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Abstract 

Actions by Political Officials Have Weakened the Federal Government Workplace:   Downsizing Has Cut Lower Level Workers the Most and Replacing Federal Employees with Private Corporations Costs Much More, Creating the Need for Immediate Reform 

The authors of this paper are four practitioners each of whom has many years of experience working in the Federal government and also has pursued doctoral studies in public or business administration.  

Three ideas developed in this paper are that:  (1) the Federal civil service has been changed from being a model workplace to a much less desirable one; (2) although downsizing has been touted as an efficiency and economy measure, lower level employees experienced the most cuts and (3) the current practice of replacing Federal employees with private corporations costs much more.  

Over the past two decades private sector workplaces in the United States, and now the Federal government workplace, have experienced so much change that previous theories, concepts, models, and expectations no longer hold.  Just as private industry workplaces have been changed by downsizing, reorganizations, mergers, elimination of middle management, and outsourcing, so, too, has the Federal government workplace been fundamentally altered.  Reducing the number of government workers, replacing Federal employees with private firms, increasing the number of officials with political agendas, and using harsh personnel management practices have transfigured the Federal workplace.  Examples of factors that have contributed to a changed workplace include:  the Civil Service Reform Act which replaced the Civil Service Commission with the Office of Personnel Management; importing private sector approaches into the government, e. g., the Grace Commission; replacing the Civil Service Retirement System with the Federal Employees Retirement System; pressure to downsize and privatize; and many elements of the NPR and GPRA.


Now that the metamorphosis away from the traditional Civil Service borne of the Pendleton Act is nearly complete (although the new paradigm is not entirely clear), questions about the effects of a changed government workplace are being raised.  Some people believe the metamorphosis is from a caterpillar to a butterfly, while others think the opposite.  Whether the changed Federal government is a thing of beauty or a distasteful organsim will be determined over time by observations and assessments of the effects of the change.  These effects will be both internal to the government workplace, itself, and external to it, involving the products, services, outputs, and outcomes it produces.  


This paper begins by describing some of the politically mandated changes that have altered the very foundation of the Federal government workplace over the past twenty years and made it a much less desirable place to work.  Next, some of the effects of two politically mandated changes are examined:  (1) downsizing or reducing the number of Americans who can work for their government and (2) contracting out or replacing government workers with private corporations.  Political officials have told the media and the American public that these changes were needed to improve the government's efficiency, effectiveness, and economy.  It has been suggested that these initiatives will reduce costs.  However, an examination of downsizing and contracting out shows the opposite effect.


While overall the Federal government has fewer employees now than in 1961, the statistics below indicate that lower level employees have been cut the most:

· The number of secretaries decreased by 39% between 1992 and 1998

· The blue collar workforce is down 40% since 1982, e. g., Supply Clerical and Technician (-35%), Accounting Technician (-24%), and Electronics Mechanic (-41%)

· Between 1993 and 1998 the number of GS-1 to GS-10 employees fell from 767,000 to 594,000

· In 1983 the number of GS-1 to GS-10 workers exceeded GS-11 to GS-15 by nearly 300,000, while in 1997 GS-11 to GS-15 outnumbered the lower level workers by 44,000

Although authoritative cost comparison studies are difficult to conduct because top officials have made little provision to collect information on the cost of contracting with private firms or the number of contract employees, available information indicates that it is much more expensive than using government employees.  The contracting out we are talking about is not the usual kind – building ships or planes, or acquiring computer systems or special expertise not available in the government.  Rather, it is contracting with private firms to do jobs that are currently being performed by Federal employees.  Not satisfied with the level at which firms are being substituted for Federal employees, actions by political officials have created an environment which now favors private corporations and where they can be given work at top management's discretion, often  regardless of cost.  In fact, today most contracting out is done without the use of Circular A-76 Cost Comparison Studies.  

There is empirical and logical evidence that shows that replacing government employees with private corporations is more expensive.  For example, a study by the Department of the Army documents what people close to contracting have always known – that it is far more expensive to contract with a private firm for work than to have Federal employees do it.  Logically, the government incurs additional items of cost when replacing Federal  employees with private corporations.  First, there is the profit that goes to the firm.  Second, there is the firm’s overhead which pays for corporate offices, staffs, and CEOs.  Third, there are the costs of the contracting and award process and of contract administration and management.  Although the worker on a government contract may be paid a little less than a government worker, the cost of the worker is only a third to a half of what the government pays the firm. Thus, replacing government workers with private firms usually costs far more and it is not unusual for it to cost two to three times as much.  

This paper partly is based on the authors’ long experience in the Federal government.  It is not based on the organizations in which they are currently employed.
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Actions by Political Officials Have Weakened the Federal Government Workplace:   Downsizing Has Cut Lower Level Workers the Most and Replacing Federal Employees with Private Corporations Costs Much More, Creating the Need for Immediate Reform

By Ray C. Oman, Ronald L. Gabriel, Jackie J. Garrett, and Kenneth B. Malmberg 

Introduction 

Thirty years ago when the authors of this paper joined the Federal government it was a great place to work.  Although each of the four authors worked for different agencies and had different jobs, their beliefs are unanimous that in the early 1970s government jobs offered so much – average to good pay to start, excellent salary increases and promotion potential, and health benefits and a retirement system that were among the best in the country.  Further, there was a chance to be part of a  very professional workforce with high morale and the opportunity for excellent training and education both within  government and at colleges and universities.  And, after three years you became a Career Employee with job security on a par with that of tenured college professors.  Moreover there was the opportunity to be mobile – to change jobs and agencies and still keep the same excellent salary, benefits, and retirement system.  Further, learning, education, and research were valued – two of the four authors had their work related graduate education paid in part for by their Federal employer.  Nor were this paper’s authors the only ones to discover this progressive workplace – peers at our agencies - the National Archives and Records Service, U. S. Postal Service, U. S. Information Agency,  and Environmental Protection Agency - felt the same way.

