to the geographical wide range of the service. Usually many different local governments are involved, especially in metropolitan and in urban interconnected areas. The State government plays a strong role for planning and financing running costs. Even Central government is involved for financing investments and infrastructural developments. In these arenas there are no clear purchaser-provider splits in place with a unique and strong commissioning administration. The number and fragmentation of partial commissioner, regulator and financier provides to the local transport authority a broad spectrum of strategic autonomy. Since a public authority is the provider, political and technical decision processes are taken inside the providers’ boards and management. Accountability systems and “check and balance” mechanisms are mostly within the authority, with a political commissioning board (playing the purchaser role), having as counterpart the top management and his/her staff (in the provider role). That’s why we do not find any consistency and completeness in MCSs if we analyze inter-institutional relationship and its steering tools. The weak purchasing administration manager of case “transport 4” said: “The authority is so independent, they do not even sign a contract with us, what should I discuss with them?”. 
A third possible hypothesis is to look inside the patterns of any political arena, once it deals with public service control issues. 

On one side, governments have to set formal goals in advance, making them visible and available for the community. Transparency and accountability are keystones for any public administration in a democratic environment and they require transactional MCSs. Also the Weberian administrative tradition is embedded in the need of formal ex ante control mechanisms mainly focused on input and procedures control. 
On the other side, there are at least two relevant dynamics in any government: (1) the political agenda is unpredictable and constantly changing and (2) some degree of political ambiguity is needed, which contradict the possibility to adopt mainly transactional MCSs.
Input and service standards are the steering items where there is less environmental uncertainty in the public realm and less need for political shadowing. Political arenas are used to discuss financial constraints in advance and in front of the community. There is room to steer input and service standards using transactional MCSs. Transport 2 purchaser said “The only discussion we really have is about the annual municipal expenditure for transport, which happens during the municipal budget process”. This may also help to fulfill the political debate with less sensible issues, discussing inputs and service standards, keeping out of the room critical issues such as analytic social targeting and quantifying expected policy outcome. A key informant from case Waste 1, and similarly in Waste 2, said: “We never discuss about recycling percentages or other outcome relevant targets”.
Since output, outcome and investment are the most politically sensitive issues, there is a need to react to environmental and political volatility. The purchasing manager of case “social 1” said: “We could not imagine from the beginning all the issues that would have emerged once we started to implement a completely redesigned service: that is why we have constant contact, from meetings to phone calls, with the provider’s management”. It is impossible to regulate everything in advance; there is a need of both ex ante and in itinere contractual tools. Relational MCSs are a good answer to the broad scope of public goals, to the impossibility of specifying all targets and to the need to be reactive to environmental uncertainty, deriving from the political or social debate (Gibbons, 2005). Relational MCSs guarantee also a certain degree of policy opacity, in coherence with policy maker needs, because the service reshaping occurs inside the trust relationship, outside institutionalized and visible decision processes. For discussing outputs, outcomes and investments there is not sufficient room for complete transactional MCSs because they would solve ambiguity, clearly showing the policy priorities.
Summed up, in this third hypothesis, relational MCSs are used for the most politically sensitive contents, while transactional approaches are in place for politically accepted discussions about inputs and service standards.

