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This article investigates the relationships between outsourcing,

bureaucratic personnel quality (BPQ) and citizen satisfaction with

public services. Our baseline expectation is of a negative associa-

tion between outsourcing and service quality; however, we argue

that this tendency can be counteracted when the government

buyer has a more competent and motivated personnel, not only in

managerial positions, but across the board. Better-educated and

paid public employees are likely to have an important moderating

effect on service quality through their input into quality specifica-

tions, their ability to recognize the provider's consummate or per-

functory behaviour, and their willingness to act on the observed

performance. Using data from a cross-section of Sweden's munici-

palities, our analysis reveals a robust association between higher

levels of outsourcing and lower levels of citizen satisfaction, but

the data do not provide unambiguous support for the hypothesis

that the strength of this association diminishes when BPQ is

higher.

1 | INTRODUCTION

Market delivery of government-funded public services (outsourcing) was one of the dominant themes of the admin-

istrative reform of the 1980s and 1990s (Hood 1991; Pallesen 2011), known as New Public Management (NPM).

Today, outsourcing is a widespread modus operandi of governments around the world: for example, in 2013, the

OECD countries spent on average about 9 per cent of their GDP on purchases from market providers (OECD 2015,

p. 81), ranging from 17 per cent of GDP in the Netherlands to 3 per cent in Mexico.1

Although outsourcing has attracted considerable scholarly attention, most studies have focused on the anteced-

ents of outsourcing, highlighting a host of factors explaining the extent of outsourcing across polities, often munici-

palities (for review see Bel and Fageda 2009). Those who have studied the effects of outsourcing have primarily

1As these figures include both goods and services required for government consumption (such as office supplies or ICT services)

and provided to citizens, they serve as an approximation of the extent of outsourcing.
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been interested in cost reduction, while there are only very few empirical studies that examine quality issues and

the evidence remains mixed (for review see Petersen et al. 2017). This article contributes to this nascent literature

by examining the link between the extent of outsourcing and service quality.

While the benefits of outsourcing are normally associated with competition, discipline and the entrepreneurial-

ism of private ownership, there is also a considerable literature holding that markets may not be the most suitable

arrangement to ensure a high quality of public services (Hart et al. 1997; Brown et al. 2010; Girth et al. 2012). Yet

another strand of research argues that the outcomes of outsourcing are contingent upon the capacity of the out-

sourcing government (the buyer's capacity), understood in a variety of ways from financial soundness and the num-

ber of personnel to the support of key stakeholders, such as voters and politicians (Kettle 1993; Romzek and

Johnston 2002; Van Slyke 2003; Lamothe and Lamothe 2010; Andrews and Entwistle 2015). One of the key buyer's

capacities highlighted by the literature is managerial capacity (for an overview see Brown et al. 2006), broadly

understood as the strength of management to address problems arising from imperfect market competition (Warner

and Hefetz 2008; Girth et al. 2012; Johnston and Girth 2012; Hefetz et al. 2014) and difficulties with contract man-

agement (Romzek and Johnston 2002; Brown and Potoski 2003a, 2003b; Van Slyke 2003; Brown et al. 2006). An

important element of managerial capacity is the quality of the management-level personnel (Brown and Potoski

2003a, 2003b; Van Slyke 2003; Brown et al. 2010, 2016).

In contrast to the managerial-cadres-matter argument, we argue that the quality of the bureaucratic personnel

as a whole matter. Better-qualified and motivated public employees are likely to have an important moderating

effect on the quality of services through their input into quality specifications, their ability to recognize whether the

contractor behaves in a consummate or perfunctory fashion, and their willingness to act on the observed behaviour.

By conceptualizing the buyer's capacity as bureaucratic personnel quality (BPQ), understood as the competence and

motivation of the buyer's personnel across the board, we contribute to the literature on the contingent nature of

the outcomes of outsourcing.

Our third contribution is empirical: we test the empirical proposition on the negative effect of outsourcing on

service quality arising from the cost–quality trade-off (Hart et al. 1997) and our argument on the moderating effect

of BPQ in the context of municipal governance in Sweden by utilizing a newly assembled cross-sectional dataset on

the extent of outsourcing in four public services where measurability of quality is particularly difficult, citizen satis-

faction with these services, a composite measure of BPQ and a set of relevant covariates for most of Sweden's

290 municipalities.

2 | THEORETICAL ARGUMENT: OUTSOURCING, BUREAUCRATIC
PERSONNEL QUALITY AND SERVICE QUALITY

At the end of the twentieth century, an increased use of market provision of public services was motivated politi-

cally by the need to both save resources in the public sector and improve the quality of services (Osborne and Gae-

bler 1992; Pollitt and Bouckaert 2011; Hood and Dixon 2015). These goals were thought to be achievable by

inducing competition in service provision, which would eliminate the slack associated with a monopolistic market

(Niskanen 1971; Buchanan 1972) and force providers to control costs and improve quality as citizens would be able

to choose the best service available (Osborne and Gaebler 1992; Christoffersen et al. 2007; Donahue and Zeckhau-

ser 2011; Pallesen 2011).

