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ABSTRACT
THE OUTSOURCING OF NATIONAL DEFENSE
By

Christopher Weimar

Advisor: Professor Peter Liberman

The outsourcing of military activities and services has grown dramgticakcent
decades. My objective is to understand and explain this phenomenon at work in the
United States Department of Defense (DoD) using theoretical framewiskategic
efficiency, political ideology and organizational theory factors. Thisystedks to
answer the question, why has the DOD outsourced support activities and functions tha
contribute to larger national security objectives and were traditiopaifprmed by DoD
personnel? I'll use a case-study methodology to examine outsourcing in the Da@ibetw
1970 and 2005, to include an in-depth look at the information technology (IT) networks
area of the military services.

I've chosen these cases because they combine to represent a broad petgpective
outsourcing behavior across each service over time as well as a speeificerelevant
to the war-fighting mission of each service. Since the phenomenon is under explored in
political science, my study will be valuable in expanding our understanding of thesfac
influencing the increasing role of market actors in national defenséiast I'll also
address issues regarding the distribution of power, authority and public accayntabil
while identifying relevant bureaucratic, ideological and organizationadraaffecting

the development and implementation of national security.
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CHAPTER ONE

INTRODUCTION

My dissertation focuses on the DoD outsourcing of services, a form of paitvaiiz
from 1970-2005. This study seeks to understand the factors driving the DoD outsourcing
phenomenon for support services since they have become vital in the process of
providing defense and security to the American public. These support servicdsutentri
to core activities integral to several DoD operational missions having & direc
conseqguence on national defense. Procurement of support services increased from $63.9
billion to $130.1 billion (constant 2005 dollars) between 1970 and 2005.

While scholars have studied the U.S. military-industrial complex focusing on
DoD/government relationships with market actors aimed primarily ghavesa
manufacturing, research and development, studies addressing the growiraf onset
outsourcing for many DoD support functions and missions have lagged behind. When
running defense operations has become dependent on support contractors that going to
war without them, as in Iraq and Afghanistan, becomes impossible, questions &rise as
why the DoD has put so much investment into private actors and its affect on core
military and democratic principles. No one has made a case for why thkdd.S
increased its dependence on the private sector for these activities noredltresssue
of winners and losers as a result of this phenomeéraa paper will study DoD
outsourcing in a variety of support functions through the frameworks of strategic
efficiency, political ideology and organization factors in a case-studyaadelogy to

gain valuable insights into the variables affecting outsourcing aciivitye DoD.



Defense outsourcing has become an essential part of the U.S. war figlating e
and national interest.When the national interest can be viewed as an object of political
contestation, some groups may benefit at the expense of others with the advancement of
the outsourcing phenomenon. Defense outsourcing is an element of U.S. national interest
and has implications for a variety of groups. After examining the usefulnessof eac
theoretical framework in explaining the DoD outsourcing phenomenon, I'll addréss i
conclusion how outsourcing activity has been reflective of the interests of government
and military leaders at the expense of organizational effectivenessd#ralfcivil
service, and the American public, measured through the safeguarding of demmocrati
principles in pursuit of national defense.

Since the end of the Cold War, the national-security realm of governmenehas se
a strong emphasis on privatization unparalleled in the modern state. Privatigation i
defined as a relationship between the government and a private firm or digartiza
provide a service for the government (Savas 1982; O’Looney 1998). Privatization
actions can take the form of administrative solutions, short-term politicalitsemethe
rearrangement of the institutional assignment of responsibilities, shagicigion
processes from the public to private realm (Feigenbaum, Henig, Hamnett 1998).

Outsourcing is a form of privatization in which a government organization is tasked
with providing appropriate oversight while the vendor is typically granted exéens
flexibility and responsibility regarding the performance of their mis¢Defense Science
Board 1996). It is a form of privatization that is defined as shifting an gtrther in

whole or in part, from the public sector to the private sector in order to achieve a purpose

! The national interest can be defined as a staitegda the interest of the entire nation, indepemtcbf
societal pressures and not representing parti€atdéions within it. The state aggregates prefezeras
best as possible to maximize its overall utilityaigny 2007, 1).



more effectively, efficiently and accurately (Butler 1991). It involvesribecased

reliance on private actors and market forces to take over activities onsésfies that
have come to be regarded as properly within the government sphere (Feigenbaum ed.
1998). Itis grounded in the belief that market competition is a more efficigrtowa
provide quality service allowing for greater choice, increased efficiandyeduced

costs for service delivery (Savas 1987).

The use of private actors to augment and assume responsibilities faryrfolitaes
throughout the DoD has grown dramatically in the past few decades. The U&Il Arm
Forces have experienced a significant increase in its operations temploeopastt 15—

20 years while operating with about one-third fewer forces. Growth in technodsgy
increased exponentially throughout this period and affected how the DoD conducts daily
business and fights wars. According to Peter Singer, between 1994 and 2002 the U.S.
Department of Defense entered into more than 3,000 contracts with U.S. based private
military firms estimated at a contract value of $300 billion (Singer 2003, 15).

Contractors are involved in areas critical to the U.S. military’s cossians. Some of

these functions include providing security and logistics support for base operations,
conducting army aviation training, and performing maintenance and admioisulaties

for the F-117 stealth fighter, the B-2 stealth bomber, the U-2 reconnaissaneggyid
various naval surface warfare ships (Singer 2003, 15).

Military support services also became targeted as a business opportuhigy by
private sector tailoring its their expertise and service support towardarynactivities.

The 2001 Quadrennial Defense Review suggested that contracting-out battkefietes

would become as common as hiring private firms to build tactical aircraéipne



suggesting that only activities that must be performed by the DOD be k& BYOD
(Cahlink 2003). The reliance on private actors to accomplish tasks that diffsattytlze
states national security capability has never been greater. It hasilitherdistinction
between soldier and civilian (Newbold 1998).

The basic partnership trend between the U.S. government and the private sector was
set in motion in the 1920s when the decision was made to build military aircraft and
advanced technology armaments in the private sector (Hamre 2004, 21). Thirty years
later, President Eisenhower’s administration began an effort to shifafédemmercial”
activities to private enterprise. In 1955, the Eisenhower administration pratealg
formal policy stating that “ the Federal government will not start or carrgny
commercial activity to provide a service or product for its own use if such product or
service can be procured from private enterprise through ordinary business ¢hannels
(Bureau of Budget 1955)The policy followed the basic competition prescription,
before it had been formulated, that market competition would keep goods and services
cheap and of high quality (Kettl 1993, 4Bisenhower’s policy evolved into the Office
of Management and Budget (OMB) Circular A-TBese early efforts took place
primarily in the context of increased national governmental growth versuscdoala
and deliberate effort to reduce the size and scope of governmental aktenig (L990).

In this study, | evaluate DoD outsourcing conducted through two primary methods —
annual procurement of new or existing private services, and competitive sobrounght

the Federal A-76 proceS$s.

% The Office of Management and Budget Circular Aeg6ablishes federal policy for the competition of
commercial activities. It provides the processaiych government employees and private sectoriesitit
compete for the opportunity to provide a serviceannnstallation (Keating 1997, 43).



Focus of the Study

My research addresses an important gap in the privatization and defenseeliteratur
by examining the outsourcing of DoD support activities that ultimately havédeoalsle
impact on the national interest and national defense capabilities and objelttises
significant and makes an important contribution to the literature for seeasains:
1. The nature of outsourcing traditional military activities, their exptagdactors and
impact on societal groups has not been adequately studied in political sdenaters.
2. Bridging the gap between political science and defense policy liesatur
3. Private firms have become a fundamental part of U.S. defense plans and operations.
4. Since defense outsourcing has important implications for national security and
ultimately weights into the assessment of the state’s military dajgshiit affects the
study of international security. The findings can be significant, as thenggstity of
research in international security assumes the state is a unitary, autsramturwith an
objective national interest.
5. The study examines the relationship between defense organizations, polisyamake
market actors in the conduct of national security. It looks at issues addrdssbalance
between the public and private provisions of security and responsibilities for hationa
defense, the realm of security as an avenue for political actors to redsceetbéthe
state and the degree to which rational value-maximizing behavior, political idenidgy
organizations explain the rise of private actors in the business of national defaese
findings, while examined through case studies of DOD outsourcing actiwtzéet

1970-2005, can be further generalized to enhance our overall understanding of the



relationship between market forces, societal groups, national leaders, atadethe s

responsibility for national defense and security throughout the internationaiwaty.

Objective of the Study

The objective of this research is to understand and explain the political phenomenon
of the outsourcing of national security activities in the pre- and post-Cold WaWdra
outsourcing and why now? Though relationships between the military and privage acto
are not uncommon and have existed throughout the history of the state, the outsourcing of
activities that are central to the success or failure of national tsechjectives is a
phenomenon moving beyond traditional government-private actor relationships as
contractors find themselves at the forefront of conflicts in activitiesnbet previously
performed by the state. The study is framed into four parts: Part | — chi3ers
(introduction, literature review, research design and data collection, theloretica
frameworks overview and defense outsourcing between 1970 and 2005); Part Il —
chapters 4-8 (main body of study, five case studies—1970-1980, 1981-1988, 1989—
1995, 19962000, 2001-2005); Part Ill —chapters 9-10 (Information Technology (IT)
case-study); Part IV — chapter 11 (overall findings and conclusion).

The case studies in Part Il were selected to examine and test each oéthe thre
theoretical frameworks in the study. The timeframes for the cases atedrasatural
variances in procurement and competitive sourcing activity and are eactiehaed by
a relative change in one of the dependent variables. They provide a largervanahe
dependent variable across time, offering a good laboratory for testing eachioéthe

theoretical frameworks. The variance in annual procurement activityasuresl using



the percent of Operations and Maintenance (O&iMidget spent on procurement in
Figure 1. O&M expenditures highlight the priorities and interests of the DoD.
Competitive sourcing variance is measured through the following indicators\fyacti
— annual amount of competitions, amount of positions studied for competition, and
amount of competitive sourcing initiatives announced by DoD organizations in Figure
5,6,7,8 and Tables 5,7.

The first case-study is primarily focused on procurement activity, édral
government until 1978 did not systematically capture competitive sourcing data. It
highlights an inconsistent pattern for the annual percent of O&M committed to
procurement. The second case-study is marked by a significant incréas@ancent of
O&M funds for procurement as compared to the first case. Additionally, thescase i
marked by significant competitive sourcing activity. The third casgysinarks a
reduction in the percent of O&M funds for procurement and a more significant reduction
in competitive sourcing activity. In the fourth case-study, the averagerpeicO&M
budget for procurement activity increased for the period despite a slighadedn the
procurement dollars spent, while competitive sourcing activity grew gignify. The
fifth case-study points to a slight decline in the average percent of O&M $pedis on
procurement but also the largest increase in the amount of procurement dollars spent
when compared to all cases as the O&M budget increased. Competitive souieihg ac

began to decline during this period.

% Operation and Maintenance (O&M) appropriationslitianally finance those things whose benefits are
derived for a limited period of time, i.e., expens®t related to military personnel or RDT&E , extthan
investments. Types of expenses funded by O&M apjatipns include: DoD civilian salaries, supplies
and materials, maintenance of equipment, certaiipetent items, real property maintenance, rental of
equipment and facilities, food, clothing, and f(2AU, 2009).



In Part Ill, the Information Technology (IT) case-study examineggeach of
each military service in the operations and management of their IT networklitgpabi
from the mid 1990s through 2005. It's a useful case for examining and testing each of
the theoretical frameworks because it evaluates the extent to which outgdasi
affected the development of computer network management in each militapgesarvi

core support activity penetrating virtually every defense activity iftbthie.

LITERATURE REVIEW

Most of the literature and studies of privatization and outsourcing in the U.S.
government have centered on local and state government. Studies of privatization and
outsourcing within the DoD have been narrowly focused on DoD organizations to
determine efficiency/cost savings at particular locations. Studdressing a wider
range of potential factors shaping the outsourcing behavior of the DoD with plglitica
relevant incentives and ramifications have been missing. No one has madéoa case
explaining the DoD outsourcing behavior of its support services nor addressed the issue
of winners and losers as result of this phenomenon

The literature on government privatization and outsourcing offers a variety of
insights and contributions that can be useful in this study. The literature has atidresse
the phenomenon through general overviews, as a pragmatic development to provide
expertise and capacity not inherent in government, through ideologicalpdiessri
rooted in politics and based on the designs of leading politicians and as a means to
provide efficiency by reducing costs and improving public management. Tla¢uliter

has also suggested that outsourcing is ineffective in the government due to teackfer



in how public and private organizations operate and due to the lack of transparency and
accountability in public services.

In general, theorists studying privatization have referred to it as a sociat@ioe
(Tarrow 1989), a form of new populism (Boggs 1986) and a form of postmodernism that
is anti-bureaucratization (Handler 1992). Handler suggests two separatiegsdar
privatization: reducing the collective domain, or providing the same level of public
services but more efficiently through the private sector (Handler 1996, 6)nught
Savas notes that privatization was first proposed in 1969 as a deliberate publiegoolicy
improve government (Savas 1987, 291). He defines privatization conservativéig as “t
act of reducing the role of the government or increasing the role of the mecite, in
an activity or in the ownership of assets.”

As a pragmatic development, Donald Kettl notes how the American government
has steadily been increasing its reliance on private contractors. a‘ffr&ctice which
developed in advance of the rhetoric” mainly for pragmatic reasons (Kettl 1993, 199)
Kettl points out that “for more than a century before the privatization movement of the
1980s, state and local governments had contracted with companies to provide a range of
services” (Kettl 1993, 156). The private sector provided the capacity that g@rerdith
not possess and could not or did not want to build (Kettl 1993, 199).

Lester Salamon supports Kettl's view and notes how key features of priwetizat
and decentralization were entrenched in American government as a result of U.S
participation in World War Il (Salamon and Lund 1989, 3). As the war effort depended
on the private sector to produce materials and weapons for war, state and federa$ agenci

maintained a contract relationship with private actors for goods and services in the
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postwar period. Salamon views this as part of a transformation in federal gmeshea
calls “third-party government” characterized by
The pervasive sharing of responsibility for the delivery of publicly findnce
services and the exercise of governmental authority with a host of ‘thtrespa
states, cities, counties, commercial banks, industrial corporations, savings and
loan associations, and many others (Salamon 1995, 5)

Under “third-party governance”, public agencies had the ability to work in
partnership with the private sector to ensure public services were delinereded.

The private sector became entwined with the daily affairs of public busiream($
1995, 5). Salamon points to the need for competition between the public and private
sphere otherwise contracting-out and other forms of privatization would be ineffecti
(Salamon and Lund 1989, 258).

Smith and Lipsky (1993) also point to this partnership between the public and
private sector. The postwar period provided an expansion of government agencies
delivering good and services, furthering the interdependence of the public ane privat
sectors. As noted by Kettl, every major policy initiative since World Ward lbegn a
public-private partnership. These include Medicare and Medicaid, environmental
cleanup and restoration, antipoverty programs, job training, interstatedyighand
many more (Kettl 1993, 4).

Daniel Guttman argues that the growth of contracting in government was the
product of government reform initiatives and relationships established among leading
citizens in the government, non-profit, and corporate network in the first decaties of t
20" century, allowing the government to grow to serve the public interest without

growing into a centralized big government (Guttman 2000, 89-90,98). The private sector

would provide both technical expertise and political support for an increased federal
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commitment to national defense and public welfare tasks. Through tacit laipartis
consent imposed through personnel ceilings, contracting to third parties became the norm
as agencies or programs were created (Guttman 2000, 103-104).

William T. Gormley also notes that privatization is not a new phenomenon and treats
it as a legitimate tool of government. Though it is often justified as an effetitce the
cost of government or to reduce the size and scope of government, he arguesuttabat m
selectively used (Gormley 1994, 215,231).

The ideological support for privatization/outsourcing was prompted by a drift to
widespread disapproval of government operations and its lack of effectiveness in
providing public services in the 1960s and 1970s. The environment surrounding public
services welcomed alternative methods to improve performance. Savas notesi-how a
government sentiment grew more rapidly than anti-business sentiment durang thes
decades (Savas 1987, 8). Anti-government sentiment spurred on by tax uprisings in the
1970s, growing budget deficits at the state and federal level, and inflationdsparke
demands for privatization (Kettl 1993). Recession in the 1980s, growing concern about
the federal government’s budget deficit, and the long-term fiscal oriksge cities led
to a weakening fiscal position of the public sector and efforts to restrainoivehgpf
government expenditures and make government operations more cost effective
(Seidenstat 1999, 11). The political environment grew more hostile to the expansion of
government budgets and increases in tax rates, but the appetite for public senvices
military force remained constant (Donahue 1989, 3-4). “Popular distaste for gev¢rnm
though never wholly absent from American politics, reached a level in the 1970s and the

1980s that had not been seen for half a century” (Donahue 1989, 3).
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John Donahue addresses the rise of privatization in the federal government as a
British import, given how the American interest in free enterprise hasngogsed a bias
for private actors (Donahue 1989, 4). Donahue suggests that conservative intgliectual
the U.S. set out to shrink the domain of government and promote private alternatives by
emulating the privatization efforts of the British (Donahue 1989, 3—4). Feigenbtamy
and Hamnett (1998) contribute to our understanding of privatization as a political
phenomenon. Their central thesis is that privatization is rooted in the motives ams desig
of leading politicians. They argue that the broader concept of privatizat®politicized
by the Reagan administration.

Ronald Reagan’s election in 1980 was facilitated by a platform to reducedhs siz
government. The cry was to allow private citizens the opportunity to take care of
themselves without the imposition of government restraints and ambitions (Kettl 1993,
3). Joel Handler noted the development of a new optimism in the belief that the public
bureaucracy could be reduced and private citizens could be counted on to improve the
social fabric of their communities (Handler 1996, 3). Paul Starr argues thatdrowe
varied the meaning of privatization, it is unambiguously a serious political counter-
movement against the growth of big government. It should be viewed as a caveservat
attempt to reconstitute the major institutional domains of society, to roll baek sta
activities in the name of efficiency, effectiveness, and freedom of c{feiae 1988, 54).

Privatization matured as a policy theory representing a deliberate gdditiategy
to reshape the economic and political interests in the Reagan admomnstkénig 1990,
662—663). Early in his first term, Reagan’s administration began to formulate proposals

to sell government assets to include federally owned parks and wilderness ldmad, an
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services such as Conrail and AMTRAK that reflected the kind of privatizationwager
in Britain (Henig 1990, 661). Other forms of privatization such as contracting-out
service delivery during this period was exemplified in the movement to privhaze
administration of prisons (Salamon 1995, 194).

Reagan’s 1988 Commission on Privatization concluded its study in favor of
structuring privatization initiatives to create new interest groups widittstakes in
accelerating the process of shrinking the size and scope of governmeigt 1580)

663). Henig notes that portraying privatization as a necessary adaptati@alto fis
constraints fails to acknowledge the range of alternatives open to govermtoest and
the partisan tactics and pressure exerted by mobilized interest gromog 18180, 669).

Savas suggests that privatization can produce long-term improvements because it
involves institutional change rather than spasmodic exhortation, and causes government
agencies to adopt the well-known, good-management techniques because it poses a
competitive threat (Savas 1987, 289). While Savas argues that it reduces ¢msts wit
reducing the quality of government services, issues regarding accountabilityta
addressed. Savas concedes that privatizing a government function is not arkessy tas
attitudes have to be changed and privatization is not the best option in every case.

Paul Seidenstat explains the acceleration of privatization in the mid-1980ssdt
of understanding the forces for changes and their strength compared to th®pencging
to maintain the status quo such that forces for change grew in strength and braje throu
the resistance to change (Seidenstat 1999, 10). Changes in the political environment
regarding the size and role of government in society forced electedlsft@ consider

methods to restrain government spending operations without a matching reduction in
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services. As the government agenda focused on the issue of restructumghgsazinig,
privatization became a major policy option as part of a restructuring pr¢&eidenstat
1999, 11).

Stuart Butler suggests that privatization is more than a method of cuttisgrcos
government. By changing the pattern of demand for services, it may prove to bata pot
political strategy to reverse the momentum toward ever-larger goverimtéstUnited
States (Butler 1987, 4). He argues that conditions must be created in which the demand
for government spending is diverted into the private sector as compared to adopting
strategies to contain spending thru legislation. Instead of having to disappotittieats
and risk electoral damage, politicians can adopt a more palatable approacimdp cutti
spending by fostering private alternatives reducing the demand for federaling (Butler
1987, 5).

Florencio Lopez de Silanes, Andrei Schleifer and Robert Vishny (1997) look at the
political determinants of privatization. They examine the choice in providinyiaee
between in-house government and the private sector by testing effiqg@htgal
patronage and ideology determinants against census data on the most commonly provided
public services. While political factors are important, they argue tto-t#is in political
costs and benefits help shape privatization decisions (Lopez-de-Silaneer Sthei
Vishny 1997, 468).

Robert Mandel notes how the global spread of free-market values legitinyizieel b
growing belief in economic liberalism promoted competitive privatizatsoopimal in
all spheres of human activity, including security (Mandel 2002, 2). The rationalefor t

spread of privatization is maximizing efficiency, output quality and g¥egess in
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services, accentuated by the declining quality and funding of public servicedéMa
2002, 3).

Philip Deavel suggests the roots of privatization/outsourcing in the Defense
Department stem from more than an economic argument. The privatization debate
resonates with the policy initiatives of the McNamara era and his civilisia Wds
(Deavel 1999). Dismissing the unique organizational needs of the DOD missiaancivil
leadership was determined to bring private sector business efficiency tontled Korces.
Deavel suggests that the DOD’s orientation towards a rigid command and control
production and compensation system rather than decentralized market modelslisroote
the ideals of President Roosevelt's New Deal.

The military cultural deficiency that allowed McNamara to dominate thetel@var
the proper organization of the DOD continues in today’s DOD environment. Military
leaders who lack executive level, corporate experience are partnengubiitical
appointees guided by advisors with strong roots in the private sector spearheadinget
for privatization (Deavel 1999, 40-41).

Steven Schooner suggests that the momentum to outsource in the DOD is focused on
the administration’s effort to have a smaller military. Anything thabisassociated with
fighting is deemed to be something the private sector can provide (Schooner 2005). The
current G.W. Bush administration favors outsourcing because, like its Democratic
predecessor, it wants to tout the elimination of government employees (Schooner 2003,
11). This is not a dramatic break from prior administrations where personngjseviere
accompanied by bipartisan silence on the changing nature of the federal workforce

(Schooner 2003).
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Osborne and Gaebler addressed privatization through an approach called
reinventing government wherein privatization was one method among a vériety o
alternatives to increase efficiency and cost-savings in the public domaimotirg an
entrepreneurial spirit and giving customers a choice among competingesagents was
the anticipated method to remedy shortfalls in government performanoer(@snd
Gaebler 1992). The reinventing government approach envisioned private actors being
accountable for meeting public goals while public agencies retained ultioibteity.

Timothy Taylor suggests that privatization results from firms makng” decisions
for competencies necessary but not core to the organization. If firms carcéugia
good or service from outside the firm at a lower cost and at the same level of, duaiity
it should buy; if not, it should make it (Taylor 2005, 369). The make or buy decision can
evolve over time as firms respond to price, technology and the degree of quality control
they can exercise (Taylor 2005, 369). Taylor supplements this argument withi¢fe bel
that firms have only a few “core competencies” in which it has distinctives skitl
abilities. Firms should hire others firms with their own core competer@gstorm non
core tasks (Taylor 2005, 369-370).

Elliot Sclar examines the assertion that contractual relationshipsivéltige public
sector all the advantages of the market without undermining the level of pervies
(Sclar 2000, 4). While critically examining the economic reasons for whytigatian as
a reform strategy in the form of public contracting often bogs down, he notes the problems
of accountability and control throughout his study (Sclar 2000, 5,157). Highlighting how
transaction costs are often ignored and usually come back in the form of highandosts

fewer alternatives in the original privatization initiative, he suggstspublic contracting
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is a cumbersome and expensive instrument for the delivery of public services with a
ongoing trade-off between the inherent risk of moral haZamis the cost of effective
oversight (Sclar 2000, 155,160).

Paul Carrick (1988) examines efficiency in 455 competitions in Navy A-76 programs
and suggests that the government can be as efficient as the private seat@)yegpe
better incentives are established for public managers. The Center for Nakali®\has
produced several case studies evaluating competitive sourcing from 1996 to 2001 wit
studies primarily focusing on assessing the economic and cost-efficieaatsourcing
initiatives in a variety of areas to include training, housing, mainteremtéase-operating
support (Ackerman, Boning, Clark, Clark and Scafidi, Kleinman, Trunkey, Snyder, and
Tighe). The 1998 study (Snyder et al) argues for large cost savingea$aB0 percent.
The 2001 study (Clark et al) reviews 16 competitions and suggests that savings amd re
sustained over time (Clark et al 2001, 51).

RAND'’s report on competitive sourcing (Gates, Robbert 2000) examined six A-76
competitions, noting substantial projected cost-savings. Their findings stiygfassing
fewer people and downgrading positions achieved annual personnel cost savings. Neithe
contractors nor in-house managers had an inherent advantage when reducinglpersonne
costs (Gates and Robbert 2000, 63). However, they noted that expected savings could be
overly optimistic in regards to the process of conducing competitions and savings
generated from those completed (Gates and Robbert 2000, 6).

The report by Gansler, Lipitz (2003) addresses the government shift towakdst-mar

based management. The report supported the cost saving from competitive sourcing

* Moral hazards refer to potential problems of reLimcentives on the part of agent to fulfill theats of
the principal (Sclar 2000, 114).
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activities in the CNA and RAND studies. They find that competition can achieeg bett
results at lower costs and stress the importance of post-competition managéansler
2003a, 48).

Despite the cost-savings findings in many of these studies, the credibAity ®f
competitive sourcing results appear questionable due to missing data. Thedsiuthes
appear to control for the costs of each A-76 study. Documentation of changes to cost
performance and workload were inconsistent because records were not roupbely ke
(Clark et al 2001, 4). Also, the lack of a central data-collection capability indBe D
federal government that tracks actual costs and performance after thditomise
completed prevented the government from understanding the longer-term impact on cost
and performance (Clark et al 2001, 8).

Peter Drucker recommended the management of government bureaucracy be changed
before initiating efficiency-type actions such as outsourcing. Druckgests that
government agencies have outgrown its structure, policies and rules of behavhaciof
many date back to the 1929-1933 period (Drucker 1995, 52,54). He argues that
organizations should rethink themselves when seeking to take actions such as ogtsourcin
to improve performance by reevaluating their mission and whether it needs to gecchan
to produce desired results (Drucker 1995, 54). The process of rethinking can idenyify man
functions in a particular organization than can be eliminated or better providedibgta pr
firm.

James Wilson argues that outsourcing offers limited usefulness in government
process. Reinvention and efficiency actions suggested by proponents of proragzati

difficult to accomplish in the public sector. Wilson suggests that agenciekedyetdi
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have general, vague, and inconsistent goals about which clarity and agreamenly
occasionally be obtained (Wilson 1989, 26). Organizations have a poor sense of mission
due to a general lack of consensus about goals and tasks to be performed. Ageacies hav
limited autonomy to define priorities normally determined by the political envieahm
(Wilson 1989, 27).

A significant constraint on government agency leaders is the necessityt@teeg
and depend on political leaders for the execution of mission objectives. Unlike private
sector organizations, the DoD, for example, cannot borrow money; it must rely on annual
Congressional appropriations for funding operations and objectives. Private sector
organizations have greater flexibility and autonomy in rewarding good peniae and
correcting poor performance.

Wilson suggests that government agencies don’t quite fit the model for Su¢ces
forms of privatization. Successful privatization depends on a defined missioty, clear
defined performance standards, and accountability through enforcement of pec®rma
standards. Government agencies have difficulty in agreeing upon a missiormpader
standards are poorly developed and usually influenced by external factors, and many publ
employees are not affected by whether their performance is acceptable &inally,
private sector organizations operate within a market-driven system wipgieaand
profit-motive disciplines are absent in non-market environments such as the government
sector (Wilson 1989, 369).

Peter Feaver views the increase in security privatization as agtholyv the
government has inefficiently structured itself in relation to private acrvatization is

the response to the underlying problems of work within the government that creates
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incentives for the contractor (Feaver 2004, 14). Feaver and Cindy Williams both note how
the U.S. personnel management system and policies are designed to the statigards of
1940s and has been unresponsive to changes in the military environment and shifting needs
(Feaver 2004, 17; Williams 20044, 8-11). Feaver also points to Peter Singer’s argument
that the government has not effectively set up the mechanisms to manageagpiovatl he
government is bidding against itself while military force structure isgoein down due to
extensive foreign interventions. Singer points to several examples in which the
government has outsourced functions to private contractors who hire displaced military
members at two to ten times the rate the government would have paid them on active duty
(Singer 2004, 14).

John Donahue also points out that productive efficiency is not the cardinal virtue of a
civil service organization (Donahue 1989, 216). While public agencies chartaz#yis
are structured to guarantee due process and administrative fairnessritegion of the
private sector is to deliver a product for an agreed-upon price (Donahue 1989, 216).
Harnessing private energies to public purposes can be difficult to exerciseractaait
architecture (Donahue 1989, 218). Donahue suggests that contractors are the best choice
when governments know what they want and are interested in the results as compared to
the process. Otherwise, if following guidelines and process is the printargsnof
governments with limited flexibility, civil servants are the best chfwcéhis duty.

Critics of privatization have highlighted its lack of transparency thahintake
public management more complex, increase costs, allow quality and capaliiyay,
detract from collective savings, and challenge democratic accountéBiBtarr

1987,1991;Markusen 2001). Paul Starr rejects the premises and promises offered by the
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privatization framework, such as reducing public spending and the sphere of gawernme
action. He argues that the privatization movement gains its most devoted support from
ideologically minded conservatives hostile to the purposes of public serviaesi($a1,

25). He suggests the privatization literature is misguided in depicting abtiacision
making as systematically distorted, inefficient and undesirable (Eafdr, 25-26). Starr
notes the danger in contracting out — that governments may become captiveetbepart
contractors as they acquire inside knowledge — and further suggests hove gtimati
conveys a degree of political authority to private firms, where as the separfpolitics
from administration is not a clean divide (Starr 1991, 31).

Though advocates of privatization have successfully brought attention to serious
problems of public expenditure and management, Starr suggests that privatization is not a
general solution to resolve the issues. He suggests that advocates ofgpiovadiztempt
to brand the government as incompetent and to change the aspirations of society towards
the market and away from the sphere of common responsibility (Starr 1991, 33).

Smith and Lipsky highlight how government contracts with private enterprise had
the effect of masking growth in government activities and spending. Contraatiing
private enterprise enabled government agencies to increase spending aed sattvout
hiring large numbers of new workers and expanding facilities (Smith andylL 1|9€3,
203-205).

Peter Singer’s study on the private military industry offers a varietysajhts from
the outsourcing of military services addressing the pragmatic and giteadloature of the
phenomenon. In the post-Cold War era, changes in the market of security, the nature of

warfare, and the thinking about how to produce public services led to the growth of private
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military firms (Singer 2003, 2005). IT technology became an increasimglgriant part of
warfare, with civilian-based off-the-shelf technologies being integiate military
functions, and with civilian technicians used to maintain and operate these resources

The developing gap between the supply of military resources in the post-Cold war
and the demand for military support services due to increased regional conflicts a
humanitarian efforts produced increased contractor involvement. Singer higthights
state’s reliance on private actors as a capability for accomplighiatyategic objectives.
Similar to private corporations that need expertise in particular areasli@mycan access
the full range of military skills as long as they have financial ressurce

Singer also points to the change over the last 50 years in how we view public versus
private, suggesting a philosophical shift that needs to be factored into restorimg publi
services (Singer 2004, 14). Reagan’s idea that the best minds have been sucked out into the
private sector...the term public schooling having an inherently bad connotatidocs &l
the ineffective nature of government. The growth in privatization changed the fdoow of
to provide public services where the military, being the last monopoly of the stgae, the
see its activities and functions being performed by private sector er{tileger 2005, 3-
4).

Private military actors have been labeled as commodities in the globatysecur
market, having significant implications on international institutions, the atad the
distribution of power, argues Deborah Avant. Material and social challenges from
globalization have been factors in the demand for private security (Avant 2004a,40). A
suggested by Peter Singer, Deborah Avant notes how market pressures, technology and

social change in the globalized world are creating multiple demandsatinatal militaries
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have difficulty meeting (Avant 2004b, 21). Changes in the nature of conflicts and
advances in technology have given private security companies opportunitiestingt
military force structure (Avant 2004c, 154). Avant also suggests that an ideokigftal
— a growing belief in the superiority of market-based solutions to collectilx¢epns has
led to the rise of private actors as service providers for new security derAsads (
20044, 11).

Allison Stanger points to five primary factors contributing to the rise of et
military activity. First, in a pragmatic sense, the increasing rokegbi-technology
weaponry in warfare has transformed how the military fights warensgethe collapse of
the Cold War order and the related phenomenon of failed states has provided opportunities
for private actors in a variety of global security activities; third, theeAcan obsession
with privatization as a means to cut costs and enhance efficiency; fourth, itagzation
of American foreign policy where as, noted by Dana Priest, the mission of the: fanoes
has expanded over the past decade to go beyond merely winning wars; fifth, outs@urcing a
the path of least political resistance as the tolerance for miliésyatties remained low
while the administration’s desire to reshape the security environmentgiagStanger
2004, 3).

The privatization/outsourcing literature review provided a wealth of data and
information suggesting its complexity and the challenges that still nemaixplaining the
DoD phenomenon. The review offers no definitive answers or solutions to the outsourcing
of DoD support services. The analysis of competitive sourcing studies was nseful i

highlighting the cost-savings efforts of DoD organizations. Yet it alpos®ed weaknesses
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that are problematic to its cost-savings efforts and were void of anfibysiother
theoretical frameworks, such as political ideology and organization factors.

The literature review was useful in suggesting potential causes of and cdnoerns
privatization at different levels of public life. However, the lack of a compsebve
analysis of DoD outsourcing behavior in both procurement and competitive-sourcing
activities is pronounced and points to a gap in the literature that requires further
investigation.

This study will address that gap and provide a detailed analysis of outsourcing
behavior in the DOD from 1970 through 2005. The study covers a wide time frame to
capture the extent and variance of outsourcing development in the DoD. To provide a
more focused perspective, the study also evaluates outsourcing behaviofine¢hedrk
management-services area, a key function essential to the defense mission.

Using the frameworks of strategic efficiency, political ideology, androzg#ion
factors, the study offers a unique and unparalleled test of theoreticaivoakseo identify
the underpinnings of the outsourcing phenomenon. It offers a broader and moredenriche
contribution to the nature of DoD outsourcing than most studies to-date, as the comparisons
across the theoretical frameworks offer perspectives rarely disicasgelitical science
and military studies literature. It provides military leaders, poli&grg government
officials and interested scholars greater insight into the factors drivinguocitsg
relationships. It can be useful in an effort to construct and reshape federalmbliXy
and national defense strategy, and to understand the potential impact of DoD outsourcing

on democratic values that our defense/national security mission seeks ta protect
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RESEARCH DESIGN AND DATA COLLECTION
The study addresses a number of hypotheses about the cause of DoD outsourcing and

its variance within the study period. The hypotheses represent three gistspctives

on DoD behavior: strategic efficiency, political ideology and organizatidarac They

each have received interest in the study of national security policy byt maxed been

employed in this manner. Each framework summarizes fundamental astrabditeir

respective theoretical foundations as compared to their larger body of workxarople,

organization theory provides a larger and more diverse body of thought than I'veetiscuss

in this study. I've only addressed some of the fundamentals of organization theory

literature. The use of the term “organization theory” may be misleading sali¢ate

clearly the general origins of the hypothesis introduced, I'll use the latggriization

factors” for the organization perspective on the causes of DoD outsourcimgnegan the

study.

The hypotheses introduced in this chapter are empirical statements thatestede t
logically and will be evaluated using case studies. My goal is to takethie@etical
frameworks that have been employed to evaluate state behavior and compare thei
explanatory power. The frameworks introduced are among the most likehatites to
each other. To the extent that hypotheses deduced from one of the frameworks better
explain the character of DoD outsourcing and are confirmed by the casdaaexkéater in
the study, the theories from which they are deduced gain more credibility.

In the study, a successful outsourcing action will be characterized as any DoD

mission-related activity that a private contractor has assumed rdspgndihe areas of



26

study include the DoD environment between 1970 and 2005 and IT network management
within the military services. These areas can be studied in each of tlaeynsiétvices,
they are diverse, important to national defense and the state’s wangfigapability, and
have the ability to be compared and evaluated over time. I've chosen thischppecause
it represents both a broad perspective of outsourcing behavior across eacloservice
time, as well as, a focus on a particular core area of each militargeseglevant to their
war fighting mission.The cases also allow for multiple observations of the values for each
variable across time, within a common background, offering data to prove or disprbve eac
hypothesis. In evaluating the hypotheses, I'll use paired observations aessgracing
for each case within the studies time frame.

