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Engaging with external organisations to deliver complex products 
or services is challenging.

Your experience with, for instance, outsourcing:
- why did you outsource?
- examples of challenges you experienced



Reasons to outsource

Why do governments outsource?

• Promote efficiency

• Respond to citizen concerns and 

preferences

• Save or control costs

• Enhance effectiveness

• Improve transparency or 

‘accountability’

• Political imperative for ‘smaller 

government’
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When outsourcing hits the headlines
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Conceptual framework: 
“transaction cost economics”
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Information asymmetry
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Insight 1. Careful vetting of counterpart(s)
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Exercise: to outsource or 
not to outsource?
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Contracting approaches
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Insight 2. Clarity on WHAT and WHY you outsource
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Incentive mechanisms?

• Open auctions
• very detailed contracts
• KPIs
• Bonuses
• Penalties
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Incentive mechanisms?

• Open auctions
• very detailed contracts
• KPIs
• Bonuses
• Penalties
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AGGRESSIVE 
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Renegotiations are frequent
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Estace & Saussier 2014

And may be expensive

Eg highway construction 
contracts in California 
(Bajari-Houghton-Tadelis
2012, based on 800+ 
contracts): 
- adaptation costs = 8-
15% of winning bid



Insight 3. anticipate active management of the contract 
over its lifetime (the contract will change)
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Contracting approaches
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“…a formal relational contract that specifies mutual goals and establishes 

governance structures to keep the parties’ expectations and interests aligned 

over the long term. Designed from the outset to foster trust and collaboration, 

this legally enforceable contract is especially useful for highly complex 

relationships in which it is impossible to predict every what-if scenario.”
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There are limited public-
private examples of 

formal-relational 
contracting practice.
What can/should we 
introduce to public 

contracting?



Insight 4. build on the relationships and keep alignment
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Key highlights & your 
experience

1. careful vetting of 
counterpart(s)

2. clarity on WHAT and WHY 
you outsource

3. anticipate active 
management of the 
contract over its lifetime 
(the contract will change)

4. build on the relationships 
and keep alignment
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Consider the transaction costs over the 
lifetime of the contract/relationship  
[but also the associated “transaction 
benefits”!]