However, there has also been considerable scepticism regarding the unconditionally positive effect of outsour-

cing. In addition to a broad critical perspective, anchored in transaction costs economics that questions the universal

superiority of markets (Williamson 1985), there are at least three counter-arguments as to why market organization

of public service provision may be at odds with service quality. First and foremost, the cost–quality trade-off frame-

work, developed by Hart et al. (1997) as an extension of the incomplete contracts theory, suggests that because

‘the quality of service the government wants often cannot be fully specified’ (Hart et al. 1997, p. 1128), the cost-
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reduction incentives of the private provider will overpower the quality improvement incentives. This is because the

private provider has residual control rights over the assets needed to deliver the service and therefore the authority

to take decisions about these assets—to cut costs or shade/improve quality—under ‘uncontracted-for contingencies’

(Hart et al. 1997, p. 1132). Hart et al. (1997) demonstrated formally that when service quality is subject to ‘uncon-

tracted-for contingencies’ (non-contractible or difficult to specify and measure, hereafter used interchangeably), the

incentives to cuts costs and shade quality inevitably overtake the quality improvement incentives. The cost–quality

trade-off framework is of particular relevance for complex public services, such as healthcare or education, in which

quality specificity is particularly difficult (Brown et al. 2010, 2016).

It is important to note that the cost–quality trade-off framework does not discriminate between different

modes of outsourcing—competitive tendering (i.e., explicit contracting between individual governments/agencies

and individual market providers) and a voucher system, which allows all willing market agents, which satisfy a set of

minimal requirements, to provide (i.e., implicit contracting between the government as a whole and the market as a

whole)—because the source of the quality-shading incentives lies not in the mode of outsourcing, but in the owner-

ship of the residual control rights. There may be a difference in the intensity of the cost-cutting incentives under

explicit and implicit contracts; however, this question is beyond the scope of this study.

Hart et al.’s (1997) framework is congruent with the literature on allocative distortions, associated with informa-

tion asymmetries in principal–agent relations, namely with adverse selection, moral hazard and the observability of

the agent's actions (Holmström 1979). The ex-ante non-contractibility of quality may encourage ex-post opportunism

of the agent (provider) to shade quality and also amplify difficulties for the principal to discipline the agent (because

it is difficult to establish that the agent is not providing the level of quality desired by the principal). Since most pub-

lic services are complex—that is, ‘difficult to describe and difficult to make’ (Brown et al. 2016, p. 294)—the combi-

nation of ex-ante non-contractibility of quality and ex-post opportunism poses a formidable threat to service quality.

Finally, a growing literature on markets for public services concludes that they are weak and lacking competition

(Van Slyke 2003; Girth et al. 2012; Hefetz and Warner 2012; Johnston and Girth 2012; Lamothe 2015). Considering

that a key assumption underlying the concept of a properly functioning market is a requirement for many buyers

and sellers, ‘thin’ markets with few vendors are unlikely to produce a level of competition that fosters quality

improvement and cost reduction (Johnston and Girth 2012).

These considerations inform our baseline expectation about the impact of outsourcing on service quality:

H1: All things being equal, polities with a greater extent of public service outsourcing will on average

exhibit a lower service quality than polities with lower levels of outsourcing.

Although this negative expectation is well grounded, there is also a considerable literature claiming that the

effects of outsourcing are conditional, pointing to the buyer's management capacity as one of the most salient con-

ditioning factors (Romzek and Johnston 2002; Van Slyke 2003; Brown et al. 2010, 2016). Specifically, it was found

that the quality of management-level personnel matters when it comes to selecting the most suitable provider

(Romzek and Johnston 2002) and contract drafting, monitoring the contract's performance (Kettle 1993; Brown and

Potoski 2003b; Van Slyke 2003), and adjusting its implementation (Van Slyke 2007; Amirkhanyan 2009; Brown

et al. 2010; Lamothe and Lamothe 2012). As Van Slyke (2003, p. 296) put it, ‘To reap the benefits of competition,

government must be a smart buyer, a skilful purchasing agent, and a sophisticated inspector of the goods and ser-

vices it purchases from the private sector.’