6.
CONCLUSION: WHAT KIND OF MCSs FOR PUBLIC OUTSOURCING?
We have provided some explorative evidence that the combination of transactional and relational MCSs is based on different steering focuses. The first regulate mostly input and service standards issues, the later outputs and investments while outcomes are usually not controlled. We think that this can be best explained with the features of any government arena. Public administrations work in uncertain and risky environments, with high asset specificity, significant measurement issues and low task definition. There is a combined need to make the government accountable for ex ante defined service goals and targets, but also to be reactive to political and environmental volatility, still shadowing the politically most sensitive issues. The integration of transactional and relational MCSs tries to make it possible to give balanced answers to these contradictory institutional ends. 
Public administrations probably need to become more aware of the MCSs that, in practice, they use implicitly. “The relational literature suggests: (1) rely on less adversarial means for resolving disputes, such as negotiations; (2) communicate frequently with the contractor; (3) work together with the contractor to identify and solve performance problems” (Fernandez, p. 1126, 2007). In many cases PAs organizational culture brings in the upfront only transactional tools, aiming to control external providers only developing the goals completeness of formal service agreements and the related control system. A purchasing manager of case transport 4 said: “To steer the provider we need a service agreement with a complete set of goals, from inputs to outcomes”. PAs should become more familiar with the different roles given to transactional and relational MCS, and how their integration probably can provide a more effective control mechanism. In particular, they need to accept the managerial consistency of the trust based managerial tools, which rely mostly on inter-personal relationships, on inter-organizational coordination and mutual adjustments, opposite to the classical weberian bureaucratic control modes. The explicit use of trust based MCSs maybe seen as dangerous in countries with diffuse levels of corruption, because they are felt as not formalized and not controllable from a third party.
There is not only the need to become aware and to legitimate the relational component of MCSs, but also to develop deeper and more explicit competences on how to design and implement trust based managerial tools and processes. “If public sector organizations are truly going to use performance management in an interactive way (…), they need to embrace it on a behavioral rather than just operational level” (Radnor and McGuire, p. 255, 2003).

Our findings derive from a first explorative research, based on in-depth case studies, using a qualitative approach dependent upon key informant perceptions. The emergent suggestions need to be tested in a larger sample, using statistical methods.

In public management literature there is a lack of discussion about relational steering approaches and competences, about their patterns, and how they should be managed and integrated with transactional ones. In particular there is a scientific gap about the efficacy rate of different relational and transactional MCSs combinations: these items may be a broad field for further research.
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APPENDIX 1

The summary of the twelve cases is presented in three comparative blocks, one for each sector (transport, waste, and social care), which analyze their common features and chief differences. 

	
	PUBLIC TRANSPORT

	Case 1
	Institutional structure

The service is only run for the city area by a public authority. The authority has a 5-member board, appointed by the city. A CEO manages operations. The board is in charge of planning the service (routes and their frequency) and advising the management. Service policy is an independent decision made by the authority, which also uses public hearings.

Finance

Operational budget is $3.7m, coming from users (0.7), the city (1.2), federal government (1.8). 

Service agreement
There is no purchasing relationship with the city: there is no contract, no report and no formal accountability mechanism. There is a strong relationship with the city for finances (city’s revenues) and this is negotiated during the City budget process, when discussing only input and cost aspects. The capital side is planned by the authority financed and negotiated at federal level. The service is very stable (major innovations once every 5 years). Complaints are collected directly by the authority which does not report them to the city.

	Case 2
	Institutional structure
The service is run by a big metropolitan authority. The 9-member board is entirely appointed by the state. There is also an advisory board which involves all the metropolitan cities and townships. Its 175 members only have a “voice” function.

Finance

The budget is financed 10% from local assessments, 28% from user fees, 7% from commercial revenues, 55% from state sales taxes. The financial system is designed to make the provider a self-sustaining independent authority, related to state tax sales. The revenues and related services depend on the phases of the local economy.  

Service agreement
There is no service agreement with either the state or the cities. The state has the political power but there is no clear purchasing process. The decision processes for operational plans are mostly within the authority. The authority board and its management decide on service features alone. There are no regular reports from the authority to the cities.

The assessment of our case city is $4.5m, but there is no perception of it (city transport manager didn’t even know). The city does not feel involved in the planning of the services. Cities influence the policy only on the infrastructural and capital side through a long and rather informal lobbying process. This process is very complex and involves the authority, the state, the cities and the metropolitan planning organization. Public policy discussion is almost always focused on long-term infrastructural investments. 

	Case 3
	Institutional structure

The service is run by a transport authority, which serves several counties that include 80% of the state population. There is a board of 16 members appointed by counties and cities, in proportion to their size. The board appoints the CEO.

 Finance

The revenue structure is: 15% user fees, 20% federal funding, 65% sales taxes from the different counties. Each county votes its own sales tax % and allocates them differently to public transport and highways. The increase/decrease of the sales taxes is decided by a county referendum. Every county gives a different amount of sales taxes to the transport authority, which has to relate in someway the quantity of services to that amount.