In H1, outsourcing is a viable DOD strategy due to its cost-effectiveridisassess
the cost-effectiveness of the activities in each case-study uditayympay and pay-growth
rates, DoD civilian and private-sector employee pay rates and conditeoreles
including medical spending and non-cash benefits (health care, retirementl’letafe
cost-effectiveness as either High, Medium, or Low based upon the pay agrbpély-
comparison between comparative DoD and private-sector personnel where oogsisurci
likely when cost-effectiveness is High.

In H2, DOD outsourcing is a consequence of a politically conservative Congtkess a
President. Actions to reduce the size of the state and increase the role nfatieespictor

in performing public functions will be considered politically conservative.tiPalli
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conservatism will be rated on a scale of Low, Medium and High based upon the political
party controlling the Presidency, House and Sehate.

I'll examine and measure the extent to which Congress and the President support
initiatives to outsource public activities and reduce the size of government throtighout
time frame. I'll compare the findings on the scale of conservatism for the€3sngnd
the President with the nature of outsourcing activity in each of the casesstidie
positive test of the hypothesis will demonstrate a relationship between th®fcal
conservatism and the extent of outsourcing in the case studies.

In H3, New activities and those outside the scope of an organization’s standard or
doctrine-specific activities are likely to be outsouraegeriods of budgetary decling’ll
examine the organization mission tasks and the extent to which outsourced act&ities a
new to the organizational mission or replace preexisting activities xdithene the nature
of the outsourced activity and the extent to which it is a primary or support\gciwit its
priority in the organization. The priority of an activity is determined by i&iomship to
the organization’s core mission, the size of its funding and amount of personnet@ssign
the activity. Priority increases when the activity is an element of tleencisision, with a
large budget stream and personnel. A positive test of the hypothesis will be datednst
by a direct relationship between a declining budget and outsourced activitigshker a
new or support activity outside the core of the organization mission.

The research study is primarily qualitative in nature, focusing dnvatand
historical analysis, as well as, personal interviews with government and Do2alsfand

private business executives. | had access to public information related tadlgighsbugh

®> Based on the increased polarization in Congrees 2970 as suggested by Poole and Rosenthal, my
assumption is that political conservatism will likbe greater when the Executive and Congress aave
Republican majority.
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various DOD, military, and outsourcing related Web sites, universities, onlinelgurna
newspapers, magazines, periodicals and interviews. The analysis waaterpland

focused on collecting information from a variety of sources incorporating data

triangulation. | focused on congressional reports, General Accounting @fhices,

Inspector General audits, White House reports and documents, budget studies and reports,
legislation, DOD documents, specialty journals and periodicals, Freedom ahéion

requests, and other public documents that assisted with charting and examining the
outsourcing issues discussed in the study. The analysis also involved searchjng text
reports, periodicals, briefing documents, handbooks, manuals, magazines, pamphlets,
transcripts, newspapers and Internet Web sources for primary and seatatdary

contributing to the study.

CHAPTER OUTLINE

Part |

1. Introduction and Literature Review. This chapter summarizes the dissertation project
and overview of the argument. It discusses pertinent literature on pati@tiand
outsourcing in both the private and military sector. Finally, it reviews therchsgesign

and data collection methods and provides an outline of the study.

2. Theoretical Frameworks Overview. This chapter provides an overview of the strategic
efficiency, political ideology and organization factors and how they will be tese

examine the outsourcing phenomenon in key national defense activities within DOD.

3. Defense Outsourcing and Overview 1970-200%his chapter discusses the two

primary methods used by the DoD to outsource support activities, procurement @sservic
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and competitive sourcing initiatives. It describes variables associatedusourcing and
concludes with a brief overview of outsourcing activity across the defertse setwween
1970 and 2005.

Part Il

4. Case Study Defense Outsourcing — 1970-198lhis chapter evaluates the significance
of each of the three theories (strategic efficiency, political idgadogl organization

factors) in explaining DoD outsourcing behavior between 1970 and 1980.

5. Case Study Defense Outsourcing — 1981-1988is chapter evaluates the significance
of each of the three theories in explaining DoD outsourcing behavior between 1981 and
1988.

6. Case Study Defense Outsourcing — 1989-1994his chapter evaluates the significance
of each of the three theories in explaining DoD outsourcing behavior between 1989 and
1995.

7. Case Study Defense Outsourcing — 1996—2000is chapter evaluates the significance
of each of the three theories in explaining DoD outsourcing behavior between 1996 and
2000.

8. Case Study Defense Outsourcing — 2001-200%is chapter evaluates the significance
of each of the three theories in explaining DoD outsourcing behavior between 2001 and
2005.

Part 11l

9. Case Study — Information Technology (IT) Networks and DoD Outsourcing

Behavior 1995-2005.This chapter examines the development of IT networks in the
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military services from the 1990s through 2005 and the approach of each service towards
outsourcing their network functions and management.

10. Analysis of IT Network Management in the Military Services.This chapter

evaluates the significance of strategic efficiency, political idgodogl organization factors

in explaining the use of outsourcing for IT network management in each midasge.

Part IV

11. Findings and Conclusion.This chapter will provide a review of the findings from

each case-study explaining the relative success and/or failure gfpibéses and the
significance of each theoretical framework in explaining outsourcihgwer. It will also
provide an overall assessment of DoD outsourcing and what can be expected for national

security.
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CHAPTER TWO

THEORETICAL FRAMEWORKS OVERVIEW

National security is a primary objective of the state. The rise of ouisgwrthin
the defense realm is a phenomenon having impact on the security architectureadéthe st
Outsourcing studies have primarily been focused on government services dside t
national security realm with an emphasis on economic efficiency. My stlidyddress
the gap in political science and security studies regarding the outsourcirtgpnéha
defense activities by focusing on the phenomenon through the frameworkseafistra

efficiency, political ideology and organization factors.

STRATEGIC EFFICIENCY

The Congress established the Department of Defense in 1947, incorporating and
reorganizing elements of the old War Department and Navy Departmemtr(B©83,
215). While one goal was to integrate the military policy of the United Statiestsvi
foreign policy through a single, central civiian management of the armezkfand their
activities, the second goal was to address the perceived need for effaiepgration
(Brown 1983, 215). In the years since 1947, there have been many calls for better, more
efficient and more effective management of the Department of Defense antsthe
activities (Brown 1983, 215). Outsourcing has become one of the means to help establish
efficiency and cost saving across the federal government.

DoD and government functions at a variety of levels have been criticized for being

inflexible due to their bureaucratic nature. They should steer rather than rowjset pol
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and fund private sector delivery but not produce services directly (Osborne andrGaeble
1992). William Niskanen (1973) suggests that the superior performance of market
institutions as compared to the federal government is based on differencestumestruc
and the incentives of their managers (Niskanen 1973, 54). He suggests that private
source of supply can significantly reduce the monopoly power of the bureaucracy,
inefficiency and costs with its improved structure and incentive systemnsa(idis 1973,
57).Outsourcing is a means for public organizations to meet responsibilities more
efficiently because private managers can deliver at lower costeesesimilar or
superior to those of public managers (Bailey 1985). When it works well, outsourcing can
boost efficiency through accelerated innovation, spare public workers frophgedi
activities, improve spending decisions and provide for a more sensible scale oboperati
Strategic efficiency is based on the premise that states are rafidmeg) seek to
reduce their costs and effectively use resources to accomplish objectivgsadsn They
will attempt to get the greatest possible return or benefit for thedeazint of cost.
Efficiency in the government, like the commercial sector, can be defirtbe &atio of
outputs to inputs (Graves 2001, 49). The case for privatization is built on the assertion
that contractual relationships in which private parties deliver public goodgivelthe
public sector all the advantages of the market without undermining the level of public
service (Sclar 2000, 4). Economically, competitive contracting sets incemtigkse
that ensure production of the best possible product for the lowest possible price (Scla
2000, 12). Within the DoD, efficiency is defined through an economic lens where the
amount or level of military compensation should be no higher or lower than necessary to

fulfill the basic objective of attracting, retaining, and motivating the kimdsramimbers
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of service personnel needed for the active and reserve forces of the WaitsdnSlitary
(DoD 2005, 8).

In this framework we would expect to see organizations utilizing procedures to
guantify manpower costs for specific objectives and mechanisms to measthrerwhe
objectives are met or not. In general, as noted by Graham Allison, if the cost of
accomplishing a given objective through alternative means is grieatetite primary
means then there is less likelihood of the alternative being chosen. A decréaseost t
of an alternative in comparison to the primary increases the likelihood of ¢heasite
being chosen (Allison 1971, 34). This is the essence of a strategic effiajgmoach to
outsourcing. It predicts differential privatization/outsourcing based orcegeosts or
savings of having particular services performed by the private sector.

The DOD has been in the process to reduce cost and improve the performance of its
activities in a formal manner since the 1950s. It outsourced functions pyithaoiligh
two methods — competitive sourcing of internal (in-house) activities and proaureme
new services. Implicit in the strategic efficiency framework is phiaiate actors can
perform public activities equally good or better than public actors, true amihsast
competition is operable, DOD behaves as a private business by providing specific
requirements as articulated in proposals (RFPs) and contracts, and the DdBduadea
oversight talent to ensure private contractors deliver the promised goods aoesservi
(Markusen 2003). Key variables associated with the DoD’s outsourcing acioturde
infrastructure size, manpower costs, personnel qualifications, technology and new

missions®

® DOD defines infrastructure as activities that gathe operate from fixed locations to support niss to
include those carried out by combat forces. Itftecsure includes installation support, centrainirag,
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In relation to outsourcing activity, strategic efficiency expects th® DiOseek out
the best value through a cost-savings competition between DoD and private sector
producers in order to get the best possible product for its activities and sextvibe
most competitive cost. Competition among producers strengthens the bargaining power
of the purchaser (Prager 1994, 177). As suggested by Allison, we can expect to see
government agencies seeking alternative means to accomplish public fund¢temthe
compensation costs of DoD personnel are greater than private sector employees
performing similar functions. The theory predicts that government will outsource
activities when they can save money and continue to meet mission objectives. The
framework implies the DoD will be selective and differentiate the dietsvihat get
outsourced based on a cost analysis and getting the most value for its budget.
Outsourcing offers the DOD a mechanism to address cost savings in DOD’s
mission areas, affecting its operations and support services and potsatraily and
redirecting billions of dollars into its top priorities including modernizatioareffand
new weapon systems. The ability of private actors to provide public goals more
efficiently and effectively is especially cogent for public offisian an environment
marked by expanding demands and fiscal constraibiS. Savas suggests that
privatization can be a strategic approach to improving productivity and public
management of government agencies, and provide the public with more value for its tax

investment (Savas 1987). It can be portrayed as an apolitical, nonpartisae feehicl

central medical, central logistics, force managamsquisition, central personnel, and central ceumain
control, communications (GAO/T-NSIAD-97-110).

" Efficiency refers to the economically appropriatiecation of resources. The most efficient areangnt
produces the greatest output per unit of input4Sap.122). Effective refers to an output mostlgea
satisfying the need (Savas, p.122).
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helping government balance their budget, or improve the overall performance of their
economy (Feigenbaum and Henig 1999).

Coase’s theory of the firm, published in 1937, highlights the importance of reduced
transaction costs in the functioning of an organization. The desire of theogtad®itle
the public with maximum security value using its inherent assets pointglatianship
between the state and Coase’s description of the®fifihe theory of the firm calls our
attention to addressing the factors determining the firm’s boundaries ahdcghamic
factors relate to its decision to contract out some of its activities théreperform them
(Coase 1988; Fredland 2003). Considering the DoD as a firm, similar questions can be
asked regarding its role and boundaries in providing security and defense services, as
suggested in the post-Cold War era.

Oliver Williamson expands on Coase’s thesis by using a transaction-cosaetppo
study economic organization and efficiency. Following on from John R. Commons (1932),
Williamson maintains that transactions are the basic unit of organizatioalgsis and
include both exchanges and contracts (Alchian and Woodward 1988, 66) . Williamson’s
approach focuses on contracts in which a promise of future performance is edcathge
investments are made, the value of which becomes dependent on the fulfillment of the
party’s promises (Alchian and Woodward 1988, 66).

Transactions are marked with the attributes of asset specificity, aintgdnd
frequency (Williamson 2005, 6). Williamson notes that the criterion for organizing
commercial transactions is assumed to be cost economizing, which includes eaugmomi

on production expenses and transaction costs (Williamson 1979, 245). The object of a

8 The similarity revolves around the desire to rexdtransaction costs where the state is in the bssiof
governing and providing public services.
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firm, and in this case the DoD, is to economize on the sum of production and transaction
costs (Williamson 1979, 245). Whether a service should be outsourced or performed in-
house to economize and gain efficiency is thus dependent on the type of transaction and its
costs.

Williamson suggests that transaction costs are more than the cost of firiteng ot
people, inspecting goods, seeking agreeable terms, and writing excharmgeesgse but
include the costs incurred in making contracts enforceable by law or by swifement,
precautions against potential expropriation of the value of investments relying on
contractual performance, and the costs of informing and administering tecoisti@ctual
relations (Alchian and Woodward 1988, 66). As noted by Kenneth Arrow, they are the
costs of running the economic system, the economic equivalent of friction in physical
systems (Williamson 1985, 18).

As suggested by Herbert Simon (1985), the cognitive and self-interested estobut
human actors described as bounded rationality (limited in knowledge, foresight,lBnd ski
and opportunism (self-interest-seeking behavior with a lack of candor or honesty in
transactions) are core to the study of economic organization (Williamson 1999, 311).
Williamson considers them central to transaction cost analysis. Theyau@dable
hazards whose magnitude varies systematically with the attributestadribaction that
include asset specificity and uncertainty (Williamson 1998, 76).

A critical aspect of foreign affairs transactions, to include many defense
activities/missions, is probity. It implies a high standard of integrityliadpirespect for
mission, reliable responsiveness to senior government leaders, and accunat@icaion

to counterparties (Williamson 1999, 322-323). Hazards to probity include lack of
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confidence by senior leaders in the information and assessments provided by the
agency/contractor, perceptions of non-compliance, and lack of authority/expertise
(Williamson 1999, 323-324).

In this context, economic organization has the purpose of promoting the continuity of
relationships between parties to a contract by devising specialized goaestauctures to
manage transactions, rather than permitting relationships to fractureti@demmer of
unassisted market contracting (Williamson 1985, 1,3). Williamson argues thatrthe f
not a stand-alone entity but a governance structure with the attributesmtivedntensity,
administrative control and contract law regime in the service of ecomgoni
transactions costs by infusing order to mitigate conflict and realizeatyg#in
(Williamson 2002, 173,180).

Williamson suggests that joining transactions and governance structures pfovides
alignment between transactions that differ in their attributes with goversanctures that
differ in cost and competencies in an economizing way, yielding specifeefty
outcomes that will affect make or buy decisions (Williamson 2002, 191). It effers to
apply through the framework of strategic efficiency as to whether ttimiss being
considered for DoD outsourcing are aligned with market governance strumtimetser
suited for remaining within the DoD structure. As suggested by Williamssorsactions
that are long-term have a need for loyalty (to the leadership and to the mésxiaamhigh
standard of integrity, and are best provided by public agencies that offéectivef
governance structure for addressing the hazards of probity (Williamson 1999, 324,338).
While it is beyond the scope of this study to examine the make or buy decisions for all

DoD transactions, the transaction-cost approach is a useful complement hal ey -a
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growth comparisons between DoD and private sector personnel by examining tbe type
complexity in DoD transactions and the extent to which the market or DoD, as gme&rnan
structures, mitigate potential transaction hazards.

From the strategic efficiency lens, some military missions in the past\@ar era
appeared amenable to outsourcasghe U.S. military strategy evolved into a global
policing role. During the Cold War, while the military was deployed glopaly
relatively fixed locations, it acted primarily as a deterrent forcee Od&D was dependent
primarily on organic support to fulfill deterrence-related mission requimésndn the
post-Cold War environment, military engagements in the deployed area were more
aligned with a global policing role. Missions had a lower level of risk as cothpaee
combat environment. Private contractors appeared to offer the DoD the grahtedor
the cost, in this environment, as they were able to provide the capabilities needed to
support military activities. As the military transitioned into conflicts fghfanistan and
Irag, with increased activity and levels of risk, contractor support appeareeldded in
the deployed mission, despite increased risk, as overall military persbramgth
remained at its lowest levels in decades.

The nature of the relationship between the DOD and private actors performing
services for the state raises issues regarding monitoring, as noted iReRetars study of
Civil-Military Relations (Feaver 1997). Similar to Williamson’s comefor opportunism
as a transaction-cost hazard, an area of concern in this relationship isrhieteert
(agent) serves the best interest of the principal or shirk their resporesitidiexploit their

position in pursuit of selfish goals (Feaver 1997).
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In my study, | treat private actors as the functional experts (agents) and the
DOD/civilian leaders as the principal. Whether private actors serve thimteesst of the
DOD or will shirk responsibilities and pursue selfish goals, or abandon the missaon, i
element of risk and a hazard to transaction efficiency that can be evatluptetiby the
extent of an agency’s administration, monitoring and oversight activities.

The independent variables to consider for examining the explanatory power of
strategic efficiency towards outsourcing behavior are: pay and pay-grawethfor
military (officer and enlisted force), DoD civilian and private sectoplegees, along
with conditional variables including medical spending, non-cash benefits (hawdth c
retirement, etc.), monitoring and oversight results. My proposition is that DdBrteare
motivated to maximize mission effectiveness by getting the gteadst savings

possible, from military, DoD civilians, or private contractors.

Military and Private Sector Pay

In general, there are different ways in which civilian and private sector
compensation and benefit systems are structured, compared to that of the aresed for
This makes it difficult to validate any across-the-board generalizadlomst whether
there is a gap between military and civilian pay (Goldich 200%,@pmparing military
to private sector pay has been a contentious issue, since it is very hard tehestabl
comparisons. Determining the true value of non-cash and deferred benefitsd égei
military members is difficult to assess, by lawmakers and policyrealdeo decide pay

levels (Maze 2007, M1).

° Gap refers to pay-gap concerns; whether privat®seivilians have experienced greater pay raises
time in comparison to DoD (military and civilianggsonnel.
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The suggestion that non-cash and deferred benefits need to be assessed in military
pay comparisons is countered with the argument that non-cash compensation, such as
housing and childcare, doesn’'t necessarily apply to military members whoglees
without children. In 2000, 45 percent of the military’s 1.4 million active duty members
were not married, and 54 percent of active duty members did not have children (Kozaryn
2000). Sixty percent of non-cash compensation is the accrued cost of retirementgensi
and other deferred benefits that service members receive after thewnttae duty
(CBO 2004, 1)° Yet, as noted by the DoD (Figure 21) and supported by CBO’s 2004
military compensation report, few troops actually remain in the military rettiement.

Most people who enter the American armed forces serve for fewer than 10Sexpabk

2004, 16). Only 10-15 percent of the enlisted force serve for a 20 year careersghile le
than half of the officer corp. serve for 20 years and collect a retiremenvpéG80O

2004, 1). Noting the decreased amount of military personnel who serve for 20 or more
years and become vested for retirement benefits (Figure 21), it appewdlstéotihe

value of military pay when including these non-cash compensation costs, such as
retirement pension and retirement health care, in calculations and compariseiffetha

the pay of the overall military force.

Notwithstanding the complexities inherent in comparing military and civilign pa
Congress, along with other senior civilian and military leaders, have beetivatte pay
contrasts between the military and the private sector over several slecpdet as a
result of recruitment and retention issues (Asch and Hosek 1999, 1-3). Since the end of

the draft in1973, the adequacy of military pay has been an issue for Congress when it

19 DoD retirement payments and other deferred benafiply only to members who become vested after 20
years of service (CBO 2004, 5).
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appears that either the military is having trouble recruiting enough nearped or
keeping sufficient career personnel of requisite quality. Congress alsmdgsiif the
standard of living of career personnel is perceived to be less fair or eqthtzaile
demographically comparable civilians (in terms of age, education, skills and
responsibilities), as in 2000 when it increased military pay to meet castrgf-
increases (Goldich 2005, 1).

Policymakers have used the Employment Cost Index (ECI), constructed by the
Bureau of Labor Statistics, for the purpose of measuring employment-cosh gnow
civilian occupations and as a benchmark measure of civilian pay for comparative
purposes since the early 1980s (Gilmore 2007, 9; Hosek et al 1994n 3990, the
Federal Employees Pay Comparability Act specified that the ECI fgesvand salaries
of private-industry workers be used to determine pay increases for fedgialyees.
Since 2004, permanent law has required that basic pay be increased by the annual
percentage rise in the ECI (Gilmore 2007.'9)In addition to the ECI, Congress uses
commercial pay surveys in setting pay for federal civilians (M2€€12, 5).

As a measure of strategic efficiency, | compare the Basic Pay (B&é¢) and
regular military compensation (RMC) that accounts for over 90 percent deeraisd
officer pay in the active duty force with data from the Bureau of Labor &tat{BLS) for
civilians; evaluate pay-growth using the Federal Employment Cost Inddéx{&@ for

multiple categories of DoD personnel and pay grades (officer, enlistedivaiah

" The ECl is a fixed-base weight index constructgdhe Bureau of Labor Statistics for the purpose of
measuring employment-cost growth in civilian ocdigres. The fixed-base weights hold the mix of
workers by industry and occupation constant, ardethployment-cost data show how much the cost of a
fixed bundle of labor increases over time (Hose&l€1994, 3). Cost includes wage and salary couds
employer costs for employee benefits.

2 permanent law (37USC 1009) provides that monthsidpay is to be increased by the annual
percentage increase in the Employment Cost Ind€xX)(E
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employees) with comparative private sector personnel based on skill, age group, and
education levels; medical costs are also evaluated. DoD has used the RMC as a
fundamental measure of military pay since 1962 (Gilmore 2007 Lyse the ECI index
in Figures 11 and 14 to provide a comparison of military and civilian pay without
accounting for demographic information.

A second index used to measure wage growth is the Defense Employment Cost Inde
(DECI). ltis an alternative index to the ECI developed by RAND to measure pay
comparability for military personnel. It tracks wage growth of privatéa workers who
are demographically similar based on age, education and occupation to fulleibne D
personnel. DECI data is captured in Figures 15 and 16.

The objective is to evaluate whether the DOD is efficient and getting thedbest
for providing its required services through a cost savings comparison pfocHss.
method is not without potential problems. Though data from the BLS and the ECI are
used by the federal government to assist in determining annual pay indoededsral
employees, contractors can offer bonuses, raises and other perks to private sector
personnel for performing DoD activities that are not captured when comparingsthe ¢
savings value of DoD and private sector personnel. Despite the possibility of non-
comparable variables, RMC provides the best measure of military compangaits
provides comparable compensation data for civilian personnel, and ECI data is the
government’s best measure of private-sector wage growth. Comparing conopeoisat
DoD and private sector personnel offers the closest comparison of cost savingsevalue

person, in a standardized manner across the length of the study period.

13 RMC includes basic pay, allowances for subsistemcehousing, and the tax advantage due to the
allowances not being taxable.
14 Compensation costs are included in the pay vagiabl
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Relative pay-growth comparisons, as measured from a given base point, are also
referred to as pay gap comparisons (Hosek et al 1994, 4). They are usefulunngeas
the extent of divergence in military and civilian pay over time from a base point or
particular year and are good indicators of military/civilian pay tréHdsek et al 1994,
4.6)." Military pay is compared with private sector pay in a composite perspedtive
several age/education grous.

The initial assumption is that, among DoD and private sector personnel who are
equally qualified in comparable functional areas, the DoD will select tisemqeel
offering the lowest cost to perform the activity. For several yeaid,H2s stated that
its aim was to make Regular Military Compensation comparable with the?ﬁentile
of civilian earnings (Murray 2007, 13Y.The DoD’s objective has been to attract quality
personnel with a competitive compensation package that exceeds the pay of senen of
private sector workers.

In assessing cost efficiency, paying employees less than thger@ntile may not
meet DoD competitive standards for its share of a quality private seatkfiovee, but it
gains cost efficiencies by being able to perform its mission with a woekfordess than

its targeted cost. The assumption made in assessing cost efficientypesythates

!5 The ECI measure has been critiqued (Williams 1988h and Hosek 1999, Kosiak 2005, Murray 2007)
regarding its usefulness as a measure to addrggmpdssues with the private sector, since its o
measure military and civilian pay levels but insteaflects a comparison of rates of wage growtlalsio
does not take into account demographics of theaamjliand civilian workforces or does it measure-pagy
and deferred cash benefits that comprise a sigmifiamount of DoD compensation packages. Although
pay gap comparisons do not encompass all eleméatsmpensation, they do cover a major portion of a
member’s salary and are useful in combination wéhodic assessments of non-pay and deferred tbenefi
levels.

% The data source for private sector pay is the@ufPopulation Survey March Supplement and is
measured in terms of the earnings for persons whraged at least thirty-five hours per week andkedr

at least thirty-five weeks per year.

Y The 760 percentile exceeds the pay of 70 percent of migattor workers and is less than the pay of 30
percent of the workers.
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below the 78 percentile would be considered more cost-effective while those above the
70" percentile less cost-effective for meeting DoD requirem&nt®hen the pay gap
widens in favor of private sector personnel (private sector pay risiteg than military
pay), military personnel become more cost effective if their pay is égoalbelow the
70" percentile in the first independent variable. The reverse is true for pricste se
personnel when the pay gap favors DoD personnel and private sector personnel pay is

equal to or below the ¥percentile.

Hypothesis 1 (H1)
Outsourcing is a viable DOD strategy due to its cost-effectiveness.
In (H1), outsourcing of DOD activities in the case studies is the dependent ezamabl
cost-effectiveness is the independent variable. Civilian and DOD leadeanardered
rational agents with value-maximizing behavior in the pursuit of security. Tsateto
outsource is based on the relative cost savings of DOD versus private sectoindtte
performance of similar activities. Cost-effectiveness is medsusiag the following
variables: military pay and pay-growth rates for military, and DoD eniind private
sector employee pay rates; conditional variables include medical spending acakhon
benefits (health care, retirement, etc.), contract monitoring and oversghsre

The Strategic Efficiency Table below highlights the expected outsouacingty
based on pay differential and pay-growth. Chapters Four through Eight will test the
variables through the strategic efficiency framework to assessftfestiveness in

explaining the DoD outsourcing phenomenon.

18 Assuming personnel are qualified and able to periequired services.



Strategic Efficiency Table

Case/Time | Pay Differential Outsourcing Activity
period
1 Private > Public (DoD) Decrease
1970-1980
2 Private > Public (DoD) Decrease
1981-1988
3 Private > Public (DoD) Decrease
1989-1995
4 Public (DoD) pay approaching parity with | Mixed with increase
private sector pay for junior level civilian, | expected in junior level
enlisted and officer grades positions (< GS-8
1996-2000| Private > Public (DoD) for mid-senior level federal civilians; < 6
civilian, enlisted and officers years experience for
enlisted; < 10 years
pay-growth was mixed,; experience of officersj
pay-growth > in military for junior level
enlisted as compared to comparative private
sector personnel ; < in military for middle-
to-senior level officer and enlisted positions
5 Public sector (DoD) pay relatively equal to Increase in junior level
Private sector pay for junior level civilian, | positions (< GS-8
2001-2005| enlisted and officer grades federal civilians; < 6

Private > Public (DoD) for mid-senior leve
civilian, enlisted and officers

Parity in pay-growth between public (DoD
and private sector

| years experience for
enlisted and < 10 years
experience for officers)

)decrease in mid-to-
senior positions (GS-9
and above for federal
civilians ; 6+ years for
enlisted; 10 + years of
experience for officers

Assumption — Medical spending is a conditional variable that can impact outsatircing
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both pay and pay-growth variables are relatively equal for the private/pubbicssect

19 Based on DOD Instruction 1320.13 where commissiaftiders (in any of the services) can expect to
be promoted to the rank of Major in the Field Gradgel officer category (assuming they are seletted
promotion) and the enlisted E-6 promotion eligtgilequirements of the services. GS-7 and below are
considered entry-level grades for those with a blactdegree and below.
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POLITICAL IDEOLOGY

Ideology is defined as a belief system where ideas and attitudes are bathdrtog
by some form of constraint or functional interdependence (Converse, 1964). This study
uses ideology, as applied by Converse, to represent the continuum of positions of
legislators. Many of the key themes and intellectual inspirations for ocitsguvere
influenced by the ideas of Ludvig von Mises, Friedrich von Hayek and Milton Friedman
with early roots to Adam Smith (Friedman 1962; Linowes 1988; Henig 1990). They
sought a belief and respect for not only individual liberty, but also for free market
economics with minimal government intervention.

Economists Milton Friedman, and George Stigler, and public-choice theorists
James Buchanan and Gordon Tullock helped to establish the notion that economic
behavior and government behavior were not distinct spheres of human behavior but that
government activities were a subset of economic processes (Henig 1990). dpeesegr
that behavior of public officials and government agencies could be explained asuthe re
of rational pursuit of individual self-interest. Their ideas provided the groundwodefor
legitimizing the welfare state and highlighted the inefficiencies ef@st group politics
in the U.S. government (Linowes 1988; Henig 1990). Friedman also proposed three
themes that would become relevant to the outsourcing debate: an analognbetwe
government and private monopolies, the characterization of government regulation as
being anti-consumer and the distinction between government responsibility and
government provision (Friedman 1962; Henig 1990).

These ideas helped to serve as a roadmap for statesmen eager tcheedizeedf

government and increase the role of the private sector in providing public activities
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Privatization can be considered much more than a set of specific changes in how an
activity is performed, but part of a fundamental political and economic reassesst

the roles of government and the private sector in the modern welfare state (Linowes
1988). President Reagan’s Commission on Privatization noted how political and
economic ideas played a growing role in American government since the 1970s. The
greater role in American politics of ideology was an important factdndtirtg the
contemporary privatization movement (Linowes 1988, 237-239).

Events leading up to privatization activities included the deregulation of major
industries and tax abatements in the 1970s and 1980s (Noll and Owen, 1983). Evidence
that market forces could effectively produce public goods was provided in municipal,
state and federal privatization cases (Savas 1987; Osborne and Gaebler 1992;
Feigenbaum 1999). The deregulation of major industries includes banking,
communications, transportation, oil and gas, and securities was motivated byttiatde
markets represent a superior mechanism for allocating resournesvéls, 1988). The
tax reduction movement and Tax Reform Act of 1986 were also designed to diminish the
intrusiveness of government in the private sector. Together with the dei@gofat
major industries these events represented significant shifts awaydr@ammental
control over the economy and greater reliance on private market forces (kiho&&).

Privatization began to become part of public policy debates in the United Stdtes in t
1980s (Henig 1990). The Reagan administration attempted to use privatization as & politica
strategy to reshape the state’s economic and political landscape wkeresented a
deliberate effort to reduce the size and scope of government activity (Henig 1990).

Feigenbaum notes how several elements marked the emergence of povaiiztie U.S.
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national government agenda during the Reagan administration. The first wasest inter
selling state assets, such as federally owned park and wilderness lan@snaal and
AMTRAK. Second, adopting the unfamiliar term “privatization” and the argumenttthat
represented an adoption of private means to pursue public goals instead of a rejélaiion of
welfare state. It offered a framework where contracting out, voucefslieestitures,

among other techniques supported the government’s efforts to pursue public goals through
private providers. Finally, by drawing analogies to the British experj¢nedkeagan
administration could demonstrate that privatization was economically leasith

politically popular (Henig 1990;Feigenbaum 1999).

Privatization efforts carried over into the George H.W. Bush and Clinton
administrations maintaining support through a domestic agenda rooted in macktis a
entrepreneurial spirit (Feigenbaum 1999). President Bush supported market meslaanis
a vehicle for school reform and named Jack Kemp, a leading advocate for entsopas
and the sale of public housing to tenants, to his Cabinet (Henig 1990). President Clinton
was a proponent of Osborne and Gaebler’s ideas for reinventing government where he
recommended public officials selectively learn lessons from successfebses
including the benefits of competition, customer satisfaction and leverduamge through
the market (Osborne and Gaebler 1992). The George H.W. Bush administration has
maintained an interest in outsourcing public activities in his management agenta and t
growth of outsourcing activities throughout the government. The effectivehbis
National Security Strategy depended on a variety of actors including theemedor that

played a key role in the government’s largest reorganization since the Truman
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administration created the National Security Council and Department aideefel947
(National Security Strategy 2002).

As noted by Hill, Hanna and Shafgat in their study of the liberal-conservative
ideologies of U.S. Senators, past research has consistently demonstratesl that
ideological orientations of American national legislators are systealigtassociated
with their partisanship where, on average, Democrats are more liberaldpahligkans
(Hill, Hanna, and Shafqat 1997, 1401). Similarly, in this study | assume that economic
orientations of national legislators are associated with their pestigawhere Democrats
are more aligned with a state interventionist approach to managing the ecaiolay
Republicans favor a market-centric (neoliberal) economic approach.

A brief overview of the role of Congress and the Executive in developing
legislation and their leverage in affecting policy change is useful in uaddnsg the
extent to which political ideology can factor in the DoD outsourcing phenomenon. Then,
I'll discuss the two competing economic strategies of state intervention alioena!
economics that have been the foundations for the competing ideological strafezpeh
political party. I'll address how conflicts over economic objectives havetedfec
defense policy and describe the extent of political polarization during this perioad, due
part to the divide on managing the government. I'll evaluate the actions of Goagtes
the Executive during the time frame of the study, and examine whether ideolagyhas

explanatory value in understanding the DoD outsourcing actions.
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Congress

A brief review of the role of Congress and the Executive in outsourcing is useful in
establishing a framework for their actions and the extent to which ideology caméea
factor in the shaping of policy. Congress affected DoD outsourcing throuailitg to
pass laws that shape the nature of the outsourcing process and the appropriation of
money”’ Congress enacted the laws that set forth both the competitive sourcing and
acquisition process and provided funding through the annual defense budget to support
procurement activities (C.B. Cochrane and Hagan 2005, 3). This included funding for
daily operations and maintenance, procurement of equipment, weapons systems and
support services, and providing personnel salaries and benefits. The size of the budget
indicates the extent to which the DoD could retain existing service contnacextend
new contracts for additional services through the procurement process. With an
approved budget, the DoD followed the legal guidelines established by Congress for
acquisitions. Congress had no significant input into the type or amount of support
services procured by defense organizations once the DoD budget was approved.

Congressional involvement in the defense policy process grew over the laat sever
decades, providing it with the opportunity to impart its interests and beliefs on DoD
outsourcing. Congress had leverage on outsourcing policy through its power to make

legislation and appropriate funds. Congress became more likely to affectededding

20 Congress enacted the following legislation affegthe nature of outsourcing within the DoD: Small
Business Act (1963), Office of Federal Procurentaiicy Act (1983), Competition in Contracting Act
(1984), Department of Defense Procurement Refortn(2885), Department of Defense Reorganization
Act of 1986 Goldwater-Nichols, Government Perforogand Results Act (1993), Federal Acquisition
Streamlining Act of (1994), Federal Activities Imtery Reform (FAIR) Act (1998), and the annual
authorization and appropriations legislation. €Tleigislation may contain new or amended statutory
requirements, like the Clinger-Cohen Act of 1996.)

C.B. Cochrane, and G.J. Hagan. 2005. Introductiddefense Acquisition Management, edited by D. A.
University: Defense Acquisition University Press.
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by a variety of means including: altering DoD line-item requests, demajuditification

for DoD programs, and mandating the Pentagon to undertake specific actionsyLindsa
1987, 373). In addition, Congress could legislate how activities such as competitive
sourcing were conducted within federal agencies.

Congressional involvement and leverage in defense policy stemmed from a
combination of factors. Initially, during the 1970s, the rise of the subcommitteensys
within the armed services committees strengthened their ability to ineenvehe
defense policy. For example, by 1979 the House Armed Service subcommittees marked
up the entire defense authorization bill with the right to schedule hearingsuallyirt
any subject (Lindsay 1987, 381). This contrasted the lump-sum authorizations tle arme
services committees approved prior to 1961, which were expansive enough to leave
DoD’s plans unfettered (Lindsay 1987, 375). The subcommittee system was indicative
of the dispersal of power within Congress giving legislators an opportunitgresaise
their input in policymaking (Lindsay 1987, 378-379).

The second factor affecting congressional involvement and leverage in defense
policy was the growth of the annual authorization process, discussed above, which
expanded the intervention and influence of legislators and their staffs in defange pol
(Lindsay 1987, 375,383). After 1960, all appropriations for the procurement of major
weapons systems, which eventually extended to the entire defense budget, had to be
preceded by a specific annual line-item authorization (Lindsay 1987, 375).s&lu ri
the authorization process stimulated the defense appropriations subcommittees to
increase their scrutiny of the defense budget and expand opportunities for agongtess

intervention in defense policy (Lindsay 1987, 376,383). With the congressional reforms
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of the 1970s, legislators had more freedom to debate defense issues with Idss fear o
retribution by congressional and/or committee leaders (Lindsay 1987, 384). The
increased congressional scrutiny and involvement in defense policy providest grea

opportunity for ideology to impact congressional decisions.