While this is certainly important, we argue that the success of the buyer's effort to ensure high service quality

depends not only on the quality of its managerial personnel, but on the quality of its bureaucratic personnel as a

whole. We conceptualize bureaucratic personnel quality (BPQ) in terms of competence and motivation, arguing that

higher average bureaucratic competence and motivation will help the government to better specify the desired

quality standard, their ability to recognize the provider's consummate or perfunctory behaviour, and their willingness

to act on the observed performance.
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Although the quality of services the government wants cannot be specified fully (Hart et al. 1997; Brown

et al. 2016), it can be specified to a lesser or greater degree. The latter requires a great depth of information and

formidable expertise in matters relating to the service. We argue that the bulk of this is accumulated in rank-and-file

public employees. Building on the knowledge and first-hand experience of teachers, social workers and the like,

public managers are able to better convey to market providers (either in specific bidding documents, or in broader

quality requirements, such as educational curricula, for services under a voucher system) what the government

wants in terms of service quality.

Regarding explicit contracts, deep in-house knowledge of the service's responsibilities may improve the contract

managers' understanding of which quality parameters are essential and therefore required to be prescribed in fine

detail and which can be written with lesser precision. Without such information and expertise, vested in rank-and-

file public employees, contract managers have less input to work with. Drafting a more complete contract is there-

fore something that contract managers may not be able to handle on their own (Bhatti et al. 2009). Indeed, in their

analysis of the poor outcomes of the outsourcing of the electronic monitoring of criminals in the UK, Provost and

Esteve (2016, p. 237) note that one of the key reasons for failure was that the quality requirements were drafted

without ‘sufficient collaborative assistance’ from other personnel of the outsourcing agency and government.

In other words, although descriptions of the quality of a complex service may never be complete, government

buyers with more competent personnel across the board are more likely to satisfy the requirement for quality speci-

ficity, both in terms of detail and relevance, which will in turn result in higher service quality.

The importance of BPQ is apparent during the actual service provision. Here a key activity for the buyer is to

monitor not only the specified service quality, but also the contractor's discrete actions that cumulatively contribute

to it. For example, pressure ulcer prevalence is one of the most frequently specified quality indicators for elderly

care; and there are a whole host of day-to-day care and medical actions—that are both difficult to specify and diffi-

cult to observe—contributing to this specific indicator (Reddy et al. 2006). Where the provider's discrete actions are

perfunctory rather than consummate, the ability of the buyer to correctly identify them as such will lead to lower

rates of pressure ulcer prevalence (provided the contractor's behaviour is adjusted). The ability of the buyer's per-

sonnel to recognize the provider's behaviour as consummate or perfunctory is often a matter of its street-level per-

sonnel's competence. For example, a competent publicly employed physiotherapist working on a pressure ulcer with

an elderly person, who for some of her other needs is also cared for by a private provider(s), is able to recognize

that the primary source for the pressure ulcer is the private provider's perfunctory behaviour, such as the elderly

person's poor mobility, poor nutrition or poor circulation (JM 2016). When performance data come from a wide

range of public employees, working in a variety of capacities across different services, the buyer is better able to

detect the contractor's perfunctory behaviour, which should drive quality upwards.

The buyer's competence in the verification of the contractor's behaviours and outputs is only half the battle,

and the buyer's motivation to act on these observations is equally important. Recent literature on contract imple-

mentation showed that, although public buyers usually have powerful legal tools for sanctioning, they often do not

apply them because of contract managers' reluctance to use discretion sanctions (Girth 2012). However, as Provost

and Esteve argue (2016, p. 237), this reluctance decreases when ‘multiple government officials view and discuss

performance data’. This highlights the paramount importance of coordination within the outsourcing government,

and also the motivation of the street-level personnel to sound a warning alarm.

In summary, we argue that service quality may be contingent upon the competence and motivation of the per-

sonnel on the buyer's side, who, through a series of interconnected steps in the outsourcing process, may alleviate

the threat to service quality emanating from the overpowering cost-reduction incentives of the provider. On this

basis, we formulate the following hypothesis:

H2: All things being equal, polities with higher bureaucratic personnel quality (BPQ) are on average

more likely to diminish the negative impact of outsourcing on the quality of public service provision,

compared to polities with lower BPQ.
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3 | RESEARCH STRATEGY

To test our hypotheses we use data from the context of municipal governance in Sweden. Swedish municipalities

are a meaningful empirical milieu for a number of reasons. First, municipalities are ‘the most common contracting

authority in Sweden’ (Konkurrensverket 2016, p. 2). Second, municipalities enjoy wide-ranging policy autonomy and

the provision of most public services, including elderly care, non-medical healthcare, childcare and early childhood,

primary and secondary education lies primarily at this level of authority. Third, although expectation of gains in qual-

ity was the key factor driving the government to expand the role of the private sector (Eurofound 2015), there is

considerable variation in both the extent of outsourcing (Figure 1) and service quality (Figure 2). Last, but not least,

a sub-national focus enables us to control for many factors by way of design, thereby increasing the likelihood of

calculating accurate estimates and drawing valid causal inferences (Snyder 2001; Konisky and Reenock 2012).