Since sales taxes are related to the economy, there are small changes to routes (3%) each year.

Service agreement

Although the authority should demonstrate different service standards for each county, there are no service agreements and no formal reports.

The county does not feel that it has any power over the transport authority and has no clear perception that it is financing it. Occasionally, there is external advice or an internal report to demonstrate that the higher paying counties receive more services.

There are some irregular service reports made to the internal board.

The service planning process is mainly technical, based on CEO and staff decisions, although there are public hearings and a formal board decision.

For capital and infrastructural issues the local metropolitan planning organization also has to be involved. For major policy decisions (extensions and major routes changes) there is a rather informal political process that takes place between county and city majors and the transport authority.

Complaints are directly collected by the transport authority, but there is no complaints report to counties or cities.

	Case 4
	Institutional structure

The service is run by a transport authority which serves two counties. There is a board with 7 members appointed by the counties. The board meets every month, and meetings are open to the public. A few people show up (3-5). Only for major issues are there more people present.

Finance

10% of operating budget ($5m) is financed by the federal government, 40% comes from the state, 15% from user fees and the remaining 35% from county property taxes. The county transportation property tax is directly proposed by the transport authority and voted on by citizens. The authority has to call for an election at least every 5 years to confirm or increase taxes. 20% of the citizens vote. The voting costs $80,000. It is like a referendum with a political discussion. The authority is not allowed to spend money for the campaign; it is allowed only to inform citizens about services and issues.

Service agreement
There is no contract and no reporting to the counties. There are no formal meetings between the CEO, cities and/or county commissions. The counties do not feel as if they are service purchasers, since they do not finance the authority, because the authority proposes its own taxes. Even the board is weak: this is a strong form of CEO government.

Routes change very seldom (every 5 years). A change is mostly a technical decision made by the CEO and his staff. For major issues, an ad hoc commission is established, one that involves the authority, the cities and the county, both at technical and political levels.

There is no report to the board or counties about user complaints.


	


	WASTE COLLECTION

	Case 1
	Institutional structure

The service is run for the city area. The trash collecting is run in-house. Recycling collection is contracted out but is provided on a weekly basis, the same day as trash, at curbside. Waste management is contracted-out to a different private company.

The recycling collection provider is also in charge of building, in the next few years, a new recycling facility on the city’s own land and investing €6m. At the end of the contract, the buildings will be owned by the city and the machinery by the provider. 

Finance

The provider of recycling has a block contract for $1.7 mil/year, for a 4 truck service. This contract can be expanded if the capacity of the trucks is overloaded ($220,000 more for each additional truck). The provider sells the recycled waste. In the future, with the new recycling facility, a contracted % of the sales revenue will go to the city.

Service agreement

The contract is about input standards (number of trucks) and service standards. Citizen complaints are collected by the service provider. He also has to spend $25,000 for an education program to increase recycling. There are no explicit recycling targets or incentives in the contract, even though there is a great incentive for the city to reduce its trash, which costs $63 per ton. A monthly report has to be made on the weight of recycled waste and citizen complaints. There is frequent informal weekly interaction between city management and providers operations. The political focus is on service quality for users and on related complaints. There is not much social or political pressure on environmental items, such as increased recycling or better solutions rather than landfill.

	Case 2
	Institutional structure

The service is related to the area of the city. The city designed the policy before the proposal was requested. Two private companies are in charge: one collects and transports recycling and waste; the second runs the waste station, transports waste to landfill and manages the landfill. Recycling is 15-20%. 

Finance

The citizens pay for the service in their property taxes. The city pays the collection company by the ton (38 dollars for trash and 90 for recycling, which is taken far away to the recycling facility). The waste management company is also paid by the ton ($60 per ton). The city owns the recycling material, so it gets any revenue deriving from it. For the city, there is an implicit financial incentive to increase recycling, but this is not clearly transferred to the trash collector. 

Service agreement

There are formal contracts that focus on output measured in trash and recycling tons. There are no explicit targets for the % of recycling. The city runs a relevant control process for service quality, since there is always an inspector in charge of the service. The city also directly collects user complaints and transfers them to the providers. Ones a month there are informal meetings between the city waste manager and the company operational manager.