Executive

Authority and guidance for outsourcing also comes from the Executive through
executive orders, national security decisions and directives issued bydlieRre
establishing executive direction and the national budget (C.B. Cochrane and Hagan 2005,
7). Legislatures expect the President to provide leadership through ideas anthprogra
they seek to make the center of their legislative agenda (Keefe and Ogul 1985;&05)
example, Democratic and Republican presidents have focused on different
macroeconomic policy choices as presidential agenda items. A central congfonent
every Presidential agenda and strategy is the proposed Budget.

The President has the responsibility for preparing and presenting the bindget w
is the most authoritative single measure defining what the executive walatsvhile in
office (Keefe and Ogul 1985, 308). It is arguably a blueprint of the administration’s
goals and strategies (Keefe and Ogul 1985, 309). The President’s effect aagderer

DoD outsourcing stems from his agenda for the nation and national defense, the type of

2L Examples of executive direction include: the BureBudget Circular A-76 (1967) introduced
competition between government operated and praeteor commercial activities based on the cottef
activity. It seeks to rely on the private enterpriystem to obtain commercial products and seryvices
Executive Order 12352 (1982) directed procuremefarms and establishment of the Federal Acquisition
Regulation (FAR); Federal Acquisition Regulatio®8%) provided uniform policies and procedures ffar t
procurement of all goods and services by execuatencies of the Federal Government with guidance fo
defense acquisition programs provided in the DoBefF@ Acquisition Regulation Supplement (DFARS);
National Security Decision Directive 219 (1986)edited implementation of recommendations of the
President’s Blue Ribbon Commission on Defense Manst.
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budget requested, and the relationship with Congress, which has unlimited legal authority
to alter the budget. For example, a factor in the President’s defense pdiey is t

projected size of the DoD budget and types of appropriations necessary for the
envisioned defense structure, whether its a commitment to expansion of Streimgin
systems during the Reagan administration or a reduction in conventional foragretruct
during the Clinton presidency.

The interrelationship between the President and Congress affects therfPeeside
agenda and level of success in advancing presidential policy and budget allocations to
support initiatives and executive direction. The President’s ability to developartsl
within Congress is a factor in efforts to transform ideas into law. Developaiidj@aos
is easier when your own party controls Congress. Yet, when the opposition party
controls Congress, in periods of increased polarization, coalition building becomes more
difficult. The study examines this interrelationship and the Presidentity abiinfuse
ideology into lawmaking through nine administrations during which Congress grew

increasingly polarized over the last few decades.

Two Competing Economic Schools of Thought

A central factor that has divided the two parties and affected the naturedele
policy is the fundamental economic principles for managing the state. irSéatention
based on the general ideas of Keynes and Hayek’s neoliberal economic approach to
managing the nation’s economy and public services have been two competing approaches
used by our national governments. State intervention suggests that government

knowledge is superior to that of the marketplace providing the intellectual foundations
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managing the economy (Yergin and Stanislaw 1998, 42). It is based on the Keynesian
idea that governments create jobs and increase purchasing power throughsagfroces
replacing missing private investment with public investment financed Hyedaie

deficits (Yergin and Stanislaw 1998, 41). Keynes provided a specific rationale for
governments to have a bigger role in the economy with confidence to manage and
intervene in the economy effectively (Yergin and Stanislaw 1998, 42). The Dermocrati
Party built its economic platform around state intervention with Roosevelt'sDéavas

the foundation for deficit spending and big government programs.

A competing set of ideas and beliefs promoted by Frederick Hayek and embraced
by the University of Chicago economists (Chicago School), led by MiltodriRag,
suggested it was better for governments to disengage from economitiesciat
smaller and allow private activity to champion the economy (Yergin and StariiSis,
145-146). This was the foundation of neoliberal economics. It suggested that unfettered
markets produced the best outcomes and prices were the best way to allocatesresource
(Yergin and Stanislaw 1998, 146,149). It emphasized laissez-faire and flestweith
a strong belief in the power of the markets and the effectiveness of compatérgm
and Stanislaw 1998, 145-146). Hayek and the Chicago School provided a substantial
part of the foundation for the intellectual reformulation and shift in the glolaicktt
toward markets and neoliberal economic ideology in the United Statesrn(‘éeit

Stanislaw 1998, 145,149).
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Competing Economic Objectives and Defense Policy

Mark A. Smith notes how American politics since the mit! 28ntury have been
marked by the widespread use of an economic lens for examining, discussing and
deciding political questions. The type of military force structure and hokanyil
services are provided are political questions, as much as they are deferssasthave
been affected by the economic lens. Benjamin Fordham suggests that partisats confli
over economic objectives shaped DoD budgets and affected the national defense posture
during the Cold War (Fordham 2002, 63—88). Fordham finds that domestic political
conflict figures prominently in the picture of American Cold War militanliqy.

As Fordham argues, during the Cold War Democratic presidents were mang will
than Republicans to engage in deficit spending in order to fund both domestic and
international programs as an alliance of state intervention policymakeradvocates of
larger military budgets who played a role in promoting major military buildups theer
Truman and Kennedy administrations (Fordham 2002, 67). The Eisenhower
administration sought to balance the national budget and avoid inflation despitengeferr
important defense policies. Eisenhower’s desire to avoid a budget deficit angraatter
reliance on nuclear weapons and air power instead of a large conventional force that
would be too costly (Fordham 2002, 67).

Fordham suggests that major military procurement decisions of the 1970s and
1980s indicate a pattern of partisan conflict over economics, defense stiadiefgyce
structure (Fordham 2002, 69). In addition, his findings suggest that party ties of national
security policymakers matter, as military strategy can retechature of the party in

power (Fordham 2002, 85). The Republicans and Democrats each sought to establish
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different force structures when they controlled the White House, where Regmsblic
sought a smaller force with increased spending on weapon systems as oppos@#to a la
conventional force structure favored by Democrats.

Analogous to Fordham'’s findings that partisan politics and conflict over economic
policy can shape military strategy is the thesis that partisan politicpradict changes
in DoD outsourcing over the past 30 years. Each economic approach to managing
national defense translates to either a larger or smaller commitment toviie pector
enterprise. During a Republican regime, an increased interest in usirtg pnt@prise
to support mission requirements within a reduced force structure is likely, as @ppase
Democratic strategy favoring uniformed manpower over outsourcing in aveglat
unchanging force structure with limited weapon systems buildup.

Kevin Narizny argues that the economic interests of domestic societgisgplay a
key role in shaping state policy and behavior. Parochial interests and political
contestation are at the root of state behavior (Narizny 2007, 313). As opposed tal politic
ideology, it doesn’t matter what motivates the behavior of politicians as ladhgias
positions correspond to the partisan coalitions that selected them to leacy2&%7
32). He suggests in his study of Britain from 1905-39 that societal debate oger 8rit
international strategy was the product of cleavages in its domestic politicedray
(Narizny 2003, 189).

In comparing outsourcing in the federal government, particularly the Doy riyari
suggests that Republicans and Democrats espouse different arguments ants positi
because they are representing different economic sectoral intbggsdse affected in

some positive or negative way by the outsourcing phenomenon. It's likely that political
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ideology and political and economic interests will track closely with each iotitige
study of DoD outsourcing. While outside the scope of this study, the study remains
sensitive to the role of political interests of capital or specific ecaneeators that gain
power in different administrations or are represented by members of Coagdetbeir
potential impact on DoD outsourcing.

Mark A. Smith argues that the Republican political leadership and its neoliberal
ideas have grown in the government over the past 30 years because Republican
politicians have made the economy and economic issues the central focus of their
platform. With economic insecurity at the forefront of people’s minds in the 1970s and
1980s, Republicans adapted their messages to audiences by reprioritizingnsisues
reframing their positions around improving the state of the economy. This included using
a neoliberal economic strategy that supported pro-business policies, support féih@ising
market in public activities, and smaller government and larger private saabrement
in government activities through outsourcing opportunities (Smith 2007, 145). The
Republican focus on a neoliberal based economic strategy helped to distinguish
conservative and liberal platforms. This would also indicate that if ideologyaver
factor in explaining DoD outsourcing behavior, we would expect an increase in private
enterprise within DoD missions, especially during Republican control of Congress and

the Executive.
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Polarization in Congress

The work of Keith Poole, Nolan McCarty and Howard Rosenthal on modeling
congressional roll call voting in Congress argues that Congress began to @otauize
conservative and liberal platforms beginning in the 1970s and gained strengtithrtoug
the course of the peridd. Poole suggests in his work that members elected to Congress
after 1970 created a polarized environment by maintaining their ideologicabposit
throughout their careers with minimal exception when voting during roll ¢Bidole
2003, 3; Poole, Rosenthal, and Poole 2007, 28). Thus, once a liberal, conservative or
moderate, members of Congress remained committed to these beliefs throughout the
tenure (McCarty, Poole, and Rosenthal 2006, 16; Poole and Rosenthal 1997, 2001).
McCarty, Poole, and Rosenthal note that after 1970, the party controlling government
likely developed policy based on its ideology with relatively little changend its
tenure of government control. Winning outcomes in the Congress were highly
responsive to the balance of partisan forces within the Senate and House (Poole and
Rosenthal 1997, 69).

As Poole, McCarty and Rosenthal suggest, most roll call votes can be i igset
splits on the basic liberal-conservative dimension. This dispersion has increasttov
course of the period where Congress was more likely to see extreme covsenvdti
extreme liberal positions as compared to the 1960’s (McCarty, Poole, and Rosenthal

2006, 23). The dispersion has led to the ideological composition of the two political

% They suggest that polarization in Congress catiefieed as a separation of politics into liberad an
conservative camps where conservative and lib@sitipns are matched with Republican and Democrat
ideals respectively, over the past thirty years.gaoties to be polarized, they must be far apapdaicy
issues and party members tightly clustered arobagarty mean (McCarty, Nolan, Poole and Rosenthal
2006; Poole and Rosenthal 2007, 105). Roll calhgois one method of congressional voting wherdneac
member’s vote is recorded and held on record.
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parties becoming more homogeneous. Overlap between the parties has diminisihed whil
the positions of average Democrat and Republican members of Congress have become
more widely separated (McCarty, Poole, and Rosenthal 2006, 24).

The process of policy development and transforming ideological positions into
policy and business practices is complex. Mark A. Smith argues that rhe®bedraa
key element in the transformation process and integral in supporting the rise of
Republican power and neoliberal ideas into policy throughout this time frafisean
intervening variable, rhetoric is crafted by politicians and political |eaideadvocate
and justify their positions to constituents, bureaucrats and political eliteth(306i7,
28). Smith argues that it provides the connection between preferences and poliey,choic
as preferences alone can not be the direct cause of policy (Smith 2007, 28).

Congress was increasingly polarized after 1970, where members werékelgre |
to maintain policy choices throughout their tenure. | assume political leaskeretoric
to advocate, justify and move their ideas and preferences into policymaking. Policy
actions expected during a Democratically controlled government include:
- Increased levels of federal regulation
- Increased spending for government programs and debt creation
- Decreased private enterprise in federal activities
Policy actions expected during a Republican-controlled government include:
- Reduced level of federal regulation
- Reduced spending on government programs and debt creation

- Increased private enterprise in federal activities

% Rhetoric refers to verbal and nonverbal meansdfymsion such a logical arguments, emotional &ppea
personal credibility, presentation of evidenceglaage, organization and delivery of speeches (Smith
2007, 24-25).
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Hypothesis 2 (H2)
DOD outsourcing is a consequence of a politically conservative Congress and President

In H2, my argument is based on the proposition that changes in military missions
and force structures have their roots in ideas held by political leddeasldition, when a
political party controls both Congress and the Executive, policy will favorasere
outsourcing in periods of Republican control and decreased outsourcing in periods of
Democratic controlwhen Congress is controlled by the competing party to the
Executive, we are likely to see divided positions on outsourcing behavior with
outsourcing activity likely to respond in the direction of the Congress; during periods
when Congress is split, the Executive will have increased influence on the direction of
outsourcing policy and activity.

Congressional legislation in support of activities that facilitate outsayrsimore
likely to succeed if it has the support of the President. Liberal and conservatiogyde
is not solely based on party affiliation but can be determined by the overslhtegi
record of lawmakers. The dependent variable is the extent of outsourcing tmsac
period; the independent variable is the degree of liberal and conservative makeup in the
Congress and Executive in each time period.

The Political Ideology Table below suggests outsourcing motivation based on the
dominant party that controls two out of the three national policymaking and leg@dershi
bodies (Executive, House of Representatives, Senate). The suggested outsourcing
motivation will be evaluated and discussed in chapters four through eight when each of

the variables are evaluated against outsourcing data.
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Political Ideology Table

Case/ Executive Senate House Dominant | Outsourcing
Activity

TimePeriod Party

1 Republican/ | Democrat Democrat| Democrat Decrease

1970-1980 | Democrat

2: Republican | Republican/ Democrat | Republican Increase

1981-1988 Democrat

3: Republican/ | Democrat/ | Democrat | Democrat Decrease

1989-1995 | Democrat Republican

4. Democrat Republican| Republicafepublican | Increase

1996-2000

5: Republican | Democrat/ | Republican Republican | Increase

2001-2005 Republican

Dominant Party is when one party controls two of three federal governing bodies

(Executive, House, Senate)
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Table ID1 (below) provides a general proposition of the type of actions expected f
federal lawmakers during the period of the study based upon the makeup of Congress and the

Executive as described in Table 1.

TABLE ID1 EXPECTED FEDERAL POLICY BEHAVIOR

PERIOD GOV'T FEDERAL SPENDING GROWTH OF
INVOLVEMENT AND DEBT CREATION PRIVATE ACTORS
IN ECONOMY (NOT INCLUDING PERFORMING
(REGULATION) CONFLICT/WAR SPENDING) DOD SERVICES

1970-1980 High High Low

1981-1988 Medium-Low Medium-Low Medium-High

1989-1995 Medium-High Medium Medium-Low

1996-2000 Medium-Low Medium-Low Medium-High

2001-2005 Low Low High

- 1970-198Migh government involvement in the economy, with high federal
spending and debt creation and low growth of private actors performing DoD services
due to the dominate nature of the states role in policymaking from both sides of the
government. Market-centric actions were less pervasive among governmeyt pol
options and not a significant factor in mainstream federal policymaking xenNkord,
and Carter and the Democratic Congress that maintained a large ntajoutyh 1980.

- 1981-1988Medium-to-low government involvement in the economy and in
federal spending and debt creation with medium-to-high growth of privates act
performing DoD functions; growing interest and impact of neoliberal, masgtic
choices in federal policymaking across the Republican governmetpresidency was
dominated by the Republican Party with Ronald Reagan serving in the Oval Office
through 1988 with a split Congress through 1987. President Reagan attempted to reduce

government size, regulation, federal spending and debt creation, and increase private

% Time frame is based on significant changes irdémendent variable.
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sector actors in the public sector with some success. Though debt creatiorethcreas
throughout Reagan’s two terms, it did not appear to affect his commitment to neoliberal
aims. The Congress appeared more appeasing to Reagan’s policy actionssnterenf
with increased congressional splits during the second term. Presidenh Resgable to
enact his legislative platform due to his election mandate and congressidnal spl

- 1989-199%resident George H.W. Bush attempted to maintain the Reagan
economic and defense policies through 1992. Yet, the fall of the Berlin Wall and Soviet
empire led to a tapering-off of defense spending (Yergin and Stanislaw 1998, 336). By
the end of the Bush-1 administration, the ideas that underpinned the Reagan Revolution
had acquired a much wider resonance in both parties (Yergin and Stanislaw 1998, 336).
President Bill Clinton represented the New Democrats who criticheettaditional
Democratic approach of “tax and spend” economics (Yergin and Stanislaw 1998, 336-
337). President Clinton attempted to reshape government as a conservativeaQemoc
highlighted by his support for reducing the federal budget deficit. Expmetaticluded
minimal increases in federal spending, government growth and the growtihadé pr
actors in DoD services. The Democratic Congress through 1994 minimized efforts t
move policymaking to the right. Congress attempted to be involved in the economy
through increased government spending, economic stimulus programs and higher taxes
on the upper income while minimizing the growth of private actors performing DoD
services (Yergin and Stanislaw 1998, 337).

- 1996—2000The 104" Congress, controlled by the Republicans, challenged many
areas of traditional government expenditures, proposing a variety of government

spending reductions. President Clinton adopted the principle of the proposed changes
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that included a balanced budget (Yergin and Stanislaw 1998, 338). The Clinton
administration became more conservative based on Republican gains and control of
Congress, with a majority averaging eight seats in the Senate and 20 seatdouse.
Given the Republican nature of Congress and President Clinton’s conservative bent,
expectations were for low-to-medium government involvement in the economy and,
minimum federal spending with medium-to-high level of growth in private actors
performing DoD activities.

- 2001-2005\eoliberal/market-centric influence was expected across federal
government as President Bush and the Republican-controlled Congress shaped policy.
The President had success enacting neoliberal-based legislation, duean part t
congressional support. Due to the Republican control of Congress and the Executive,
expectations were for low government involvement in the economy with low federal

spending with the high growth of private actors performing DoD services.

ORGANIZATION FACTORS FRAMEWORK

An organization may be defined as a combination of people with a common set of
values who work together by fulfilling different but complementary functiorechieve
some purpose or objective; the participants share a set of beliefs, whichtredates
values and purposes to larger organizations within which they operate (Friedrich 1963,
132). Organizations come into existence for the pursuit of specific purposes, tasks or
objectives that demands coordination, planning and supervision (Posen, 1984). As Barry
Posen notes, the national security activities of the state are divided amaagistpec

Each of the military services are assigned specific missions wggh, laxpensive
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capabilities (combat forces and their supporting elements) that involvédbatialg of
limited DoD resources to accomplish assigned missions (Barrett and Jones 1983, 31)
Morton Halperin (1973) suggests that influence, domain, essential role,
independence, budget and morale are the principle interests of organizations that
participate in the national security policy process. These interests aréantp@ariables
in shaping the decisions and actions of an organization and are useful in the study of
outsourcing behavior.
The most pervasive interest is to exert independent influence as it seeks to further
organizational purposes, ensure its well-being and, where necessary capelniéties
(Barrett and Jones 1983, 33). The essence of an organization, what it ought to be, how it
ought to proceed and what it ought to seek to achieve derives from the common set of
values and purposes that members of the organization share (Barrett and Jones 1983, 34).
Maintaining or enhancing independence and, as suggested by Halperin and Kanter
(1974), a quest for autonomy are sought by organizations to safeguard their asdence
domain (Barrett and Jones 1983, 36). Manifestations of the interest in independence or
autonomy include resistance to participation by outsiders in their operatidpsrikla
and Kanter 1973, 11-12). All military services are interested in the size apdsition
of their budget. A budget can be an indicator of the significance of influence within a
area of responsibility while also reflecting national priorities avargmoment for staff
and operational organizations (Barrett and Jones 1983, 37). Maintaining morale is an
important interest of the organization as the values and purposes that membersishare m
continue to be regarded in a favorable light and objectives must continue to appear to be

worthwhile.
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| suggest these values are pertinent and reflected across the actions of an
organization. When | talk about organization factors in this study I'm refeaing t
maintaining core competencies, unconstrained budget, and autonomy. These are derived
from organizational values and used to evaluate the extent of organizationalempact
outsourcing behavior. Organization factors are an appropriate lens to examine
outsourcing in the defense realm since defense organizations are the prio/a e
have a stake in the decision making process. Their missions are directigctig
outsourcing decisions.

Hypotheses derived from these organization factors are that organizationnsiembe
develop loyalty to the organization and conformity in performing activitidsey T
develop routines that value predictability and stability and are averse to change,
especially change from outside the organization. These preferred wayohoey
tasks are known as Standard Operating Procedures (SOPs). SOPs in turn become
institutionalized within an organization, where members have very little shtere
change (Posen, 1989rganizations facing decreased funding will focus on
maintaining core activities— missions essential and fundamental to theiraility.

Barry Posen suggests that organizations abhor uncertainty and changes in
traditional patterns of accomplishing tasks. James Q. Wilson notes that orgasiasas
successful when they create a sense of mission, decide how to performtasksand
acquire a degree of autonomy with external political support (Wilson, 1989). As
suggested by both Halperin and Wilson, organizations place a high premium on

autonomy. In the relatively decentralized DoD outsourcing environment, cagana
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autonomy will likely contribute to disparate behavior in levels of outsourcimgtg@nd
types of services being considered for outsourcing.

Despite having certainty and predictability in an organization, outsourcingstsigge
innovation by offering a new approach to providing capabilities and services for
defense/national security activities. Itis argued that innovationely igenerated from
within the organization due to the uncertainty it brings, unless the organization has a
significant failure?® In such cases, outsourcing can be explained by organization factors
when civilians with legitimate authority intervene to promote change (Posen 1984;
Allison 1971).

Yet, outsourcing activities add a new dimension to operating procedures and are an
adjustment to traditional patterns of conducting business that organizations semk.to a
However, organizations may be likely to accept outsourcing if it has ratiafisaon
their ability to save core programs or weapon systems that impact thearmssze and
funding, especially in times of a reduced and limited budget. Prolonged budgetary
famine, as noted by Allison, may result in a major retrenchment of an organizati
(Allison, 1971). Tasks that are not defined as central to the mission are often peérforme
poorly or starved for resources (Wilson, 1989). These types of activities may be

outsourced to protect the overall well being of the organization.

% Stephen Peter Rosen, “New Ways of Wénternational Securityyol. 13 (Summer 1988), pp.134-168,
offers a contrasting proposition that military imation can be generated during peacetime without
experiencing prior defeat, and the relative impdddivilian intervention can be less than thatrafigenous
military innovators.
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Overview of U.S. Military Organizations

The study evaluates the DoD, which is a functioning organization with a mission
and basic structure that includes powerful constituent organizations (Barretneasd J
1983, 15). The organizational configuration for maintaining the military instrument
consists of the military departments headed by service secretaries amdsctmir
uniformed services responsible for providing forces for land, sea and air wW&darett
and Jones 1983, 219 Each exhibits a strong interest in the maintaining function
especially when they perceive an issue being decided is either poteadiadiytageous
or threatening to their strength, vitality, and ability to perform its parteofithction
(Barrett and Jones 1983, 28).

The military organizations have the ability to translate their interestsnfiience
due to an abundant freedom of action as a consequence of the structural configuration of
the DoD (Barrett and Jones 1983, 29). Their freedom of action provides ample
opportunities to seek and find powerful external proponents whose interests gaeallel t
own (Barrett and Jones 1983, 29).

Carl Builder, inThe Masks of Waargues that themost powerful institutions in the
American national security arena are the military services. Thssitions, while
composed of many individuals, have distinct and enduring personalities that govern much
of their behavior (Builder 1989, 3). The essence of the military organization isexaptur

in distinct mannerisms and a culttfréhat is derived from each service and its

% Maintaining functions are all actions incidenfpieparing forces for war and sustaining them during
hostilities (Barrett, Jones, NDU, 1983, 22).

" Organizational culture is defined as a patternay of thinking focused on the organization’s centra
tasks (operations) and relationships (administnytipassed on by generations and slow to change
Smith, James M. 1998. Air Force Culture and CohredBuilding an Air and Space Force for the Twenty-
First CenturyAir Power (Fall): 40-53.
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approaches to strategy, national security and its dominant image of theajextvar for
which it must prepare to fight (Builder 1989, 127,131).

Organizations have considerable freedom in defining their missions and the
capabilities they need to pursue those missions to include what kinds of people, expertise
experience and knowledge are necessary in the organization (Halperin, Clappngsrd K
2006, 27). The military services are no exception. Each considers their sethiee as
decisive factor in winning wars. Since each service was not completely comfident
relying absolutely on each other during a crisis, each produced redundant tepainid
self-reliant war fighting concepts (Johnson 2006, 194).

While DoD organizations have primarily unique missions, they share the following
attributes:

e Each seeks to maintain their self-interest; they pursue unconstrained budgets
and resources favoring service-defined missions and capabilities

e Reliance on technological advantage and the desire to integrate technology
into force structure and operations for superior performance

e Slow to change force structure and missions primarily built to maintain
traditional roles and missions, supporting large conventional and/or nuclear
conflict scenarios

e Tasks not defined as central to the mission are often performed poorly or

starved for resources
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Air Force

Since its inception in 1947, the Air Force has focused itself primarily around
strategic bombardment and tactical air warfare. It has arguedIgtfongs size in terms
of the number of bomber and fighter wings, where technologically advanced diesraft
been a higher priority than the number of aircraft (Builder 1989, 21). The Air Force
measures itself by the kind or quality of its aircraft followed by the quaiitifder
1989, 21; Smith 1998, 44). Its legitimacy as an independent autonomous institution rests
on the decisive and independent nature of the air war (Builder 1989, 28). The true
business of the Air Force is waging the air war and those activitieslyliramlved in
that mission. The Air Force is confident in regards to the decisiveness of air goae
instrument of war, irregardless of whether it is waged for strategicticabobjectives
(Builder 1989, 28).

The Air Force continues to nurture and apply technology, as it depends on
commercial hardware tuned to military needs, to develop its commitment to space
operations and to provide air and space power and superiority for U.S. military actions
around the world. Former Secretary of the Air Force James G. Roche notes titeopurs
the investments needed to sharpen the teeth of long-range strike, surveillaimtg;, m
unmanned aerial vehicles (UAV), and space assets. The Air Force is maikiady cr
investments to improve the capability of current weapon systems while lorimgmn
capabilities to the fight by, for example, integrating space systemsirtually every
aspect of military operations (Roche 2001-02, 13).

Today’s Air Force is highly technical with a complex mix of specialtiesippart

air, space and cyber capabilities. In a Pentagon Town Hall Meeting in May 2006,
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Secretary of Defense Rumsfeld and General Peter Pace, then Chairtreadaht

Chiefs of Staff confirmed the central position of technology in the Air Forcenghbow
the Air Force planned to eliminate 40,000 personnel over five years as a result of
advances in technology requiring less personnel for supporting activitiesa@viisikars
and Stripes 2006, 1). Considering the Air Force dependence on high technology to
support its aviation, space and cyber missions, along with its need to have a robust
logistics infrastructure to support its weapons systems, increased outgowitti the
private sector is expected. Expertise in technology and logistics has timmughout
this period and will be necessary to maintain dominance in mission areas. Also,
reductions in military and civilian manpower to pay for new technology and nmanga
DoD personnel ceilings will put more demand on the private sector to supportymilitar

activities.

Army

The Army’s essence has been its ground combat capability (Halperin, Clapp, and
Kanter 2006, 32). The Army concerns itself with how well it can adapt and use its
assigned resources to achieve its objective of sustained land dominancehacross t
spectrum of conflict (Builder 1989, 86; United States Army 2001, 277). In support of
this objective, the Army has begun to move towards a dependence on technology. While
already dependent on weapons such as the Abrams tank and Bradley fighting vehicle as
key components of its war-fighting strategy, the weapons also provide accésggera
budget slice in a defense program orientated towards sophisticated weapms $lyate

have incorporated greater technology into their development and support (Builder 1989,
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24). Since 1990, we can expect to find an increase in the outsourcing of technology and
logistics expertise to support Army weapons systems, objectives and deplggezhmi

requirements.

Navy

The Navy’'s essence is to maintain combat ships whose primary mission is to
control the sea against potential enemies (Halperin, Clapp, and Kanter 2006, 30). Its
approach to decision making and force structure management is grounded imoa tradit
where independent command of ships at sea is a central element (Builder 1989, 18).
This culture of independence has provided many navy units with a wide degree of
latitude in decision making and budget actions in supporting their operational mission
(Porter, 2008).

The Navy's size and relative success in budget battles is measuredahstapg
(e.g. battleship, carrier, super carrier) and submarines. The size and cammishe
required fleet have been remarkably constant despite changes wrought by wars
technological advances and new enemies (Builder 1989, 21). These weapon systems
have necessitated a variety of support activities to provide for theirtiopata
requirements. With its continual worldwide mission, the Navy became a high teghnolog
organization open to new ways of doing business with maturing technologies (Mullen
2002, 38). Support activity and technical expertise requirements have provided ample

room for outsourcing opportunities as the private sector developed similarlitigsa
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Common to all Services

Support activities contributed to the unique mission of each service as a critical
enabler for the decisiveness of force projection and military success orittbokelc
Information technology and logistics are two areas that provide direct supplost t
mission of each service. For example, within a conflict environment, providing tlge dail
tasking order— detailing the nature of the mission for each service organization
supporting a war/contingency environment is possible due to a complex and sophisticated
secure computer and voice network involving a range of communication architectures
stretching across the DoD infrastructure.

The support infrastructure has become fundamental to mission execution.
Information systems became essential components for the success of thesBmD mi
transforming the nature of the battle space. Logistics provided the backbdiresrof a
land or sea operations and were essential for longer duration campaigns, providing
supplies, spare parts, fuel, deployed base support, ammunition, etc. Militaryssucces
during both peacetime and wartime operations would be jeopardized and less likely
without these support capabilities.

Though the U.S. reduced its conventional force structure, its remaining forees wer
a shrunken version of their Cold War predecessors (Williams 2001, 2). Americanystrateg
was not decisively changed after the Cold War, as power projection, decisive force,
overseas presence and strategic agility remained core conce®2(M6e, 36). Within
its shrunken force size, technological dependency grew, as the DoD was|gtitdeo

deliver its core mission requirements while also addressing emergirgtsondVith a
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smaller force, the U.S. engaged in more conflict operations after the Coldh&Mat did

between 1975 and 1990.

Hypothesis 3 (H3)

The Organization Factors Hypothesis for explaining the DoD outsourcing
phenomenon is (H3New activities and those outside the scope of an organization’s
standard or doctrine-specific activities are likely to be outsourced in periods of
budgetary decline and decreased organization autonomy.

In H3 the dependent variable is outsourcing. Independent variables to be tested

include type of organization activity, budget, and organization independence/autonomy.

test whether outsourcing activities are a result of the type of acsiaty of the budget or
degree of organization autonomy in the process. The hypothesis suggests that
organizations will be more likely to outsource activities not aligned with imadi{core
activities, or those low on their priority list, while focusing internal resousogzimary or
doctrine related activities. Organizations are also affected by langgetiuctions and
external actors, and are more likely to outsource activities when budgekscaeasing and
when facing increased pressure from external political or senior miaders.
Organizations seek increased independence/autonomy in decision making agdetts ar
that organizations with a high degree of autonomy will be very subjective in their
outsourcing efforts, suggesting decreased activity. Those with limited aut@mermore
apt to respond to demands from higher levels of command and prone to increased

outsourcing.
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The table below highlights the relationship between organization factors—level of
autonomy, budget and the predisposition towards outsourcing core and non-core
activities. In Chapters Four through Eight, and Ten, organization variabldsewil

evaluated in examining DoD outsourcing behavior.

Budget

Increase Decrease Significant
Autonomy Decrease
High U Non-core/Core U Non-core/Core | I Non-core

U core
Low U Non-core/Core ' Non-core 7 Non-core/Core
U core

Very Low 7 Non-core f Non-core/Core | fI Non-core/Core

U core
MM Increase in outsourcing activity
U Decrease in outsourcing activity
Core/Non-core refer to type of activity
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CHAPTER THREE

DEFENSE OUTSOURCING OVERVIEW 1970-2005

The outsourcing of activities and services within the DoD has grown drattyatic
in recent decades. The use of private actors to augment and assume rdiipsrisibi
military forces throughout the DoD has become an increasingly common sighhever
past three decades. In 2005, nearly 66 percent of the O&M budget, or approximately
$130-140 billion, was spent on outsourced services, as compared to 1974 when 52
percent of the O&M budget, or $100 billion, was spent on outsourcing setVites.
2005, the amount obligated on service contracts exceeded the amount DoD spent on
supplies and equipment to include major weapon systems (GAO 2006¢, 4). In addition,
when evaluating discourse analysis on usage of the terms “Outsourcing” and
“Privatization” within newspapers and periodicals between 1970 and 2005, there has
been a steep increase between the mid-1980s and 2005, as noted in Figure 28.

In this chapter, I'll address the two primary methods used by the DoD to agsour
support activities — 1) the procurement of new or existing services, and 2) corapetiti
sourcing initiatives for activities currently being performed by DoD mizgdions?’

These will be the primary indicators of DoD outsourcing activity thathveilevaluated
throughout the study. | will then identify and describe each of the dependent and

conditional variables associated with outsourcing activity. Finally, thetehaill

28 Using 2005 dollars to standardize comparisons.

% In competitive sourcing initiatives DoD organizatiocompete with private sector organizations
interested in performing the activity. Both tym#utsourcing activities represent the decisioDob
agencies to use or consider private enterprisetiopn activities either directly or indirectly inlwved with
national defense and security.
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conclude with a brief review of outsourcing activity and results from throughout the

study.

DOD OUTSOURCING METHODS

DoD agencies use two primary methods to acquire services from the private sect
The first is through the acquisition of services that are new, improved or continuing in
nature. DoD agencies directly seek private enterprise to perforn ssteices (new or
ongoing) that are usually peripheral to the core mission, through procurementgsocess
A vast array of services considered necessary in the performance and amngilat
organization mission are subjected to competition throughout the service support sector,
including personnel, administrative, engineering, logistics, base and post support
functions in all military services (Harvey 2002, 56). O&M funds are progreairim
support these activities through the DoD’s Planning, Programming, Budgeting and
Execution (PPBE) Process. The percent of O&M funds spent on procuring thesesservic
is measured annually to highlight spending behavior and changes throughout the period
of the study.

This method represents the bulk of outsourcing activity in the DoD. This process
requires the DoD to advertise the service requirement requested and acceptbids f
public and private organizations interested in performing the activity. DoD wiibpity
select the vendor with the best cost-savings for the required service. Dal3entost as
a primary determinant for a large majority of its contracts. It's gortant variable to

measure for examining outsourcing behavior, as it indicates the volume amidoéxte
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private sector activity in DoD organizations as compared to those asthtieg
performed by in-house military or civilian personnel.

DoD has traditionally approached the acquisition of services differentiyttiea
acquisition of products or weapon systems (GAO 2006c¢, 6). Acquiring services has been
largely fragmented and uncoordinated within and across service organizatiads (GA
2006c¢, 6). Responsibility for acquiring services is decentralized and spread among
individual military commands and organizations, program offices, or functional units on
military installations. Much of the responsibility for procurement of serugasthe
lowest levels of command as contract dollar values for services are usualtysmaller
and don’t require senior level or congressional approval or oversight, as compéared wit
contracts for weapon systems (GAO 2002b, 19).

As noted by DoD and military department officials interviewed by the GAO, the
DoD generally views service acquisition as less risky than the acquisiticeapw
systems (GAO 2006¢, 6). They are not tied directly to mission accomplishnoeteral
to be composed of far more numerous and lower-dollar-value contracts, which are
overseen by the service or component acquisition executives, as opposed to the Under
Secretary of Defense (Acquisition, Technology, and Logistics), who providesgive
for the acquisition of DoD'’s largest programs based upon estimated dollar vajue; the

include weapon systems and major automated information systems (GAO 2086c, 6).

% The traditional view that service acquisitions ks risky and not tied to direct mission accosiptient
has begun to change with the significant amoumwiub$ourcing and procurement of support activities
across nearly all functional areas in all servickny military members would argue that contrastare
fundamental to their mission accomplishment as ttey manage and operate essential functions such as
supply, communications and weapon systems mainteranJ.S. and forward deployed locations in
conflict areas. Key military leaders consider cactors a fundamental component of their Total &orc
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The second method for acquiring services is through OMB’s Circular A-
76/competitive sourcing process. In this approach, commercial activities bei
performed by military or DoD civilian personnel are identified by DoD compiznier
competition (Andrews 2007). As with the procurement of services, competitivergpurci
has been a decentralized activity for most of the study time frame vocatddvel
organizations select activities to be considered for outsourcing thategealrb the
process. OMB'’s Circular A-76 provides the guidelines and procedures for the
competition process where DoD organizations announce activities being competed,
allowing private sector firms to compete against the existing organizateidimg the
service®! The most important element of the competitive sourcing process is the expecte
cost-savings offered by each competing organization (Andrews 2007). The aiganiza
that wins the lengthy competition usually shows the most significant @dstion
ability in performing/providing the required service.

In many cases, DoD looks for an initial 30—40 percent cost reduction through its A-
76 competitive sourcing process (Andrews 2007). Activities that are wonvayepr
sector firms transition to procurement contracts after the initial coménatis completed
making it very difficult to systematically track and monitor whether the ptejecost
savings were produced. If the DoD retains the activity, the private seotarfDoD

entity can re-compete for the contract at a later time.

31 OMB Circular A-76 was first issued in 1966. Autttp for the OMB Circular A-76 originated in the
Budgeting and Accounting Act of 1921 and the Offidé-ederal Procurement Policy Act Amendments of
1979. It provides guidance for agencies to deteemihether commercial activities should be provided
through contract with commercial sources, use dfdase governmental personnel, or through inteiserv
support agreements with other federal agenciexe@n activity is selected for Circular A-76 revjdte
industry develops proposals; the agency puts tegetimore efficient organization for retaining therk
in-house and prepares its own proposal. The béast eantract offer is compared with the agency’s
proposal to determine final award. Note: The cacaind its Supplement are not applicable to DoD in
times of a declared war or military mobilizationréGso 2005, 3,14,23).
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As compared to the procurement of services, the A-76 competitive sourcing process
represents a small amount of the total outsourcing activity of the DoD (urmler tw
percent). Yet, it is extremely important, as it is the only method by which the DoD
makes its in-house personnel and services part of a competitive process in waduich it
replace existing military or federal civilian personnel with privatésaesources. It
provides valuable insight into factors affecting outsourcing behavior and thetalsima

and shape of the military and civilian (government-owned) manpower force.