With 12 per cent of GDP spent on purchases from market providers (OECD 2015, p. 81), Sweden is a typical

case in the OECD context. With regard to bureaucratic competence, due to its long-established meritocratic rules

FIGURE 1 Outsourcing, per cent

Note:Outsourcing ranges from 5 to 55 per cent. One shade darker in colour indicates an increase in 5 per cent in the
level of outsourcing. Darker shades indicate higher levels of outsourced operations of public services. Missing values are
in white. The three biggest cities of Sweden—Stockholm, Göteborg and Malmö—and their surrounding municipalities are
depicted in three enlarged maps (Stockholm to the right, Göteborg—upper left and Malmö—bottom left)
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Sweden scores high in a comparative perspective (Dahlström et al. 2015). Similarly, Sweden's average annual wage

is about 20 percentage points higher than the OECD average (OECD 2017).2 Therefore the test of the moderating

effect of BPQ on service quality should be viewed as conservative.

4 | DATA

We obtained data from Sweden's Statistical Bureau (SCB) on the extent of outsourcing in elder and disabled care,

social services, childcare, and primary and secondary education. These services share an important quality-related

characteristic—specificity (measurability) is considerably more difficult here, compared to other public services

(Brown and Potoski 2003b; Hart et al. 1997). They also constitute the largest item (about 70 per cent) of the

FIGURE 2 Satisfaction, per cent

Note: Satisfaction ranges from 40 to 75 points on a 100-point satisfaction scale. One shade darker in colour
indicates an increase in 5 points in satisfaction. Darker shades indicate higher levels of citizen satisfaction with
public services. Missing values are in white. The three biggest cities of Sweden—Stockholm, Göteborg and Malmö—
and their surrounding municipalities are depicted in three enlarged maps (Stockholm to the right, Göteborg—upper
left and Malmö—bottom left)

2The lack of comparative data on the average remuneration in public bureaucracies precludes a more precise assessment of Swe-

den's position with regard to this component of BPQ.
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municipal bill (Elinder and Jordahl 2013), enabling us to reasonably generalize about the effect of outsourcing on

quality in hard to specify services in Sweden. For each service under consideration, our data distinguish between

services procured via the market and those produced in-house, as a percentage of the total expenditures. We aggre-

gated these individual indicators in Outsourcing, capturing its extent in the core public services in the year 2010

(see Figure 1). The aggregate approach not only stems from the employed theoretical framework, it also addresses

an established criticism of the literature evaluating the effects of NPM reform, which tends ‘to focus on specific

types of reforms in specific kinds of sectors’ (Andrews and Van de Walle 2013, p. 764).

As quality of public services is a multidimensional/multifaceted phenomenon, involving the perspectives of mul-

tiple stakeholders, there is no consensus in the literature on what should be measured and how. While some

researchers choose administrative (government-generated) data (Stolt et al. 2011; Alonso and Andrews 2016),

others use perceptional (survey-based) data, predominantly citizen satisfaction (Andrews and Van de Walle 2013;

Holum 2016). Both approaches have their pros and cons. For example, although administrative measures have an

advantage—albeit increasingly challenged (Van Ryzin et al. 2008; Schachter 2010)—in precision and objectivity, they

typically cover only a limited range of quality dimensions and facets, leading to criticism of ‘artificial selection’ of

indicators for analysis (Andrews and Van de Walle 2013, p. 766). On the other hand, although there has been a

steady use of citizen evaluations as a measure of service delivery value, decades of research have not yielded a clear

answer to the question of the validity of citizen evaluations as a measure of service quality. While some researchers

point to problems of cognitive and desirability biases (James 2009; Calmar Andersen and Hjortskov 2016), others

praise citizens for ‘intelligent and meaningful evaluations’ (Favero and Meier 2013, p. 401; see also Swindell and

Kelly 2005; Van Ryzin et al. 2008; Charbonneau and Van Ryzin 2012).

We chose citizen satisfaction for a number of reasons. First of all, given that our focus is on four complex ser-

vices in which quality is hard to specify, any set of administrative indicators would be subject to the ‘artificial selec-

tion’ criticism. From this point of view, the advantage of survey-based quality indicators is that individuals can scan

a range of quality concerns and consolidate their opinions in a few or even one meaningful indicator of quality (Van

Ryzin 2004). Second, considering that most of the critique against citizen satisfaction as a measure of performance/

quality is directed against their validity as a general evaluation of public sector performance, evaluations of specific

locally provided services are deemed to be much less problematic (Swindell and Kelly 2005; James 2009; Van de

Walle and Van Ryzin 2011). An additional advantage of citizens' consolidated judgements is that because service

quality is generally seen as an outcome rather than an output measure, they are one of ‘the few available ways to

assess service outcomes’ (Andrews and Van de Walle 2013, p. 766).