The author’s experiences were certainly not unique.  At that time other advanced, industrialized nations such as France, Great Britain, Japan, the Scandinavian countries, and West Germany had a strong government civil services that were desirable places to work, and with the exception of Great Britain and the United States they still have.  “A distinguishing feature of the Federal government is the concept of the civil service. . . .  The modern American civil service system was founded in 1883 with the passage of the Pendleton Act, creating the U. S. Civil Service Commission.  This system was based on the idea of equality and fairness in the public service.  Competitive examinations of a practical nature were instituted. . . .   It was to be a neutral service free from of political corruption.  In short, it was to be a merit system. . . . . Mosher explains that its emphasis was upon objectivity, upon relating qualifications with job requirements, and upon eliminating as far as possible consideration of personality and individual belief from personnel decisions.” 1,2


The values of the traditional civil service were in many ways embodied by Elliot Richardson.  Professor James J. Pfiffner in his paper, “Comments on the Establishment of the Elliot L. Richardson, Annual Lecture on Ethics and Integrity in Public Service” 3 noted some of these values:

“In 1992 Elliot chaired a working  group on ethics in  government for the Council for Excellence in Government that developed a statement of “Ethical Principles for Public Servants.”  Their statement of core values began:  “Public service is a public trust.  The highest obligation of every individual government is to fulfill that trust.  Each person who undertakes the public trust assumes two paramount obligations:  To serve the public interest; and to perform with integrity.”  

The statement then specified some of the distinctive attributes of the “true public servant,” who:

· Respects the competence and views of others;

· Unflinchingly accepts responsibility;

· Does not try to shift the blame to others,

· Will not act out of spite, bias, or favoritism;

· Will not tell the boss only what she or he wants to hear;

· Does not succumb to peer or political pressure;

· Refuses to let official actions be influenced by personal relationships;

· Is not seduced by flattery;

· Can distinguish between the need to support an unwelcome decision and  the duty to blow the whistle;

· And never forgets that she or he is working for the people – all the people.4

The Federal government employed many people at low as well as high levels going from GS-1 to GS-15, in addition to supergrades.  Although it attracted many of the "best and the brightest," many average and poorer than average Americans were able to find employment with the Federal government because getting a job was based on qualifications for the job, not on political or business connections, and also because the government was  doing a considerable amount of hiring.  Thus, the Federal government was of value to Americans not only because in carried out missions and provided products and services of value, but because it employed hundreds of thousands of Americans who did not have the contacts to secure comparable jobs in the private sector.

Moreover, the Federal government was a model progressive employer with whom other employers, such as private firms, had to compete for workers.  As a result, firms across the country were motivated to offer better wages, salaries, benefits, and working conditions in their efforts to attract workers.  Most of this has changed now as the American workplace has undergone a revolution and the Federal government for its part in it has been fundamentally weakened.      

A Fundamentally Changed Federal Workplace

The Federal government workplace essentially is composed of two parts;  elected political officials and their appointees and the rank and file civil service employees, also, called government workers.  Although the terms “government worker” may connote a low level, relatively unimportant employee, this is not the case in the Federal government which has an extremely well educated and dedicated workforce doing important jobs.  This was doubly true in much of the government, because power was decentralized, much of it belonging to average employees, who played important roles in their organization.  A great many Federal employees spend their whole careers in the government, although not necessarily the same agency or job, and know it very well.  On the other hand, elected and appointed political officials typically have little experience in the government, most coming from top management in business.  The President as the elected official in the Executive Branch often serves for just one four year term with some serving two terms.  However, the President’s approximately 3,000 appointees who fill the top jobs in the government typically serve much shorter periods of time, often only two or three years.  So, there is a tremendous gap in knowledge of the government and public service between the average government employees and the typical elected or appointed politician who has a short stay in the Federal workplace.  Likewise, the views of members of a private sector commission conducting a six month or year long study of the government will vary substantially from those of the long-time Federal employee. Yet, unfortunately, much of the change in government has been forced on it by elected and appointed politicians who have little knowledge of it.   This paper is based partly on the observations of the four authors, each of whom has many years of Federal service.  Each has worked at more than one agency and together the four have experience at 12 agencies.  

    The alarming trends authoritatively discussed in articles in the 25 Years from THE BUREAUCRAT to THE PUBLIC MANAGER issue of The Public Manager 5 continue.  Employees at all levels across the Federal government have experienced important threatening changes not only in the nature and funding of programs, but in their everyday workplaces.  Common observations include - 

· employees from a private firm hired to assist in program management are located on-site in a government office formerly occupied by government employees

· all of the cubicles in a large open office area are occupied by on-site contractors from a private firm doing computer systems work.  The suite was originally planned and designed for Federal workers

· a planning, management, and budget office filled three of its positions that had been occupied by government employees doing budget and program analysis with computer programmers fresh from private firms 

· over the course of a year four temporary Federal employees performed the job of secretary for a government manager.  None of them is hired as a permanent employee.

· several contractors from a private firm met with two Federal employees to develop the Agency strategic plan

· a Federal employee watched while a private contractor received specialized training paid for by the government

· a female Federal employee in her fifties came to work one morning and found that a private firm were on board to do her job.  Less than a year before the agency had paid for her permanent change of station move from San Diego to the Washington, DC, area.  

A Changed American Workplace in the Private Sector and the End of the Federal Civil Service Borne of the Pendleton Act 


Much has been said about the changing business management practices in the American workplace over the past 10 or 15 years  -- private firms have undertaken major efforts to reduce labor costs through downsizing, reorganizations, mergers and consolidations, eliminating middle management, forced early retirements, and outsourcing.6  Associated with these efforts to reduce the number of employees, there have been initiatives to contain or lower salaries, decrease benefits, for example, for health and retirement, and cut back overhead costs.  Reductions in retirement benefits have put more of the burden on employees as defined benefit programs have given way to those that define contributions, instead.  Further, the individual offices that professionals once occupied have become group offices - or in some cases a room containing desks and telephones for temporary use - or a virtual office, a portable computer for use at home or at a client’s location. The explanation given to justify these cutbacks and hardships on employees is that they were necessary for American businesses to deal with their turbulent environments characterized by increased competition, tight profit margins, an increasingly global market, and rapid technological change.