DEFINING DEPENDENT VARIABLES
Dependent variables can be observed by two measures — changes in the annual
procurement of services as a percentage of O&M costs, and changes in the annual
amount of competitive sourcing activityExamining the procurement of services in
relation to the O&M budget helps put into perspective the size and extent of clmanges
service procurement over time. It provides a barometer of the activity iarpr@c
services relative to changes across other program areas funded by the O&W¥l budg
Data for the first dependent variable is provided in Figute 1t displays a yearly

measure of the procurement of services as a percentage of O&M costs arefu$ a us

32 procured services are paid from the O&M budgetQG2007, 2).

¥ Qutsourcing services included in Figure are:

Research and Development; Special Studies and sisalyrchitect and Engineering Services; Automatic
Data Processing and Telecommunication Serviceshfidogy); Purchase of Structures and Facilities;
Natural Resources and Conservation Services; S8ciahce; Quality Control, Testing and Inspection
Services; Maintenance, Repair, and Rebuilding afifigent; Modification of Equipment; Technical
Representative Services; Operation of Governmemeédwracilities; Installation of Equipment; Salvage
Services; Medical Services; Professional, Admin iashagement Support Services; Utilities and
Housekeeping Services; Photographic, Mapping, iRgrand Publication; Education and Training
Services; Transportation, Travel and Relocatioviges; Lease and Rental of Equipment and Facilities
Maintenance, Repair or Alteration of Real Property.

Throughout the study I've evaluated and comparedlyeosts using the 2005 consumer price index CPI
that provides a common comparison on outsourcistsdor each year.
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indicator of the volume and change to DoD outsourcing activity throughout the time
frame of the study. The data indicates how outsourcing as a percentagéaiv

budget has grown over the time frame from an average of 56.9 percent through 1981, to
65.7 percent of O&M costs in 2005. During this period, the annual percent of O&M
spent on procured services has ranged from a low of 52-54 percent in 1974, 1976, 1981,
and 1991 to a high of 67 to 70 percent in 1982, 1985 and 1987. On average during the
study time frame, more than half of DoD’s O&M funds were spent on privatar sect

actors to provide support services.

Figure 1B provides data on the average percent of O&M funds spent on procured
services for each of the first five cases. This information helps to cotmgacbanges in
procurement activity for support services across the cases beinglstudie

The second dependent variable, competitive sourcing activity, is measured through
the following four variables: the annual amount of completed cost-comparison studies
performed by DoD organizations, the annual amount of DoD positions or full-time
equivalents (FTE) positions studietthe annual amount of DoD public/private
competitions, and the annual amount of competitive sourcing initiatives announced by
DoD organizationd? The annual completed cost-comparison data is found in Table 5 for
each DoD service/agency from 1978 through 1996. It provides a useful indicator in

identifying competitive activity and trends across the DoD over time.

3 A cost-comparison study is the process of comgadrirhouse and private sector organizations against
Performance Work Statement (PWS) for the performaricequired duties, and selecting the organinatio
that can perform the duties more cost-effectivayiéicantly reducing the current production coktlee
service is a major factor in selecting the serpicavider (Andrews 2007). One FTE is equivalentne o
position, or a full-time worker.
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The second variable looks at DoD positions filled by either military and/or DoD
civilian personnel. Evaluating the amount of DoD positions also considered FTE
positions studied for competitive sourcing initiatives is an indicator of the ekignt
competition has permeated DoD missions and affected the size of the force. Trable 7 a
Figures 5 and 6 use data on the annual amount of positions studied to help explain
competitive activity within the DoD. Table 7 lists the number of positions stualide i
DoD on an annual basis from 1988 through1997. Figure 5 lists the number of positions
studied in A-76 competitions between 1979 and 1996. It also lists the DoD’s projection
for positions to be studied from 1997 through 2003. Figure 6 provides data on the
average number of total FTEs or positions competed for each year from 1996 through
2003. This data is important, as it reflects outsourcing effort versus outcomargr ne
the entire period of the study and helps to highlight trends of activity within the DoD

The third variable identifies the extent of competitive sourcing activityhaa
number of DoD public/private competitions held each year. Figure 7 measures this
activity from 1995 through 2003, providing data on the total number of competitions
within DoD each year, and the amount of competitions won by in-house and contractor
bids. The data is useful in providing the level of competitive activity within the DoD and
the patterns of success and failure for both private sector and in-house olgasinat
the competitive sourcing process.

Finally, the fourth variable to assess competitive sourcing activity @rtheal
number of competitive sourcing initiatives announced by DoD organizations. Each
organization provides a public announcement for an activity it intends to competitively

source, through the A-76 process, seeking both public and private sector bids.
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Announcements are made throughout the year, offering private businesses the
opportunity to compete against in-house organizations for the opportunity to perform
select functions. An increased amount of announced initiatives suggests a gvehtdr |
activity for competition and outsourcing. Figure 8 charts the amount of initiatives
announced by the DoD services and agencies between 1995 and 2004.

In the following section, I'm going to briefly examine the extent of change in
DoD’s outsourcing activity over the course of the study. It provides the foundation f
testing independent variables and evaluating each of the three theoratreahrks for
their usefulness in explaining outsourcing behavior in Chapters four through eight and
ten. To better understand the causal nature of outsourcing behavior in the DoD, the first
five cases are framed by time periods distinguished by either a sagifhcrease or
decrease in outsourcing activity, as defined by changes in either sendaespnent or
competitive sourcing activity. These periods are 1970-1980, 1981-1988, 1989-1995,
1996-2000, and 2001-2005. The sixth case evaluates outsourcing in the realm of DoD
IT network management.

Overall, outsourcing activity for procured services increased over thescufuirse
study at different rates of growth/decline. Competitive sourcing acteitoss the study
fluctuated, with periods of active competition followed by little competitteiy.
President Reagan’s two administrations were the most active in both the precuoé
support services and competitive sourcing activity, followed by PresidenocCh
second administration. The periods with least activity were 1970-1980 and the
administrations of President G.H.W. Bush and President Clinton, between 1989 and

1995.
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OVERVIEW OF DOD OUTSOURCING ACTIVITY1970-2005
1970-1980

Between 1970 and 1980 there was an inconsistent pattern of growth in service
procurement. During this period, the primary data (and only data availabtaylyo s
outsourcing were the yearly amount of procured services and the percent of O&h doll
spent on procured services, as described in Figure 1. The amount spent on procured
services ranged from $52 to $64 billion yearly, while the percent of O&M budget spent
on service procurement ranged from 52 to 61 percent yearly. The change in the percent of
O&M dollars spent on procured services from year to year during this pedtided by
3.5 percent. The average percent of O&M budget spent on procured services was 57.8
percent. Data for competitive sourcing activity was not available until 1978 and it

increased significantly between 1978 and 1981.

1981-1988

The first significant change in procurement activity for both serviceupeotent
and commercial sourcing activity began in the early 1980s. In comparison to the 1970s,
the procurement of services increased significantly. From 1981 through the end of 1982
the percent of O&M budget spent on service procurement increased from 52.1 to 70.6
percent. This appears to be a result of the Reagan administration’s investnedignal
security through a commitment to military buildup, and neoliberal ideologicadiples
that will be discussed in Chapter five. The 18 percent increase in procurement spending
was three times larger than the six percent increase in the O&M portion@bEhe

budget for the same time period. The average percent of O&M funds spent on procured
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services was 64.2 percent between 1981 and 1988, as compared to 57 percent in the prior
period. The amount spent on DoD procured services averaged between $80-100 billion
annually during this period, as compared to $52—64 billion annually in the $970s.
Overall, the change in the percent of O&M dollars spent on procured servicegs@om
to year during this periodcreased by 9.3 percent.

Competitive sourcing activity, as measured by cost-comparison studieslpdrall
the growth in service procurement. As listed in Table 5, cost-comparison giadlexi
with 379 completed studies in 1983, while there were over 1,900 completed studies
between 1980 and 1988. Data for both procurement of services and competitive sourcing
indicates a significant increase in competition and a large commitmendptins

private sector for performing DoD activities.

1989-1995

Between 1989 and 1995, the average percent of O&M funds spent on procured
services was 61.6 percent, nearly three percent lower than the prior period. éwéhnis |
level of procurement, the percent of O&M spent on procured services increased by 1.2
percent due to increased procurement activity in 1992—-1994 as the O&M budget
decreased and procurement spending levels remained relatively consistege A |
decrease in competitive sourcing activity, as measured by cost-coompstuslies in
Table 5 and the total number of positions studied in Table 7, was a significant
development highlighting substantial change in outsourcing activity duringehcd.
Completed cost-comparison studies declined from 153 in 1988 to 9 in 1995, while the

number of positions studied dropped from 12,000 in 1988 to 2,128 in 1995. While the

% The amount spent on procured services annuallyadjassted to 2005 dollars.
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data on service procurement reflects interest in retaining and hiring neatepector
actors for functions not performed by DoD personnel, the competitive sourcing data
reflected both legislative restrictions and hesitation from within DoDnizgtons

towards outsourcing of functions being performed by their personnel.

1996-2000

Between 1996 and 2000, the average percent of O&M funds spent on procured
services was 64.8 percent, nearly four percent greater than the previous period and the
highest average across the case studies, as the DoD budget was at itsSroevést s
1970s. At this increased level of procurement, the percent of O&M dollars spent on
services decreased by three percent, as the O&M budget increased in 1999 and 2000
while the amount spent for procurement of services remained consistent. Theeimtrea
commercial sourcing as measured through A-76 competitions, positions conmukted a
announced DoD competitive sourcing initiatives was significant. A-76 conopetias
tracked in Figure 7, increased from under 20 in 1996 to nearly 210 in 2000. Figure 6
displays how the average number of total positions competed increased from under 100
in 1996 to nearly 8,000 in 2000. The amount of announced DoD competitive sourcing

initiatives represented in Figure 8 increased from 50 in 1995 to nearly 450 in 1999.

2001-2005
Between 2001 and 2005, the percent of O&M dollars spent on procured services
increased by 3.7 percent, from $61.9 to $65.7 billion spent, with an average of 63.3

percent as the O&M budget increased to nearly $200 billion. Competitive sourcing
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activity began to decline as announced DoD competitive sourcing initiativesedecli
from nearly 450 in 1999 to under 50 in 2004. DoD competitions decreased from over
200 in 2000 to 160 in 2003, while average number of total positions competed for
annually declined to under 14,000 in 2003. The data indicates that while the DoD
continued to seek private actors to perform new or existing activities, congetiti
sourcing activity began to decline based on the volume of competition for functions
performed by the DoD.

The next five chapters address the outsourcing activities described above by
evaluating each of the three theoretical frameworks against data fchnofaehe five
periods. The objective of these chapters is to identify those variables theyrafieant
in explaining outsourcing activity throughout the study and the extent to which each

theoretical framework is useful in explaining and understanding the phenomenon.
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CHAPTER FOUR

CASE STUDY—DEFENSE OUTSOURCING 1970-1980

During the 1970-1980 period, outsourcing indicators are based on procurement
activity that ranged from $52 to $64 billion where the percent of O&M funds spent on
service procurement ranged from 52 to 61 perte@utsourcing activity decreased
through 1974, increased between 1975 and 1978 and decreased slightly through 1980.
While the DoD was efficient in outsourcing low-skilled requirements, organization
autonomy was a central characteristic of outsourcing behavior, resultingativeel
outsourcing based on disparate local organizations with little oversight and
accountability.

Outsourcing behavior highlighted inefficiencies in providing the national defense
capability and was insensitive to war fighting commanders and the Americaa. plibé
interest of the services in maintaining organization independence underminedtthe joi
structure and comprehensive national defense mission. The semi-autonomous position
of defense agencies that went relatively unchecked by leadership codttdbat&ack of

transparency and violated the theory of governmental checks and balances.

STRATEGIC EFFICIENCY1970-1980
During this period, strategic efficiency offers a limited lesson in @xipigDoD
outsourcing activity. By examining pay rates and pay-growth, it appeamithiary and

federal civilian personnel were a better cost savings than private pecsonnel for

36 O&M costs are in 2005 dollars.
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most military activities. Strategic efficiency would expect outsogrm low skill areas,
such as housekeeping and utilities, to provide opportunities for DoD personnel in higher
skilled activities where they offered a greater cost savings advahtagerivate sector
equivalents. Transaction cost economics is aligned with these expectatiowssagled
activities are mundane and commonly found in the market. The market offers the most
efficient mode for organizing these transactions, as significant coropetan be
arranged to provide a safeguard for procurement.

The data on outsourcing through DoD'’s service procurement process does not
support strategic efficiency as 65—75 percent of service procurementsagéoa for
higher skilled activities where DoD personnel offered a cost savingstagean
Outsourcing through the competitive sourcing process (A-76) does supporatbgistr
efficiency for a majority of its actions, as approximately 75 percetiteoDoD’s
competitive sourcing initiatives were for low-skilled/manual labor tygrarmoercial

activities such as utilities and housekeeping services.

Comparing Military with Private Sector Pay

In the 1970s as the DoD transitioned to an all-volunteer force, military and federal
civilian pay trailed behind pay levels for comparable personnel in the privabe. s€bis
was in an era when low-quality recruits, lack of experienced personnel andciestiffi
training created what many argue was a hollow military force (Jehn 1999, 2arili
pay achieved a short-lived parity with private sector pay in 1972—73 when the all-
volunteer force was born. In 1973 annual military pay averaged $8,977 as compared to

civilian industry pay which averaged $9,106 while others argued that it did not include
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fringe benefits of up to 25 percent of military compensation (Finney 19758 RE)ing

the mid-to-late 1970s, military and federal civilian pay raises wensistently capped
below wage increases in the private sector (Figure 11) and federahcealaies trailed
behind those in the military (AUSA 2000, 1; Finney 1975a, 25). Figure 11 highlights the
military-private sector pay gap between 1977 and 1980 (The bars with a negative
percentage measure indicate a slower pay raise). It highlights howyrpkta grew

slower than private sector pay.

Personnel cost savings between the DoD and private sector can be evaluated in
Figure 17 by comparing pay-growth by specific functional specialtysase@h as
professional/technical, administrative, service, etc. In the professiotidechnical
functional areas such as health, law, staff, computer, and satellite yrpbtgigrowth
trailed civilian counterparts by four to eight percent from 1977-1980. During thaxse ye
every functional area listed in Figure 17 — professional/technical, adratiistr
service, craft/production and operator/laborer, military personnel wertea dest value

than their private sector equivalents.

Comparing Federal Civilian With Private Sector Pay
How does federal civilian pay compare with the private sector? For Doliaesyil
| reference the federal government’s process for setting wageg@terned by a table of

salaries referred to as the General Schedule (GS), and the CongressioealdBficg

37 Determining military compensation has always bemmtroversial, as the military and the Commerce
Department focused on base pay plus allowanceddtiring, housing and meals.

(Finney, John W. 1975b. "Military Pay Put Above iians". New York TimedMarch 2, 1975, 25).

% The lack of a military pay gap in 1982 was the lesiia large military pay increase amounting to 25
percent of base pay aimed to counter recruitmeshretention issues arising from the introductiorhef
all-volunteer force in 1973 (Hosek, Peterson, Heitim 1994).
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(CBO) comparison of the annual value of federal and private sector benefgm (&hd
Holen 1997, 1}° For DoD civilians, changes in federal pay are compared with private
sector pay using the ECI index from 1977 through 1980.

The data, illustrated in Figure 20, shows that both groups started with comparable
salaries in 1977 Yet, the private sector had faster pay-growth and increased wages as
compared to the federal civilian sector between 1970 and 18879, Jerome M.

Rosow, chairman of the Advisory Committee on Federal Pay, reported that since 1970
federal white-collar salary scales rose 73 percent while whitarquly in the private

sector rose by 92 percent (Associated Press 1979, 59). Through 1980, the data suggests
that federal civilian personnel were likely to be a better cost saaimymore affordable

to the DoD over time than their private sector counterparts. The pay gap was also
supported by the findings of President Carter’s advisory panel that noted théydispar
between federal white collar and equivalent private sector pay (Assbéletss 1979,

59).

The wage data for the 1970s, as discussed above, show that military and DoD
federal civilians competed for wage parity with the private sector. The tatipes from
the strategic efficiency framework are not supported by the DoD outsourcanfpdat
procured services (Figure 29) and some competitive sourcing activitieso3th&avings
value for higher skilled activities favored DoD personnel. Nearly 65 to 75 percent of
outsourcing for procured services (Figure 29) and 25 percent of competitive gourcin

actions (Table 4) were for higher skilled labor-type activities. Sjfiaedficiency is

% The General Schedule is the government’s larggspian, covering 76 percent of all employees (llasi
and Musell 1997, 2).

401977 is the last year for which federal employeesived a full pay raise necessary to make fedewl
private sector salaries comparable as definedwyNMasia and Musell 1997, 10).
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useful in explaining outsourcing through most competitive sourcing practiceg @abl
as 75 percent of these outsourced activities, were for low-skilled activithsas

housekeeping and utilities.

POLITICAL IDEOLOGY 1970-1980

The political ideology framework seeks to identify how a set of shared ideas and
beliefs of government leaders impacts choices, actions and ultimatelynpakicyg. This
section will evaluate whether the neoliberal economic ideas of introducingetition
into the federal workplace, specifically the DoD, and using the private sectdiver de
public goods and services is a causal factor in DoD outsourcing activity durib§t@e
1980 period. I'm going to address the nature of these shared ideas and beliefs held by
government leaders (evaluating each administration and Congress in the Nixomd-ord a
Carter era as they pertain towards the government and economy and what aaons w

taken based on these ideas and beliefs to affect outsourcing activity.

Nixon Administration

The predominant method of managing the U.S. economy from Roosevelt's New
Deal into the 1970s was through state intervention, where the government had a very
active role in overseeing and directing the economy. President Nixon’s 1968nelect
raised hopes for neoliberal economists that a counterrevolution against thyeotetec
New Deal and state intervention were at hand (Klein 2007, 132). Nixon met regularly
with Milton Friedman in the Oval Office and named several of Friedman’stasd.g.

George Schultz and Donald Rumsfeld) to key economic posts (Klein 2007, 132-133).
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Rumsfeld used contractors to gain leverage over a defiant federal civii&foree as
the director of the Office of Economic Opportunity. Rumsfeld hired Booz Allen
Hamilton and Arthur Andersen to reorganize the agency and eliminate 108 citibmosi
(Guttman and Willner 1976; Peckenpaugh 2003e, 4). Though a minor example, it
highlights the existence of neoliberal type actions in the government. AlgAdgR
was selected by Nixon to run the OMB and oversee federal contracting in 1972. Ash, a
former chief executive officer of Litton Industries, Inc., a major gorent contractor,
played a key role in the establishment of a leading contracting-out lobbying greup, th
National Council on Technical and Service Industries (Hanrahan 1983, 90).

However, in 1971 with a slumping U.S. economy, high unemployment and
inflation, Nixon embraced state intervention with price caps for basic neegssich as
rent and oil to avoid his own political demise (Klein 2007, 133). Nixon told aides that
decisions on economic matters had to be guided by political considerations, presumably
because of the consequences for his public support (Smith 2007, 144). Nixon introduced
a full employment budget providing for deficit spending to reduce unemployment and
supported the development and passage of an income policy whereby the government
intervened to establish a wage and price control system (Yergin and &tab@$8, 60—
63). In addition to the implementation of economic controls, Nixon carried out a great
expansion of regulation such that more new regulation was imposed on the economy
during the Nixon administration than in any other Presidency since the Né\@egin
and Stanislaw 1998, 64).

The administration did not appear to have an effective competitive sourcimggtrat

to increase private sector utilization in the federal system. Though dataai@esst on
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the extent of competitive sourcing activities prior to 1978, the Nixon adminostrail

not take action to focus attention on A-76 and the competitive sourcing process in an
effort to stimulate or increase its activity within the DoD. For exampleGh®, who
administered the A-76 program, did not update the A-76 circular to address common
problems and irregularities found across organizations.

Neoliberal beliefs did not factor into the shaping of policy during the Nixon
administration, despite a few minor examples of market related actiom)' dlactions
reflected a strong commitment to government involvement in shaping the economy and
the market. Between 1970 and 1974, the average percent of O&M funds spent on
procured services was 58.6 percent, declining by 8.5 percent since 1970. Spending on
outsourcing activities decreased from $63.9 in 1970 to $51.9 billion in 1974 (see Fig 1).
Nixon’s actions appeared influenced by state intervention in the economy as opposed to
implementing Milton Friedman’s suggested market-centered actionsafioaging the

government and addressing the country’s economic probféms.

Ford Administration

Ideology does appear to offer some significance in explaining outsourcing drehavi
during the Ford administration. Confidence in state intervention and the supremacy of
government knowledge in running the economy began to be questioned during the mid-
1970s as the economic system suffered from recession, slow growth, high inflation, high
taxes and increased unemployment. The skepticism generated by the economic

difficulties of the 1970s helped to enlarge the growing influence of ideas $or les

“IFigures are standardized using the 2005 Consurnie® RPidex
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government intervention in markets and economic policy with increased competition
among the private sector, as promoted by Frederick Hayek.

As noted earlier, neoliberal economic ideology was not a popular option for
policymakers during the 1970s and would take some time for it to become a dominant
framework for national economic policy development. The concept of outsourcing and
privatization was still relatively unknown in the United States. The Ford adratios
used a combination of neoliberal and state intervention type actions in its 19&5téttl
recession. President Ford used tax cuts, cash rebates and deficit spendingfdsspar
anti-recession policies, resulting in the federal budget deficit inagp&sim 0.53 to 4.10
in 1975 (Meeropol 1998, 54). With the Ford campaign in 1976, the Republican party
began to increasingly use neoliberal concepts to address national finanubbdg in the
economy (Smith 2007, 144-145). Ford’s proposed Government Reform Act of 1976
attempted to reduce the impact of federal regulations on selected sedbereadtomy,
exemplified in the airline industry(Haider 1979, 252). The Ford administration’s support
for deregulation of the airline industry eventually became law during therCart
administration in 1978 (Yergin and Stanislaw 1998, 342-343,345).

In President Ford’s budget message for fiscal year 1977, he noted his belief and
support for expanding competition and private enterprise in the economy while reducing
the size of government. He noted the gradual and uneven growth trend in the federal
government, arguing that the drift towards bigger and bigger government must be
stopped. He also pointed to the private sector as the driving force in the U.S. economy
over its history. He argued that the U.S. must rely on and nurture the private sector fo

the economy to grow, instead of continuing to increase the government share of the
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economy, which would dampen the forces of competition in the economy resulting in
little or no growth (Ford 1976).

During the 1976—77 period, with a Democratically controlled Congress, President
Ford took actions to increase the role of private actors in the federal governnient w
reducing the federal workforce through management reforms to integrateboelget
and management operations (Haider 1979). In July 1976, President Ford launched a
Presidential Management Initiative (PMI) focusing on five initiatithed included
contracting-out. What became known as “Operation Barnacle Remover, egiddnit
asked each agency to develop a plan to increase reliance on the private sector and ordered
them to identify five types of activities that were being performed in-himugessible
contracting-out (Haider 1979; Hanrahan 1983, 90).

The Ford administration took actions designed to make it easier to justifyyagenc
decisions to contract-out government services. Based on estimates reviehedy.t
General Accounting Office, OMB revised Circular A-76 by specifying arease to the
amount used to compute employee retirement costs in cost studies used for outsourcing
competitions from seven to 24.7 percent of a federal employee’s base pay.tiomaddi
retirement and health and life insurance benefits were increased to famtgatber
than at 1.4 percent (Haider 1979, 253; Hanrahan 1983, 91).

Both percentages were key variables used to determine in-house costs for the
performance of government services. By increasing the percentagiesvheat costs
and life insurance benefits, the cost of federal employees increasedovngared to the
private sector during cost comparisons in competitive sourcing activitieschéhge

had a dramatic impact in making a wider range of labor intensive actawadsable for
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contracting out, with at least 75,000 federal jobs more expensive than if the same jobs
were performed by contract workers (Hanrahan 1983, 91).

The actions of the Ford administration were aimed at giving private s&ttos
opportunity to compete successfully during job competitions and ultimately iacreas
private sector performance of government functions. These actions appess bedia
driven by an interest in reducing the size of government, as the Ford admamstrat
intended to introduce increased contracting-out actions of additional support activitie
and services, including aircraft and vehicle maintenance, and computer satvices
military bases and other federal installations (Hanrahan 1983, 91). Ford’s fRivikac
appear consistent with his earlier budget message calling for sg@ahemment and
expanding competition and private enterprise in the economy. Ford’s actions contributed
to the development of neoliberal economic policymaking in the federal government.
Between 1974 and 1997 while outsourcing and privatization were still relatively
unknown and rarely discussed, money spent on DoD outsourcing of services through
procurement climbed from $51.9 to $57.4 billion and approached the levels at the end of
the Vietnam war in 1973 (Figure 1). The percent of O&M budget spent on procurement
of services increased by 3.5 percent from 52.2 to 55.7 percent while the overall DoD

payroll was reduced from $158.8 to $148.3 billion (Figure 4).

Carter Administration
The results of DoD outsourcing during the Carter Administration did not appear to
be driven by ideological actions or design. When President Carter took office in 1977 he

began a rollback of conservative policies that supported an increased private role i
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government as shaped by the Ford administration. Initially, his administratiodedc

the review of outsourcing as part of their overall program for governmeangfar@zation.
Within five months of taking office, the Carter administration stopped Presidetis For
Presidential Management Initiatives and reduced the amount used to computgemplo
retirement costs in A-76 competitions from 24.7 percent of a federal emplogse’pay

to 14.1 percent (Hanrahan 1983, 91). However, it was later raised to 26 percent of an
employee’s base pay during his administration, likely resulting from his support for
maintaining federal personnel ceilings established by OMB and Coragrdsbmiting

the costs of federal employment (Staats 1979, 2; Hanrahan 1983, 91).

The manning ceilings supported by the Carter administration to limit thelgrow
and expense of the federal workforce actually supported pro-business efforteasencr
outsourcing. Between 1976 and 1980 the military was reduced by nearly 20,000, while
DoD civilians were reduced by nearly 55,000. Many adherents to personnel celings s
it as a tool for controlling the growth of the federal bureaucracy. Presidest Cart
affirmed his faith in personnel ceilings in a fireside chat two weekstsdtevok office
(Hanrahan 1983, 33). Yet, as observed by Senator Frank E. Moss, D-Utah, reducing the
federal workforce without reducing the workload created a misleadirsgoili of control,
as it did not control costs nor produce efficiency (Hanrahan 1983, 34). It prevented
federal managers from improving productivity, since they were unable to usethe bes
possible mix of government and contractor employees (Hanrahan 1983, 34).

In 1979 congressional testimony, Carl Black, a local Washington, D.C. consultant
and former military officer noted how personnel ceilings favored the consultingtry

since DoD requirements did not get reduced but resulted in fewer people, whichdrequire



99

agencies to hire outside contractors to assist in accomplishing the local mission
(Hanrahan 1983, 33). Admiral Alfred J. Whittle, Jr., Chief of Naval Materials,
acknowledged that the Navy would have to contract out more services because of
personnel ceilings placed upon the DoD. As noted by Admiral Whittle, the Navy
preferred to have ships overhauled in naval shipyards because they get héteer ser
(Hanrahan 1983, 94-95).

While contracting-out solely to meet civilian personnel constraints was peghibi
by law, it was inevitable for it to happen as services did not have enough personnel to
perform in-house activities, according to Admiral Whittle (Hanrahan 1983, 19%.
Carter administration implemented personnel ceilings to hold the line on federal
employment and save money (Hanrahan 1983, 95). However, as noted by former Rep.
Herbert E. Harris Il, D-Virginia, personnel ceilings led to increased outsgudiere
savings from cutting federal employees were often not realized (fami®83, 95).
Personnel ceilings fell in line with a market-centered conservative ecoagenda of
increasing the role of the private sector in DoD.

The Carter administration took a variety of actions to control the growth of
contractors. Initially, it attempted to control the growth of contractors peirigr
consulting activities for the federal government that had been unchecked throughout the
1970s. President Carter's 1977 memorandum to federal agencies requested afreview
their consulting service arrangements to ensure they were appropdatecessary

(Mclintyre 1980). Carter's memorandum was followed by OMB Bulletin No. 78-11 to
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meet a requirement for uniformity of definition, criteria, and managemenbt®among
the agencies (Mclntyre 198%).

Noting the growth and minimal control of consultants in a wide variety of aheas, t
Carter administration issued Circular A-120 for consulting services of aroagnature
to agency administration and program manageftieBeeking to control and reduce the
extent of private actors performing federal services, the circuladdal rigorous cost
comparisons between in-house and private-sector performance of a serage, usi
contractors on an intermittent and temporary basis, prohibiting contracts fantiper
governmental services and severely limiting long-term consultinggemnaents
(Hanrahan 1983, 95). The administration believed these services were being used
excessively, unnecessarily and improperly (Hanrahan 1983, 92). Private contractors
performing these consulting services would likely be compared to officeenar
NCOs who provided a greater cost savings to the DoD.

In the summer of 1977, with support of the Democratic controlled Congress,
President Carter signed legislation imposing a moratorium on new contraating-
activities in the DoD until March 15, 1978. It restricted base operating suppoceser
from commercial contract, as well as logistical support, intermediateegad @&vel
maintenance, research, development, and test and evaluation activities (GAO 1979, 2)

The legislation reflected congressional criticism of defense contygmtotedures. The

2 OMB Bulletin No. 78-11 defined consulting servigess“those services of a purely advisory nature
relating to the governmental functions of agenapiadstration and management and agency program
management. These services are normally providgrktsons or organizations who are generally
considered to have knowledge and special abilitiasare not generally available within the agency
GAO. 1980. Government Earns Low Marks on Properdfsgonsultants. Washington, D.C.: General
Accounting Office.

*3 Areas affected by crackdown on private consulting services: policymaking, repeated contract
extensions, nonessential studies and analysess&iygeor undermining personnel ceilings, pay litiotass,
competitive employment procedures, revolving ddarsas, interagency duplication of efforts and ¢otsfl
of interest between consultant advice and outsigm€ial interests and affiliations.
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Democratic position on outsourcing government activities was expressedtyube
Appropriations Committee and its Democratic Chairman George Mahon atbaing
contracting-out had wasted taxpayers’ money and harmed the civil sersiemsy
(Hanrahan 1983, 92). The legislation was limited to new contracting-out actions and did
not address pre-existing contracting arrangements.

Political ideology did not appear useful in explaining DoD outsourcing activity
during the Carter administration. While it was still a relatively minorctbpsed on
discourse analysis in public newspapers and academic journals (Figure 28), the
expectation of Democrats was for reduced outsourcing activity. Despite the
administration’s efforts to control outsourcing of consultants and support astitiitee
data in Figure 1 doesn't reflect their success in this area, as outsowsisgncreased
from $57.4 to $61.9 billion between 1977 and 1981, with a peak of $63.5 billion in 1978.

Additionally, though the Carter administration had initiated Circular 120 to control
the outsourcing of consulting services in the professional and management support area
between 1977 and 1980, outsourcing costs for DoD’s professional services and
management support rose from $1.6 to $3.1 billion (Figure 29). Also, although DoD’s
A-76 (competitive sourcing) activity data was not captured on a fedeaddasat until
1979, once the data became public it indicated a sharp increase in competitive sourcing
activity between 1979 and 1980, with completed DoD cost comparison studies of in-
house commercial activities rising from 99 to 154. While the expectation in the
Democratic administration was for reduced outsourcing activity, the actiaghe Carter

administration were not successful at containing the growth of the privabe. sAstthe
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outsourcing results appear to reflect a market influence, the actions oétideAt and
the Democratic Congress were not intended to have those results.

As discussed earlier, the President was unsuccessful in controlling thé gfowt
new procurement and contracting-out of government activities through legisldhe
Democratic Congress expressed frustration with outsourcing practicpasseti
legislation to limit new outsourcing activities for 12—18 months, yet it hadiaudiftime
reaching a consensus on the role of the private sector in performing government
activities. It introduced six bills to improve federal contracting prasticg only one
was enacted to Public Lat?. As noted in the next section, the outsourcing findings
appear to demonstrate the initiative of military services to procure and eaupeities,

based on local organization interests and mission requirements.

ORGANIZATION FACTORS1970-1980

Between 1970 and 1980, expenditures on outsourcing (procurement) activities as
noted in Figure 1 remained relatively consistent and steady, averagimgl &8 billion
annually. DOD organizations at the lowest levels had a great amount of control and
independence in selecting the activities for outsourcing. While A-76 coimpetit
sourcing data was not systematically captured by the federal goverrmieh®ud8, the
literature suggests that service organizations selectively applied&+A-76 while
senior civilian leaders did not enforce A-76 requirements (Comptroller Gergaia]

GAO 1972; Staats 1979; GAO 1981a; GAO 1979).

44 public Law (96-304, 307) required agencies to stibonsulting services budget justifications
to Appropriation Committee (GAO 1980).
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The period between 1969 and 1974 proved difficult for the Pentagon and its
military services who needed to adjust to a changing environment with new demands on
the DoD that included a decline in the level of defense expenditures as the iginam
efforts declined, increased personnel costs, high costs for weapon systemsmeaaducti
civilian and military personnel, the phase out of older weapon systems, and reduced base
infrastructures (Korb 1979, 26-45). In 1969, Defense Secretary Melvin Laird idreerite
demoralized force due to in part to the previous leadership of Defense Secretary Robe
McNamara, who excluded the military from the decision making process within t
Pentagon (Korb 1979, 85).

Secretary Laird concluded that McNamara had over centralized the Pemadgon a
had given insufficient weight to professional military judgment (Korb 1979, 87). He
instituted a process labeled “participatory management” that dispersed shim@oiver
and gave military leaders a much larger voice in the decision making processated gr
choices in managing the defense budget (Korb 1979, 87). Secretary Laird looked
primarily to the military services and their Chiefs for the design ofdifee structure, not
attempting to exercise control of details in the defense budget and allowirgg\ices
wide latitude in structuring the budget categories (Korb 1979, 87, 90).

Support for organization autonomy and independence was revitalized during the
Laird era, affecting policy to include the procurement environment through the end of the
decade and into the 1980s. During the 1970s, the congressional desire to retire older
weapons systems and reducing infrastructure, personnel and budget, offered the

opportunity for outsourcing in non-core mission activities. The increased autonomy of
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service organizations would likely limit the extent of outsourcing in an efforesepre
the organization and budget capacity.

In this environment, it appeared that the autonomy of military organizations had an
impact on the extent of outsourcing of commercial activities and selectiamiéctors.
The ability of service organizations to limit the effect of the A-76 process an thei
respective personnel and missions and maintain their standard procedurestcespra
was evident from the opportunities to outsource DoD commercial functions that were not
extended for consideration to contractors. In 1970, 2,759 of 5,421 in-house activities,
or 51 percent, costing approximately $3.3 billion annually, had not been reviewed but
represented a source of potential savings (GAO 1972). In the early 1970s thep®®D s
approximately $6.3 billion annually to provide installations with commercial and
industrial services and products that included maintenance, food service, trammsportat
and ammunition (GAO 1972, 1).

Most of these services were not directly connected to the primary missionef thes
organizations as discussed above in the review of each military service. Tabledégprovi
a list of the type of activities (functions) and number of competitive sourcingestudi
performed in DoD outsourcing efforts between 1978 and 1986. Most of these activities
were local support functions not connected to combat or wartime mission requirements.
Contractors received approximately 18 percent of these DOD’s expeadBA© 1972,
1). Depot maintenance involved repair, overhaul, and modification of equipment beyond
the capability of operational units. In 1969-1970, depot maintenance cost $2.6 billion;
$2 billion worth of that maintenance was performed at military installations and $600

million by contractors (GAO 1972).
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In addition to these in-house contracting opportunities, a 1970 Comptroller General
review of DOD outsourcing activities (GAO 1972) at six DOD locations indicthee
significant findings:

1. Installations omitted commercial-type activities from instaltathventorie®’

2. DOD personnel were performing new activities that should have been considered
for public-private competition as they were not considered inherently governmenta
activities

3. Justifications for continuing in-house performance of activities were
unsupportable. Twenty-six activities with an annual cost of $65 million were omitted
from inventories due to a lack of definitive guidelines

These findings indicated that DoD organizations put little emphasis on A-76
guidelines and used their own local procedures and interests for managinatiostal
manpower requirements. Procurement guidance was not followed by baseferst lea
despite A-76 and DOD requirements requesting each Service Secretaryrio obta
approval from the Assistant Secretary of Defense (Installations ansticegprior to
initiating new in-house activities. At two of six locations studied by th©GAoth
lack of service guidelines and not maintaining standard operating pracécesoted
(GAO 1972, p.16-17). Local base justifications for continuing the performance of in-

house functions were not supported by most decision making explanations (GAO 1972,

*5 |nstallation inventories are the total type andant of activities being performed at an instatlati By
omitting them from the inventory, they were pre@ddrom being candidates for commercial sourcind) an
potential outsourcing.
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7).%® Most recommendations were based on the reviewer’s personal knowledge of the
function with no evidence of the factors used for consideration (GAO 1972).