The data on citizen satisfaction with the four locally provided services under consideration come from SCB's

Citizen Satisfaction Survey, which is voluntary for municipalities. Although almost all municipalities participate, they

do not always participate every year. In order to maximize the number of observations, we averaged the data from

2010 to 2014 to arrive at a single indicator for each service for each municipality. Although we may lose some pre-

cision by pooling the data, the available number of observations (N = 243) outweighs this concern.3 Data on satis-

faction with individual services are aggregated into a composite indicator (Satisfaction), which ranges from 1 to

100, with higher values standing for higher satisfaction (see Figure 2).

We argue that the quality of outsourced services is contingent on the competence and motivation of bureau-

cratic personnel as a whole. Service-matter knowledge and experience makes rank-and-file public employees quality

‘watchdogs’ through their input into quality specifications and their ability to recognize the provider's easy-going or

thorough behaviour. We operationalize bureaucratic competence through education, which is consistent with the

existing literature (Krause et al. 2006), and capture it empirically through the share of municipal employees with

3The survey does not distinguish between service users and non-users, which could be seen as a concern for validity (for review see

Van de Walle 2009). We do, however, build on a more recent theoretical and empirical literature (Kelly 2003; Van de Walle 2009;

van de Walle and Van Ryzin 2011; Holum 2016) that questions the presumed superiority of users' evaluations over those by non-

users, and suggests that such opinions may be inexperienced, but not uninformed.
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post-secondary education, obtained from RKA, a Swedish non-profit association that assembles statistical data

about Swedish municipalities (Education). Experience is another important dimension of competence, but regrettably

we did not find reliable data (in the aggregate at the municipal level) that taps into this dimension of competence.

In the context of the cost–quality trade-off framework, bureaucratic motivation is understood as willingness to

act on the observed perfunctory behaviour of the market provider. As monetary remuneration remains a powerful

source that energizes, directs and sustains bureaucratic behaviour (Meier and O'Toole 2002), we therefore hold that

pay may play an important role in the desire of bureaucrats to counter the quality-shading behaviour of market pro-

viders. We capture this through a measure of average pay for municipal employees, obtained from SCB (Pay). At

the same time, we recognize that the ‘not just for the money’ literature has made great strides and the current liter-

ature is increasingly grounded in the assumption that both external and internal factors influence bureaucrats' moti-

vations (Kwon 2014; Belle and Cantarelli 2015; Navot et al. 2016; Jacobsen and Jensen 2017). This calls for the

inclusion of measures of intrinsic motivation into empirical models considering the effects of motivation. This is not

always possible, however, mostly due to the lack of data. For example, in our case we lack indicators of intrinsic/

PSM motivation, suitable for our research design (e.g., aggregated data across Sweden's municipalities). We recog-

nize the limitations with the operationalization of BPQ, which have to be taken into consideration when interpreting

the results.

We built a two-component index of BPQ, based on the standardized Education and Pay. Both variables are

based on information for the entire range of bureaucratic posts within municipalities, thereby allowing us to exam-

ine the effects of the quality of bureaucratic personnel as a whole.

The relevant literature informed a set of control variables. First, we included population size as larger

municipalities are likely to have a more competitive provider market, which is an important prerequisite for con-

tracting out (Johansson 2008; Stolt and Winblad 2009). This could also proxy prior experience with outsourcing,

potentially affecting the quality of the procurement strategy. Second, we controlled for tax revenue, constituting

60 to 70 per cent of the total municipal revenue (Johansson 2008), as previous research has suggested a link

between larger financial resources and better performance (O'Toole and Meier 2015). In addition, financial

strains in local government revenues have been shown to correlate with more outsourcing of support and infra-

structure services (Geys and Sørensen 2016). Further, we included population increase, which in the Swedish

context is used as a measurement of municipal prosperity, reflecting the ability to attract new residents

TABLE 1 Descriptive statistics

Variable Obs Mean Std. Dev. Min Max

Satisfaction 243 55.91 4.12 43.6 71.08

Outsourcing 289 18.55 7.27 5.25 52.5

BPQ Index 290 0 0.89 −1.96 3.99

Education (BPQ), per cent 290 44.04 6.92 30 77

Pay (BPQ), per cent 290 24,256 664 22,300 27,100

Population size 290 32,467 64,913 2,460 847,073

Population growth, per cent 290 0.09 0.94 −3.09 2.50

Population education, per cent 290 9.71 4.21 4.67 30.67

Population income 290 224,000 29,000 176,000 433,000

Tax revenue (1,000,000 SEK) 290 1,178 2,383 80 31,000

Centre-right rule 290 0.49 0.50 0 1

Mean outsourcing, neighbouring 289 18.42 5.71 9.1 41.71

Highest outsourcing, neighbouring 289 24.46 7.91 11.5 52.5

Note: Satisfaction (SCB, 2010–14, averaged); for the rest of the variables the data are for the year 2010 from SCB and
Kolada.
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(Fjertorp 2013),4 a dummy variable that captures the ideology of the ruling coalition, as it was suggested that

the spread of marketization of public services in Sweden was driven by right-wing regimes (Stolt and Winblad

2009). Finally, we included population income and education to control for the notion that richer municipalities

with a better educated population tend to exhibit higher service satisfaction, and also to ensure that the educa-

tion and pay measures for public employees do not simply reflect the general education level and income in the

municipalities. Online appendix A provides the full description of variables, and appendix B provides a list of the

municipalities included in the analyses. Table 1 reports summary statistics, and appendix C reports the full corre-

lation matrix.