At the same time that private sector workers were shaken by these actions, less reported, but no less fundamental change -- so basic that the workplace of 20 years ago is gone -- was occurring in the Federal government.  While the Clinton administration’s reduction of the Federal workforce by over 300,000 in its first term is a milestone in government downsizing, the changes actually started almost two decades earlier.  Although, perhaps, the most famous example of the changes to come was President Reagan’s 1981 firing of tens of thousands of striking air traffic controllers, in fact, there have been numerous less well 

known changes that have chipped away at the heart of the Federal workplace:

· in the late 1970s Congress began passing separate bills for pay raises which for several years resulted in much larger increases for the military than for civilian employees

·  the abolition in 1978 of the Civil Service Commission and its replacement with the Office of Personnel Management.7
· numerous hiring freezes, downsizings, layoffs, early departures and forced retirements that have shrunk the Federal work force so it is smaller now than in 1960,8 while employment in state and local government, non-profit organizations, and the private sector hves grown

· the replacement of the Civil Service Retirement System (CSRS) in the mid-80s with the Federal Employees Retirement System (FERS) (a less comprehensive system with fewer benefits) for all new employees entering the Federal service.9
· many elements of the Clinton Administration's National Performance Review and the Government Performance and Results Act initiatives 

· top officials initiatives to contract with private firms to have them do work currently being performed by Federal employees and to do new Federal government functions.   


Change came from a variety of sources -- Presidential administrations, Congress, and the growing number of political appointees in the government, itself.10, 11, 12  Presidential administrations rely on political appointees, or non-career executives, to guide programs.  There are about 3,100 positions in the Executive Branch that are appointed by the President of which about 500 require Senate confirmation.  These appointees focus on the political agenda and the development of an administration’s policies and programs.13  The number of political appointees in other advanced industrialized nations, such as Germany and France, is a small fraction of that in the United States.


The actions of the Clinton administration superimposed on a much weakened Federal service have altered the government so that it is no longer recognizable.   Responses to some of the questions in a survey conducted by Frederick Schneider’s Research which polled 381 top Federal executives and professionals in October, 1998, are suggestive of the decline in the quality of the Federal workplace. Thirty eight percent of the respondents said the quality of the  workforce was declining, while 24  percent said it was improving (36 percent said it was staying about the same).  Sixty two percent of the  respondents said it used to be more rewarding and fun to work for the Federal   government, while on 29 percent disagreed.14  A  convincing case can be made that the rules for working in the Federal government have been altered so much, that civil servants can no longer do their jobs.15  As it has become more and more difficult to practice a profession in the Federal government,16,17 not only professionalism in the workplace, but participation in professional associations has declined.  The result is a Federal Service that is a far less positive workplace and that has changed so it is not recognizable:
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The End of the Federal Civil Service:  Causes and Consequences Mingle    

Speculation by scholars and practitioners has just begun about the consequences of having a fundamentally changed Federal service – small, weak, and political and performed primarily through contracts with private corporations, rather than by a merit based Civil Service rooted for a hundred years in the Pendleton Act.  Although not the thesis of this paper, the authors believe that overall both the efficiency and effectiveness of Federal agencies have been much reduced.  Many Federal workplaces have been so weakened that they do not have internally efficient or effective procedures and processes to produce program outputs or outcomes.  Further, these workplaces have lost the strength to purposefully deal with their environment, stakeholders, and customers and thereby to achieve their mission and goals.  The purpose of this paper, however, is to explore two areas in a little more depth:  (1) greatly reducing the number of Federal Service employees and (2) contracting with private firms to do jobs that are currently performed by Federal Service employees.  

Downsizing:  Lower Level Employees Have Been Affected the Most   

The current rounds of downsizing of the Federal government began in the late 1980’s  with the realignment and closure of military bases.  Many of the reductions in the number of  Federal employees were targeted at government depots, arsenals, and laboratories.  The number of Federal employees working at depots was  reduced from 156,000 in 1987 to 89,000 in 1996.21  When the base closure process is completed in 2001, only 19 of 38 major government owned and operated depots are expected to remain in operation.22  Downsizing accelerated in 1993 when the Clinton administration issued an executive order mandating a 100,000 reduction in the number of Federal employees.  Then in 1994, President Clinton signed the Workforce Restructuring Act.  The two initiatives reduced the number of Federal employees by 272,900.23    As a practical matter the number o Federal employees was reduced by over 300,000 in the first Clinton administration.  There was no particular strategy or logic to the cuts or any attempt to make reductions only in areas that needed it - the goal  was just to make the cuts. 

The first Clinton administration with the support of many members of Congress reduced the number of Federal government workers by 320,500 to 1.8 million between 1993 and 1997 at the same time there was significant growth in the total American workforce.24   The number of Americans working in the Federal Service now is less than it was in 1960.25 Further, the Federal Service is smaller now as a percentage of the American workforce than it has been since 1931.26  Peter Zimmerman found that the overall population of the United States grew by 50 percent between 1962 and 1997, but that the number of federal employees fell by 15 percent.27  Thus, because of actions by political officials and others fewer and fewer Americans can seek work and careers in the Federal government.

Since political officials said reducing the number of civil servants was needed to reduce costs, one might expect that the reductions would be made in the number of highly paid political appointees and civil servants at top levels.  Yet, a standard joke among insiders for the past decade has been that “phones are ringing off the hook in offices all over the government.”  Government employees knew that a serious shortage of secretarial positions had developed and their intuition has been borne out by statistics. The number of secretaries decreased by 39% between 1992 and 1998.28  Rather, than focussing on well paid Federal executives from the top ranks or lucrative contracts with private firms, the cuts disproportionately have affected lower paid Federal employees.  For example, in 1983 the number of GS-1 to GS-10 workers exceeded GS-11 to GS-15 by nearly 300,000, while in 1997 GS-11 to GS-15 outnumbered lower level workers by 44,000.  Paul Light further concludes that between 1992 and 1997 the number GS-1 to GS-10 employees fell from 767,000 to 594,000, with cuts also occurring in the blue collar workforce which is down 40 percent since 1983.29  

Paul Light concluded that, “The number of employees in the lower  grades of the federal general employment schedule dropped by more than  170,000 between  1993 and 1997, while the number of blue collar jobs  fell an additional 90,000.   At the same time, the average employment grade of the lower-level employees who remained  on the job actually increased by its largest margin in a decade, meaning that more jobs were  removed at the  bottommost levels than anywhere else” 30 

Thus, with 1.8 million employees in 1998, the Federal government had about the number of employees it had forty years ago, in 1960, and as a percentage of the American workforce is smaller than it has been since 1931.  Although official statistics have not been published, those of us in and around  government know that the numbers have continue to plummet downward since 1998.  If the Federal workforce were to be depicted graphically, twenty  years ago it would have been a typical organizational pyramid with its broadest expanse at the base.  Today, not only would the size of the graphic depiction have shrunk by 40 percent, but the shape would have changed to approximate a diamond, narrow at the top, broad at the middle, and small at the base, as the number of lower level employees has shrunk dramatically.