Since the service is completely contracted out, the city staff is very small: there is only enough staff to control the service as it is; there is not enough to analyze the policy. City staff is in charge of promoting educational campaigns, but little is being done. The collection provider offers an educational campaign for free (in the contract), but this offer is not used.

The political attention is on the users’ service quality, not on environmental issues.

	Case 3
	Institutional structure

The service is run in-house by the county for the unincorporated communities and for small cities; a total of 77,000 households and 250,000 inhabitants. The county acts as a service provider and the cities as purchasers.

Finances

The citizens pay the county directly once a year, when they pay their property tax. Waste is $ 9 a month + $ 3 for the recycling volunteers. There is no financial relationship between the four cities and the county that covers waste.

Service agreement

There is no service agreement between the county and the four cities and there are no reports. The cities do not have a service inspector. At times the cities buy extra services, but even in these cases, it is chiefly a verbal agreement. At the end there will be a final bill. There is only an internal report about service to the county for financial issues.

The service is considered cheap and effective: the county says they want to win new cities for their service, but they are not active in that direction and so no one has joined. The reason is that the cities aspire to retain independence. It is likely that the county will eventually lose the four cities it already serves.

Once a month, there is a general meeting between county managers and city managers, and there is one informal phone call per month.

Complaints are collected directly by the county (99% of cases).

The four cities have a contract with the county for public works to repair streets and to remove snow. The contract is input based. For this contract, there is a quarterly report focused on financial issues, i.e., how much of the budget is left. The content of the job is flexible and decided on by the cities, since the contract allows for de facto hiring of workers and machines.

	Case 4
	Institutional structure

The service is organized on a county basis and it is completely delegated to the market. It is a private competitive model. Private providers have to get a license from the county and then they can operate directly, using their landfill and directly billing families. There are seven companies working in the county, three are big, the others are small. Different trucks go around on the same day in the same streets, collecting trash from different houses. 

Finance

The competition is over prices and service quality. The quarterly bill is much higher when compared with those of other cases -quarterly $ 55-62 - (case three in our sample, the most similar, has 50% lower prices). The same waste collection provider collects items for recycling at curbside. There are no clear incentives for recycling, which is at about 18%.

Service agreement

There is no formal or informal interaction between the cities, the county and providers, after the granting of the license. There is also no formal or informal interaction between providers which feel that they are competitors. The providers send a quarterly data report to the county about the quantity of recycling and trash. For the county it is difficult to control their consistency. There is a county waste council with two members from the provider side.

Complaints are collected by the provider but are not reported to the county or cities.

The big providers run recycling and environmental campaigns in schools with specialized staff: this is both marketing and a way to try to be a balanced environmental company.

Four years ago the county tried to change the model, building an authority and contracting only one provider. Providers were opposed because they were afraid of landing in a public in-house service. Citizens were against it because they preferred higher bills to an increase in local taxes. Now the big providers have accepted the idea of building a new waste authority with only one trash collection service, contracted out with a bid. Only the small providers are opposed. The citizens are still afraid of it; the community decision process will be therefore probably be long and slow. 


	
	SOCIAL CARE/HUMAN SERVICES

	Case 1
	Institutional structure

The program is about de-leading houses and making them affordable for low income families. It is run for the city by a non profit organization. The home owner gets financial aid if he/she has a low income or if she/he rents the house to low income families for at least five years. There is a contract between the city, the owner and the NPO. The owners are chosen by the NPO according to program criteria, but the city must agree with the choice. The low-income families are chosen by the NPO.

Finance

The lead hazard control grant has a budget of $150,000 from the city. To clean one household the average cost is about $7,000. This was approved in a general request for proposal to non-profit organizations (46 out of 51 were financed, close to their individual request). For non-profit organizations, public grants are only a part of their fundraising. In our case, public funding was at 50%, in a budget of $1.2m.