5 | METHOD

We used the ordinary least squares (OLS) estimator in the main analysis. An important objection to this approach is

the risk of omitted variable bias and reverse causality. In our case there is an argument to be made for endogeneity

between outsourcing and satisfaction: it is plausible that local governments that face a dissatisfied citizenry may

want to restructure their service delivery by increasing the level of outsourcing. To deal with the issue of reverse

causality, we employed a two-stage least squares (2SLS) instrumental analysis. We used two instruments: the mean

and the highest level of outsourcing in the neighbouring municipalities. The rationale is similar for both instruments.

To start with, it is plausible that contractors that already provide services in municipality A would be interested in

expanding their businesses in neighbouring municipalities B and C, thereby increasing the levels of outsourcing

there. It is also important for buyer A that a market in the area they would like to outsource actually exists, and,

with a contractor already established in neighbouring municipalities B and C, this important precondition for out-

sourcing is met. In other words, with a well-functioning provider market nearby, outsourcing is a more viable option

for the local authority in question. Further, the application of the literature on institutional isomorphism to the con-

tracting out by local authorities strongly suggests the presence of spatial dependency in the behaviour of English

(Alonso et al. 2016) and Danish (Villadsen et al. 2010) municipalities due to mimetic isomorphism. The proximity

effect of the neighbouring municipalities' outsourcing decisions is also clearly at play in the case of Swedish munici-

palities (Stolt and Winblad 2009).

The extent of outsourcing in neighbouring municipality B is likely to be unrelated to the levels of citizen satis-

faction with services in municipality A. It is also unlikely that outsourcing in municipality B is correlated with other

unmeasured causes of satisfaction in municipality A, suggesting that the exclusion restriction is met. Moreover, it is

likely that the instrument meets the exclusion restriction as we cannot see any reason that does not run through

the causal path suggested here that would connect low satisfaction in municipality A with a well-functioning service

market in municipality B (Sovey and Green 2010). We examine both instruments separately.

6 | RESULTS

Table 2 reports the estimates when the level of outsourcing is regressed on citizen satisfaction with public services

under a set of controls. Model 1 shows that Outsourcing and Satisfaction are significantly correlated at the 99 per

cent level and signed negatively, as hypothesized. The size of the coefficient for Outsourcing is not trivial: moving

from the lowest level of outsourcing (5.25 per cent in Skellefteå) to one of the highest levels (52.5 per cent in Täby)

would imply a drop in the Satisfaction scale of 8.7 points.

4Despite this context-specific interpretation of population growth, it is plausible that it may also increase pressure on services. In

the absence of theoretical clarity on the direction of the population growth's effect, we refrain from substantive interpretation of

the estimates for this variable.
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To model our theoretical expectation that the strength of this association diminishes in municipalities with

higher quality personnel, we include the interaction term between Outsourcing and BPQ Index (model 2). The inter-

action term has a positive sign as hypothesized, but it is statistically significant only at the 90 per cent level.

Figure 3 suggests that the marginal effect is significant at the 95 per cent level when the BPQ Index is lower than

2.5. Considering that the majority of the observations fall into this category, the marginal effect is significant where

it is empirically most relevant. To illustrate, the difference in satisfaction between Täby and Skellefteå is reduced to

5.2 points under the moderating effect of BPQ, which is much higher in Täby.

Models 3 and 4 report the estimates for the individual components of the BPQ Index. The interaction term is

significant for education, but not for pay, suggesting that the BPQ's overall effect is driven primarily by education.