The lack of senior service level policy guidance and organization subjectivity was
noted in the findings at various installations where in-house performance @irsimil
functions were justified by differing, contradicting and unsupported reasons (GAO 1972,
7). Organization autonomy was reflected in their ability to subjectivebrmate (based
on local interests) which activities/services would be considered for ctiompetlhe
Army reviewed and justified in-house performance of building maintenance aaidatp
102 installations, of which 77 were based on officials who believed programs would be
delayed by changing to contract performance and 20 due to non-availabilitycpfede
sources (GAO 1972, 7). These justifications were made primarily becaukeffmtals
suggested there was not enough time to look for commercial sources and perform cost
studies (GAO 1972, 7).

Service organizations reacted slowly to change, defended their organizationa
interests and attempted to maintain core procedures. For example, in 1974 the OMB
ordered services to study the feasibility of hiring private contractors fiarpesupport
functions on military bases performed by civilian employees (Finney 1974). Thoaigh t
OMB contended that contracting-out these services would save money, they militar
services did not share the same view. They opposed a reduction in their civilian forces
with almost the same fervor with which they resisted cutbacks in troop strengtby(F

1974).

“® In-house refers to activities being sourced throggvernment military or civilian personnel as opeod
to contractors.
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Lack of oversight by senior civilian leadership reinforced the climate of
organization autonomy that supported local selectivity with no necessary pioority
outsourcing through the competitive sourcing process. A 1977 report by the Comptroller
General noted that DOD inventories of commercial and industrial activides w
unreliable. Installation personnel did not identify all activities and cdetgppropriate
justifications and difficulty in matching DOD classification of conmai@ and industrial
activities with the military service activities allowed orgarnmas to maintain control
over the outsourcing process and continue to use in-house resources (GAO 1979, 10).

Findings in the area of augmenting military services with management suppor
consultants continued to highlight an organization behavior of independence and self-
interest when it came to procuring these commercial activities bargiBervices. This
was not an area of competitive sourcing where organizations would lose valuable
personnel positions, but of procurement of management services allowing organizations
to augment their size with civilian specialists. Since the 1960s this behagiowoteal as
part of military culture (GAO 1981b, 21). This can be exemplified in the 1979 review of
256 management consultant contract awards across the DOD. Organization
independence and self-interest were exemplified in the following:

- The use of consultants to perform work that should be completed by DOD
personnel

- Revolving door abuses where former employees were given prefeteratiment
in obtaining contracts

- Excessive use of sole source contracts restricting competition



108

- Repeated contract extensions and failure to maintain adequate information on the
number and cost of consulting services (GAO 1981a, 1,4)

Through 1980, organization factors appear significant in explaining outsourcing
behavior within the DOD, as both budgets and personnel were reduced The data in
Table 4 for competitive sourcing indicates that organizations primarily pedtéogir
core mission activities and procured a variety of support services fogqusimayily on
activities with low skill requirements secondary to mission requiremebDista from
Figure 29 points to procurement activities in the range of 25-35 percent for support
activities that included utilities and housekeeping activities. The typewtese
procured appears to indicate that many organizations were selectivelgtoamp
positions not considered essential to the core mission. The inconsistent nature of O&M
expenditures across the DoD throughout this period supports the argument that local
organizations maintained control of the process and used private actors wherarmecess
to satisfy secondary requirements and augment their organizationssaft afrbudget
and personnel reductions.

Due to the lack of competitive sourcing data on a DoD-wide scale in the 1970s,
comparisons of yearly activity were unavailable through 1978. As noted in Table 4, once
competitive sourcing data was tracked in 1978, the type of support activities cdmpete
were local in-garrison activities and similar to procurement data indicatéigure 29
(Ex. facilities, utilities maintenance, custodial, motor pool). Competitive smuactivity
is indicative of organizations focusing on core missions and utilizing theietimit

personnel on higher priority skills and activities. DOD service organizatioresalé
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take advantage of weak oversight, implementation, monitoring and enforcemeicepract
in Circular A-76 to subjectively outsource activities that fit their locakrests.

While A-76 procedures and competitive sourcing were selective and lacked
political oversight, and procurement remained decentralized with power atéhéelvel,
outsourcing behavior for support services during this period was a microcosm of the
much larger defense environment. It highlighted behavior that was ultimagéigient
in providing the larger national defense capability and contributed to potential
insensitivities to war fighting commanders and the American public. Whileservi
leaders with support of Secretary Laird sought autonomy and independence in developing
and planning their missions and running their organizations, the increased autonomy was
an undermining factor in the ability of the DoD organization to fulfill its national
requirement for genuine joint military advice and unified militarycect The priority of
being able to execute a national defense effort appeared secondary to teeneusiof
each military service (Barrett and Jones 1983, 49).

For example, in defense acquisition, central management failed to forcetadequa
comparisons of the capabilities of proposed and competing systems to accompish a g
mission at early stages of the process of deciding new weapons and equipmettt (Ba
and Jones 1983, 60). The 1977-80 Defense Organization Study found that civilian
leadership in the DoD did not provide clear, definitive policy guidance needed for
military planning (Barrett and Jones 1983, 54). Military staffs formulated dingi
policy programs without explicit acceptance or rejection by senior decisiakersn
resulting in the policymaking function moving from civilian to military authofBarrett

and Jones 1983, 54).
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The preeminence of the four services in the DoD organizational structure dharing t
1970s was out of proportion to their legally assigned and limited formal resporesbiliti
for the maintaining function. The interest of the services in maintaining oeag@mniz
independence and ensuring their capability to accomplish service missions provided
continuing incentives to influence as many decisions as possible and co-opting the joint
structure (Barrett and Jones 1983, 79).

A difficulty inherent in the DoD organizational structure, with its increased
autonomy, was the service influence over joint forces. In this environment, sé@attes
a major influence on both the structure and readiness of military forces fdr avfumt
forces commander was responsible but had very little input (Barrett andl388$3).
Rather than being unresponsive, the military made inputs into decision making, where
defense policy was predominantly service-orientated. The tendency wasligezvice
to favor capabilities enhancing its organization. The objective was to potenigdily r
into production a unique capability or weapon system, outsource a service/function or
maintain a traditional outdated mission with inadequate test, evaluation or realibrat
was not sufficiently offset by a broader DoD perspective (Barrett and 1688s80).

While every organizational entity has its own interests, which will advénce i
unchecked, and may not further the interests of its larger mission, it requires\ame
watching authority(Barrett and Jones 1983, 74). The degree of limited efficigtiog b
DoD due to chain of command and management discrepancies caused concern over
wartime effectiveness while undermining its economy due to the relativefia

competition and over watch by agencies (Barrett and Jones 1983, 76).
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The semi-autonomous position of defense agencies in the environment of
organizational self-interest was relatively unchecked by leadershipggssted across
the DoD. It had a potentially adverse impact on the public trust by increasiraghef |
transparency in DoD functions and violated the theory of governmental checks and

balances.
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CHAPTER FIVE

CASE STUDY - DEFENSE OUTSOURCING 1981-1988

During the period of 1981 through 1988 yearly outsourcing activity costs for
procurement grew from $62 to $87 billion, while the percent of O&M budget spent on
service procurement ranged from 52 to 70 perte@ompetitive sourcing activity was
significant as marked by the extensive activity around cost-comparishasstf in-
house commercial activities. Cost comparison studies increased from 99 in 1979 to 379 in
1983 with an annual average of 210 between 1980 and 1988. Outsourcing of services
through competitive sourcing grew by 37 percent over the previous period.

Reagan’s beliefs and subsequent neoliberal economic strategy, though used
discriminately and with congressional support for a majority of the period, was
significant in explaining DOD outsourcing behavitir Funding for DoD outsourced
activities had its greatest peacetime increase, as comparedity aetiore and after this
time frame, with an increase of nearly 41 percent. The result of interseowgeetition
for resources, similar to the first case, reduced civilian control of theamili The
natural consequence was a heightening of civil-military disagreementsmaflo

information critical to effective decision-making and transparency iamyilactivities.

STRATEGIC EFFICIENCY1981-1988
As noted in chapter 2, the DoD’s objective was to attract quality personnel with a

competitive compensation package that exceeded the pay of seven of 10 private sector

*"O&M costs are in 2005 dollars.
“8 Increasing the deficit was not a reflection of litseral economic policymaking.
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workers. In assessing cost efficiency, paying employees lesshiha®' percentile did
not effectively meet its competitive standard with the private sector feinadi® of the
quality workforce but it did gain cost efficiencies for the DoD by being abpetform

its mission with a workforce for less than its targeted cost. The assumgaiitanim
assessing cost efficiency is that pay rates below tig@tentile would be considered
more cost-effective, while those above th& pércentile less cost-effective for meeting
DoD requirement’

In the early 1980s, Congress provided a large military pay increase, addtlessing
restraints placed on the growth of military pay in 1979 and 1980 (Slackman 1982, 1).
Congress raised military pay and allowances by roughly 30 percent in 1981-1988 helpi
DoD manpower achieve parity with comparable private sector personnel, while
addressing concerns with an insufficient quality of manpower being reteauntetrying
to retain a competent, competitive and skilled workforce (Slackman 1982, 1).

Despite the 1982 pay raise, the officer and enlisted force appeared Irelziste
effective for the DoD throughout the 1980s, as noted in Table 8, where pay remained
below the 78 percentile for most personnel throughout the period. In Figure 9, military
pay for junior (E-4) and mid-level (E-6) enlisted personnel with varyingdesfel
education was compared against similar private sector personnel from 1982 through
2000. The data shows that military pay for both junior and mid-level enlisted was a cost
advantage for the DoD in the 1980-1988 period. Their pay ranged from below the 50
percentile for junior and mid-level enlisted with some college, to tfiep6fcentile for
junior enlisted with high school. Similarly, junior and mid-level officers veeoest

savings, as well (Figure 10). While junior officer pay appeared competitikigorivate

49 Assuming personnel are qualified and able to peri@quired services.
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sector equivalents in the early part of the period, junior officer pay decreasetthérom

75" to the 60th percentile from 1982 through 1988 as mid-level officers decreased from
the 65" to 55" percentile from 1982 through 1988. This also pointed to the fact that as
junior level officers transitioned to more experienced and skilled levels wita¢mid-

level) their pay grew less competitive than private sector equivalents.

Comparison of federal and private sector pay in Figure 20 highlights the growing
disparity between federal and private sector pay in the 1980s. ECI data on tdmy-mili
private sector pay gap between 1981 and 1988 is provided in Figures 11 and 14. It
highlights how the relative pay raises between 1983 and 1988 increased at a séower ra
for military personnel than their private sector equivalgh{Ehe bar with a negative
percentage measure indicates a slower pay raise than the private seigore 12
supports similar findings as it charts the difference between changegilarmilitary
compensation (basic pay, allowances for housing and subsistence and federal tax
advantage that occurs because allowances are not taxed) and the civiliadexCI The
data indicates that military pay grew slower than private sector paygiinr1988. Most
DoD personnel were a cost savings in comparison to their private sector agsjvale
based on pay differences. The pay gap data, which favored private sector paggrowi
faster than military pay through 1988, provided further support for the cost-advantage of
military personnel and less incentive to outsource for efficiency purposes.

Wage growth for civilians in the private sector who were demographsatijar

to officers and enlisted personnel on active duty is also tracked using the Defense

0 The lack of a military pay gap in 1982 was the ltesiua large military pay increase amounting to 25
percent of base pay aimed at countering recruit@edtretention issues arising from the introductbn
the all-volunteer force in 1973 (Hosek, Petersogi)dtiunn 1994).
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Employment Cost Index. Figure 15 notes that between 1982 and 1988, officer pay grew
slower than private sector equivalents while the enlisted force had pathgramty with
their private sector equivalents. Within the enlisted force, Figure 16 comparesand
junior enlisted pay with their private sector equivalents. Senior enlistegr@ayslower
from 1984-1988, while junior enlisted pay grew faster from 1983-1988. While junior
enlisted pay grew faster than civilian equivalents, pay rates for junioearat gnlisted
personnel remained below the™@ercentile and a cost savings to the DoD.

Comparing pay-growth by categories in Figure 17 such as professional/ggchnic
administrative, service, etc. further specifies where (functionabpo®st savings
advantage existed for either the DoD or private sector. For example, in thespyoél
and technical functional areas such as health, law, staff, computer,esag@dlit military
pay-growth was significantly behind the pay-growth of their civilian counterparts fr
1984-1988. In these functional areas, we were less likely to see outsourcing digévity
to the cost savings of military personnel. Yet, in activities categorizepleastors,
laborers, craft and production such as groundskeepers, vehicle drivers, and facilit
maintenance outsourcing activity was more likely after 1982 due to the incoraset
of pay for military personnel assigned to less skilled activities as ceohpatheir
civilian counterparts.

Overall, in the 1980s, the pay comparison data suggests that since mid-1982, basic
pay for mid to senior enlisted personnel, officers and GS wage rate pay fal feder
civilians were cost effective for DoD. The DoD was able to employ quafieesonnel
for below the 78 percentile market value. While DoD employed a cost-effective

workforce where pay remained behind private sector equivalents for enlistedufalc
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mid-senior level military, by 1988 medical spending for DoD personnel had grown by
nearly two and half times that for private sector employee’s suggdstirmpst savings
advantage of military personnel would begin to decline. Throughout the 1980s strategi
efficiency expected minimal outsourcing activity associated witlkiaes requiring the
senior non-commissioned officer enlisted force and mid-senior level officdrederal
civilian personnel. Increased outsourcing activity was expected for emglydctivities

with less skill requirements and with lower graded personnel.

The type of commercial activities procured in large quantity through poant
during this period included utilities and housekeeping, maintenance of equipment and
professional, management support. For many of these routine activities, the market
offered the most efficient provider as competition was abundant and transactiatshazar
minimal. Through 1988, utilities and housekeeping services consumed about 30 percent
of O&M dollars. While many of these activities were aligned with etgtiens from
strategic efficiency theory, the outsourcing of professional manageuopgurs activities
did not support the strategic efficiency framework. Though some junior officeiopssi
(who were not a cost advantage during the early part of the period) wereeshkelgyed
by these activities, the majority of personnel staffing these positioresmare likely to
be experienced officers or mid to senior level enlisted personnel. Ovetaikdne1981
and 1988, the percent of O&M budget spent on outsourcing through procured services
increased by 11.7 percent.

Strategic Efficiency was effective in explaining a majority of outsing through
competitive sourcing. Competitive sourcing activity between 1980 and 1988 was

significant as marked by the extensive activity around cost-comparighassof in-
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house commercial activities. Cost comparison studies increased from 99 in 1979 to 379 in
1983 with an annual average of 210 between 1980 and 1988. Between 1981 and 1988,
outsourcing of services through competitive sourcing grew by 37 percent over the
previous period.

75 percent of the activities competed through 1986 (Table 4) were for low-skilled
support activities not requiring advanced training or mid to senior level personnel.
Outsourcing was expected in these areas, as DoD personnel were not Heaost-e
here as they were in higher skilled areas and pay rates were incifeagddp personnel

in low-skilled support activities as compared to their civilian equivalents.

POLITICAL IDEOLOGY 1981-1988

Reagan Administration

The 1980 election changed Congress dramatically, creating the first Rapublic
majority in the Senate since 1955 and a nominally Democratic majority in the dbus
Representatives (Edelstein 1982, 1). In 1981, the Reagan administration arlj the 97
Congress, created significant changes in the role and scope of governmenheusigy t
conservative majority in the House and Senate to shape government in favor of big
business industry and the military (Edelstein 1982, 1).

The election of Ronald Reagan, the most prominent leader of the American
conservative movement during this period, resulted in a marked increase in icologi
polarization among party leaders and activists in the United States (Abraraowi
Saunders 1998, 636). Reagan’s administration represented the anti-governmenhsentime

harbored by many Americans as a result of the nation’s poor economic conditions
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(McCarty, Poole, and Rosenthal 2006, 173). The conservative and neoliberal economic
aims of the Reagan administration were to reduce the size of government, cut public
programs, promote free enterprise and free markets in order to stimulateribeng.

The administration had success reducing the individual tax rate and fighting
inflation by reducing it to under four percent by 1982 (Yergin and Stanislaw 1998, 335).
Efforts to realize a reduction in spending proved very difficult. Reducing en¢itits
was unpopular and interest in building up the military produced increased deficits
through both terms. During the Reagan presidency, the annual deficit almest anpl
the gross national debt rose from $995 billion to $2.9 trillion (Yergin and Stanislaw 1998,
336). Reagan’s economic policies demonstrated a mix of neoliberal and state
intervention influences. Yet, his program of tax cuts, increased military expesdiand
reductions in domestic social programs divided the nation along ideological lines and
produced the highest level of party unity in Congress in decades (Abramowitz and
Saunders 1998, 636—637).

The Reagan administration used a neoliberal strategy to affect govearahthe
increased growth of outsourcing within the DoD. Reagan was initially active in
overhauling government regulation of business (Cox and Skidmore-Hess 1999, 168).
This indirectly supported his outsourcing ambitions as it provided increased oppatunitie
for business in all sectors and weakened unions. Reagan’s market ideals for gavernm
did not help the federal labor-management relationship. It was an adverdatiahship
between labor and management that controlled the outsourcing process (Naff 1991, 27).

In general, the federal unions viewed privatization as a threat that must be opposed

at all costs to support their members and maintain union strength (Naff 1991, 24,27). The
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delegation of exclusive right to make contracting-out decisions to managentbget by
federal labor relations statue left little room for unions to oppose outsourciogsaatid

there was no mechanism for union or employees to appeal a decision to contract outside
the agency (Naff 1991, 25). Federal unions used a variety of strategies to thetect
interests of members from contract-out decisions and attempted to havetcunrat
included in their collective bargaining arrangement. However, the courts eotigist

upheld management’s right to make the decision to contract out and generally prevented
the union from interfering with these decisions (Naff 1991, 26).

As the Reagan administration faced limited opposition from federal unions, it began
to formulate aggressive proposals for the sale of a wide range of stdte ddsese
included the sale of federally owned park and wilderness lands, National Weathee S
satellites, Conrail and AMTRAK, and a major petroleum reserve (Feiganlddenig,
and Hamnett 1999, 135). The Reagan administration also adopted the argument that
privatization, rather than representing a rejection of the goals agsbwaiith the welfare
state, represented an adoption of private means to pursue public goals.

Reagan’s Executive Orders displayed his commitment to fulfill on ideas to reduce
the size of government, increase competition and provide the private sector aién gre
economic opportunities in the public sector. These were captured in Executive Order
(EO) 12329 delivered in October 1981 establishing a Presidential Task Force oa Privat
Sector Initiatives aimed at greater public-private partnerships and &adedhe
dependence on government (Reagan 1981). The implementation of EO 12352 addressed
federal procurement reforms to include remaking it easier for aggetcprocure goods

and services and to enhance effective competition and limit noncompetitive actioas in t
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procurement process (Reagan 1982). The establishment of the White House Office of
Private Sector Initiatives and its associated Advisory Council (EO 1242&yam
removing barriers to social programs administered by private organizatidns a
increasing awareness of importance of public/private partnerships (Reagan 1983)

In 1987, Reagan’s Executive Orders 12607 and 12615 directly addressed
privatization and the outsourcing of commercial activities. Executive Order 12607
established the President’'s Commission on Privatization tasked to study hradectree
privatization phenomenon (Linowes 1988, 257-259). The committee was tasked with
developing a framework for a privatization program. This task included idegtifyin
opportunities, legislative and administrative actions necessary to jafffeatization
initiatives, removing existing privatization restrictions, and actions nagegscreate
broad-based support and a conducive environment for privatization (Woolley and Peters
2006).

Executive Order 12615 was the first order issued since the establishmerubdrCi
A-76 with the objective to acquire government commercial-type activitideel most
economic and efficient manner with private industry given priority in providing new
federal government requirements where reasonable (Reagan 1987). It expresse
Reagan’s commitment to increase the role of the private sector in providingl feder
services and directed agencies to ensure new government requirements fera@aimm
activities are provided by private industry, wherever possible. It alsosteguggencies
to identify A-76 study goals and anticipated savings in their annual budget sigdosis

Reagan'’s aggressive actions to outsource federal positions prompted sigjukicant

competition at the Defense Department and throughout federal agentibsldsagency
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leaders to reviewing and holding competitions for at least three percehtofahercial
activities annually until all activities were reviewed (Kettl 1993, 49; Wygdlled Peters
2006). The results of these actions were highlighted earlier in Table 5 showing a
significant growth in completed cost-comparison studies of in-house commerc
activities services during the years of the Reagan presidency.

The Reagan administration targeted a review of nearly 380,000 federal employee
positions that were considered activities subject to private competitionsélieeguired
quarterly briefings from the Director of the Office of Management and &unly
outsourcing progress throughout the federal system (Woolley and Peters 2086). H
focus on revising the A-76 policy in conjunction with EO 12607 and 12615, were
elements of the administration’s agenda to establish a structured and onggoegitbeen
process between the government and private sector for the fulfillment of gomérnme
services. It highlighted his belief in neoliberal economic methods and wastarkeyn
his ideological appeal for the government’s privatization movement.

As noted earlier, the growth of congressional involvement in the annual
authorization process became an instrument to further ideological stratégeeeased
scrutiny of the defense budget expanded opportunities for Party goals andideals
congressmen to be infused in decisions on what got funded and how much. Within
Congress, the impact of Reagan’s ideas, through the Republican controlled Senate, wa
felt in the budget with an increase in strategic-military spending andnement of
support services.

The amount spent on DoD outsourcing rose by nearly 41 percent from $61.9 to

$87.2 billion from 1981 to 1988. Between 1981 and 1988, the percent of O&M spent on
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procured services rose by 11.7 percent increasing from 52.1 to 63.8 percent with peaks of
70.6, 68.8, and 67.3 percent in 1982, 1985 and 1987, respectively. As noted in Figure 5,
the growth of military positions in A-76 competitions rose from 5000 in 1979 to nearly
11,000 in 1983 with a steady annual average between 7,000 and 11,000 through 1988
(Cohen 1997a, 30). The amount of completed cost studies for private sector competition
(Table 5) was significant as compared to periods before and after the Reagdn pe

More than 1500 cost-comparison studies were completed during the period as compared
to 154 studies between 1978 and 1980 and 205 studies between 1989 and 1996. As the
Reagan administration grew the size of the military and DoD civilian foydere and

seven percent respectively, at an increased cost of 12.8 and 9.8 percent (Figure 4), he
maintained a commitment to increased outsourcing within the DoD that became a lar

growth area for the private sector.

Challenges to Reagan’s Neoliberal Strategy

Despite Reagan'’s interest in outsourcing DoD activities, they were not full
embraced by all members in Congress. Congress was divided with Republicans
controlling the Senate and Democrats controlling the House from 1981-1987. Between
1983 andlL987 a coalition emerged in the Democratic controlled House critical of the
Pentagon’s purchasing system. Though the main interest centered on larger weapon
systems, its impact permeated the entire procurement process. A &ipeoadition of
procurement reformers became active during the House action on the anansé def
offering several proposals aimed at changing the way the Pentagon griv€uveapons,

parts and services (Congressional Quarterly 1987, 234). In 1985, demands for
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procurement reform came from those in Congress opposed to the pace of Reagan’s
defense buildup. The Democrat controlled Congress could not confront President Reagan
directly due to the popular support for his military buildup (Sapolsky and Gholz 1996, 5).
Driven by widespread reports of overpricing and other abuses in Pentagon purchasing of
weapon systems and parts, Congress attempted to hobble the military buildup through
regulation that would reduce fraud, waste, and abuse in defense contracting ged chan

the way the Pentagon purchased goods and services (Congressional Quarterly 1985, 164;
Sapolsky and Gholz 1996, 5).

The increasing polarization in Congress limited bipartisanship and appeared to have
a direct impact on competitive sourcing activities. On May 11, 1987, Democrdis firm
controlled the House of Representatives by a margin of 71 members and expressed
concern that the contracting-out process would erode the capability of more xamgble
core military functions and ultimately impair mission capability and readine
Democratic Representative Bill Nichols (D) introduced an amendment to the Haoois
calling for the commanding officer at each military installation to hgeoption of
which job functions to study for contracting out under the A-76 program (Congressional
Record 1987).

Representative Nichols saw the need for local installation commanders to have
more input into the process since they were the most affected by the actions.tyAofarie
factors appeared to contribute to giving commanders increased authority in the
outsourcing process to include: the length of time it took to complete A-76 caonsetit
lack of commander control over outsourced activities, inadequate oversight of wontrac

activities, substantial cost increases to contracts in follow-on years thaalequate
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initial contract design, reduction in unit budget and personnel size. Commanders had
little interest in competing activities that would ultimately limit thféaxibility and

control over the mission and possibly reduce the size of their budget. The Nichols
amendment argued for organizational leaders at the level being impasteddiof

senior DoD or national leaders, to have responsibility in determining whethpetbom
should occur and if so, which activities would be competed.

While the amendment focused on giving commanders greater authority in the A-76
outsourcing process, it also provided a convenient legislative mechanism to counter the
neoliberal efforts at increasing private sector opportunities in the publar sdt led to a
significant reduction in DoD competitive sourcing activity. The amendment
H.AMDT.95 was passed in Committee of the Whole by voice vote (Congress 2007). In
addition, the House amendmé&htADMT. 96 prohibiting the contracting out of security
guard functions at any military installation or facility was passed ¢t&ss 1987;
Congressional Record 1987).

Between 1988 and 1995, Demaocrats controlled the Senate by an average margin of
10 members and controlled the House by an average of nearly 85 members. The Nichols
Amendment, 10 U.S.C. 2468, was adopted in the 1988—-89 National Defense
Authorization Act and was effective through September 30, 1995. The Nichols
amendment gave leverage to DOD leaders to resist President Reagan’saldyzse
goal of reducing in-house positions through a three percent outsourcing target
(Congressional Quarterly 1987, 238; GAO 1997, 2). Commanders were given the

authority to decide whether to conduct A-76 competitions and which activities would be
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subject to A-76 review without quota requirements (Congressional Quarterly 1987,
Warren 1997, 7).

An example of another roll call vote demonstrating the ideological shift in Cengres
at the end of Reagan’s second administration, with a Democratically controllete€xnng
was the congressional vote on an amendment to prohibit the privatization (contracting
out of major agency functions to private firms) of the National Technicalutest
Service. Introduced to the House on September 26, 1988, by Representative Doug
Walgren, the amendment passed in committee of the Whole by recorded vote of 219-116

(THOMAS 2007).

Reagan’s Impact on DoD Outsourcing

Despite the defeats in outsourcing strategy at the end of his second term, Reagan’s
belief and subsequent market strategy (with congressional support) for aynudjthre
period, was significant in explaining DOD outsourcing behavior. Funding for DoD
outsourced activities had its greatest peacetime increase, as compatadatydafore
and after this time frame, with an increase of nearly 41 percent. The perEsSaviof
spent on procured services increased by 11.7 percent during this period. The amount of
DoD cost-comparison studies and positions competed within A-76 studies were larger

than periods before and after Reagan’s presidency.

ORGANIZATION FACTORS1981-1988
The attributes of the defense organization from the 1970s had not changed through

the first half of the 1980s as service independence had extremely altereldtive o&
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influence with the DoD. Two notable concerns with the organization was its comfiort wit
the past, resistance to change and not making a sufficiently rigorous etkamdria

defense requirements and alternatives (Jones 1996, 23). DoD had evolved into a
grouping of large, rigid bureaucracies embracing the past and adaptingahewlogies

to fit traditional missions and methods (Jones 1996, 23).

Considering the nature of the DoD organization during the first half of the 1980s,
what affect did this have on outsourcing behavior? Though Congress introduced the
Goldwater-Nichols Act in 1986 to empower the Chairman of the JCS and joint force
commanders, improve the quality of military advice and reduce the service role in
shaping resource decisions, it had little affect through 1988 on the climate withices
organizations (Locher 1996, 12-16). As services interests dominated the DoD
environment, the Reagan budget increase began to impact the defense structure. From
1981 through 1988 the DOD budget increased by more than 30 percent. Given the
relative power and independence of the services and their sub-organizations, awysourci
activity for support services remained at the local level to support subjeduiesreents
or activities.

Mostly, DOD organizations would remain committed to their primary Cold War
defense missions. The rising budget and Reagan’s commitment to a strong defense put
little pressure on DOD organizations to change their behavior or reducazbeifbe
increased size of the military force was impetus to reduce the size ofiming).
Organizations would seek to maintain the status quo, protect their personnel from

potential job loss and seek to increase their budgets through larger mission&iagd.tas
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However, outsourcing activity did not reflect the expected behavior in the
framework of organization factors. The percent of O&M spent on the procurement of
services increased from 52 to 70 percent between 1981 and 1982, with peaks of 69 and
67 percent in 1985 and 1987, respectively. For the overall period, the percent of O&M
increased by 11.7 percent and averaged 64.2 percent. The amount of O&M spent on
procured services increased considerable in comparison to a decade earlgy 2005i
dollars, the increase between 1981 and 1982 for the amount spent on procuring support
services was 43 percent. This was the largest one-year increase sitag tidle
study in 1970 and expenditures through 1988 remained relatively high in comparison to
the 1970s. Competitive sourcing activity also increased during this period.

The services procured utilities and housekeeping services consumed about 30
percent of O&M dollars. These services would be an expected procurementraction i
most organizations due to their nature. However, the procurement of support services
some with direct relevance to primary missions in areas of quality com@oitenance
of equipment, professional and management support appeared less likely from an
organization perspective given an increasing budget, manpower and service autonomy
where service roles and missions remained relatively stable throughcas#istudy.

Functions/services contracted out included preparing strategic plans pp#irigin
the preparation of acquisition plans, source selection plans, contract adnmm streat
quality assurance on other contractors’ operations, maintaining, repairindyimgpdi
testing, and inspecting weapons and weapon systems (DoD 1G 2000, 5; DOD/SIAD
2006, MNO2). Between 1980 and 1988, quality control, testing and inspection services

increased from $139M to $486M, maintenance, repair and modification of equipment
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services increased from $2.9B to $5.1B, and professional, administrative and
management support services increased from $3.1B to $8.3B.

The services allocated limited resources among their traditionabmssand
sought ways to justify a greater share of the budget where each attemptedaimethe
others without sufficient regard for cross-service programs (Jones 1996, 26ltiéd in
a budget derived from the disparate desires of the individual servicesthatha well
integrated plan with civilian and military leadership working together (Jones 1996, 26).
Bureaucratic resistance to change was enormous and reinforced by dhiiesefvices
who were bent on keeping the past enthroned (Jones 1996, 27).

Additionally, Congress found numerous obstacles precluding exercise of effective
civilian authority , particularly by the Secretary of Defense (Locher 1996,ld1e
congressional report Defense Organization published in 1985, the Secretaryss effo
were seen as seriously hampered by the absence of a source of truly indepditdignt mi
advice (Locher 1996, 11). As noted by Congress, the overall result of inter-service
logrolling was a highly undesirable lessening of civilian control of theamyl(Locher
1996, 11). The natural consequence was a heightening of civil-military disagreament
loss of information critical to effective decision making, and political weiaigeof the

Secretary of Defense and his OSD staff (Locher 1996, 11).
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CHAPTER SIX

CASE STUDY - DEFENSE OUTSOURCING 1989-1995

In the 1989-1995 period, the average percent of O&M spent on procurement
decreased to 61.6 percent. The procurement of services increased by 1.2 percent during
this period, reflecting the decrease in DoD’s O&M budget as yearly outsgurci
(procurement costs) declined from $80 to $78 bilfibnStrategic efficiency appeared
useful in explaining the decreased outsourcing activity for procured sersicatary
personnel were a better cost savings than the private sector. Howevernigffeasive
in explaining the large decrease in competitive sourcing activities,ialbpetlower
skilled areas where the private sector provided a cost savings, as measuwgh ¢tost
comparison studies and the annual amount of positions studied. Completed cost
comparison studies declined to 202 between 1989 and 1995. Total positions studied
declined from 12,000 in 1988 to 2,128 in 1995.

Political ideology was useful in explaining reduced outsourcing, especidhgi
competitive sourcing realm, as congressional legislation put extrert&tims on new
outsourcing and the federal A-76 competitions. Democrats favored a controlled and
limited role of competition and private sector participation within the federargment
as procurement abuses within the DoD during the 1980s reinforced the Democratic
interest in limiting private enterprise in the public sector. Once Deatsogained control
of Congress in 1989, the success of neoliberal based actions supporting competition of

internal federal positions diminished.

*1 Qutsourcing activity measured in 2005 dollars.
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Organizational commanders were supported by congressional legislation tha
assisted their efforts in avoiding competitive sourcing activities. Commandee
empowered by federal law allowing them to directly determine the extenttsourcing
in their organizations. Commanders were able to limit and in many cases stop
competitive sourcing activities at their local organizations during the 1989-1968. per
The outsourcing process continued to highlight inefficiency and relative weakness
providing a consolidated national defense.

Service orientated outsourcing objectives, with a decentralized local flavor,
continued to dominate the landscape with no apparent relationship to a bigger mission
objective. Similar to earlier periods, each service worked autonomously watlovvrit
procedures for identifying peacetime personnel requirements in support positions to
determine the most efficient personnel mix for performing assigned missidriasks.
This process was based on a subjective determination of positions considereal essent
and non-essential for military incumbency. The interests and objectieaxlofservice,
as demonstrated in procurement and competitive sourcing behavior, appeared to rise

above the requirements of a unified support/operational defense plan.

STRATEGIC EFFICIENCY1989-1995

Comparing Military with Private Sector Pay

Between 1989 and 1995 military personnel appeared more cost-effective than their
private sector counterparts. Data for basic military pay as a pégaafrrivate sector
pay for male enlisted and officer personnel from 1989 through 1995 is provided in Table

8. It supports the cost-savings of the majority of military personnel vagreanged
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between the 50th and B@ercentiles. Figure 12 highlights the growing disparity
between military and private sector pay-growth during this period. The higaefra
pay-growth for private sector personnel led to a pay gap of 25 percent betweeh federa
and private salaries by 1993, as noted in Figure 20 (Masia and Holen 1997, 10).

Military pay for junior (0-3) and mid-level (0-4) male officers as ecpatile of
private sector pay from 1989 through 1995 is provided in Figure 10. Mid-level officers
offered a cost savings for most of the period as their pay hovered between the 50th and
60th percentile area, while pay for junior grade officers was in the 60th to 70thtpgerce
range through 1995 (Hosek 2001, 73). The 0-4 pay (mid-level officers) percattile li
below that of the 0-3 (junior grade) indicating that military officers becarhbetter cost
savings as they gained experience and increased their time in the DoD. Bdquivale
private sector workers were better compensated and less of a cost savingPibtas
their pay was such that it increased more rapidly than military pay agmsaéined job
experience and served longer (Hosek 2001, 74).

Specific functional specialty areas in Figure 17 further refines theasop of
military and civilian pay-growth between 1989 and 1992. Similar to the 1980-1988
period, personnel in the professional/technical, administrative, and seeasecdiered
the DoD a greater cost savings than private sector equivalents. Yet, ihesctivi
categorized as operators, laborers, craft and production such as groundskeleipte's, ve
drivers, and facility maintenance increased pay-growth for military peet@assigned to

these activities gave the cost savings advantage to their civilian quantder

2 The assumption of a zero pay gap for 1977 reliegavernmental pay surveys (Masia and Musell 1997,
11).
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In addition to military pay not being competitive with private sector copatts,
the majority of military pay grew slower than civilian pay from 1989-1995 as noted i
Figure 14. Within the enlisted force, Figure 16 compares senior and juniorapkste
with their private sector equivalents. Senior enlisted pay grew slooverl{®89-1992

with small growth in 1993-1994, while junior enlisted pay grew faster from 1991-1995.

Non-Pay and Deferred Benefits Analysis

Non-pay and deferred benefits are conditional variables because of theictindir
affect on the results of a competitive sourcing and procurement activityn ¥éheined
with pay variables, they could affect outsourcing behavior and whether thee m@cior
is more or less cost-effective. These variables appear to factor into tleéfecisveness
of military personnel narrowing in comparison to private sector workers Ho9@s.
The affect of non-pay benefits such as medical coverage and retiremsrdrcasboD
cost savings analysis is very difficult to capture as less than 50 perceet affd 15
percent of enlisted personnel remain on active duty for 20 years (Figuned2thea
nature of medical expenses vary across individual and family. There is no well-
established indicator or adjustment to add to the DoD’s RMC to provide for this

comparison with the private sector.