Service agreement
There is a formal contract. The focus is on input to reimburse the provider. The non-profit organization provides many more services as expected, considering the resources coming from the public grant. So there is no correlation between public support and output. Still, output indicators are used to observe the development of the service and to renew the contract over the years,

Criteria to select owners are set, applied by the provider, and controlled by the city, since there are significant financial aspects. The choice of low-income families is made by the provider, and controlled only informally by the city. There are monthly bills and quarterly reports. The informal interaction is very intensive, with weekly contacts for the projects using all types of contact devices (phone, Email, face to face). Informal contacts are even more frequent during the contract design and negotiation phases.

	Case 2
	Institutional structure

The program is about the transport of eligible elderly and handicapped people within the city. The service is provided on individual demand by a non-profit organization. The funding comes from public social grants. Through a formal request, the city selected 35 projects out of 38 that were proposed. 

Finance

The city spends $490,000 (15% of the federal budget for community development) on social grants, with requests for a total amount of $1.5m. Every project, even when approved, is negotiated down in its public funding. That’s the reason why, with this kind of social grant, the city provides too little funding by comparison with services delivered by non-profit organizations. Our case got $71,000 in 2005. 

The funding was mainly for staff salary: it is input oriented. 

Service agreement

To reach an agreement, there is a formal public procedure. A contract is signed. The service policy is decided on by the non-profit organization and agreed by the city. With far fewer resources than requested for the service, there is a negotiation to set the goals in the contracts. 

Every month there is a bill for the expenditures on input. There is also a quarterly report about used input and output. Once a year there is a field control focused on the procedures of the provider’s monitoring system. 

Every year, the city evaluates the programs: a good performance guarantees contract renewal. But, considering that the public grant is usually only a part of the program revenues, the non profit organization cannot be considered entirely accountable to the city. The financial issues are focused on input, a general evaluation is about program output, but outputs are not related to public support. The service provider has the power to design the policy since there is usually no correlation between services and public funding.

The city’s organizational structure is minimal, but it still tries to influence the providers by means of informal discussions.

	Case 3
	Institutional structure

The program to assist mentally ill patients and the homeless who are in jail is run by a non-profit organization for the entire county. The project is financed by the county using a social service block grant program. There has been a request for proposals and the best requests (50%) have been approved. The total expenditure for all the 35 approved requests is $970,000 per year, out of 1.3 million dollars in requests. The good results of the program and trust in the provider have established stable relations, throughout the formal public procurement procedures.

Finance

The county is able to finance only 21% of the cost of the program, i.e. only $20,000 per year. The rest is raised by the non-profit organization through donations.

Service agreement
There is a formal contract which reimburses inputs. The contract also sets output targets that are related to the entire program and not related to the limited portion of revenue given by the country. Hence, there is no formal correlation between revenue and output. The announced output increases trust in the provider and also increases the informal probability of success in the renewal of the agreement. In addition, the contract sets selection criteria for the program users; these are applied by the provider. There is a quarterly report, chiefly about input and organizational issues. The informal relations between the county managers and the service provider are very relevant. It is fundamentally a relationship based on trust.

	Case 4
	Institutional structure

Social housing is run by an independent public authority for six counties. The authority owns 136 apartments for underprivileged families and manages 200 vouchers for low-income households. There is a five member board appointed by the leading city in the area. The board meets monthly, and is open to the public, but few people attend.

Finance

The assets amount to 14 million dollars. The operational budget is about 2 million , 75% financed  by the federal government, and the rest by user rents. 

Service agreement

There is no contract with the city or the counties and there are no formal reports. The internal performance system is chiefly input oriented. The policy and steering focus is on administrative procedure and building maintenance that is relevant for users.

The infrastructural policy has been stable over the last fifteen years, since there are no new capital subsidies from the federal government and cities and counties do not draw on their own resources for it.

There are a lot of informal interactions: a member of the city staff (treasury) always attends the board meeting (mainly focused on financial aspects); the city manager joins the board on a quarterly basis; and the housing authority director goes to each weekly city staff meeting.


� It is important to underline the fact that public sector networks are different from those in the for-profit world, where the financial performance of member firms is commonly seen as a valuable way of assessing network effectiveness (Saxton, 1997)
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