Contracting - Hiring Private Corporations in Place of Federal Employees 

Federal government purchases from private firms via contracts are not new.  The government has always contracted with the private sector for a wide variety of goods and products.  The acquisition of products such as airplanes, ships, and tanks have been through contracts with private firms through much of the twentieth century.  Ann Markusen writes, “In the 20th century, the United States evolved a more mixed public/private arsenal system that did it European allies, whose military industrial facilities remained largely government-owned and government-operated.” 31  In recent years the purchase of computer equipment and software has been added to the list of  big ticket items.  Nor is government contracting with firms, non-profit organizations, and universities for special services or high expertise professional consultation novel.  Further, OMB Circular A-76, Commercial Activities Studies, has been used for years as a decision making methodology to compare the cost of performing a function in-house with that of the private sector.  Ann Markusen writes, “To encourage commercial  buying, the Eisenhower administration initiated public/private competitions in the 1950s.  They became codified in 1967 in the A-76 budget circular which established a process whereby government agencies would compete with private sector bidders for existing government operations …..” 32  Over the years the Department of Defense has made considerable use of such studies.  But, today the magnitude and the nature of Federal government purchases, especially for services,  from private firms and the replacement of Federal workers with private corporations is unprecedented.  The flurry of activity to substitute private corporations for government workers has been brought on by political mandates.  

The pressure for private firms to perform Federal government functions comes from nation's highest political officials and extends through their appointees in top positions in Federal agencies.  As Ann Markusen writes, “Among the more intriguing theories of   reprivatization is Mary Kaldor’s positing of a connection between the appearance of periodic industrial depressions and corporate pressures to privatise.” 33  In the past most Federal government contracts with private  firms were for  goods, however, this has changed in  recent years.  Now a great many governments contracts with private firms are for services.  Paul Light estimated that in  1984, the number of governments contracts for products and for services were evenly split, while in 1996  four of five were for  services. 34  And, a  dramatically increasing share of the service contracts are for jobs Federal employees perform.  What this has meant to the government workplace is that functions and individual jobs that have been performed by Federal employees have been given to private firms.  As a practical matter, Americans who worked for their government have lost their jobs and been replaced by private corporations whose employees generally are located on-site in the government offices. 

Analytical Studies to Assist in Making Decisions About Contracting Out

In order to make an informed, rational decision about the best alternative way(s) to perform government work analytical studies must be conducted.  These studies collect and analyze quantitative and qualitative information about the work to be performed and alternatives ways of doing it.  Various kinds of analytical studies can be done to assess the best ways(s) to perform government work.  When a decision is pending about whether to perform work by Federal workers or by a private firm, cost comparison studies can assist in making a good decision so the government will perform in an effective and efficient fashion.  OMB Circular A-76, Commercial Activity Studies, provides a methodology for comparing the cost of performing a function by government employees and by a private firm.  However, most decisions about contracting out today are made without the use of A-76 studies or any other systematic cost comparison study.  Decisions to replace Federal workers with private corporations are made at the discretion of top management with the advocacy and endorsement of top political and other appointed officials.  

Private Firms Are Hired Without Doing OMB Circular A-76 Cost Comparison Studies      

While Circular A-76 if carefully followed provides a methodology for comparing the cost of doing work by government employees or by private firms, it does not cover many contracting situations.  In other  words, even if Circular A-76 was followed carefully by officials, which it is not, cost comparison studies are not required for a number of decision making situations about doing work with government employees or by substituting a private firm.  For example, under Circular A-76, mangers are entitled to contract out without first doing cost comparisons for work involving 10 or fewer employees.  For work involving 11 or more employees, cost comparisons can be waived for contractors.  Further, the cost comparison process can be streamlined for work involving 65 or more employees.  In addition, OMB guidance does not call for cost comparisons when contracting for services needed to fulfill new agency requirements or when federal performance is not considered feasible.  With loopholes like these it is not hard to imagine that few cost comparison studies are undertaken when agency officials are under pressure to give work to private firms.35   

The Magnitude of Contracting Out Is Mind-Boggling – Billions of Taxpayers' Dollars Go to Private Firms 

The volume of contracting with private firms done by the Federal government is very large.  For example, the Federal government contracts for services cost more than $110 billion annually according to the Office of Management and Budget. 36  This is an arbitrarily low figure because it does not include items such as payments to Medicare providers.  Further, it doesn't include the billions of dollars spends annually on goods made by private firms.  Even at the artificially low level of $110 billion, the government spends less each year on pay and retirement for its entire civilian workforce of 1.8 million employees ($108 billion) than it does on service contracting.37  Approximately 40% of the more than $110 billion is done by other than Department of Defense agencies.38 

Joshua Wolf Shenk in his article, “The Perils of Privatization," wrote, "It (The Department of Energy) relies more heavily on the private sector than any other agency, paying 80 to 90 percent of its budget to such corporate giants as General Electric and Martin Marietta.  It has only 20,000 civil servants and anywhere from 7 to 10 times that number of employees on private contract ….." 39 