Medical Spending Growth
One of the larger non-pay benefits that contributed to the decrease in nothsary

effectiveness is medical care. The growth of medical spending clifrdoa the mid
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1980s through 1995 and contributed to the increased costs for DoD perdddwe .half
(56 percent) of the total growth in spending per active-duty service member from 1988 to
2003 can be generally attributed to national changes in health care costs (Rgrcy, C
Mendez, and Gilmore 2003, ix). Figure 25 charts the growth of DoD’s medical spending
in comparison to the decline of the active duty force.

Medical spending is substantially higher per dollar of cash compensation for
members of the military than for federal civilian employees or privatese/orkers due
to the early age of military retirement and the high rate at which Daieflziaries
utilize health care services (Percy, Clay-Mendez, and Gilmore 2003, x-g)rer26
provides a comparison of medical spending per dollar for service members ant federa
and private sector employees from 1988. It illustrates the significantnsedical costs
($13,000) for service members between 1988 and 2003 as compared to federal civilian
and private sector employees.

Private employers were able to avoid significant cost increases in exagieglth
benefits by shifting costs to the employees (Percy, Clay-Mendez, andréi2003, 8*
From a strategic efficiency perspective, this gives the private esdogompetitive
advantage over the DoD. The employer continues to provide required employea medic
coverage but not at an overwhelming cost while shifting more medical costs and
responsibility onto the employee. As noted in Figure 26, the ratio of the averade priva

firms’ spending on medical benefits to spending on salaries and wages €@ chaedisg

3 The DoD views many of its medical costs as unaailiel and argues that it must operate its own in-
house system of health care providers and militaegical treatment facilities to ensure the U.Scder

will have reliable, high quality medical care img of war and to attract and retain high-qualitjvaeduty
and reserve forces during peacetime (Percy, Claydde, and Gilmore 2003, ix).

>4 Employers limited their health care increasesithyee dropping health insurance coverage, requiring
higher contributions from employees toward premiusisfting to preferred provider plans and awayrfro
more costly fee-for-service plans, or offering @avith higher deductibles and co-payments (Pertay-C
Mendez, and Gilmore 2003, 8).
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this period from 8.3 percent in 1991 to 7.5 percent in 2000 (Percy, Clay-Mendez, and
Gilmore 2003, 9).

During this period, military and federal civilian pay in the middle and seevei |
enlisted and officer positions continued to offer a cost savings when compared to their
private sector equivalents. Junior officer and enlisted personnel pay grewtaltser
70" percentile towards the end of the period yet remained a cost savings to the DoD.
Medical expenditures marked a significant increase in the cost of DoD perdmatnel t
added to a narrowing cost savings gap between DoD and private sector workers.
Outsourcing activity would be expected during the 1990s in the low-skilled and junior-
level positions where private sector personnel remained a cost savings.

Strategic efficiency was useful in explaining decreased outsourdingyafor
procuring skilled services, however, it was not useful in explaining the decrease in
procurement and competitively sourcing activity for low skilled servicesevprevate
sector offered a cost savings. While the cost of outsourcing through procurement
activities decreased from $80.8 billion to $78.3 billion, competitive sourcing activity
decreased by nearly six times as measured through cost comparisonastddies
annual amount of positions studied. Completed cost comparison studies declined from
more than 1,200 in the 1980-1988 period to 202 in the 1989-1995 period (Table 5), and
total positions studied declined from 12,000 in 1988 to 2,128 in 1995 (Table 7).

Strategic efficiency expected an increase in competitive soumaithgprocurement
for low-skilled areas where the private sector had a cost advantage, iies il

housekeeping positions. Procurement in these positions declined annually from $3.3 to
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$3.1 billion while in-house cost comparisons declined across all areas between 1990 and

1995 (Figure 29).

POLITICAL IDEOLOGY 1989-1995

G.H.W. Bush Administration

George H. W. Bush was elected president in part because he promised to continue
Reagan’s policies (Meeropol 1998, 207). President Bush-1 had been associated with a
more moderate wing of the Republican Party before becoming Ronald Reagan’s Vi
President and favored a restrained approach towards the size and respansibilitie
government (Feigenbaum, Henig, and Hamnett 1999, 139). Actions supporting
neoliberal behavior included the desire to reduce regulation to allow Americandsasine
to compete in the global marketplace through the Council on Competitiveness edth Vi
President Quayle as the chair (Meeropol 1998, 207). The Council on Competitiveness
worked with the OMB to review regulations drafted by federal agencies sdeking
prevent excessive costs to businesses in the private sector (Feigenbaum,ndenig, a
Hamnett 1999, 140).

However, the Democratically controlled Congress appeared successhitiag|
the extent of neoliberal influence in policymaking. For example, in efforts aigthe
deficit, the Democratic leadership in Congress insisted that raising takes loighest-
income Americans, so as to make the tax system fair, was essentialifeiteetp agree
to any budget cutting. The president had to explicitly support the decision to make the
tax increase bipartisan (Meeropol 1998, 208). The president acquiesced by signing the

Deficit Reduction Act of 1990, which combined fairly stringent rules controlling
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spending with an increase in taxation. Additionally, despite Bush’s strong idsdlogi
commitment to reducing regulation, the American Disabilities Act of 1990asetkthe
regulatory burden and cost to American business (Meeropol 1998, 215).

The impact of market-centric actions on DoD outsourcing activity during the Bush
administration appeared insignificant due to the power of the Democratioaliolled
Congress. While Bush remained committed to privatization efforts starteddyan, the
average percent of O&M spent on procurement of support services increased by 2.5
percent between 1989 and 1992 as compared to the 11.7 percent increase during the
Reagan era (Feigenbaum, Henig, and Hamnett 1999, 140). The 2.5 percent increase
came in an environment of a shrinking O&M budget (with the Gulf War in 1991 being an
exception) and a slight decrease in procurement expenditures.

While Congress was controlled by the Democrats from 1988 through 1994 and had
little impact on procurement activities in the support realm, it had gredignce than
the Executive on the competitive sourcing aspects of outsourcing behaviorseltl pas
legislation to restrain the A-76 process and undercut the private sector cpsricom
goals set by OMB across federal agencies (GAO 1997, 2). In addition to the Nichols
amendment, Congress ensured the 1991-1994 DOD Appropriation Acts prohibited
funding for A-76 reviews of a single function that lasted more than two years and
multiple functions lasting more than four years (DOD 1993; Warren 1997, 7).

Outsourcing through competitive sourcing activities was affected dimsgériod
with a decline in the number of cost studies and competitions. Table 5 shows a
significant decrease in the amount of completed cost-comparison studidsookm

commercial activities between 1989 and 1992 with 174 completed studies as compared
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with 683 completed studies from 1985 through 1988. Figure 5 and Table 7 also show a
significant drop in the number of DoD positions competed between 1989 and 1992

declining from 6,100 to 496.

Clinton Administration

President Clinton’s government in many respects represented a conventioral cente
right agenda akin — as Clinton himself put it — to an Eisenhower Republican stance
updated to the post-Cold War epoch (Pollin 2003, 5). As a reform-minded, free trade
Democrat who supported the ratification of NAFTA, President Clinton enteredvdde O
Office promising to get the economy moving and to reign in the budget deficit. He
successfully gained support for the Omnibus Budget Reconciliation Act of 1993 that
accomplished deficit reduction and an increased tax rate for high income eé&fisers.
administration was defined by reductions in government spending, enthusiasre for fre
trade, inconsistent efforts to assist working people in labor markets, and divegefia
financial markets with the support of the Federal Reserve Board ChairepubliRan
Alan Greenspan (Pollin 2003, 5-6).

During Clinton’s first term, in the climate of deficit reduction and minimal
government spending, efforts at reinventing government urged increased dompetit
the public sector to improve performance and increase efficiency. Yet, daggiést in
improving government effectiveness through competition, he was unsuccessful in
bringing change in the A-76 competitive sourcing process of the DoD. Rather,g stron

Democratic Congress was significant in the reduction of outsourcing &ginitDoD’s
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competitive sourcing process by maintaining the policy established Nid¢hels
amendment to give competitive sourcing decision making to installation anders.

While Congress impacted the DoD outsourcing of services through its internal
competitive sourcing practices based on legislation giving local organidzdeadars
freedom and discretion around competition, it did not have the same influence when it
came to outsourcing of services through procurement. Procurement of services was
funded through O&M accounts of local DoD organizations and, for the most part, outside
the congressional realm. While the amount spent on procurement decreaskd slight
during this period within a declining O&M budget, it still allowed for the percent of
O&M spent on procurement of services to increase between 1992 and 1996 by four
percent. Considering the Clinton priority to reduce the budget deficit and reduce the
growth of government, procurement activity suggested the continued dependence on the
private sector for supporting the mission and new requirements as DoD persomenel wer
reduced as part of a smaller government.

To evaluate whether political ideology is a factor in explaining DoD outsourcing
behavior during Clinton’s first administration, I'll examine the results ofcautsng
activities, the administration’s policy actions as they apply to the DoD, and laatéwa
of the effect of congressional actions.

Within three weeks of his inauguration, the President, by executive orded, call
agencies to cut 100,000 federal jobs over three years (Goldenkoff 1997, 1). In 1993,
Vice President Gore’s National Performance Review (NPR) expanded the
administration’s downsizing goal to 252,000 positions in five years (Goldenkoff 1997, 1).

In addition to the President’s NPR initiative to reinvent government and redudeethe s
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of the bureaucracy, the Defense Science Board (DSB) Task Force on Outsanecing
Privatization, the Commission on Roles and Missions of the Armed Forces (CORM), a
the Defense Reform Initiative (DRI) addressed the role of outsourcing in davgthe

DoD and improving efficiency. Each of these activities supported the constrotti
Clinton’s strategy to reinvent government through competition and downsizing.

As opposed to the Reagan and G.H.W. Bush administrations, President Clinton
pledged to do more to get federal unions involved in management decisions. Clinton’s
1993 Executive Order 12871 called on agency heads to establish labor-management
partnerships, in which union leaders would be involved in more decisions, and to
negotiate with unions over permissive issues, including the numbers of jobs in agencies
(Friel 1999b). Clinton’s efforts to appease unions with increased involvement at the
bargaining table prevented strong union objections to his announced manpower cuts

(Friel 2003, 3).

Congress

Democrats controlled Congress through 1995 with a margin of nearly 12 members
in the Senate and 90 members in the House. Congressional legislation regarding DoD
outsourcing, established during the Democratically controlled Congressqgend
during Clinton’s first term, was not pro-competition. For example, congressional
provisions in the Defense Authorization Acts of 1993 and 1994 prohibiting DOD from
entering into contracts resulting from cost studies done under OMB Cir. A-76 through
April 1,1994 (Warren 1997, 7). It put extreme limitations on new outsourcing and the

federal A-76 competitive sourcing program.
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Legislation established within the Democratically controlled Congrésstprthe
Clinton administration and still applicable included the Nichols amendmenttiestr
the growth of outsourcing in the DoD by giving local installation commandersotoit
the process. The Nichols amendment ran through tH& @6Bgress in 1995 and
exemplified how competitive sourcing activity was an easy target for Cssgraffect
outsourcing, since they could create legislation to modify Circular A-76 and tig abil
federal agencies to competitively source positions.

Congressional Democrats favored a controlled and limited role of competition and
private sector participation within the federal government, as procuremesgsawithin
the DoD during the 1980s reinforced the bad opinion Democrats had of private enterprise
operating in the public sector and the surge of federal services sourced to the private
sector in the Reagan administration. Democrats in Congress voiced concertss over i
impact on national defense and constituents affected by these competitions
(Congressional Quarterly 1987). Once Democrats gained control of Congress in 1989,
the success of neoliberal-based actions supporting competition of internal feder

positions faded.

Executive Initiatives to Reinvent Government — National Performance Review
In contrast to the Democrat-controlled Congress who saw competitive decisions
best managed at the lowest levels of the organization (e.g. installatioraocoiens),

President Clinton used a macro approach to instill competition and change in the
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government. He started with NPR to set the groundwork for facilitating ref3im

March 1993, President Clinton followed up on his interest in using the market to leverage
change by appointing Vice President Al Gore to oversee the NPR. Hisobjees to

make specific recommendations for creating government with less biaepaad more
independent decision making and action (Feigenbaum, Henig, and Hamnett 1999, 143-
144).

The 1993 NPR was one of his first initiatives aimed at establishing an\effect
efficient and responsive government (Harney 1998, 58). The NPR sought to find a
cheaper way to provide government services. Competition was the key element in the
NPR for producing effectiveness, as government organizations would compete amongst
themselves and the private sector. The NPR appeared to embrace the existalghfe
76 competitive sourcing process for initiating competition and savings.

The results of the review engaged the Clinton administration into strongly
supporting efforts to reengineer the government, downsize the federal workiodce
emphasize competition across government services (Harney 1998, 53). The BBR aim
at using market incentives to solve problems by using the power of the federal
government to trigger greater activity within the private sector.

The NPR concluded that the DOD could no longer afford to conduct business as
usual. They challenged DoD service organizations to erase their cultgraphiast
outsourcing and criticized the DOD for not fully embracing the free madketept
(Harney 1998, 54). It noted that statutory roadblocks had prevented the DOD from

outsourcing, citing how Congress stopped the DOD from outsourcing further work to

5 A “macro” approach refers to Clinton’s interasidoking at the objective of government reducfiam
a wide perspective, using initiatives such as thédwal Performance Review, task forces, and
commissions to provide recommendations for adophanincluded outsourcing.
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contractors. In an effort to spark competition within the federal governmeize util
expertise, and reduce costs the administration requested that agencies diutagein
assistance for construction and design services from either the Army Cé&pgioéers
or the Naval Facilities Engineering Command (Harney 1998, n.22). Whether it was
feasible or even a cost-savings for agencies to use these in-houseaes@s 0ot
addressed.

The NPR recommended the administration propose legislation to remove statutory
barriers, noting that the OMB would review OMB Circular A-76 for potentiahgka to
ease the contracting process (Harney 1998, n.22). This resulted in Cir. A-76 Suppleme
Performance of Commercial Activities in March 1996 (Harney 1998°%4he NPR
also urged senior Pentagon leaders to face the outsourcing challenge squarglyhaiotin
while DOD could not outsource command functions, it could outsource support functions
like data processing, billing and payroll. The NPR noted how the Pentagon’s own
defense contractors contract out similar functions without the strenuous eftpriied

by the government’s A-76 process (Harney 1998, 54).

Government Reinvention Efforts by DoD Civilian Leaders

Senior DoD civilian leaders supported the Clinton administration’s reinvention
efforts. Dr. Paul Kaminski, Clinton’s Under Secretary of Defense for isitoun and
Technology, from October 1994 through May 1997, established the Defense Science
Board (DSB) Task Force on Outsourcing and Privatization in October 1995. The task

force was created to assist in the development of an aggressive outsouraqg.stitad

® The 1996 OMB Circular A-76 revision changed howEn@D could decide to contract a commercial
activity introducing the concept of best value pn@enent to the outsourcing process.
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administration’s objective was to improve the quality of DOD support seraices
significantly reduced cost given the DOD was faced with declining resofoce
modernization and a large support structure (DSB 1996). Composed of leading
executives of major defense and commercial companies, retired senioyrofiiteers,

and outside experts with extensive experience in outsourcing issues, their
recommendations called for extensive outsourcing of support services and a departure
from the current reliance on the A-76 process that had shortfalls (noted) eealising
excessive delays and costly to service organizations (DSB 1996, 12).

DOD'’s senior civilian leadership supported President Clinton’s reform agenda and
the findings of both the DSB Task Force results and the Commission on Roles and
Missions of the Armed Forces. They called for increased outsourcing\ofiestacross
a quarter of a million DoD positions engaging in commercial-type including data
processing, base maintenance, logistics, health services and trairirrgll (©95).
Secretary of Defense William J. Perry noted how outsourcing initiatiees i line with
his objectives and goals to find savings in support activities and assisting in the
procurement of major weapon systems (Towell 1996). He defended outsourcing as a
means for the DOD to accomplish its missions in an environment of budget reductions,
increased operations tempo and modernization.

In August 1995, then Deputy Defense Secretary John P. White gave renewed
emphasis to the A-76 program when he directed the services to make outsourcing of
support activities a priority seeking outsourcing candidates in a broad rangeioéac
(White 1995, 3). He sought to reduce operating costs and free up funds for higher

priorities such as weapon systems acquisitions (Holman 2001, 5).
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In response to the National Defense Authorization Act for Fiscal Year 1996, the
DOD publishedmproving the Combat Edge Through Outsouragm{ylarch 1996
describing its initiative to determine where outsourcing, privatization angetdgian
can lower costs and improve readiness (DOD 1996, 2). The DOD report emphasized the
sizable portion of support activities in the defense budget and how these aatigrtes
largely established and organized during the Cold War when DOD depended
predominantly on organic support driven by the possibility of an extended conflict with a
rival superpower and a less sophisticated private, commercial infrastr{iotob 1996,
1).°" From October 1995 to January 1997, DOD projected over 34,000 base support
position studies under OMB Cir. A-76, and planned to study nearly 100,000 more

positions over a six-year span (GAO 1997).

Secretary William Cohen

Secretary of Defense William Cohen, a Republican, embraced President Clinton’s
desire to reduce the size of government by applying a competitive prictie &gproach
to the DOD, and running the Pentagon like a private business, following a similar
approach taken by Secretary Perry (Wilson 2000, 21). Cohen’s priority was focused on
downsizing and shrinking the armed forces by not replacing those who leave angl forcin
others out as a tool in the FY1997 budget process. Running the DOD like a private
business and downsizing without replacement all pointed to outsourcing as a key driver
in facilitating mission objectives that still remained relevant.

In the National Defense Authorization Act of 1996, a provision required the DOD

to reevaluate thoroughly its defense strategy every four years withutigreépnial

>’ DOD estimated that $93 billion would be spent ¥9B on operations and maintenance.
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Defense Review (QDR) starting in 1997 (The Defense Monitor 1997, 1). The QDR was
mandated by Congress to address a perceived mismatch between the stated defens
strategy and the forces and resources that were being made availabletoanipt
(Zakheim 2004, 1). Congress directed the Secretary of Defense to examine defense
programs and policies through 2005 including force structure, defense strategy, budget
and infrastructure. Congress also appointed an outside panel of defense expseissto a
the nation’s future military strategy and force structure with the Ndtidei@nse Panel
(Robb 1996, 4; Zakheim 2004, 1).

Secretary of Defense Cohen presented QDR to Congress on May 15, 1997
announcing that for the DOD to maintain the “tooth,” or combat readiness of national
defense, it must cut the “tail,” or the support functions (Harney 1998, 54-55). $gcreta
Cohen stated that the DOD must identify and then choose between the militagy’s cor
functions and those functions that could be performed by the private sector, noting that a
leaner, more efficient, and cost-effective DOD could serve the war fifgister, better
and cheaper (Harney 1998, 55). Cohen’s comments echoed what study groups, task
forces, panels and civilian DOD leaders agreed upon throughout the Clinton
presidency— the need to embrace the private sector in order for the DOD tedbeeff

at providing national defense.

Defense Reform Initiative
After review of the QDR by the House Committee on National Security, Secret
of Defense Cohen commissioned a Task Force on Defense Reform to further itevestiga

ways to reduce, streamline and outsource its infrastructure. It produced éms®ef



146

Reform Initiative (DRI). Secretary Cohen portrayed the DRI as a smgppogram
aimed at reforming the business of the DOD, stating that “American busirseskshad
a trail and we intend to emulate their success. We have no alternative if\wdave
the forces we need as we enter the 21st century” (Office of the AssistagiiaBeof
Defense 1997).

The DRI recommended using best business practices from the private sector in
defense support activities, while also recommending the outsourcing of in-house
functions. It created ambitious goals for the DOD, including the competition of 30,000
positions per year between FY1998 and FY2003, and evaluating the entire mildary a
civilian workforce by 1999, to identify which additional functions are commerial i
nature and could be targeted for competition (Cohen 1997a, 32—-38). Secretary Cohen set
an ambitious goal for outsourcing competition between 1997 and 2003 (Figure 5)

supporting the administration’s downsizing objective.

Neoliberal Shift in Congress

The 104" Congress (Republican majority) that began serving in January 1995
proposed significant reductions in government programs and tax cuts as well as a
balanced budget (Yergin and Stanislaw 1998, 337-338). It clearly representedrthe re
to primacy of neoliberal based policies including outsourcing, as the Nighelsdment
became ineffective after September 30, 1995. In 1996, upon reaching a compromise on a
balanced budget with Congress, Clinton noted how the era of big government was over,
reflecting a redefinition of the relationship of state and marketplade mate

confidence in the ability of markets to sort things out independent of governmegin(Ye
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and Stanislaw 1998, 327-328). While Clinton’s rhetoric appeared to support the interests
of the private sector in establishing federal services as a new markegdnsl serm

would reflect mixed results in what was delivered.

Results from Clinton’s First Term

Clinton’s first term produced an increase in outsourcing through the procurement
process. Between 1992 and 1996, the percent of O&M budget spent on the procurement
of support services increased from 61.7 to 65.7 percent, as the slight decrease in
procurement expenditures was less than the larger decrease in the O&M buéget. Th
relatively stable procurement activity (based on expenditures) markést khef
congressional reach on the procurement of support requirements managed by federal
agencies. The data for procured services also highlighted the significanivate pr
actors developed within the DoD force structure as the overall size of the Dda skt
by 528,000 personnel (military and civilian).

The DoD accepted the private sector as its first choice for performing so@port
activities when essential mission requirements would not be reduced. Pcioaseneere
becoming central to the mission in an era of growing new capabilities and tegiesals
the U.S. military became more active abroad in a variety of areasmitbd manpower.
The declining amount of in-house personnel reduced the availability of trainéatynili
and civilian forces, leaving many organizations dependent on the commermal sect
when performing mission requirements.

Outsourcing through A-76 competitive sourcing was marked by a significant

slowdown. As indicated in Table 5, DoD’s competitive sourcing program had nearly
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stopped, as cost comparison studies continued to decline, with only 32 being completed
between 1992 and 1996. In Figure 5, the numbers of positions in A-76 competitions
were at their lowest levels during this period, while in Figure 8, the number of announced
DoD competitive sourcing initiatives ranged from 50 to 150 between 1995 and 1996. The
minimal competitive sourcing results appear to stem from the DemoCxatigress being
opposed to strategies increasing the private sector role in public activities

Despite the recommendations from a variety of study groups within the first
Clinton administration to increase competition through the A-76/competitive sgurcin
process for service activities/functions, they were not successfutimgghe
Democratic Congress to embrace market-orientated actions. As noted abév@gcthe
process, as indicated by completed cost-comparison studies of in-house camnmerci
activities, was scaled back significantly. The Democratic Congtessigh its
legislation, did not support the ideas of increased competition, market incentives and the

expansion of the role of the private sector in the federal government.

ORGANIZATION FACTORS1989-1995

DoD organizations faced budget reductions, threats to their core activities and
outside intervention during this period. These factors are useful in explaining
procurement sourcing activities. Outsourcing activity is expected upon budtye¢ dec
and when core activities are threatened. Between 1989 and 1995, the DoD budget was
reduced from $445.5 to $340 billion and the O&M budget declined from $136 to $120
billion as military and DoD manpower were steadily reduced. During thisdhe

organizations resisted budget cuts and force reduction efforts as members o§€ongre
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sought to reform and reduce missions due to the end of the Cold War. Due to budget
reductions being greater than the relatively small reductions in procurgmeexirsy, the
percent of O&M budget spent on new procurement activity increased from by dehtper
(Figure 1).

While procurement spending declined slightly in comparison to the O&M budget,
competitive sourcing activities decreased significantly and did apmgamnave to
budget and core mission factors. Congressional legislation appeared aBaastgni
factor in providing local organizational leaders with the independence and autonomy to
act according to their mission interests. The loss of budget and manpower, togither wi
a further reduction of in-house manpower through competition, added to further
organizational change and mission disruption that leaders likely sought do avoi

Initially, outsourcing behavior was not an easy sell to DoD service chiefs and
commanders, as organizations remained resistant to changing their ssicnmi
Service organizations found themselves attempting to move from a Cold War system that
defined their missions, operating procedures, resources and funding, to anmncertai
international system with no defined enemies. Ultimately, senior DoEangileaders
had little choice but to reduce their post-Cold War forces and use procurementtactions
augment core missions, limit budget loss, and provide for new capabilities adlgpeci
technically sophisticated activities.

The development of the Base Force in 1990 was the first significant DOD euent tha
initiated top-down pressure on service organizations to find ways to conduct their

missions and services with less budget resources and personnel. It began a ptocess tha
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would cause service organizations to reevaluate activities and functions andssek pr
actors for the performance of a variety of functions due to their reduced manning.

In the fall of 1989, General Colin Powell, Chairman of the Joint Chiefs of Staff,
began planning for what he called the post-Cold War Base Force (Korb 2000, 1). His
principal challenge was to reshape defense policies and the armed forcesahthg
changing global political and military environment, ballooning federal ileand
declining defense budgets that would begin to affect military culture andathé w
conducted its business (Jaffe 1993, 13,27; Larson, Orletsky, and Leuschner 2001, xv).

He emphasized to service chiefs the need for a new strategy and forcathets
than continuing to request a force structure that would not be funded, based on the current
international environment (Jaffe 1993, 18,22). He adopted the term Base Force to
designate his recommended minimum force, which the DoD could not go below. He
envisioned a military about 75 percent the size and cost of the military thi@idewhen
he took office in 1989 by reducing the force structure and budget by five percemt a ye
between 1990 and 1995 (Korb 2000, 1).

However, as organization factors suggests, service chiefs resisted & pleeil’
They refused to seriously address the need for force cuts. They believad he w
usurping their force planning prerogatives by proceeding with the Base plan
despite their objections (Jaffe 1993, 27). Service chiefs controlled budget submissions
and refused to support Powell’'s Base Plan. Through the mid-1990s, Congress vented at
the unchanging military force structure despite significant changes inténeational

system and a budget deficit.
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In the 1990-91 Program Object Memorandum (PBNcle, the services did not
accommodate the views of the JCS Chairman with their budget submissions. They
supported only a two percent per annum reduction in real growth in the budget over the
Six Year Defense Plan (Jaffe 1993, 34). Service Chiefs remained reloctantcede
resources and force cuts despite the changing world environment.

Service chiefs became more receptive to the Base Force concept when
congressional participants in budget negotiations were not going to permitade for
levels in the service POMs (Jaffe 1993, 39,41-42). Secretary of Defense Richaeg Che
directed the services to implement the Base Force in November of 1991 resulting in a 25
percent force structure reduction and a 20 percent active manpower reduction through the
FY 1993-1993 period (Larson, Orletsky, and Leuschner 2001, xvi). General Powell
believed that to survive as effective forces in the changed fiscal environmentytbesser
had to cease competing with each other for dwindling resources and reduce and
reconfigure (Jaffe 1993, 50). However, this would prove to be a difficult challenge for
the services as competition for the dwindling share of the defense budget thangthge
1990s.

At the onset of the Clinton Administration, in addition to pressure on the DOD
from their senior civilian leadership, Congress put pressure on the DoD to rsdsize
and spending, being concerned with the nature of the defense structure shaped by the
Bush-1 Administration. Congress believed that the Pentagon had continued to use Cold
War era assumptions to develop force and spending requirements (CDI 1998, 1). In July

1992, Senator Sam Nunn (D-GA), then Chairman of the Senate Committee on Armed

8 The POM is the primary document used by the sesvio submit programming proposals. It includes an
analysis of missions, objectives, alternative méshim accomplish objectives, and allocation of ueses
(iCenter, Office of the Secretary of Defense (O8Bmptroller, 2007).
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Services, suggested a review of the current service roles and missions ahueeto ¢
about mission redundancy and duplication of capabilities by different servicegydbst
government billions of dollars a year (Lussier 1994, 2).

There was a measure of distrust in Congress regarding the DOD, and a @ercepti
that Pentagon leaders were not looking over the horizon and preparing the nation for the
likeliest wars (Wilson 2000, 15). Leaders of the Army, Navy and Air Foresdrthat
they still might have to fight against Soviet weapons, and resisted giving up\imeir
Cold War weapons while they pressed civilian leaders to buy a new generation of
weapons (Wilson 2000, 14). Resistance to giving up old mission requirements affecting
the size and nature of the force structure exemplified organization behavibeatesire
to sidestep change while doing what it knows best.

Yet, continued pressure on service organizations to make adjustments was
substantial. DOD and senior government leaders, along with members of the INationa
Defense Panel, created expectations for service organizations to ThiéllQDR
recommended further reductions of civilian and military support personnel by agoptin
private sector business practices, such as outsourcing, to lower costs and improve
performance (Harney 1998, 55).

The QDR encouraged outsourcing of more non-war fighting support functions,
predicting the DOD would enjoy the same benefits private industry gained from
outsourcing. These included improved quality, responsiveness and access to new
technology and lower costs. The QDR justified its position by noting that 6Inpefce
DOD employees in FY 97 performed infrastructure or support functions including

training, logistics support, central personnel services, headquarters functidicglme
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care, science and technology services, and command, control and communications
services (Harney 1998, n.32). The QDR panel also proposed cutting 109,000 civilian and
military personnel involved in support functions, boosting the total infrastructuee forc
reduction since 1989 to 39 percent (Harney 1998, 32). The panel directed the DOD to
outsource military tasks that mirror commercial functions, especialheitogistics and

support areas (Harney 1998, 32).

Competitive Sourcing

A different dynamic appeared to exist in the competitive sourcing envirtdrase
activity within the DoD nearly ceased (Table 5 and Figure 5). Competibwecing had
the greatest reduction of activity since the federal government beghkimdr# in 1978.
Between 1989 and 1995, the DoD completed 202 cost-comparison studies, as opposed to
the 1,744 completed between 1981 and 1988. Commanders were clearly not in favor of
the competitive sourcing process as it jeopardized their manpower autboszathich
were already targets for reduction, despite efforts to maintain teadysstate mission
and manage global disorders.

Personnel reductions through competitive sourcing activities did not provide a
mission incentive. Competitions lasted on average anywhere from 18 to 36 months,
introducing organization turmoil and morale problems into the mission. The Army I1G
reported in 1989 that Army cost studies were lengthy because installation ederma
did not view the A-76 program as having a high priority and therefore did not emphasize

its importance. Service officials believed the process was adequate and lahreny
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policy changes or new approaches for shortening cost-study completien G#He
1997, 8).

Commanders were also reluctant to reduce the size of their force astedftfeeir
manpower budget during the next budget cycle (Andrews 2007). Due to downsizing,
local commanders feared they might not receive adequate funds to hire civilian
replacements, or that they could lose the replacement positions through cadli@tion
targets (GAO 1994, 4). Funds allocated to replace military personnel witlamsvih
support positions did not have to be used for that purpose (GAO 1994, 4).

Funds for civilian personnel were derived from several accounts that coulddbe use
for a variety of purposes. At one location, civilian employees identified 2,200rgnilita
positions for replacement. The command lost about 2,000 of these military personnel but
gained only 800 civilians (GAO 1994, 4). The command’s budget was reduced, in part
due to downsizing, before civilians could be hired (GAO 1994, 4). Civilian requirements
and budget allocation decisions were made independently of each other (GAO 1994, 4).
Organizations will act to protect their resources, especially ifatef budget outcomes.
They will avoid any behavior that risks losing manning positions and funds that can
ultimately impact their mission.

Organizational commanders were supported by congressional legislation tha
assisted their efforts in avoiding competitive sourcing activities. Commsanwdee
empowered by federal law allowing them to directly determine the extenttsourcing
in their organizations. Where most force reductions were outside the control of DoD
organizations, the Nichols amendment gave local commanders autonomy and direct

authority in whether or not competitive sourcing activities were utilizethoit the
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pressure and requirements of a political or higher headquarter agenda to reduce forc
structure through internal competitions, commanders relished the opportunityeict prot
their in-house resources. Commanders were able to limit and in many ogses st
competitive sourcing activities at their local organizations during the 1989-1968.per

Competitive sourcing activities were low because legislation provided codarsa
with increased freedom of action/autonomy in managing their organizations and
protecting their core missions from contractors that often limited thdityabat
included commander authority, leverage and autonomy. For example, commanders
raised concerns that private sources of support would not provide the predictabksservic
needed during unpredictable contingency type missions (Camm, 9). Militarydeader
preferred to use in-house personnel because they could exercise greatepgentrol
them. Contractors could not be used for any activities outside those stated in the
contract, unless the contractor agreed to the additional work and was monetarily
compensated. Also, contractor issues could not be handled directly through the
commander but required a contracting officer and quality assurance exgsxlter
problems. Outsourcing presented commanders with additional work, coordination,
visibility and extraneous requirements that limited and obscured their indeperatehc
autonomy.

While procurement and competitive sourcing behavior appeared to have different
influencing factors during this period, service orientated outsourcing objewatitrea
decentralized local flavor continued to dominate the landscape with no apparent
relationship to the larger scale joint mission objectives. Similar teeepdriods, each

service worked autonomously within its own procedures to identify peacetime personnel
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requirements for support positions and determine the most efficient personrel mix
achieve assigned missions and tasks. This process was based on a subjective
determination of positions considered essential and non-essential for military
incumbency.

A 1993 manpower study indicated that services varied significantly in the degree
which they used military and civilian personnel to perform similar functiomsflécted
their autonomy and individual approach to the federal competitive sourcing program. For
example, the services collectively employed more than 21,000 enlisteatyralitd
civilian equivalent personnel whose primary occupational specialty wgsutem
operator. Only 17 percent of computer operators in the Air Force were civiliargagher
in the Navy more than 53 percent were civilian, and in the Army about 68 percent were
civilian (GAO 1994, 21).

The autonomous nature of each service and variation across services in filling
similar positions is supported by the data in Table 12. It shows the occupational
specialties with the greatest amount of variation across the serviceut$barcing
process continued to highlight inefficiency and relative weakness in providing a
consolidated/joint national defense. The interests and objectives of each, service
demonstrated in procurement and competitive sourcing behavior, took priority over the
requirements of a unified support/operational defense plan involving all of Dabisese

organizations.
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CHAPTER SEVEN

CASE STUDY — DEFENSE OUTSOURCING 1996—2000

In the 1996 through 2000 case study, the average percent of O&M budget spent on
procured services increased to 64.8 percent. The three percent decrease in O&M
spending on procured services during the period was attributed in part to an increased
O&M budget from 1998 through 2000, as procurement costs remained relatively
steady’® As the cost savings from DoD personnel appeared to be diminishing in some
areas, in comparison to the private sector, procurement activity remairtack reieady
during this period. Competitive sourcing activity including announcements and
competitions increased and was consistent with the strategic effidramework.

President Clinton’s relatively market-focused agenda did not support DoD’s
outsourcing activity, as poorly structured manpower reductions, ambivalerae sotlve
federal competitive sourcing process, and alignment with federal unions @zhflith
the goal of an increased role for the private sector in providing DoD support services.
Organization factors were significant in explaining outsourcing behag@eraice
chiefs faced mounting force size reductions and the lowest budget since the 19GI9s, whi
jeopardized weapon system modernization efforts and core missions. Modernizing
weapon systems was a fundamental interest of each service, in order somigint
organizational strength and primary missions.

The case-study notes the reluctance of Congress to reform itself and irtijgove
process of spending defense dollars, coupled with a business-as-usual approach in the

services to continue to build Cold War era weapon systems. It highlighted thegongoin

%9 Qutsourcing costs are measured in 2005 dollars.
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conflict and inefficient nature of policymaking in the procurement realm anmemgrs
civilian and defense leaders as war fighting priorities, the ultimatiégasbn for
outsourcing efforts, appeared misguided, service dominated, and enamored of

congressional politics.

STRATEGIC EFFICIENCY1996—-2000
Throughout the 1990s as pay increased relative to the private sector for the junior
enlisted and officer force, those positions remained a slight cost savirngsr gt/
remained below the ¥percentile for the majority of personnel. Yet, with the growing
DoD medical expenses increasing by 40 percent per person between 1988 and 2000, we
would expect to see increased outsourcing activity as DoD personnel becaaialess
cost savings when considering both pay and non-pay benefits.
Basic military pay as a percentile of private sector pay from 1996 thr2@P for
male enlisted and officer personnel is provided in Table 8 and supports the cost savings
of the majority of enlisted and mid-to-senior officer personnel. Figures 9 andol0 als
highlight the cost savings of the enlisted and officer corps during this periaake Big
indicates that most junior-to-mid level enlisted personnel were in the 60—65 dercenti
(positive cost savings) while junior enlisted with the least amount of educatiolisl
(high school) ranged from mid-60s to more than 70 percent (less of a cost savings).
Figure 10 reflects the military pay of junior (0-3) and mid-level (0O-d)enofficers
as a percentile of private sector pay from 1996 through 2000. Mid-level-to-senior
officers were a cost savings for most of the period as pay for mid-leiwadrsfhovered

below the 60th percentile area while pay for junior grade officers remaisgdi a cost
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savings as their pay rate bounced between the 60th and 70th percentile range between
1996 and 2000 (Hosek 2001, 73).

The 0-4 pay (mid-level officers) percentile line lies below the 0-3 (jugriade)
line, indicating that military officers remained a better cost sa\asghey gained
experience and increased their service time in the DoD. Equivalent mecite
workers were less of a cost advantage as they were better compensateeir gag t
increased more rapidly than those in the military (mid/senior-level djiedno gained
job experience and served longer (Hosek 2001, 74). Figure 12 supports similar findings
as it charts the difference between changes in regular militaryecwaton and the
civilian ECI index between 1996 and 2000. The data indicates that military pay grew
more slowly than private sector pay through 2000.

