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Abstract

Owing to the deterioration of the fiscal budgets of governments, government
contracting out has proliferated in the past two decades. However, privatization is not
a panacea. It is thus important to identify the factors that account for success in
government-service contracting. Although researchers have produced a large body of
work on factors affecting the performance of contracting out, most of the empirical
research on the outcomes of contracting out focuses only on one or two aspects of
performance measures, on limited areas of practice, or — for its basis — on the
single-theory perspective.

In this study, we use both qualitative methods and quantitative methods to explore the
factors that affect the operate-transfer (OT) cases contracted out by Taipel City
Government. We consider four different theories: the principa-agent theory, the
relational-contracting theory, the transaction-cost theory, and theory found in the
policy-implementation literature. In particular, we formulate a standard
contract-management process on the basis of previous research, and use this process
as a checklist to identify the pitfalls of the current OT contracting-out practices in
Taipel City Government.

Our survey and interview shows that any single theory cannot fully explain the
success of the OT cases. This finding is clearly reflected in our suggested guidelines
regarding contract design. On the one hand, government officers need to make the
contract specificity high enough to clearly state the respective responsibilities of the
government and the private party. On the other hand, government officers need to
make the contract flexible enough to account for dealing with special cases such as
natural disasters or policy change. Joint problem solving and trust are also considered
important factors for successful OT contracting out. Neither the market mechanism
nor competitiveness, although each one accounts for the success of some types of OT
cases, is as dominant as we expected.
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