Robert J. Lieberman, Assistant IG at the Department of Defense testified that, “The Department spent $51.8 billion for consultants and other support services in FY 1999, yet there have been only a  few  recent internal audits on management controls for contracting of services. “  “Issues related to Defense weaponry and other equipment attract the most oversight emphasis and publicity, yet the annual DoD expenditures for contractor services constitute a  huge acquisition program in their own right.  Form FY 1992 through FY 1999, DoD procurement of services increased from $39.9 billion to $51.8 billion annually.  The largest sub-category of contracts for services was for professional, administrative, and management support services, valued at $10.3 billion.  Spending in this sub-category increased by 54 percent between 1992 and 1999.  It probably will continue to grow as outsourcing initiatives expand.” 40  

Yet another indicator of the magnitude of contracting out was an article in the Federal Times that  stated , “The Air Force may exceed limits on how much weapons repair  work can be done by contractors because of its plans to aggressively move more work from Air Force civilian employees to contractors.”  The Air Force Secretary approved a one year waiver to that will allow the Service to contract out more than  50 percent of the value of all depot work.41 

Federal Civilian Personnel Costs

	Federal Civilian Personnel Costs (in billions of dollars) 
	Federal Civilian Compensation
	DoD Federal Civilian Compensation
	Percent DoD 

	FY 1992
	107.2
	42.7
	39.9

	FY 1993
	110.9
	41.3
	37.2

	FY 1994
	111.1
	40.7
	36.6

	FY 1995
	111.2
	40.1
	36.0

	FY 1996
	112.3
	39.6
	35.3


Source:  The Analytic Perspectives, FY 1998, 1997, 1996 Budgets of the United States in Statement of G. Edward DeSeve, Acting Director for Management and Budget Before the House Subcommittee on Civil Service Hearing on “Federal Contracting for Commercial Services – Changing Conditions Facing the Federal Workforce,” October 1, 1997  

	Service Contracting 

($ in billions)
	
	
	

	Year
	Total Service Contracting
	DoD Service Contracting
	Percent DoD

	FY 1992
	105.2
	60.9
	57.9

	FY 1993
	105.5
	62.0
	58.8

	FY 1994
	110.0
	65.3
	59.4

	FY 1995
	114.1
	66.9
	58.6

	FY 1996
	111.7
	68.8
	61.6


Source:  The OFPP Federal Procurement Data System.  The numbers include R&D, Construction, A&E, ADP services (including installation and maintenance) and other services

Arbitrary Personnel Ceilings Force Agencies to Hire Private Firms Instead

of Government Workers 

Political officials in the administration and in Congress could make simple changes that would make the Federal government more cost-effective.  For example, as far back as 1991, GAO reported that personnel ceilings were forcing agencies to contract out work at higher costs.  For example, "Few of the DoE contracts for support services we reviewed were awarded on the basis of comparisons between federal and contract costs.  DoE officials said they did not compare costs since they could not get additional staff to perform the work in-house because of personnel ceilings…. Some DoE support services contracts cost substantially more than would using additional federal employees for the same work.  Eleven of the 12 support service activities for which we conducted cost comparisons were, on average, 25% more costly." 42 

In early 1994, the Office of Management and Budget (OMB) admitted that several agencies including the Departments of Agriculture, Health and Human Services, Housing and Urban Development, State, Education, and Treasury, as well as the Environmental Protection Agency said that they each could have saved several million dollars by performing functions directly rather that having them performed by contractors but did not do so because either their requests to OMB to take on the necessary full-time equivalents were refused or the agencies were so sure such requests would be refused that they were not even submitted.43  

In March 1995, GAO reported , "that the personnel ceilings set by OMB frequently have the effect of encouraging agencies to contract out regardless of the results of cost, policy, or high-risk studies." 44 

"Various installation officials told us that one way of achieving across-the-board personnel reductions mandated by OSD is to outsource, which would free remaining civilian authorizations for use in other, critically understaffed activities.  One senior command official in the Army stated that the need to reduce civilian positions is greater than the need to save money.  This view was reinforced by the DOD Inspector General's 1995 report on cost growth, which noted that "the goal of downsizing the Federal workforce is widely perceived as placing DOD in a position of having to contract for services regardless of what is more desirable or cost effective." 45  
Some Concerns About Replacing Federal Workers with Private Corporations

Replacing a civil servant with a profit making firm raises a variety of concerns only a very few of which will be addressed here.  First, having contractors located in the same government office with Federal employees means the contractors have access to information about the government that will give them an advantage in future contracting solicitations.  Second, there is a question of contractors' involvement in core and essential functions of the Federal government where the government's own interests should be represented.  When contractors representing their own private firms play important roles in key functions, such as  strategic planning and other areas of management decision making, it is difficult to believe that the government's own interest is being fully represented.  

Fraud, Waste, and Abuse
Professor Paul Kettl in testifying before the Senate Budget Committee stated that "(O)f course, the federal government has already painfully suffered the cost of failing to learn the real lessons of privatisation.  The most egregious cases of fraud, waste, and abuse in the 1980's were of contracting gone awry, of the failure of the Pentagon, in particular, to pay careful attention to its contractors.  Management problems at HUD in the late 1980s put billions of dollars at risk, while inadequate oversight of a major Hubble space telescope contractor lead an expensive 1994 mission to repair major faults.  Add to the failure to detect fraud in the Medicare program, the costly failure to detect and prevent the thrift crisis of the 1980s while the problem was embryonic, and the international scandal that flowed from the BCCI case of the late 1980s, and the one message is clear.  The potential for private distortion of the  public trust is huge." 46 
Professor Elliott Sclar in his book, The Privatization of the Public Sector, observed that, "To avoid -- or at least minimize --the extent to which moral hazard becomes out- and out- theft, government is forced to impose increasingly elaborate oversight and audit systems… One only needs to examine the federal government's long, expensive, and well-documented attempts to control these problems in its  defense contracting programs.  Such an  examination would illustrate this approach's ever-growing supervisory costs and consistently diminishing benefits.  Unfortunately, once government commits itself to privatization, it seems there is no turning back." 47     

Professor Moshe Adler, in his article, "In City Services, Privitize and Beware," concluded that, "In the end, governments have proved to be the most efficient when their services are produced by public employees rather than private contractors." 48
Replacing Government Workers with Private Corporations Has Had an Adverse Effect on American Workers and Many of the Private Corporations Hired to Replace Government Employees Have Violated Labor Law