Regarding the control variables, we found a consistent negative correlation between population size and Satis-

faction, while population, education and income are robustly positively linked with Satisfaction. In other words, in

TABLE 2 Outsourcing, bureaucratic quality and citizen satisfaction with services: OLS estimates

(1) (2) (3) (4)

Outsourcing −0.18*** −0.24*** −0.53*** −1.42

(0.04) (0.05) (0.19) (0.86)

BPQ Index −0.39

(0.78)

Education (BPQ) −0.02

(0.12)

Pay (BPQ) −0.00

(0.00)

Population size, ln −2.83*** −3.10*** −3.08*** −2.99***

(0.71) (0.72) (0.71) (0.73)

Population growth −.52 −0.43 −0.50 −0.42

(0.40) (0.40) (0.41) (0.40)

Population education, ln 4.74*** 4.69*** 4.01*** 4.91***

(1.40) (1.40) (1.45) (1.40)

Population income 0.05*** 0.04*** 0.04*** 0.04***

(0.01) (0.02) (0.02) (0.02)

Tax revenue 0.00* 0.00* 0.00* 0.00*

(0.00) (0.00) (0.00) (0.00)

Centre-right rule .98* 0.87* 0.84 0.94*

(0.51) (0.52) (0.51) (0.51)

Outsourcing # BPQ 0.04*

(0.03)

Outsourcing # Education 0.01*

(0.00)

Outsourcing # Pay 0.00

(0.00)

Constant 63.76*** 69.97*** 72.02*** 87.18***

(6.73) (7.39) (8.20) (22.44)

Observations 242 242 242 242

R-squared 0.23 0.25 0.26 0.24

Note: Outsourcing is the share of the public services' budget spent via the market. Standard errors are in parentheses.
*p < .10, **p < .05, ***p < .01.
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FIGURE 3 Average marginal effects of outsourcing (95 per cent CI): BPQ Index

TABLE 3 Outsourcing and citizen satisfaction with services: 2SLS results

(1) (2)

Outsourcing −0.30** −0.30**

(0.12) (0.15)

Population size, ln −3.34*** −3.35***

(0.79) (0.92)

Population growth −0.41 −0.41

(0.41) (0.43)

Population education, ln 5.02*** 5.02***

(1.53) (1.53)

Population income 0.07*** 0.07***

(0.02) (0.02)

Tax revenue 0.00** 0.00**

(0.00) (0.00)

Centre-right rule 1.09** 1.09**

(0.49) (0.51)

Constant 66.40*** 66.43***

(7.00) (7.53)

F-statistics 26.8*** 14.4***

Underidentification test 16.6*** 11.0***

N 241 241

R2 0.21 0.205

Note: Model 1: Outsourcing is instrumented with the mean of outsourcing in the neighbouring municipalities; Model 2:
Outsourcing is instrumented with the highest value of outsourcing among the neighbouring municipalities. Robust standard
errors are in parentheses.

*p < .10, **p < .05, ***p < .01.
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line with previous research, municipalities with better-educated and more affluent residents exhibit on average

higher levels of service satisfaction, whereas population size is negatively associated with service satisfaction. In

addition, both the size of tax revenue and the political colour of the ruling coalition are positively correlated with

service satisfaction. Local authorities with higher tax revenue are likely to provide better services, and it is plausible

to think that municipalities ruled by the parties from the centre-right coalition are home to more citizens in the

higher income brackets (generally more satisfied with services).

In order to test the robustness of the results, we re-ran the analysis reported in Table 2, using an alternative oper-

ationalization of Outsourcing.5 Table D1 in online appendix D reports that Outsourcing is still negatively signed, but

falls below the threshold for statistical significance (model 1). However, it is significant in all three models with the

interaction terms (models 2–3), where all three interaction terms (BPQ Index (model 2) and both individual compo-

nents (models 3 and 4)) are also significant at the 99 per cent level. Although these data provide additional support to

the hypotheses, they only include a quarter of the municipalities.6 To further refine our analysis, we re-ran the regres-

sion with the Outsourcing measure (for-profits only), excluding the preschool service, which was the cause of the loss

in the number of observations in the previous analysis. With 123 observations, the data provide strong support for the

hypotheses, as all coefficients of interest are significant at the 95 per cent level (Table D2 in online appendix D).

Finally, in order to isolate the exogenous effects of outsourcing on citizens' satisfaction with services, we

employed the 2SLS estimator with robust standard errors. Model 1 in Table 3 reports estimates when Outsourcing

is instrumented with the mean of outsourcing in the neighbouring municipalities, while the instrument in model 2 in

Table 3 is the highest value of outsourcing from among the bordering municipalities. The F-statistics and underiden-

tification tests for both instruments (26.8 and 14.4; 16.3 and 11, respectively) indicate that the instruments are

sound. The coefficients for Outsourcing in both models are statistically significant and are signed negatively, as

hypothesized. Furthermore, compared to the OLS estimate, the substantive impact of Outsourcing is larger. The

results of the 2SLS analysis lessen the concern that outsourcing is endogenous to citizen satisfaction.7

7 | DISCUSSION

In sum, the data provide support for H1 that the greater extent of public service provision via the market is associ-

ated with lower service quality. This finding is robust to alternative measures, different model specifications and

estimation techniques. The support for H2 on the conditional effect of outsourcing on the quality of bureaucratic per-

sonnel as a whole is limited. The interaction term in the regression is significant, although only at the 90 per cent

level, precluding us from laying claim to the universality of the effect across different values of the BPQ Index. Fur-

ther analysis also reveals that the effect of BPQ is driven primarily by the education component of the BPQ Index.