Non-pay and deferred benefits appear to factor into some military persemnng|
less cost-effective than federal civilians or private sector workaiag this period, as
the complete military compensation package for the average active dutgseembers
grew by nearly 80 percent from 1988 to 2005, while total military end strength declined
by nearly 700,000 personrf8Thus, despite the reduction in force and expected cost
savings with fewer DoD members, the rising costs associated witarmitibmpensation
appeared to limit the expected savings.

One of the larger non-cash benefits was medical®&wg.2000, it accounted for

nearly 40 percent of the cash compensation to DoD service members, as compared to 15

%9 Military compensation includes: basic pay, housifigwance, subsistence allowance, tax advantage,
installation-based benefits, active duty healtlecaocial security, retiree benefits and retirenparyt
accrual.

1 The DoD views many of its medical costs as unaaioliel and argues that it must operate its own in-
house system of health care providers and militaegical treatment facilities to ensure that U.$cds

will have reliable, high quality medical care img of war and to attract and retain high-qualityvaeduty
and reserve forces during peacetime (Percy, Claydde, and Gilmore 2003, ix).
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percent for federal civilian and nine percent for private sector employéssioted
earlier, private employers avoided significant cost increases in ersgie@gdth benefits
by shifting costs to the employees (Percy, Clay-Mendez, and Gilmore 2093;163.
shift was noticeable in the increasing rise of employee deductibles gaye®@nts. The
cost for employee deductibles and co-payments in preferred provider planshdualris
37 percent since 1996 (Percy, Clay-Mendez, and Gilmore 2003, 8-9).

Table 10 provides a 1998 CBO comparison of the annual value of federal and
private sector benefits for five hypothetical employees. The anabysigares the dollar
value of benefits that various types of hypothetical employees earn in @\esall and
Holen 1998, vi). The analysis suggests that employee benefits represenficasig
portion of the compensation packages of both the federal government and large private
firms ranging from 26 to 50 percent of pay for federal employees and 24 to 4atdrce
pay for private sector employees (Musell and Holen 1998, vi). The value of thal fede
government’s benefit package exceeded the private sector package by up to 7.2 percent
This supports CBO'’s overall findings for federal employees with paythedevel of
their private-sector counterparts — the advantage in employee benefits puls¢haf va
the entire compensation package (pay and benefits) at or above the private sector.

The increased cost of military and federal civilian compensation, includingnuh
non-pay benefits such as medical care, and growing pay competitivenessige afra
federal employees suggested an increased giavailitsourcing activity, through the lens

of strategic efficiency, as the size of the military and federal cystrdiage appeared to

2 Employers limited their health care increasesithyee dropping health insurance coverage, requiring
higher contributions from employees toward premiusisfting to preferred provider plans and awayrfro
more costly fee-for-service plans, or offering @avith higher deductibles and co-payments (Pertay-C
Mendez, and Gilmore 2003,8).
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be shrinking. The decline in the amount of O&M spent on service procurementexctiviti
did not support the strategic efficiency framework, yet, the averagermaf O&M
spent on procurement increased relative to the 1989-1995 period. Thus, while DoD did
not commit as much of its O&M budget to service procurements, its O&M budget
increased during this period, and the actual procurement dollars spent remaihed stea
throughout the period. The data suggests that the DoD remained committed to
outsourcing and that strategic efficiency was useful in explaining thivioeha

Despite the combination of rising costs and a decline of DoD personnel, the
significant jump in competitive sourcing activities is concerning fronam@saction cost
perspective. The jump seems to indicate an expansion in the types of serviges bei
considered for competition where the cost of potential transaction hazards hadnot bee
fully considered and built into DoD contracts. Whether the DoD or the market was the
most efficient source for providing DoD services, based on the ability to mitigate
potential transaction hazards, did not appear to be significant in the A-76 competitions
Monitoring and contract surveillance continued to be a problem throughout this period.

The annual amount spent on procurement in 1996 was $76.3 billion compared to
$75.1 billion in 20063 While procurement of services remained relatively steady with
some decline, competitive sourcing activity significantly increaseadglahis period and
did represent expectations from a strategic efficiency persped@i® competitions
increased from 20 in 1996 to 210 in 2000. DoD competitive sourcing initiatives
increased from 50 in 1995 to nearly 450 in 1999, and positions competed increased from

under 100 in 1996 to 8000 in 2000. The results were aligned with the strategic

®30utsourcing measured in 2005 dollars.
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efficiency framework considering the rising cost of DoD personnel anddbereased

cost savings value in organizations when compared to the private sector.

POLITICAL IDEOLOGY 1996-2000

Clinton’s Second Term

The Clinton administration and Republican Congress generally shared common
aims on reducing the size and cost of government (Pollin 2003, 75). The core of
Clinton’s economic policies appeared neoliberal. For example, in 1996 both agreed on
balancing the budget through tax and spending cuts, though each proposed different
solutions to accomplish the goal (Meeropol 1998, 249-250). Spending on government
programs, relative to Gross Domestic Product (GDP), dropped from 21.9 percent of GDP
in the last year of the Bush-1 presidency to 18.1 percent by the end of Clintamid sec
term (Pollin 2003, 72). Wage inequality appeared to be growing. Between 1983 and
1997, the percentage of personal income received as wage and salares 88.6
percent to 56.4 percent, and in manufacturing industries it fell from 13.8 percent of
personal income to 10.3 percent (Meeropol 1998). At the same time, the share of
corporate profits in national income rose from 7.6 percent in 1983 to 10.8 percent in 1996
(Meeropol 1998, 250).

President Clinton’s policy actions continued to deviate from traditional Denwcrat
tax and spend initiatives. Vice President Gore introduced the next phase of the
administration’s reinventing government initiative that included privatizasantaol to
sell off some commercial activities within the government (Shoop 1995, 1). In the

President’s 1996 budget, he proposed privatizing the following activities:
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- The Energy Department’s power marketing administration
- The Naval Petroleum Reserve ($1.6 billion)
- Three of five federal minimum and low security prisons and one detention center

- Office of Personnel Management’'s (OPM) training operation and investigations
Group

- Government helium reserves
- Parts of NASA and the National Weather Service

Additionally, the administration sought privatization studies for service fumcbf
the Government Services Administration. As the administration proceededdteiniti
privatization type actions, officials appeared to have a narrow view of patiatiz

Elaine Kamarck ran Vice President Gore’s NPR and defined privatization &g pure

divesting the government function and not contracting out (Shoop 1995, 3). In Clinton’s

eagerness to privatize select federal activities, there appedredrtimimal consideration
to keep these activities in-house. There was no effort at using the existibgrbcess
to competitively source positions and determine whether a private organization could

provide similar services and capabilities, or whether private sector dtorpekisted

for providing the services. Once privatized, there was no plan to ensure that thiesctivi

were being provided in a more efficient manner through oversight mechanisms. The
Clinton administration reduced contracting and procurement professionals lyyStear
percent. Ultimately, the interest in cutting government costs did not apjggeadalvith

improving the efficiency of activities.
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Evaluation of Clinton’s Actions on DoD Outsourcing in Second Term

Though President Clinton appeared aligned with a neoliberal focus in a wdriety
economic policies to reduce the size and scope of government that included piovatiza
political ideology was limited in explaining DoD’s outsourcing results froen t
procurement of services and competitive sourcing. The annual expenditures of DoD
outsourcing for procured services decreased by 1.2 billion between 1996 and 2000 but
remained relatively steady despite the decrease. The percent of O&Mspentured
services decreased by three percent as the overall O&M budget incrg&selilion
and the DoD payroll (active military and civilian) dropped by nearly 21 percent. The
data supports neoliberal expectations for maintaining procurement actityrgission
requirements, the reduced force size and the opportunity to create an increased priva
sector footprint in the public domain.

While the outsourcing results were aligned with a neoliberal agenda, poorly
structured manpower reductions, ambivalence towards the federal competitaiagour
process and on Executive conflict with legislation supporting increased cbarpatid

outsourcing efforts were factors questioning the significance of itreekéric ideals in

the administration’s decision making and the results of DoD outsourcing ad&arly

Manpower Reductions

There was little evidence that the significant reduction in manpower wasdcaut
within a comprehensive and mission focused plan to reshape the workforce through
carefully planned cuts aimed at positions no longer essential to the core miggams w

each service (Goldenkoff 1997, 1). Professor Don Kettl, Director of the Fetstmsii
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Government and Professor of Political Science at the University of Penmaylnated

how the federal government took a haphazard approach to downsizing, selecting
reduction goals without thinking about downsizing strategically (Friel 1998b, 1)e Ther
was no consideration that agencies would be able to ensure their work could be
accomplished efficiently and effectively. Paul Light, the Paulette Godaafdd30or of

Public Services at New York University, noted how the Clinton administraticdftol
systematically look at how it should structure the federal workforce ty cat the

variety of government missions (Friel 2000, 2). While the Clinton administration had the
intention of using privatization for select federal activities, its namswn and
implementation of the process limited the ideals of competition for providing iecreas

efficiency.

Competitive Sourcing Ambivalence

The narrow approach to privatization was also reflected in the administsation’
ambivalence in supporting competitive sourcing objectives within governmanrtiage
In the recommendations made by the NPR, DSB, CORM and DRI to increase
outsourcing within the DoD, the vehicle to achieve those results was through t¢wapeti
sourcing. Both the competitive sourcing and procurement of service processes depend on
a skilled professional workforce that plans, competes, awards and managescebgdthisti
long-term service contracts (Schooner 2004, 1). Despite mandates from the above study
groups to contract-out functions, the administration placed no concurrent emphasis on
retraining or obtaining suitable acquisition personnel to facilitate flieesenmendations

(Schooner 2004, 1).
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The civilian acquisition workforce comprised professionals intimate with the
outsourcing and contract compliance process. DoD reduced the acquisition woriforce b
half from a peak of 310,000 workers in 1989 to about 150,000 in 2001 despite an increase
in the contracting workload of 12 percent over the same period (Cahlink 2001, 1;

Peterson 2003, 1). Robert Lieberman, DoD’s assistant Inspector General fogaudit
studied the impact of workforce reductions on acquisition reform. He noted that
Congress and the Clinton administration’s reinvention of government efforts shared i
some of the blame for haphazardly handing out pink slips and facilitating a theme

throughout the decade to downsize for the sake of downsizing (Cahlink 2001, 2).

Legislative Conflicts in Development of the FAIR Act

The White House position on developing the Federal Activities Inventory Reform
(FAIR) Act conflicted with outsourcing recommendations from governmeny sjradips
seeking a positive impact in reducing the size of DoD'’s federal workformeexample,
between 1993 and 1997, Sen. Craig Thomas, R-Wyoming, began drafting the Freedom
from Government Competition Act that was introduced in February 1997 and would
privatize any program deemed “not inherently governmental” (Friel 1998agtt;
1999, 1)** The Bill met with opposition from the Clinton administration and federal
employee unions. Later versions of the Bill that did not require wholesalezatict,
but mandated public-private competitions for non-inherently governmental programs wa
still opposed by the administration (Friel 1998a, 1).

The Bill eventually evolved into the FAIR Act of 1998 and was signed by President

Clinton, requiring federal agencies to review their activities and define dsesither

% Privatize is used in the broader sense whereaxctirig-out is included as an activity.
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inherently governmental or commercial. The Act highlighted activitidscthdd be
subject to competitive sourcing but did not mandate contracting-out (Friel 1998a, 1;
Jacobson 1998a, 1The measure signed by President Clinton was a weaker version of
legislation sought since 1997. It mollified most critics of the initialsiagion, including

the Clinton administration, because it seemed mostly to codify the A-76 BudgetaCir
that already existed (Jacobson 1998b).

The ambivalence of the Clinton administration towards outsourcing was evident
from the fact that the FAIR Act simply mandated compliance with a longstaAdiity
provision that OMB did not consistently enforce in the past. In addition, the Clinton
administration and congressional supporters of outsourcing continually sparreldeover t
FAIR Act inventories once the law was passed (Cahlink 2000, 1). In 1999, OMB
released lists that found nearly half of all federal jobs were comaharaiature, but

found reasons for exempting many from public-private competition (Cahlink 2000, 1).

DoD’s Outsourcing Environment

Results from DoD’s competitive sourcing program in Clinton’s second term
fluctuated yearly due likely various influences such as the DSB, CORM, DRI, and
congressional legislative changes. As noted earlier, the percent of O&Wospe
procurement of support services decreased by three percent between 1996 and 2000, as
actual procurement costs for services remained relatively steadyh& gfrowth in
outsourcing from competitive sourcing activities was similar to the Reagj@od.
Figure 8 highlights the substantial growth of announced DoD competitive sourcing

initiatives between 1995 and 2000. DoD announced 41 competitive sourcing initiatives
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in FY 1995, 164 initiatives in FY 1996, 417 initiatives in FY 1997 and 400 initiatives in
FY 1998 and 453 initiatives in FY 1999 (Kleinknecht et al. 2005, 5,8). Figures 6 and 7
note how the average number of positions studied for competition rose from under 1,000
to nearly 8,000 positions by 2000, while the number of DoD competitions rose from 70 to
nearly 210.

DoD’s A-76 program manager suggests that the increase in DoD competitive
sourcing during the late 1990's is not necessarily attributable to Clintomierging
government initiative or an ideological interest (Andrews 2007). Annie Andrews notes
how the Clinton administration did not provide top-down leadership in the DoD or across
federal agencies supporting the benefits of cost-saving opportunities avindabkbe
A-76 competitive sourcing process (Andrews 2007). As noted by his opposition towards
the FAIR Act legislation, the President had conflicting interests betweegotleenment
drawdown and increasing competition across the federal workforce.

While President Clinton wanted to support a government drawdown through
recommendations provided by the NPR and other studies, he was aligned with federal
employee union interests to protect federal positions from mandatory cowgpetiti
sourcing competitions (Jacobson 1998b, 1). His support for unions was also represented
in the 1999 efforts to reengage labor-management relations started in Executive Orde
12871 by tasking agencies to improve their efforts to bargain with unions over workplace
issues (Friel 1999a). Many federal managers resisted the order’s catjambmarer
issues such as employee size, as the U.S. Court of Appeals continued to rule that
Clinton’s order gave unions no legal rights (Friel 1999a). Jacques Gansler, the

Pentagon’s acquisitions chief during the latter half of the Clinton adnaitiasty noted
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how defense officials were eager to open more jobs to competition in the late 1990s but
ran into opposition from the White House, particularly from Vice President Gore, who

did not want to lose the support of federal unions (Cahlink 2003, 2).

ORGANIZATION FACTORS1996—-2000

During this period, organization factors appear to be significant in explaining
outsourcing behavior. Service chiefs faced mounting force size reductions and the DoD
budget saw its lowest levels since 1876The smaller budget jeopardized weapon
systems modernization, directly impacting core missions. Modernizing weagemsy
was a fundamental interest of each service to maintain its organizatiengltls and
primary missions. New and improved weapon systems and technology allowed
organizations to compete for larger shares of the defense budget and bolster the
effectiveness of their missions. Service chiefs ultimately became pnoactive in
reducing manpower costs, enabling funding for modernized weapons in order to preserve
combat capability/core missions (Wilson 2000, 20).

Service chiefs readdressed outsourcing, primarily competitive sourdinges,
when funding for weapons systems was threatened. DoD’s widespread eftgréntup
its activities to competition with private firms was driven primarilyhwitthe DoD to
address fiscal problems and funding shortfalls estimated at more than $20 bitkan a y
(Peters 1999, 1,2). The average percent of O&M budget spent on procured services
during the period was 64.8 percent, an increase of 3.2 percent from the 1989-95 period,
indicating that the DoD was allocating more money towards the procurensariaes

to support mission needs. Competitive sourcing activity also increased signjifecantl

% Measured in 2005 dollars.



170

DoD leaders appeared to seek savings from within their organizations to fund weapons
modernization.

The independence and autonomy of service leaders was reduced as they had
minimal control over the magnitude and pace of personnel reductions and directed
organizational leaders at every level to push force reductions through downsizmig
organizational leaders made the critical decisions concerning downsitorg,ehere
was no doubt that force reduction results were expected (McCormick 1998, 63). For
example, in 1998 the Air Force asked each of its major commands to determine which
service functions should be outsourced to industry in an effort to save $2.4 billion for
weapons modernization by 2003 (Muradian 1997, 1). As noted by Loren Thompson, a
senior fellow at the Alexis de Tocqueville Institute, the Cold War leaderstie dir
Force gave way to a new generation of general officers who had more tdra-iog,
results-orientated management style.

Each of the services addressed their situation similarly by reevalaédimgays of
doing business as compared to new methods and means to maintain their forces and
capabilities in the fiscally constrained environment. Management cultgas be
change when general officers began turning to the marketplace asla t@®beve
money that was being wasted in inefficient or outdated activities. In theofie Rhe
change was fostered from the top down by former Air Force Chief of Staff GaaldR
Fogelman (Muradian 1997, 3). Some argued that competitive sourcing offered the
potential opportunity to find savings in activities on average of 30—40 percent (Gansler

2003b, 1).
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From an organization perspective, these potential cost savings could be
programmed towards weapon systems and modernization efforts affectingethe cor
missions. Thus, leaders began to seek out as many commercial activity oppsrtunitie
within the DoD as could be competed. Commercial sourcing activities (A-76
competitions) rose dramatically (see Figure 6 and 7) as announced DoD twmpeti
sourcing initiatives peaked in 2000 with nearly 450 (Figure 8).

DoD organizations also began to reevaluate which functions were being defined as
DoD-only or “inherently governmental,” and redefine these functions to providgea lar
array of activities available for civilian competiti8h.This would ultimately have the
effect of reducing in-house manpower costs wherever private enterprise won
competitions. These cost savings would go towards the organizational objectives of
modernization and new weapon systems. Organizations began focusing their in-house
personnel strength on core activities, with non-core activities availabdevilian
competition.

DoD civilian leaders such as Secretary’s Perry and Cohen attempted to run the
Pentagon like a private business. Secretary Cohen noted that “to preserve combat
capability and readiness, the services targeted their force redudtistiedmlining
infrastructure and outsourcing non-military essential functions” (Cohen 195vb).
professional and management support, medical and technology areas showed tremendous
growth in procured services between 1995 and 2005 (Table 1) that can be attributed to

new systems, commercial-type activities and an increase in DODeaetgunts.

% DoD personnel can only perform inherently governtakactivities. Each service determines what is
inherently governmental for their missions.
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Figure 29 highlights the type of commercial activities outsourced by titamil
services. It was not surprising for support services to be targeted for coonptia
significant portion of the DoD budget funded these services not considered core
capabilities or weapon systems. Support missions had limited budget growth and faced
competition from private sector enterprises as compared to core missiomorttree
most part, were unique to military organizations, central to the DoD’s ecéstnd the
primary focus for budget growth.

A growing aspect affecting all missions throughout the DoD was the advancement
of new, sophisticated technologies essential in integrating into DoD operations and for
the success of many core missions. Significant change and improvement took place in
technical skill areas. New requirements for sophisticated technology to sopeort
missions, weapon systems and the complex data infrastructure (the backbone of)the DoD
required an exponential growth of expertise.

As noted earlier, Table 1 and Figure 29 highlight the large increase in ADP and
Telecom procurement growth in the last 10 years of the study. The DoD did not have
sufficient training resources or manpower to attempt to provide the growing vofume
sophisticated technology services internally. They also did not appeagwdlcompete
with the private sector to make significant investments in establishing & twbeis
sensitive training and R&D infrastructure requiring regular investments dditesdt
technology. In a period when the DoD faced force reductions and needed to find money
for weapons modernization, this option appeared unlikely.

The improved economic opportunities for civilians with high-tech skills, as

compared with military and federal personnel, placed a burden on the efforts of each
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service to meet their high tech requirements with quality personnel. titfreslit to

retain highly qualified military or federal civilian experts, in high teckasa, due to
competition from the private sector who offered much greater financial tse(®bdioway
2007). Outsourcing provided DoD organizations with an avenue of easy access to instant
capability, required expertise and knowledge that were either limitedt@vailable in

service organizations. A significant investment in R&D, training and inedefasce

structure was unnecessary when utilizing the private sector for thresese Figure 29

shows a five-fold growth of technology outsourcing expenditures in the DOD during the
1990s through 2005. The dependence on the private sector for providing mission support
services had begun and grew with intensity as the DoD turned to a technologically
sophisticated infrastructure to support its mission objectives.

While increased outsourcing behavior for support services reflected the need for
weapons modernization and reshaping in an environment of reduced budgets and force
reductions, the war fighting priorities — the ultimate justification for tleegsourcing
efforts — appeared misguided, service-dominated, and enamored in congressional
politics, despite the input of the Chairman of the Joint Chiefs of Staff (the principle
military advisor to the President, National Security Council and the Secodtar
Defense). For example, in 1999 General Shelton, the JCS Chairman, expressed concern
about Congress’s desire to have the DoD spend too much on missile defense, leaving
other threats uncovered (Wilson 2000, 181). His foremost concern for the nation in the
Twenty-first century was asymmetric threats, or those that attack aidedike U.S.
computerized network and cause havoc to civil society and military operatiadssrfW

2000, 180). Based on his assessment of the future, the chairman’s responsibilities
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included crafting plans for wars and ensuring that the services buy the right kinds of
weapons and resources for the next war, not the previous one (Wilson 2000, 179-180).

However, Congress permitted the military services to continue to buy or improve
weapons designed for the Gulf War and the Cold War. Civilian leaders allowed the
Army to overbuy M-1 tanks despite the need to make the Army lighter and more mobile;
the Navy was allowed to continue to buy, at $2 billion each, nuclear powered attack
submarines designed to hunt and destroy Soviet submarines during the Cold War; the Air
Force was permitted to develop and produce F-22 fighters designed to engage Warsa
Pact aircraft that were no longer a threat (Wilson 2000, 195-196).

The unwillingness of Congress to reform itself and improve the process of
spending defense dollars, coupled with a business-as-usual approach in semtg&eff
build Cold War era weapon systems, highlighted the conflicting and inefficienmerat
policymaking in the procurement realm among senior civilian and defenseslsautts

the start of the study.
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CHAPTER EIGHT

CASE STUDY - DEFENSE OUTSOURCING 2001-2005

In the 2001 through 2005 case-study, yearly outsourcing activity costs grew from
$78 billion to $130 billion, while the percent of O&M budget spent on service
procurement ranged from 59 to 66 perc&rithe findings suggest that procurement
activity occurred in both low and high skilled areas, rather than in the most economical
and efficient activities. The likelihood of complex transactions being managée by
market increased, suggesting transaction hazards were less likely tadsstulty
mitigated, producing increased inefficiency in outsourced activities.

The expansion of DoD services to be procured as a result of conflicts in Irag and
Afghanistan increased the possibility of inherently governmental actilaéeng
outsourced to the market and hazards to probity that included non-compliance by service
providers resulting in a lack of confidence in information and assessments filosgua
Additionally, it created a perceived threat to the democratic principlecotiatability
and diffused government responsibility with non-state actors underminingtés st
capacity to govern.

The trend towards lower competitions and announcements in the competitive
sourcing arena did not support strategic efficiency expectations, asemigtgd, junior
officer and some junior government civilian positions were not a cost savingsRolhe
when compared with private sector personnel. Political ideology was useful in
explaining the increase in outsourcing through procurement but was not as suacessful

explaining the decline in competitive sourcing activity in the market-centri

7 Qutsourcing activity measured in 2005 dollars.
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administration. Organization factors appeared useful in explaining increased
procurement activity. Increased technology and activities resultingtfreronflicts in
Irag and Afghanistan required more personnel to accomplish organizational mission
requirements. Additionally, organizations had little interest in competitiveisgur
activities, as increased budgets, reduced threat to core missions, and retaheeng

led to decreased activity.

In this case study, the increased level of outsourcing, particularly procurement
support and operational services, led to concerns over transparency, accouatability
contract surveillance/monitoring. These concerns were highlighted by pejatids of
contract abuses during the U.S. war fighting effort, potentially undermining the
effectiveness of the U.S. government. The DoD’s war fighting effort walsechdy

areas where power and control had ceded to DoD contractors.

STRATEGIC EFFICIENCY2001-2005

Between 1999 and 2005, pay raises became aligned with ECI increases for the
private sector and military pay and compensation increased for active ditayym
personnel. As noted in Table 9, basic pay increased by 21 percent while total cash
compensations, including basic pay, housing, tax advantage and other pay and
allowances, increased by 25 percent. Non-cash benefits increased by 44 perdent and t
cumulative compensation of cash and non-cash increased by 33 percent. These
compensation increases added to the growing cost of military personnel. Figuik4?2 tra
the cumulative difference between changes in the RMC and the civilian ECI, asd not

how the growing cost of military personnel increased the cost savings of [z@cabe
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personnel. Figure 12 highlights how the RMC for military personnel increased fast
than the civilian ECI after 2000, suggesting that military personnel were becomiag m
costly than comparable private sector personnel. Strategic effidiegmry would

expect increased outsourcing in commercial-type activities supported bygnfisted

and junior officer personnel who had become less of a cost savings.

A measure that captures a more targeted pay comparison is the estimated
distribution of federal and private salary differences for selected pimiesand
administrative occupations. The data provides a snapshot of the differences between
federal and private sector pay for select professional, administrative cacimd
clerical occupations, using data from 2000. Figures 18 and 19 provide comparisons of
the percentage differences in salary for federal and private pay amorej tadployees.

In Figure 18, federal pay is lower, and in many cases substantially loweoray
than 21 percent, for professional and administrative occupations. More than 20,000
federal employees had salaries that were from 21 to more than 30 percent lower tha
private pay. Figure 19 indicates that in the technical and clerical occupdwtoasvas
more diversity among salaries, but federal pay still appears to betlmaveprivate pay.

The salary of more than 12,000 federal employees were up to 10 percent lower than
private pay, while the salary of nearly 3,000 were between 11 and 20 percent lower than
private pay. While a substantial amount of federal employees were a caogsdavithe

DoD, small percentages were not. Nearly 4,000 federal employees hassagbaio 10
percent higher than private sector pay and more than 2,000 had salaries up to 29 percent

higher.
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The data indicates that it is more common for federal workers to earn less than the
private sector counterparts, particularly when they are in higher payinig-collar jobs,
as in the professional and administrative occupations (Losey 2007, 1). These are mostl
comparable to mid-to-senior level officer and enlisted personnel. As notbd by t
president of the National Treasury Employees Union, the federal workforcehisea w
collar one, and more and more federal jobs are in the professional categorcasinigpdi
that pay disparity affects a large majority of federal workietgZick 2006, 1). The
strategic efficiency framework would suggest increased outsourcing in juvngbr le
occupations such as technical and clerical activities where pay can be haghprivate-
sector pay and limited outsourcing for higher graded and skilled positions wbiere D
and federal personnel were still a cost savings.

Results, however, appeared mixed, with some outsourcing activity not aligned with
predicted behavior. Predictions were not accurate in areas where DoD plensrene
more cost effective in mid-to-senior level officers, civilians and highdedki
technicians. Procurement continued to grow with private sector skilled andeexper
professionals despite the DoD cost savings. As noted in Figure 29, between 2000 and
2005, procurement in professional, administrative and management support services
increased from $11.8 billion to $28.5 billion, and IT increased from $5 billion to $10.3
billion. In areas where DoD was less cost-effective and higher outsourtivity acas

expected (i.e., utilities and housekeeping, technical and clerical positiortgyistra

billion.
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The findings suggest that outsourcing activity occurred across the board,rather t
where it would be most economical and efficient. The percent of O&M dollars spent on
procured services increased by 3.8 percent, from 61.9 in 2001 to 65.7 inT2@05
likelihood of complex transactions being managed by the market increased, isgggest
transaction hazards were less likely to be successfully mitigatedeXpaesion of DoD
services to be procured increased the possibility of inherently governmeivigieac
being outsourced to the market, and the hazard to pf8titgletriment to strategic
efficiency is the lack of competition in outsourcing efforts. Only 40 percentraféen
contracts supporting the conflicts in Iraq and Afghanistan were conducted undedfull
open competition while 44 percent of contracts were given under other than full and
open competition—usually as sole source contracts (Makinson 2004, 2).

Competitive sourcing activity, as measured by the annual amount of A-76
competitions, average number of positions competed, and announced competitive
sourcing initiatives, decreased throughout this period. The average amount of positions
annually competed declined to fewer than 14,000 in 2003. A-76 competitions decreased
from over 200 in 2000 to 160 in 2003, and announced competitive sourcing initiatives
declined from 450 in 1999 to under 50 in 2004.

The trend towards a lower amount of competitions and announcements is
inconsistent with strategic efficiency expectations since manyeshliginior officer and
some junior civilian positions were not a cost advantage to the DoD when compared with

the cost savings potential for private sector personnel. Considering the décesse

% | consider inherently governmental transactioniseimilar to sovereign transactions. As noted by
James Q. Wilson, sovereign transactions are camgldmes that are endowed with indefeasible authori
There are certain commands that only the statetdagbsue, as it alone embodies the public’s aittho
(Williamson 1999, 321).
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savings from DoD personnel as compared to the earlier period, increased competitive

sourcing activity would be expected.

POLITICAL IDEOLOGY 2001-2005

G. W. Bush

Political ideology does have some explanatory power in the G.W. Bush
administration in regards to outsourcing behavior. The G.W. Bush administration aligned
itself with neoliberal principles to reduce the size of government and iedieasole of
private actors performing DOD services through both competitive sourcing aat dir
procurement. Competitive sourcing, though a relatively small activity wbrapared
with overall procurement of commercial services, remained an importantyactivi
distinguishing the extent to which ideology was a factor in explaining DoD outsgurci
behavior.

Congress enacted legislation mandating a study of the government’s ¢v@peti
sourcing process in October 2000 due to continued deficiencies within the A-76 process
(Walker 2003, 1). The Commercial Activities Panel was formed as part of the
congressional mandate to recommend a way forward on competitive sourcing (Soloway
2004, 2). President Bush made competitive sourcing a key part of his initial Priesident
Management Agenda (PMA).

In contrast to President Clinton, President Bush used top-down leadership t® lmstia
competitive sourcing objectives through PMA, and used the FAIR Act as a varicle f
selecting functions to compete (Andrews 2007; Peckenpaugh 2001a, 1). For example,

the President made competitive sourcing one of his top five initiatives in the 2001 PMA
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targeting a better managed and more entrepreneurial government usingipduatry to
provide public services (Grasso 2005, 14). This was the first time since the inception of
Circular A-76 that an administration enforced the requirements of the ciexuizss all
federal agencies (Andrews 2007). Earlier administrations did not appear tovbly act
engaged in implementing A-76 requirements. The Bush PMA made competitive
sourcing mandatory across all federal agencies (Bersch 2007).

The PMA provided the objectives of the administration and drove the priorities and
actions of all federal agencies (Bersch 2007). The competitive sourciagjweisought
to reduce costs through increased competition as federal agencies asbas$edctions
and transactions the private sector could perform (Walker 2005a). The President
supported a market based strategy for the federal government through ohcrease
competition for federal activities (Gansler and Lucyshyn 2004, 14).

The G.W. Bush administration was the first to require all federal agencies to us
FAIR Act job inventories as a guide for outsourcing goals, as OMB DeputgtDir
Sean O’Keefe directed agencies to develop plans for competing positioth®hsteeir
FAIR Act inventories (Peckenpaugh 2001a, 1). In addition, the OMB directed agyencie
to submit lists of jobs classified as inherently governmental, with their BR&tR
inventories to be released and accessible to the public at a later daen(eici 2001d,
1). Federal union officials protested the cataloging of inherently governjabgas a
violation of the spirit of the FAIR Act, arguing that the pro-contractor bias dbtisé
administration used regulation to get done what it could not accomplish legislatively

(Peckenpaugh 2001d, 1).
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The outsourcing of federal jobs was among the toughest issues for fedenal tani
tackle in the G.W.Bush administration, as the administration expected to eliminate
40,000 middle management jobs in the federal government and open up 450,000 jobs
through competition by 2005 (Makinson 2004, 18; Saldarini 2000). The Bush
administration pulled back from the agreement that President Clinton signed utit#xec
Order 12871 to improve union-management relations (Friel 2003, 3). They also opposed
unionization for 50,000 screeners at the Transportation Security Administration and
revoked bargaining rights for Justice Department employees, leading umionihér
distrust the Bush administration on competitive sourcing (Friel 2003, 3). Federal law
affecting unions did not change much throughout the period of the study and prevented
unions from striking as they could not force management to bargain over the number of
jobs or the method or means of work (Friel 2003, 1). To fight outsourcing, unions
attempted to publicize their battles with the Bush administration and sestaassifrom
Congress.

While President Bush embraced conservative, neoliberal ideals of market
competition in the government sector through the procurement and the A-76 process,
congressional support was not as forthcoming. From 2001 to 2003, {A€@0@ress
was composed of a Republican-controlled House while Democrats controllechtte Se
with a narrow 50-49 majority. From 2003—2005, Republicans controlled the 108th
Congress with a narrow 51-48 majority in the Senate. The Republican Congsesst wa
able to align its legislation to support the Bush agenda for increased competitsiagour

within the DoD, due in part to the slight majority, the possible effect on constituent
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fearful of losing their jobs, and questions regarding the fairness and equity of7the A-
process.

Concerns regarding the loss of federal jobs, the fairness of the A-76 process toward
government employees, and doubts as to whether A-76 saved the government money
promulgated an anti-competition/outsourcing environment in Congress. Legisladion a
administrative actions to improve the federal competitive sourcing environveeat
either blocked, delayed or challenged with anti-competitive sourcingdgrs|
throughout the post-2000 period (Andrews 2007). These actions had an impact on
reducing competitive sourcing behavior within the DoD.

After 2000, the number of DoD A-76 competitions remained relatively high but
began to decline (Figure 7), as the total number of positions competed for each year
began to decline after 2002 (Figure 6). The announced DoD competitive sourcing
initiatives declined substantially between 2000 and 2005 (Figure 8). The decleaepp
to be in part a case of congressional resistance to Bush’'s competitiviegauitiatives
in general, and specifically to OMB’s 2003 revision to Circular A-76 that esbédom
the findings of the Commercial Activities Pafiel.

In 2002, the OMB directed agencies to outsource or hold public-private job
competitions for 15 percent of federal jobs deemed commercial by the end of FY 2003,
and eventually open to competition 50 percent of their commercial jobs, a percent set b
President Bush (Peckenpaugh 2002, 1). A bipartisan group of Senators assailed the Bush

administration plan to let private firms bid on thousands of federal jobs, as they flear

%9 Section 832 of the Floyd D. Spence National Defehsihorization Act of 2001 required the
Comptroller General of the United States to convepanel of experts to study the policies and pioces
governing the transfer of commercial activitiesnfrgovernment personnel to a federal contractor
(Commercial Activities Panel Final Report 2002).
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initiative could weaken the civil service (Peckenpaugh 2002, 1). Donald Kettl, @irect
of the Fels Institute of Government at the University of Pennsylvania, noted that the
requirement for federal workers to face regular competition challethgeidea of a

career federal service:

"The bedrock of the civil service has long been neutral competence and strong
expertise, grounded in a career service," said Kettl. "Staging regula
competitions...would undermine the commitment to a career service, especially
if the scope of services and the standards for competition shift over time and, in
the process, put more federal workers at risk” (Peckenpaugh 2003b).

In 2003, after pressure from the House and Senate against arbitrary numerical
targets in competitive sourcing, the OMB eliminated government-wide ncathgoals
in favor of individual targets for the levels of competitive sourcing feasiltdach
agency (Gruber 2003, 1).

In an effort by the Bush administration to streamline the job competition process
and make it easier for agencies to open 450,000 federal jobs to private sector competition,
it completed a full revision of Circular A-76 in May 2003. The new process attempted to
make competition easier on employees by setting tight deadlines for jobttammpand
requiring competition winners, whether contractor or federal employees to meet
performance standards (Peckenpaugh 2003b, 1). The systematic nature of OMB’s
reforms attempted to make recurring A-76 competitions a way of life derd&workers
(Peckenpaugh 2003b, 1).

Yet lawmakers continued to try and slow down the administration’s competitive

sourcing initiative. In June 2003, legislation was created to prevent new job

competitions in the Interior Department (Peckenpaugh 2003c, 1). Opponents of
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competitive sourcing initiative argued that employees would be kept avrayttieir
normal jobs while the costs for supporting job competitions would be excessive. At the
2003 confirmation hearing for prospective OMB Director Joshua Bolten, Senator George
Voinovich, R-Ohio, argued that competitive sourcing was causing unease inside the
federal workforce. Senator’s Lautenberg, D-NJ, and Akaka, D-Hawaii, bathzent the
administration’s competitive sourcing initiative, arguing it could foranages to put
inherently governmental work — that by law must be performed by federal yaple
up for competition with private firms (Peckenpaugh 2003d, 1,2). Opponents of
competitive sourcing continued their attack on Circular A-76, as the House passed
legislation in September 2003 to withhold funds that could be used to implement the
revised A-76 policy. Twenty-six Republicans broke ranks with the Bush admirmistrati
to support the measure due to skepticism around the true savings produced by
contractors, interest in protecting constituents and support for federal emplupas
(Biesecker 2003, 1; Peckenpaugh 2003a, 3).