Overall replacing government workers with private corporations is having a negative effect on American workers.  For example, the pay and benefits of private firms are often less than those of the Federal government.  In addition, job security is often less in the private sector.  Indeed, many of the firms that are awarded government contracts have violated labor laws.  Some examples are as follows:  

An Economic Policy Institute study, The Forgotten Workforce, reported that more than one in 10 Federal contract workers earn less than a living wage.  "According to data from fiscal year 1999, an estimated 162,000 federal contract workers earn less than $8.20 an hour…..   These workers represent 11% of the total 1.4 million federal contract workers in the United States.49   

"A decade ago, collecting garbage (in New Orleans) was a job on the lower rung of the middle class, paying today's equivalent of roughly $9 an hour plus health and other benefits.  But over the years, the city privatised the service, and the contractor turned to temporary workers.  Now it is mostly a day job, with a pay of $5 an hour, little safety gear and no health insurance." 50 
"Federal contracts have been awarded to employers who have violated the National Labor Relations Act.  (GAO) found that 80 firms had violated the act and received $23 billion, about 13 % of the $182 billion in federal contracts awarded in fiscal year 1993…." 51  

"The Board cases that (GAO) examined indicate a range of violations.  The cases show that the Board had ordered various remedies relating to the unlawful activities by firms that discouraged workers from exercising their right to bargain collectively.  For example, as a remedy, the Board ordered firms to reinstate or restore workers in 35 of 88 cases (some of the 80 firms were involved in more than one case) in which workers were unlawfully fired, transferred, or not hired in the first place because of activities for or association with a union.  Other remedies, such as restoring lost wages and benefits or demanding that the firms stop threatening workers with job loss, were also ordered by the Board in many of these 88 cases.   Altogether these remedies affected nearly 1,000 individual workers as well as thousands of additional workers represented in the 12 bargaining units.” 52  

"Fifteen violators (almost 120 percent of the 80 firms) might be considered more serious violators.  These firms, for example, had been ordered to reinstate or restore more than 20 individual workers each or had been issued a broad cease and desist order by the Board.  Of these 15 violators, (GAO) also found some that have a history or violating the act." 53  

Why Contracting Out Costs More 

Although authoritative cost comparison studies are difficult to conduct because top officials have made no provision to collect information on the cost of contracting with private firms, available information indicates that it is much more expensive than using government employees.  The contracting out we are talking about is not the usual kind – building ships or planes, or acquiring computer systems or special expertise not available in the government.  Rather, it is contracting with firms to do jobs that are currently being performed by Federal employees.  Not satisfied with the amount of contracting in the Federal government using cost comparison studies to assist in decision making, political officials now allow many Federal jobs to be contracted out at management's discretion.  In fact, today most contracting out is done without the use of Circular A-76 Cost Comparison Studies.  Evidence suggests that replacing government workers with private firms is more expensive on two grounds:  (1) logic and (2) empirical studies. 

First, logic dictates that  contracting jobs being performed by Federal employees to a private firm  costs more because of additional costs that are incurred.  These costs include profit for the firm.  Although a firms profit on contract work for the government varies with the type of contract, the nature of the job, and the particular situation, profit typically averages   about 10 percent of the value of the contract.  Another additional cost that is not incurred with Federal employees is company overhead.  Company overhead pays for costs of operating the business like corporate offices, corporate staff, and CEO’s salary.  The third area of added cost relates to all of the tasks the government must do connected with the contracting process.  This includes developing the statement of work, advertising the solicitation to firms, convening a board to select a contractor,  meeting with representatives of the firm that is selected to orient them to the  job, and monitor and work with the contractor during the course of the contract.  In addition to the personnel, such as the contracting officer from the  government contracting office that are involved, there  is the Contracting Officer’s Technical Representative (COTR) sometimes called the Contracting Officer’s Representative (COR) who understands the job that  really has to be done and who administers and manages the contract on a daily basis, often working closely with and providing guidance to the contract firm.  On many contracts the government incurs other  costs such as appeals and protests from competing firms.  These additional costs that are inherently a part of contracting make contracting with a private firm far more expensive than having Federal employees do the job.  Although the worker on a government contract may be paid a little less than a government worker, the cost of the worker is only a third to a half of what the government pays the firm. Thus, contacting out usually cost far more and can easily cost two to three times as much.  

How much more expensive depends on the particular case.

Some Studies of the Cost of Contracting Out  

Although authoritative cross agency cost comparison studies are difficult to conduct because top officials have made little provision to collect information on the cost of contracting with private firms or the number of contractor employees, cases studies and personal observation provides some valuable insights. 

A Department of the Army Study of the Cost of Contracting Out and the Number of Contract Employees

A study conducted by the Department of the Army, "Identifying and Estimating the Contractor Shadow Work Force," 54 has shed new light on contracting in the Department.  he study was based on a 10% Army-wide sample.  The data were obtained from Army contracting offices and were for fiscal year (FY) 1996.  The data cover services, RDT&E, and construction contracts, but exclude weapons procurement.  

The study found that the number of employees of private firms doing contracts for the Army was far higher than previously reported.  The study found the number of employees (manyears)  of private firms working for the Army under contract was 224,000.  If parts of construction such as Military Construction (MILCON) and Civil Work were excluded the number was 209,000 employees.

In addition, the study found that the number of employees (manyears) of private firms that were on contracts that resulted from A-76 cost comparison studies between the Army and private firms was very small.  The study concluded that since 1979 only 16,000 of the 224,000 manyears were the result of A-76 studies.  This means that the decision about whether Army functions would be performed by Federal employees or private corporations was made without the information needed to make a rational decision, i.e., the decisions were made at the discretion of top officials. 

The study concluded that in aggregate it was more expensive to have private firms perform the work than Federal employees.  The cost of the 238,000 civilian Army employees was $11.5 billion for pay and benefits, or $48,000 per average man year.  The cost of the private firms was $13 billion for contractor pay and benefits and $2.7 billion for profit for the firm for a total of $15.7 billion, or $70,100 per contract manyear.  An additional cost of the private firms was $5.3 billion for non-labor costs including travel, materials, spare parts, training contract employees, utilities sand rent for contractor facilities.