These inconclusive findings point to potential limitations with the operationalization of BPQ through pay and

education, and strongly call for the incorporation of measures of intrinsic motivation into an indicator aimed to cap-

ture bureaucratic personnel quality. There is also the possibility of a measurement error in the dependent variable

as the data employed on satisfaction may be influenced by the non-users' responses. Finally, our intent to provide a

broader picture of the quality effects of outsourcing by bringing four of the most important services together may

hide as much as it reveals. This is arguably one of the reasons why our findings are different from the results of

6The municipalities in the smaller sample are larger, with higher tax revenues and more affluent populations. There is, however, no

statistically significant difference between the two samples with regard to the dependent variable. As a smaller number of observa-

tions poses a higher risk of the results being driven by outliers, we first used Cook's distance and DFBETA to identify influential

cases and then re-ran the regressions without the influential cases. These did not change the main results.
7The interaction effect between instrumented Outsourcing and BPQ Index is not tested through 2SLS as we have not been able to

come up with a plausible instrument. Although the literature suggests that endogeneity is less acute for interaction terms (Bun and

Harrison 2014; Nizalova and Murtazashvili 2016), the risk of endogeneity affecting the estimates of the interaction terms remains

present and should be taken into consideration.
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some quality-related studies in the Scandinavian context (Stolt et al. 2011; Holum 2016), although our data interro-

gation is more rigorous.

8 | CONCLUSION

While outsourcing has become a popular strategy of local government around the globe, only a handful of studies

have examined the link between outsourcing and service quality. To address this gap, we first tested the prediction

of the cost–quality trade-off framework that outsourcing negatively affects the quality of those services whose

quality is difficult to measure (Hart et al. 1997), in the empirical milieu of Swedish municipal governance, an environ-

ment characterized by significant variation in both the extent of service outsourcing and citizen satisfaction with

service quality. Second, in contrast to the influential literature discussing whether management matters, we have

argued that what may assuage the negative impact of outsourcing on service quality is the quality of bureaucratic

personnel taken in its entirety. We identified two conditions under which rank-and-file public employees may serve

as quality watchdogs—higher competence and motivation, operationalized in terms of education and pay.

Our baseline expectation that outsourcing confers no benefits for service quality (H1) found support in the data.

The estimates for the variable capturing outsourcing are robustly statistically significant, signed negatively as expected,

and are of non-trivial magnitude. Confidence in the directionality of the effect stems from the results of the instrumen-

tal variable analysis. The fact that the services under consideration constitute more than two-thirds of the municipal

budget permits reasonable generalization to all complex services, albeit with limited generalizability beyond Sweden.

However, the data did not provide unambiguous support for the hypothesis that the magnitude of this negative associa-

tion may be smaller in municipalities with better-educated and better-paid staff (H2). The interaction term for outsour-

cing and bureaucratic personnel quality falls below the accepted threshold for statistical significance, leading to the

decision to reject H2. Even though H2 is not universally supported, the effect is statistically significant for the over-

whelming majority of empirically relevant observations, calling for further empirical examination of the proposition that

the negative effects of outsourcing on service quality could be assuaged by a higher quality of bureaucracy taken as a

whole. One of the avenues most apparent for future research is better operationalization of the BPQ concept, with spe-

cific attention to indicators capturing intrinsic and public service motivation. Equally, further research should broaden a

set of empirical indicators for the concept of service quality as to ascertain the robustness of the findings. Further, a

careful service-specific analysis, involving unique modelling choices for each service, would help to clarify the picture.

This article makes an important contribution to the literature on the effects of NPM reforms in general and to

the nascent literature on the relationship between the extent of outsourcing and service quality in particular. By

empirically assessing the association between marketization and quality for a bundle of key public services, the arti-

cle provides a direct empirical test of the influential cost–quality trade-off framework. Our finding supports the the-

ory and reinforces scepticism about the quality-improvement promise of the market, which has no theoretical

footing. Also, by considering a broad set of services, this study overcomes the myopic focus of the literature on spe-

cific types of reforms in specific sectors. Further, we contribute to the literature by broadening its current focus on

the importance of managerial capacity to the potential quality-enhancing role of the entire bureaucratic personnel.

And although not fully supportive of the proposition, the results of the empirical test provide enough grounds for

further exploration of the idea that bureaucracy as a whole matters for the quality of outsourced services.

In light of the fact that the quality-improving promise of the market provision of public services has no basis in

theory and finds limited empirical support, the quality-shading risk associated with market provision should be taken

extremely seriously and factored in when public authorities face the question of the mode of service provision.
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