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Purpose

This paper provides background information on the government policy
on involvement of the private sector in the delivery of public services through
outsourcing, and summarizes the concerns expressed by the Panel on Public
Service (the Panel) on the impact of the contracting out programme on civil
servantsin past discussions.

Background

2. According to the Administration, it is the established policy that the
Administration should use the private sector where possible, in keeping with
economic and fiscal objectives of maintaining a small and efficient government,
reducing the budget deficit, containing the size of the civil service, and
promoting business opportunities and jobs in the private sector. Different
contractual approaches, including outsourcing and Public Private Partnerships
(PPPs), may be considered when providing new and expanded services, as well
asto improve existing services.

Outsourcing

3. The Administration considers that outsourcing is an effective means of
delivering services to the community and can help departments respond to
increasing demands for better services of the community, while helping to
achieve the cost-savings necessary to meet the Administration’s budgetary and
financial objectives.



Role of the Efficiency Unit (EU) in promoting/assi sting outsourcing

4, EU istasked with helping the Administration to transform the delivery
of public services through better efficiency and productivity. One way to
achieve this is to assist bureaux and departments to look at different means to
deliver public services, including through the private sector. Typicaly, this
involves outsourcing and PPP approaches.

5. Since 2001, EU has established a dedicated team to assist bureaux and
departments in enhancing involvement of the private sector in the delivery of
public services. EU provides the following services to departments
considering private sector involvement options —

(@ Feasbility and business case studies;
(b) Re-engineering/performance improvement studies,
(c) Project planning, scoping studies, and implementation planning;

(d) Development of procurement documents including contracts,
service specifications and tender evaluation criteria;

(e) Duediligence checks;

(f) Establishment of contract administration and relationship
management regimes,

(g) Providing arange of guides e.g. A General Guide to Outsourcing
and An Introductory Guide to PPPs;

(h) Training courses, seminars and experience sharing sessions; and
(i) Help desk services.

6. EU has published a number of brochures regarding the involvement of
the private sector in the provision of public services, including “A General
Guide on Outsourcing”, “An Introductory Guide to Public Private
Partnerships’” , “A User Guide to Contract Management”, *Government
Outsourcing Practices by ICAC” and “Competition and Contracting: Learning
from Past Experience”.

7. EU conducted outsourcing surveys in 2000, 2002 and 2004 to collate
information on the number of contracts, total contract value and annual



outsourcing expenditure of the Administration. A summary of findings is
given below -

Year of survey 2000 2002 2004

Total number of contracts 4 389 4 853 4512

Total contract value (Not asked) | $238 hillion | $214 hillion
Annual outsourcing expenditure | $32 billion | $66 billion $46 hillion

8. A wide spectrum of government services have been outsourced, with
capital works and construction, building and property management,
environmental hygiene, and infrastructure maintenance contracts continuing as
the top four in terms of annual outsourcing expenditure in 2000, 2002 and 2004.
According to the Administration, departments usually outsource for pragmatic
reasons, such as acquiring services unavailable in-house, the wish to focus on
core services and the need to access skills, rather than for achieving cost
savings.

Standard employment contract for non-skilled workers of contractors of
government service contracts

0. On 6 May 2004, the Administration promulgated a mandatory
requirement on wage rates for government service contracts for tender
assessment.  Under the mandatory requirement, a tender offer would not be
considered if the monthly wage rates offered by the tenderer to their nonskilled
workers were less than the average monthly wages for the relevant
industry/occupation as published in the latest Census and Statistics
Department’s Quarterly Report of Wages and Payroll Statistics at the time
when tenders were invited. In March 2005, the Administration proposed a
new standard employment contract for non-skilled workers for use by
contractors of government service contracts.

Recent discussions on the impact of government outsourcing on civil
servants

10. The Panel on Public Service discussed the impact of government
outsourcing programme on civil servants at its meeting on 20 May 2005.
Members in general were concerned whether the Administration was trying to
reduce the size of the civil service establishment through contracting out more
and more of its services to private contractors and reminded the Administration
the importance of upholding the stability in the civil service. Hon WONG
Kwok-hing queried whether the staff savings achieved through containing the
size of the civil service could be offset by the cost for government outsourcing
contracts.



11. The Administration explained that the primary objectives of
outsourcing public services to the private sector were to achieve value for
money and to ensure quality service delivery. The Administration pointed out
that cost cutting was not a major consideration when departments took forward
outsourcing exercises. The Administration also advised that it did not have
accurate statistics on the amounts of savings achieved as aresult of outsourcing
over the years as this was not one of the measured deliverables for outsourcing
contracts. It would be particularly difficult to derive this information for
outsourcing contracts that had been in place for many years and for contracts
for which the services outsourced had never been provided in-house.

12. Hon LEE Cheuk-yan considered that that outsourcing had adverse
impact on the promotion prospect and succession planning in the civil service.
He was concerned whether the Administration had fully assessed the impact of
outsourcing on civil servants before pursuing outsourcing exercises. He also
requested the Administration to assess the impact of outsourcing programmes
on civil servants and consult the staff concerned before procuring outsourcing
services.

13. The Administration advised that it was the government policy that no
staff would be made redundant due to contracting out, and it was expected that
the outsourcing programmes would not have direct impact on civil servants.
The Administration assured members that the Administration would give due
consideration to the views of civil servants and make a decision on the way
forward for the best interest of the community as a whole. The
Administration pointed out that there had been precedents that the
Administration had decided to shelve plans for corporatization of public
services after considering staff's views,

14. Hon WONG Kwok-hing requested information on the total number of
staff employed by government contractors under the prevailing government
outsourcing programmes. The Administration advised that government
outsourcing contracts only specified the types and level of services to be
delivered by the contractors, rather than the number of staff to be employed for
the services. It was up to individual contractors to determine the number of
staff to be employed. The Administration did not maintain statistics on the
number of staff employed by contractors undertaking government outsourcing
contracts.

15. At the Panel meeting on 14 October 2008, Hon IP Wai-ming and Dr
Hon PAN Pey-chyou expressed concern whether the current economic climate
would have any impact on the Administration's policy on outsourcing. The
Panel has scheduled to discuss the issue with civil servant staff unions and the
Administration at its meeting on 29 May 2009.



Relevant papers

16. A list of relevant papersisin Appendix.
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