The Department of the Army study also examined some trends in the number of civilian and contractor manyears and cost.  The number of civilian direct hires decreased from over 345,646 in FY 1989 to 238,120 in FY 1996, a drop of over 107,000 or 31 percent.  The number of contract manyears was over 229,00 in FY 89 and was 224,000 in FY 1996.  It stayed about the same.  The cost of civilian direct hires was $13.534 billion in FY 1991 and $11.455 billion in FY 1996 (in constant FY 96 dollars), a decline of over $2 billion or 15 percent.  The cost for contracting was $20,356 billion in FY 91 and $20.734 in FY 96 for a slight increase.  These data indicate that much more is spent on service, research and development, and construction contracts with private corporations than is spent on Federal employees and that while the number and cost of government workers has declined a lot, the cost of private firms and the number of people they employ on Army contracts has stayed about the same.

Some of the major findings of the Army study are that (1) the current level of contracting with private firms is high,  (2) most of the decisions to have private firms Army work instead of government employees are not based A-76 cost comparison studies, but on other factors, (3) the assumption that shifting work to contractors will save money is suspect, and (4) the practice of employing private firms, often for work that could be done by Federal employees, should be examined.  

Major points of the study include:

· The Department of the Army spent over $21 billion in contract fees in FY 1996 (which is estimated to have paid for 224,000 workyears) in comparison to $12.5 billion for 238,000 civilain workyears.  (The $21B includes direct and reimbursable funding sources)

· $9.5 billion of this was for base operations contracts in CONUS-more than commonly recognized as base operations

· Most of the contract workforce has never been competed under A-76 process, and,  when it has been, there is not ongoing scrutiny in our PPBS process because of the lack of visibility of CMEs and their related costs.

· The Commercial Activities Inventory very much under-reports contract workyears.  (47,000), compared to this studies estimation of 224,000 manyears.

Examples of Where Replacing Federal Workers with Private Firms Cost More 

As practitioners in the government the authors of this paper are aware of some examples of the high cost to the government of contracting with private firms.  

One example was a new contract a government agency had with a private firm for professional service at the rate of about $16,000 per month for one man month.  This translates into a yearly cost of approximately $192,000 which is more than the salary and benefits paid the highest ranking Federal employee.  The contract employee assigned to the job worked in government office space.  Although the employee appears to be very highly paid, consultations with knowledgeable individuals suggested that the contract employee probably was paid between a third and a half of the cost to the government, with the remainder going to the firm.  Thus, the cost to the government could be two to three time higher than having a Federal employee perform the job.  This does not include the costs to the government of writing and awarding the contract or of contract administration and management. 

A second example concerns two military Reserve officers who were hired on orders to perform a job for approximately a year.  Part way through the year a decision was made to end the Reservists orders and to hire a private firm to replace them.  There was nothing wrong with the performance of the Reservists, but a decision was just made to replace them with a corporation.  The combined cost of the two Reservists including salaries and benefits was about $16,000 or $17,000 a month.  The government will pay the private firm was about $18,000 a month or $216,000 for the one person assigned to the job.  Thus, the cost to the government per man year will more than double by substituting a private firm for military Reserve officers.  This does not include the costs to the government of writing and awarding the contract or of contract administration and management. 

Anyone in and around the Federal government is aware of cases such as those above, that indicate it is far more expensive to replace Federal workers with private corporations.  However, the increased dollars the government pays out generally do not go to the contractor employees, but to the private corporation, itself.      

A woman Federal employee in her fifties worked with computer data bases for the government in San Diego.  She applied for a Federal job in Washington, DC, area, was hired for the job, and the government paid for her permanent change of station move from the West Coast to Washington, DC.  The employee had been on her new job less than a year when she came to work one morning to find that contractors were on board to do her job.  Naturally, the employee became extremely distraught and upset.  She had worked in private industry for many years and did not have enough Federal service to retire.  A relative worked for a Federal agency in Atlanta that was hiring and the employee interviewed for a job and subsequently moved to Atlanta. 

A Declining Federal Public Sector Workplace   
The result of these actions by political officials in Presidential administrations and in 

Congress has been to dramatically reduce the number of government jobs available to working Americans.  These effects occurred quietly and were not widely reported, so most Americans are unaware of them.  Some of the downsizing occurred at the same time that many stable and good paying jobs were lost in private industry.

Along with this reduction in the number of Federal Service jobs Americans hold, the salaries and benefits of these workers have been scaled back.  Two decades ago Federal government jobs were better than average when compared to those of the typical American worker.  Not only were salaries on the average higher and health benefits better, but there was excellent job security and an outstanding retirement system, the Civil Service Retirement System (CSRS).  Recompense in the Federal Service was high compared to the salaries, benefits, and retirement systems (usually Social Security) of most American workers in small and medium size firms, and even many large companies.  Indeed, the grass was greener in the Federal government and it is not surprising that many Americans identified with initiatives to reduce Federal compensation to be more in line with their own.

In the mid-1980s, the CSRS was replaced with the Federal Employees Retirement System (FERS) which pays less in defined benefits at retirement.  Further, the Civil Service Reform Act combined with recent changes in Federal Personnel regulations and practices under the current political administration, have taken away the job security Federal workers once enjoyed.  For example, while Federal employees once had job security roughly comparable to that of a tenured college teacher, now there is no comparison.  Reductions in force (RIFs) are common and one poor performance appraisal after years of good ones is grounds for removal. So, today, the environment in the government workplace is much more like that of a private sector firm - you can be laid off or fired quite easily.  These changes have been made quietly with little media coverage and there was no outcry.  Indeed, why should the public be concerned?  All of these changes have hurt the average and lower level Federal employee, but not high level executives, political appointees, or elected officials.  

Although the advantages of reducing the number of Federal workers along with their salaries, benefits, and job security may seen obvious, an analysis of the effects of these changes on Americans shows there is cause for concern.  Some of these alarming conditions include the growing gap between the rich and the poor and between the pay of workers and of top management, and decreased job security with layoffs and firings occurring at management’s discretion.  Further, declining real wages make it necessary for both spouses to work to support their families and with work days that are long and lunch times that are short or non-existent.   Health insurance takes a bigger and bigger proportion of workers pay and a growing number of Americans cannot afford it at all.55 

The Federal Government Workplace – No Longer a Model as a Progressive Employer 

Two decades ago the Federal government was a model employer with which other employers had to compete and strive to emulate.  Federal workers made good, but not excessive, wages and had opportunities for job advancement within the government.  Workers could not be fired without cause.  While layoffs, reductions in force (RIFs), could occur, they were infrequent.  If an employee were RIFed, severance pay, based on years of service, was paid to cushion the employee economically until another job was found.  Further, generally there were good opportunities for training, often for one or two weeks or more a year.  With good wages and job security employees could plan their lives, get on with their families, and incur long-term obligations, such as buying a house. 

Throughout much of the 1960’s and 70’s private firms had to compete for workers with a Federal government which was actively recruiting and hiring.  The competition with the Federal government for employees pushed private firms to offer better pay, benefits, and job security.  The government was a significant player in the job market and it had a better workplace to offer.  With a smaller government that continues to reduce its labor force, firms do not have to compete with a major public sector player.  Competition for workers except in selected areas, such as computers, is less.  The quality of the jobs that are available, for example in the low paying service sector, is often not good.56  And, now there is no government organization offering good salaries, benefits, and job security to serve as model and competitor.

With the changes forced on the traditional Civil Service system has come an abandonment of the values on which it was based.  These include:  meritocracy - hiring the best qualified applicants for jobs;  egalitarianism - the idea that all Federal Service employees should be part of the same system for annual leave, sick leave, benefits (for example, health insurance and life insurance), and retirement; and a sense of nurturing new employees and of "taking care of its own." 

Working Americans across the country have been affected by changes in the Federal workplace as a capitalistic private sector has replaced the Federal workplace as a model for American employers.  First, with dramatic cuts in the number of Federal employees there are few opportunities for government employment.  This important avenue for upward mobility is all but closed.  Known for attracting the “best and the brightest” during President Kennedy’s administration, the Federal government continued to attract bright, hardworking kids from middle and lower middle class families through much of the 1970s.  This avenue for employment which was based on the applicants’ score on a standard entrance examination, opened the door to a good job for many high school and college graduates without the need for connections or a degree from an Ivy league university. Federal downsizing has all but closed this avenue of employment.  And, for the few openings that do occur, elected officials efforts to change the Federal Service with initiatives like the National Performance Review which eliminated the Federal personnel management regulations, have turned getting a federal job into a question of who you know, not what you know.  

Where Should the Federal Government Workplace Go From Here  

After experiencing two decades of political officials in the White House and in Congress who were either anti-government or indifferent toward it, the Federal government workplace needs to be rebuilt.  While many of the changes forced on the Executive Branch were billed as “reforms,” in reality they weakened and corrupted what was a strong Federal Service.  While all the negative effects of the forced changes have yet to be felt, let alone studied, it is evident to anyone who is in or around the Federal government that it is seriously deteriorated.  What is needed is true reform which will roll back the bad changes that have been made.  Thus, true reform must follow twenty years of retrenchment, for the Federal workplace is hollow - not even a shadow of its former self.  And, with the number of contractors performing government work continuing to grow and the number of Federal Service jobs shrinking, the trend is accelerating.

The nature of the reforms needed to right the workplace is a topic for another paper – but, that said, two of the concepts on which reform should be based are:

First, “A distinguishing feature of the Federal government is the concept of the civil service.

The modern American civil service system was founded in 1883 with the passage of the Pendelton Act , creating the U. S. Civil Service Commission.  This system was based on the idea of equality and fairness in the public service.  Competitive examinations of a practical nature were instituted. . . .   It was to be a neutral service free from political corruption.  In short, it was to be a merit system. . . . . Mosher explains that its emphasis was upon objectivity, upon relating qualifications with job requirements, and upon eliminating as far as possible consideration of personality and individual belief from personnel decisions.57, 58  And, second, “How well the tasks of government are done affects the quality of lives of all our people.  Moreover, the success of any political leadership in implementing its policies and objectives depends heavily upon the expertise, quality, and commitment of the professional career employees of government.” 59  

The Need for Reform - Recommendations 

Hold individual government officials accountable for making cost-effective decisions about using Federal workers or private firms to do government work.  If an official makes a decision that results in more cost to the taxpayer than the alternative, hold the official accountable with specified penalties.  

After decisions about contracting out are made, conduct a study to see if it was a cost-effective decision.  Educate and train government workers, such as management and programs analysts, to conduct these  studies and report directly to Congress.  Provide protection and insurance from reprisal and retaliation.       

Have a special hotline for employees to contact about contracting fraud, waste, and abuse.

Provide funding for individual Federal employees and groups of Federal employees to investigate and bring legal action against individual managers who make wasteful and irresponsible decisions about hiring private firms.

Establish a Congressional entity, Committee, or Subcommittee accessible to government employees to deal specifically with cases where government officials have made decisions about contracting with private firms that are wasteful and not cost-effective. 

Provide for an independent legal counsel separate from their agency to which Federal employees can get information and seek counsel and support.

Revitalize the field of management analysis in the Federal government so it has its own experts in efficiency, effectiveness, economy, and management theory and practice.

Establish an initiative to modify current labor law so there is a level playing field for workers.  Currently, the laws favor management at the expense of employees.  Pattern the labor laws after those of France and Germany which give workers more protection.

Give Federal employees more protection from removal for performance.  Now an employee can have good performance appraisal for many years and be dismissed for performance after one poor appraisal.  The legal rules of evidence and procedures are such that it is easy for management to remove an employee for capricious reasons having nothing to do with performance. 

In addition, Federal employees need more protection from removal for cause.  Currently, Federal employees can be removed from their jobs for the perception of a threat (“Perceived Threat Leads to Removal,” 60     

Provide the same training for employees in personnel and labor / management rules and Civil Service rules regulations that is provided to supervisors so they can intelligently manage their careers.  
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