New legislation and legislative changes, as exemplified above, continuéeldio af
the DoD competitive sourcing program. For example, Section 335 of Public Law 108-
136, (National Defense Authorization Act for Fiscal Year 2004), November 24, 2003,
required DoD to delay implementation of the revised circular until 45 days after D
submitted a report to Congress on the effects of the revision (Kleinknecht et al 2005, 8).
Due in part to congressional resistance towards the G.W. Bush competitiveagourci
initiatives and delays in getting the updated Circular A-76 approved, competitive
sourcing across DoD activities dropped significantly between 2002 and 2005. Based on

bipartisan resistance to increased competitiveness in the DoD through A-76iteenpet



186

sourcing initiatives, it did not appear that political ideology was a signifitactor in
explaining outsourcing activities.

Ideology does appear useful in explaining DoD outsourcing of new and continuing
activities through procurement actions (outside the scope of the A-76 process) by
examining the actions of President Bush and his administration during the U.S.grampai

in Irag.

Department of Defense

The Pentagon had several proponents of neoconservative, free-market polices, such
as Donald Rumsfeld, Dick Cheney, Paul Wolfowitz, Douglas Feith, Zalmay Klhlilza
and Stephen Cambone, with many former corporate executives from large weapons
manufacturers, such as Under Secretary of Defense Pete Aldridgsi{aes
Corporation), Army Secretary Thomas White (Enron), Navy Secretary GordomEngla
(General Dynamics), and Air Force Secretary James Roche (Northropran)r(Scabhill
2007, xvii).

Secretary Rumsfeld’s DoD leadership advocated a revolution in militaiysaf
predicated on increased competition between government and private seces femtiti
the improved performance of federal functions. For Rumsfeld, the idea of applying
market logic to the U.S. military was a project that dated back four decdeas ZB07,
289). It began in the 1960s when he attended seminars at the University of Chicago and
developed a friendship with Milton Friedman who later lobbied President Reagan to
make Rumsfeld his running mate because of his commitment to deregulated nmatkets a

economic ideals similar to his own (Klein 2007, 289).
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Rumsfeld’s actions, supported by the administration, produced significant ircrease
in outsourcing dollars while limiting the growth of DoD manpower in the midst of the
Global War on Terrorism (GWOT). Between 2000 and 2005, DoD outsourcing
expenditures for support services grew by 73.2 percent, while the percent of &M s
on support services grew by nearly four percent to 65.7 percent (Figure 1). Dearingt
same period, military and DoD civilian manning and salary costs remaiatideil
steady at $1.38 million, with a slight rise in salary costs in 2004 and 2005.

Rumsfeld emphasized in one of his first major addresses the wholesale shift in
running the Pentagon and supplanting the DoD bureaucracy with a new model based on
the private sector (Scahill 2007, xiv). He announced a major initiative to stredinaine
use of the private sector in waging of America’s wars (Scabhill 2007, xiv). Tectrof
his policy was felt on the military force structure supporting the Afghanastd Iraq
campaigns, where the integration of contractors into the fight was historic.

In war zone areas, the U.S. outsourced many war and reconstruction dutigs that b
2004-2005 there were almost as many contractors (120,000) as U.S. troops (135,000)
(Roberts 2007, 1). Contractors had never represented such a large portion of the U.S.
presence in a war zone nor accounted for so many security and military-liKR gijests
2007, 2). The size of the contractor force was 10 times the estimated number of
contractors that deployed during the 1991 Persian Gulf War (Merle 2006, D0O1). Unlike
previous conventional wars where battle lines were defined, the fighting in Iraq and
Afghanistan did not have clear zones of conflict (Miller 2006, 76). Contractors were
integrated throughout the region and within conflict zones and faced a similar battle

environment as military members.
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Many of the contractor functions were critical to the deployed mission amd wer
embodied in the Army Logistics Civil Augmentation Program (LOGCAP) echtiThe
American military has been dependent upon Halliburton, Kellogg, Brown and Root
(KBR), and other contractors to provide services critical to bedding-down theafmice
providing an environment for the military force to effectively operate arst exthe war
zone. It built dozens of military bases across Irag, small cities housingicisusf
people, complete with many amenities found in small towns across the Unitesl Stat
(Miller 2006, 72). A good example is Camp Arifjan, a U.S. Army base about 90 minutes
southwest of Kuwait City. In early 2002 there was only a small collection of hgsdi
intended as a training base (Baum 2003, 4). On October 11, the day Congress gave
President Bush authority to wage war on Iraq, the Pentagon told KBR it had nine weeks
to turn Arifjan into a full-blown Army base serving 7,000 people (Baum 2003, 4).

Contractors were also central to providing ground movement for supplies and
equipment throughout the country. Other functions/activities such as security,
interrogation, prison security, infrastructure repair, intelligearaysis, military convoys
security and equipment repair that was once reserved for DoD personnel bieeame
domain of contractors (Merle 2006, DO1; Roberts 2007, 1)

The effect of President Bush'’s neoliberal ideology on the integration of camgract
into the U.S. war fighting effort, such that they were integral to it, was signtfduring
the 2001-2005 period. Also, a key part of the Bush administration’s plan for Iraq was
fashioning the country into a secular, pluralistic, market-driven nation (Clsmkeiran
2003, A01). It evoked neoliberal beliefs in which outsourcing and the business

community were major players.
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The hiring of senior advisors in the Coalition Provisional Authority (CPA) was
settled at the highest levels of the White House and Pentagon, with well-cannecte
Republicans calling on behalf of a friend or trusted colleague (Chandrase2006,

91). The hiring of the CPA staff was assembled with a White House liaison at the
Pentagon who took charge of personnel recruitment, and dispatched queries for resumes
to the offices of Republican congressmen, conservative think tanks, and GOP activists
(Chandrasekaran 2006, 91). Allegiance to President Bush’s vision highlighting the
prominent role of market actors in shaping post-war Iraq appeared to be a mandator
requirement for employment.

Senior advisors to the president including Wolfowitz, Feith, Rumsfeld and Cheney
regarded economic change in Irag as an integral part of the Americaomiessemake
the country as a free economy and free society went together (ChanchiasGs,

115). An ambitious plan for economic transformation entitled “Moving the Iraqi

Economy from Recovery to Sustainable Growth” called for a market-ceeinpaivate

sector economic recovery to be achieved by selling off state-owned ssetphrough a
broad-based mass privatization program run by contractors (Chandrasekaran 2606, 115
116). Consultation with Iraqi leaders or an interim Iragi government was ynatadent

from the plan.

Paul Bremer, selected to run Iraq’s CPA in May 2003, envisioned a free-market
Irag that was centered on the belief that markets allocate resourcesffivoeatly than
politicians. In June 2004 at a special meeting of the World Economic Forum in Jordan,
he outlined the administration’s vision for a free-market Iraq that aimedfighi

resources from state industries to the private sector and relocating aedpksources
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from inefficient state enterprises to supposedly more productive private(fWgisman
2003, 1). In Iraq, no governmental functions were considered core (Klein 2007, 348).
All state activities were considered opportunities for the private sécoexample,

Bearing Point, an offshoot of the accounting and consulting firm KPMG, was paid $240
million to create a Western-style market economy with privatization agegral

element (Klein 2007, 348).

In April 2003, Peter McPherson, president of Michigan State University, was
selected as the CPA economic policy director whose job was to bring capitallraq
(Chandrasekaran 2006, 114-115). A self-described conservative with a strong faith in
the power of the free market who had never before worked in the Middle East or in a
post-conflict environment, McPherson believed the best way to promote economic
development was through a vibrant private sector (Chandrasekaran 2006, 115). His vision
for economic reform embraced Washington’s plan as he favored recruitment of
multinational firms to help develop a robust private sector by reducing government
employment and the role of government industry through privatization, eliminating
subsidies, lower taxes, promoting foreign investment and enacting pro-busingss law
(Chandrasekaran 2006, 116-117).

However, McPherson ran into a legal roadblock. Article 43 of the second section of
the Hague Convention of 1899, the first set of international treaties that attempted t
create laws of warfare, required an occupying power to respect all lale aéctupied
country, except when necessary to promote public order and safety (Chandrasekara

2006, 117). A more practical challenge was that the CPA economic team was composed
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of three Americans who didn’t have the power to privatize or implement change, since
they did not control any assets (Chandrasekaran 2006, 118-119).

Despite the roadblocks to economic development, senior U.S. leadership continued
to press for privatization. In August 2003, the administration hired Thomas Foley an
investment banker and major Republican Party donor, who was also President H.W.
Bush’s classmate at Harvard Business School, to lead the CPA’s OffiogaieFSector
Development. His objective was to privatize all of Iraq’s state-owned eistspyithin
thirty days (Chandrasekaran 2006, 126,225). Foley was unsuccessful in this bid. He faced
resistance from the CPA’s legal department, Irag’s Ministry of Imgastd Governing
Council, potential Wall Street investors and the forthcoming announcement of Iraqi
sovereignty in June 2004 (Chandrasekaran 2006, 225). By December 2003, a senior U.S.
official noted that ideology had become subordinate to the schedule for Iraq gotyerei
and the administration had backed away from several of its initiatives to trarishoy's

economy (Chandrasekaran 2003, A01).

Assessing Political Ideology’s Impact on Outsourcing Activity

In assessing the affect of ideology on outsourcing and competitive sourcing
behavior within the DoD during the G.W. Bush administration, it appears that ideology
was significant in explaining some outsourcing activity. The Bush admirostraade
great strides to improve outsourcing by increasing opportunities for comgstitircing
and by making the process more transparent and available to the private sectag. Pultti
the competitive sourcing program on the President’s management agendajgimgagi

re-write of Circular A-76, and utilizing the FAIR Act inventories to taigempetitive
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opportunities for the private sector were all elements of the Presidemirsittaent to
incorporate neoliberal economic principles into the management and development of the
DoD.

However, strong congressional pushback limited the growth and effectiveness of
the competitive sourcing program. Competitive sourcing results in the semacesot
indicative of the strong commitment of the G.W. Bush administration, as indlicaits
presidential management agenda and other actions to increase activity.

Political ideology does appear useful in explaining outsourcing through the
procurement of services as exemplified in the Iraq and Afghanistan cenflidie DoD
force size had very little growth despite the fact that the United Statesngaged in
direct conflicts in Afghanistan and Iraq, with a large expeditionary supgastructure
ranging from Europe through the Middle East and Central Asia. It may bestiienie
that the country has kept the force size relatively steady, without a sagmiiincrease,
during a period when the country was involved in two significant military cosflict
utilizing a majority of its force.

Instead of growing the force structure, the DoD, in conjunction with Segretar
Rumsfeld and the G.W. Bush administration, established contractors as the fnstopti
fill new requirements, increase capability, provide redundancy and replatzaymi
non-fighting positions. Private security firms flooded into Iraq to perform ifumsthat
had previously been done by DoD personnel, such as logistics, security for ¢adsoffi
and guarding bases (Klein 2007, 378). Contractors became integrated into the force
structure and part of the overall DoD team. Increased contractor involvement in DoD

missions was highlighted in the large procurement growth of DoD services$o:9
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billion to $130 billion between 2001 and 2005. The percent of O&M dollars spent on

procured services increased by 3.7 percent during this period.

ORGANIZATION FACTORS2001-2005

During this period, the DoD budget increased as a result of U.S. military
engagements in Afghanistan and Iraq. Threats to core missions were minimal as
organization independence and autonomy were limited due to the global joint war
fighting effort that put increased demand and expectations on military orgamszat
The military engagements required an increased capability, espetidhe support side
of the mission.

The growth of outsourcing in technology and support activities was critical to the
success of organization missions while the integration of technology throughoigt DoD
infrastructure and weapon systems remained a key component to modernizatisn eff
Contractors were given significant responsibilities for providing suppbvitaes at local
and deployed locations, including conflict areas, as operations in Afghanistaa@nd Ir
put increased demand on service organizations. Organizations outsourced many support
activities at fixed and deployed locations to support mission requirements duetom part
limited manning and increased dependency on technologically sophisticated weapons and
support systems.

As the budget increased, DoD military and civilian manning remained relatively
unchanged despite the country’s involvement in two significant military ctmflic
Besides the country’s Reserve and Guard force capability, contractorseeaboD’s

supplemental force due to the added mission requirements and increased technological
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integration in an environment without growth of the primary defense force. The RbD ha
insufficient in-house expertise to support modified and new systems. It sufiéded a
percent reduction in manpower in the post-Cold War period despite an increased demand
on its capabilities, highlighted by numerous contingency deployments and missions

Organizations eager to maintain core missions that were eitherd-efitexpanded
through the integration of technology required private sector expertise, incases), to
operate and teach the systems. Procurement of manpower resources ane é&xpertis
the private sector were necessary to assist in providing the full complemappofts
and operational functions necessary for executing the peacetime and depl®syed. mis

The percent of O&M dollars spent on procured services grew during the 2001-2005
period by about 3.7 percent, with an annual average of 63.3 percent. Outsourcing
behavior increased across several activities, with specific emphasesgroivth of
technology and professional and management support services. This is aligned with
expectations from the organization framework as units had less manpoweptmperf
both peacetime and wartime requirements.

While outsourcing through procurement of services increased, competitive sourcing
activities began to decline during this period. Figures 6 and 7 highlight the decrease in
DoD A-76 competitions after 2001. Data from Figure 8 supports this drop-off, as
announced competitions decreased substantially. The decline in competitivegourci
activity was in stark contrast to the growth in procurement of services astaofekel
war fighting effort.

Despite the limits placed on organization independence and autonomy from

supporting military war fighting efforts, and external demands from tilé Bush
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administration to increase competitive sourcing, organization factors aggeasupport

the decline in activity. Competitive sourcing remained relatively decergdalithin the
services, as they were local activities as opposed to many procuremergsserat
supported war fighting efforts or new missions. Organizations retained a dégree
autonomy in the extent to which these activities were competitively sourced, gnd the
became better at competing these activities against private sectpetition. The
increased budget did not pressure organizational leaders to reduce personnel, nor was
there a viable concern for core missions as they were integral to the wvisgfigffort.

With the reduced size of many organizations and high operations tempo across the
DoD during this period, competitive sourcing activities conflicted with orgaorz
priorities. Competitive sourcing activities were both time and manpower iveeas
noted earlier in the study. As manpower resources declined and missionsthcreas
competing for in-house positions took on a much smaller priority, as competitions won
by the private sector shrunk the size of the organization under the commanders direct
control. Commanders were already working with fewer in-house resourceoto@ish
their missions. It appeared unlikely that organizational leadership would warkt to ris
losing more in-house personnel through competition during a period of war.
Commanders and military leaders did not share the same sense of urgency and
importance about competitive sourcing as the administration, since the conflreis
and Afghanistan were all-consuming to the services.

The increased level of outsourcing, particularly procurement of support and
operational services, led to concerns over transparency, accountability andtcontra

surveillance/monitoring. The likelihood of complex transactions being managed by the
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market increased, resulting in a less successful effort to mitrgasaction hazards.
These concerns were highlighted by public reports of contract abuses during.thatJ.S
fighting effort. Mismanagement and ineffective oversight and monitoring\adtpr

sector contracts led to torture and prisoner abuse at the Abu Graib prison and the
uncontrollable use of lethal force in Iraq and Afghanistan by contractorse Tbeserns
and abuses presented problems for the DoD outsourcing effort. It undermined.the U.S
government’s ability to control and direct defense activities as the DoD’srpoas
diffused into the private sector. It begins to reveal potential conflicts wighvedues

and interests shared by the American public, and with the conduct of national defense.
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CHAPTER NINE

CASE STUDY — INFORMATION TECHNOLOGY (IT) NETWORKS AND DoD
OUTSOURCING BEHAVIOR

This chapter will initially provide a background overview of the development of IT
and networks in the DoD from 1995 through 2005. It includes how each service
envisioned IT and networks, their decentralized growth, and actions by Congrelss and t
Executive to address their rise and management, to include outsourcing optiotis. It wi
then look at early network development across each service, briefly addressiegtighe
governmental functions and the distinction between core and non-core activities, how
they are determined, and their relationship with outsourcing. It highlights hawerket
developed as unigue and independent systems across the services without a common
architecture. The chapter will then examine the Navy’s in-house eflarésds network
management, the Navy Marine Corps Intranet (NMCI) outsourcing project, aAd the
Force and Army Network management approach. My primary focus will be on tid NM
project.

Unlike studies examining IT outsourcing in the private sector, relativééy dixists
in understanding and explaining the nature of IT network outsourcing within the DoD.
Billions of dollars are spent annually on IT outsourcing in the DoD, with minionaidl
or academic study to discuss the phenomenon. Since the early 1990s, the DoD has come
to rely on a complex array of computer-dependent and information technology resource
to protect the security of the United States. The importance of IT in the DwiDtdze

overstated. Service networks have evolved into a critical war fightindpitiapa
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providing the physical infrastructure that interconnects DoD agencies d@heoglobe
through an intranéf. Understanding why each service may or may not seek to outsource
network capability is useful in helping us to predict the relevant factorsetmhtilitary
organizations to depend upon the private sector to perform significant military functions

such as IT, for national defense.

BACKGROUND REVIEW OF NETWORK DEVELOPMENT
DoD Network Review
The rise of computer networking began in the mid-1990s as both a new medium for
communications across the DoD, and as a new dimension of warfare. The concept of
network-centric warfare took shape in the JCS. Joint Vision 2010 paper releasgd in Jul
1996 by then-Chairman of the JCS, General John M. Shalikashvili (Brewin 1997, 1). The
document put networks, with their ability to disseminate information quickly, at the
center of military strategy during the next decade (Brewin 1997, 1). Gétengy
Shelton, Chairman of the JCS from 1997-2001, focused on the need to transform
America’s armed forces so that they would be dominant across the full speftrum
military operations in his Joint Vision 2020 (JV2020) (Shelton 2000, 1). An underlying
premise was that the IT network would develop into both a weapon system and a source
of interoperability and integration across the services to support daily migsievery

environment. However, this was not the case when networks were first developed, as

0 Anintranet is a private network within an orgatiaa using Internet protocols. Corporate intranets

facilitate communication and access to informafmmemployees. They provide a single, secure,bidia
access to a company'’s private information, and awpra company’s ability to manage its information.

Intranets can result in higher productivity becaofbketter access to quality information

Spoolstra, Jean C. 1999. Designing A Corporataet: Georgia Southern University. Both the pavat
sector and DoD rely on IT services such as intsadatly.
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they sprung from local organizations, without a central plan to facilitate aegemmal
activities.

Rooted in this JCS vision was the concept of information superiority. Information
superiority is defined by U.S. Joint Publication 3-13 as "the capability tactoleocess,
and disseminate an uninterrupted flow of information while exploiting or denying an
adversary's ability to do the same” (Thomas 2000, 13-14). JV2020 suggested that
continued development and proliferation of information technologies would substantially
change the conduct of military operations, making the information environment a key
enabler of the operational abilities of the U.S. military (Shelton 2000, 3). Refired A
Force Chief of Staff General Ronald R. Fogelman characterized thesedreaportance
of information technology and its influence on military forces as a fifth wisnoa of
warfare, alongside land, air, sea and space (Fogelman 1995).

The growth of IT service contracts in the federal government increased from $3.7
billion in fiscal year 1990 to $13.4 billion in fiscal year 2000 (GAO 2002a, 6). The DoD
was the largest purchaser of IT services such as desktop support, network operations and
software development services throughout the 1990s, obligating more than $6.2 billion
on IT services in 2001 (GAO 2003b, 1). While information superiority was an important
DoD goal, there were fundamental challenges, including the lack of a physical |
infrastructure interconnecting DoD organizations.

The IT infrastructure within the DoD was not able to support the full
implementation of the systems envisioned in JV2020. The services did not have a
strategy or coherent plan for developing their IT network infrastructuresgdthe mid-

to-late 1990s (Gilligan 2008; Porter 2008). As noted by Dan Porter, the Navyfs Chie
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Information Officer (CIO) from 1998-2002, IT networks and capabilities developed li
weeds across the Navy (Porter 2008). Much the same could be said for the othex service
as local networks and IT capabilities sprang from local organizatiohs biwest levels.
Knowledge developed in one system or network was relatively compartinedtal
Whether knowledge was developed in a Navy, Air Force or Army network, it was not
necessarily available or compatible with other DoD systems.

The DoD IT network infrastructure consisted of thousands of independent stovepipe
(legacy) systems and disparate information networks that were ditbcultegrate
because they were created at local organizations independent of a cehitedtare or
service guidancé! Service parochialism, lack of standardization and the independent
evolution of systems were common across service organizations as networks evolved
within the DoD. As a result, each service had a rapid growth of local organization IT
networks with various degrees of compatibility and configuration standardsocimigi
to the difficulty of DoD organizations to share information. Creating starmdioin and
compatibility across DoD networks was necessary to fulfill the JV2026nvidt
ultimately required network infrastructures to provide seamless commongat
throughout the DoD in both peacetime and wartime environments. This capability was a

first step towards the goal of information superiority.

"™ A legacy system is a term used to highlight a Sjeetype computer application. Military organiiais
have used a variety of these unique computer agifgits that in many cases do not interface witleioth
applications.
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CONGRESS AND THE EXECUTIVE

Congress and the Executive established significant IT legislation dbhariP00s
to help direct federal agencies in conducting procurement of IT resouteg@@ices
similar to the practices of leading commercial organizations. Concernegbtlemhment
agencies were not responding to the growth of IT in an appropriate manner, Congress
approved the Clinger-Cohen Act (CCA) of 1996. It shaped the DoD’s approach to IT
acquisition and management, and forced federal agencies to minimize the riskt@dsoc
with major IT acquisition. It required each agency to establish a dfeemation officer
position having the authority, responsibility and accountability for the agency’s
information resources and management activities. The CCA required agencie
acquire IT systems in stages while carefully gauging their aosliness and support for
the agencies primary mission, and to determine, prior to making an investment in a new
information system, whether the function should be performed by the private sector
(Ormerod 2001, 14; Verton 1999c, ‘).

Despite the procurement reforms requiring agencies to weigh the bamefitosts
of IT projects, the DoD did not effectively manage their IT budgets. Sgsigre not
properly budgeted, explained John Hamre, DoD comptroller in 1997 (Brewin 1998b).
Many systems, along with contracted support elements, were purchased without a
supporting budget to maintain them over the long term, as little oversightdeXikay
of these IT contracts were under the financial threshold requiring senior agehcy
congressional review. The House National Security Committee questioned the

Pentagon’s overall management of DoD IT and command, control, communications and

"2 The 1996 Clinger-Cohen Act is a combination oflifermation Technology Management Reform Act
(ITMRA) and the Federal Acquisition Reform Act.
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computer (C4) programs in its 1999 report on the Defense Authorization Bill {Brewi
1998b, 2). The committees remained unconvinced that the department made the
necessary improvements to manage its $26 billion C4 program, considering the
increasing role of IT in the battlefield (Brewin 1998b, 2). The DoD Inspectoe!@k

rated IT oversight as one of DoD’s top 10 management problems (Verton 1999b, 2).

Pressure to Outsource

Coinciding with DoD’s budget and IT oversight problems, each service faced
increasing pressure from the DoD, Congress and the Executive to use the pdtaate s
(outsourcing) for functions considered commercial and not core to the wandigtftort.
Beginning in 1995, competitive sourcing took on increased activity within each of the
services as Congress transitioned to a Republican majority and legistattorg|
competitive sourcing activity (Nichols Act — discussed in Chapter’'s 5 and &)avas
renewed. The 1997 Defense QDR called for reductions in infrastructure, support
functions and personnel through outsourcing and privatization and suggested the DoD
largely remove itself from the IT line of work based on precedents in privéistry and
other parts of government. In 1998, Congress passed the FAIR Act, seeking to have each
agency identify their activities as either commercial or inherently govental.
Congress also enacted statuel0 U.S. Code, Section 2462, requiring the Defense
Department to contract out nongovernmental/commercial functions that could be done
more economically by the private sector (Petrillo 1999, 1).

In 2001, the Bush Administration put outsourcing on its management agenda,

looking for increased efforts by agencies to outsource through expanded competition
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under A-76. President Bush’s 2002 budget proposal also directed agencies to open for
competition at least half of the positions listed in their FAIR inventoriestbeenext 10
years, while the OMB ordered agencies to compete or outsource at leastdesd pé
their FAIR Act jobs in FY 2002 (Walker 2001, 1). Also, in the 2002 Defense
Appropriations Bill, Congress instructed the Secretary of the Air Foraenbuct a study
comparing different solutions to managing an IT network and provide lawmakhrs wi
recommendations, including any lessons learned from NMCI (HOR 2001a, 159).

The pressure to outsource activities within the federal government by theaQDR
the Clinton and G.W. Bush administrations forced the services to differentiaiecetw
activities open to competition and those considered inherently governmental, or core to
the mission. Comptroller General David Walker noted that one of the most difficult
aspects of outsourcing decisions was how to determine what functions remain inahouse i
order to provide effective government and, in the case of the DoD, effective defdnse a

security (Peckenpaugh 2001b).

Inherently Governmental/Core Activities

An inherently governmental activity is a function that is so intimatelyeels the
public interest as to require performance by federal government empltigekinition
has been broad enough to be interpreted differently throughout DoD organizations. It
facilitates the efforts of local organization leaders to choose their desitieities for
outsourcing consideration. Guidance on defining inherently governmental axtivétse
included in the Federal Acquisition Regulation, Office of Federal Procuntdhodicy

Letter 92-1 and the 1998 FAIR Act. The Comptroller General cited national defiethse
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law enforcement as examples of inherently governmental activitieg wbkliers
perform a core function—fighting wars—that is necessary to national detdivsisea
(Peckenpaugh 2001b). Functiatieectly engagedh performing an inherently
governmental activity were considered core, while functsupgportinginherently
governmental functions were non-core and eligible for outsourcing (Peckenpaugh

2001b).

Core vs. Non-Core Activities

DoD’s definition of core was based on business concepts adapted to the military
domain. The definition emerged from DoD’s Senior Executive Council which adapted
the definition from C.K Prahalad and Gary Hamel’s article, “The Core Caempebf
the Corporation,” in the May—June 1990 issue ofHhevard Business RevieflGAO
2003a, 11). The Senior Executive Council defined core as “a complex harmonization of
individual technologies and production (employment, delivery) skills that create unique
military capabilities valued by the force employing general foamder in chief)” (GAO
2003a, 10). The Senior Executive Council stressed the importance of senior leadership
judgment in identifying core competencies (GAO 2003a, 11).

Despite the definitions provided by the federal government and DoD, inherently
governmental and core functions were interpreted differently acrossexaades Within
each service they were broadly defined and subjective, allowing for acagh&mount
of interpretation and flexibility when applying these definitions to the posiaads
functions that embodied service activities (Weigelt 2008). This was the nanmm in t

DoD and arguable across the federal government for several decades. DartoPoeer
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CIlO of the Navy, provided an example of federal agencies being subjective ifyidgnti
core activities across the DoD. He noted how early in his career, the provisialgef ba
services (responsible for providing badges/passes for entry into ésgilitithin the
Navy was considered an inherently governmental activity. Yet, durirgathe period at
the Defense Advanced Research Projects Agency (DARPA), these atiatie
outsourced (Porter 2008).

Since the development of the FAIR Act and congressional interest in delineating
inherently governmental from commercial activities in the federal gavent, each
service was responsible for identifying their core functions. Through 2003, progdess ha
been varied and limited across each service (GAO 2003a, 2). By 2003, the Army and Ai
Force had made the most progress in identifying core and non-core functionshehile t
Navy and Marine Corps were at the early stages of determining cormhsn¢EAO
2003a, 3).

There was no oversight authority to compare similar activities across theridoD a
challenge the core nature of activities categorized in each service, tidpsssibility of
two similar functions being characterized as both core and non-core by differeices
existed, based on service independence in defining the nature of the function in relation
to its mission. Computer network management and operations was one of those functions
treated as a core capability by the Air Force and Army and as a non-palslicaby the
Navy and Marines.

In the Air Force and Army, the network was considered an integral part (core
function) of the service mission. Air Force and Army personnel deployed tortbrwa

bases in support of wartime activities while a growing amount of wartinratopel
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support was being provided from CONUS locations as well. During Operation Enduring
Freedom and Iraqgi Freedom, the primary Air Force network supporting deployed
organizations in the Mid-East was operating from a state-side locatitiggc2008).
Installation networks provided an integral communications medium to support Ag Forc
and Army wartime activities. Whereas in the Navy, the land-based netwsrk wa
considered a garrison, support resource (non-core). Its core functionsaerai@d
with its expeditionary, forward-deployed activities embodied in its {Batnett 2007,
28-30).

Defining IT networks as a utility or weapon system was directly linkeehither
the activity was considered a core or non-core activity. Utility systenmsdo@) refer
to a distribution system and infrastructure, such as an IT network, that connects an
installation with the commaodity supplier (Renshaw 2002, 2). The purpose of
categorizing a commodity as a utility and outsourcing the entity wasote défense
components to focus on core defense missions and functions by relieving them of
management activities that could be done more efficiently and effectiyelthbrs
(Renshaw 2002, 2). The Navy, independent of the DoD and Congress, decided that their
shore-based IT would be considered a commodity based on its support mission. It
exemplified how some leading organizations in the private sector treated 1& b&img
a benchmark for the military services and the ease of establishing wriiracts in the
DoD without congressional oversight.

In comparison, IT networks defined as weapon systems were considered core
activities and integral to the mission. Outsourcing was limited and in-house resources

maintained ownership while controlling the operations and management of the network.
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As noted above, the distinction was controlled at each service, where core and non-core
activities were broadly defined and usually determined subjectively casteo

outsource an IT network for a military service over a period of several yaars w
estimated to be in the billions of dollars, and would require congressional oversight

approval.

EARLY NETWORK DEVELOPMENT IN THE SERVICES

As noted above, with the growth of IT during the 1990s, each of the services found
themselves operating within a fragmented IT environment, where IT inftagte within
each service resembled a patchwork architecture based on local are&eteated at
the lowest levels of the organization. It was not uncommon for IT to develop in this
manner, as service organizations had traditionally operated within aeblati
decentralized command structure. The DoD did not centrally manage the development of
IT-based capabilities within the department, allowing each of the sergidesermine
how to implement IT into their daily processes and missions. Based on service
parochialism, each took a separate approach in developing their IT infragtsuctur

Initially, upon the inception of IT capabilities in the DoD and the emerging IT
revolution, the decentralized nature of how IT was being managed and procured at the
local organization level did not contribute to the full integration and sharing of
information within each service or across a joint DoD effort (Wait 2002b, 3)jovegd
problematic in accomplishing the long-range goal of a homogeneous network and

fulfillment of the JCS vision. A homogeneous network across the DoD required a
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standardized network infrastructure to integrate organizations and supportorerati

within and across each of the services.

Navy

The Navy’s decentralized approach to IT infrastructure was based on local
organizations seeking IT to support their daily missions. Local organizativel®ped
their own capabilities and ultimately created an infrastructure of dinetserks and
computer software programs across the Navy. In the late 1990s, the Navy had 28 separa
commands that budgeted and managed their own IT systems, where each command had
an IT support staff (Jordan 2007, 2). The Navy’s IT network infrastructure was trase
decisions at local bases and commands as compared to a DoD or Navy-led enterpris
design. The Navy's enterprise network was constructed through a patchworkcgf lega
systems created to meet unique functional requirements with a relatinelyw saope,
without integration or interoperability interests (Onley and Wait 2005b, 3). The
Department of the Navy (DoN) had little to no central control, accountabilitysmility
within the departments multiple networks (Porter 2008).

The Navy accumulated legacy applications at a staggering rate. Eaclzatigani
wanted their own computer infrastructure and applications based upon the subjective
interests of unit leadership. This led to an IT environment marked by an uneven
distribution of IT resources across organizations. Some commands would see the
benefits of IT and had sophisticated networks while others were starvedhiooltegy

(Porter 2008). For example, the Navy’'s Sea Systems Command and Air Systems
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Command saw the importance of IT for their engineering requirements atebicrea
sophisticated networks and capabilities, while fleet commands spent lessidn IT.
decision making at the lowest levels led to a disparity in capability, with nionenm

standard requirement across Navy organizations (Porter 2008). Organizatidopeteve
and maintained their IT networks subjectively, with computer knowledgeableweesl
handpicked by leadership. There was an unequal and insufficient amount of technical
manpower dedicated to daily IT support and development across Navy organizations. A
IT manpower plan to support the growth of a homogenous and standardized network did
not exist. IT manpower expertise was limited. The Navy used seamen froiata o
disciplines who were between sea tours to support their shore-based IT n(Bsrbeis

2008; Wait 2002b, 3).

By the late 1990s, the Navy’'s shore establishment had almost 1,000 diverse
networks operated and maintained by separate organizations. The legacy syséems we
not designed, in most cases, to integrate with other legacy systems. Tled eresil
distribution problems, inadequate collaboration capabilities across naval and ma
organizations, and reach-back limitations for forward-deployed forcestiadféar
example, responsive logistical support (Jordan 2007, 2).

The Navy also lacked an objective mechanism to ensure compliance with computer
security or other network requirements because each command was both the pndvider a
the oversight authority for its own IT network (Onley and Wait 2005b, 3). The IT
environment that was defined by unique legacy systems developed across Navy
organizations, without a centralized plan or common architecture, and led to increased

opportunities for security breaches and malicious intruders seeking to explgit Na
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networks and their users. In 2001, the Navy experienced as many as 16,000 aitempts t
access their networks, of which 400 gained entry and 40 traveled the networks (Munns
2003).

In summary, during the mid-to-late 1990s, the Navy did not have much control over
the development of its shore-base network. The service had an uneven growth of
networks developed without a standard set of service guidelines at local aiigariza
Security parameters were designed locally, resulting in an increatefiaetwork
breaches and intrusions. Navy leadership lacked visibility into the amountspeingat
each organization for their network management and security. The ability to dransiti
their in-house infrastructure to a secure, homogeneous network, accessikeadicr
Navy organizations and using in-house resources appeared extremely renodte

impossible (Porter 2008).

Air Force

The Air Force and Army faced similar issues as the Navy, in the 1990s, with the
loss of overall control of their network infrastructure development due to the growth of
heterogeneous networks, across each service and managed at locdionstalldhe
results produced a wide variety of legacy systems and software proctsgeoneating
disparate networks with large integration and interoperability chakkendy@ 1998, senior
Air Force IT officials detailed the service’s shortcomings in developihgari&s needed
for the Air Force’s mission in the future.

Lt. General William Donahue, the Air Force director of communications, noted that

the Air Force was doing more damage to itself than hackers through a laakdzrsis
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and professionalism in its network development (Brewin and Verton 1998, 1). John
Gilligan, the Air Force Chief Information Officer from 2001 to 2005, noted the Air

Force’s problem with the large number of independent technical communities developing
their own unique IT systems and networks within the service. Many bases hademultipl
wide-area and local-area networks supporting connectivity requiremestseiafic,
independent organizations (Gilligan, 2008). Application and infrastructure programs
were not well-integrated nor was there a mechanism to integrate thgsenpsBrewin

and Verton 1998, 2).

Army

The Army moved at a slow pace in accepting the network-centric approach to
warfare (Slabodkin 1998, 1). Through 2001, the Army IT function was decentralized,
with each of its major commands having ownership and authority to develop an IT
infrastructure that met their own local organizational requirements. [Tunded
separately through each command, similar to the Air Force and Navy orgamizati
structures, while outsourcing actions were based on local organization sitérkstgh
Army leadership espoused the importance of IT for its future mission effeetisethe
Army had not yet embraced the role network technology would play in their araaditi
war fighting missions.

The Army was not spared from similar problems faced by the Navy and Air,Force
such as locally configured networks and hundreds of legacy applications without a
standard architecture. Kevin Carroll, the program executive officer of thg'&r

Enterprise Information Systems noted that controlling applications anthgraat
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enterprise software solution was an Army priority, as it had 925 logistitnsysnd 330

personnel systems across the service (Wakeman 2002, 1).

OUTSOURCING THE NAVY¥MARINE CORPS NETWORK

In 1999, the Navy decided to consider private contractors to develop and manage its
shore-based network infrastructure and shift from being an in-house endiagdre
managed system to a procured service. As noted by Dan Porter, the Navy Chief
Information Officer (CIO) during this period, outsourcing was not an autontatice
but rather one reached through a meticulous process where senior leadecsdesntha
Navy discussed IT, network infrastructure objectives and how best to opefagdhalr
objectives (Porter 2008). In-house efforts for network management of shade base

missions were not, however, insignificant.

In-House Efforts at Network Management in the Department of the Navy

Navy- Prior to concluding that private actors were the primary choice to develop
and operate a service wide network, the Navy had developed an in-house network
infrastructure plan, while the Marine Corps had already developed a serdiee-wi
network integrating its organizations both at shore-based and deployed locatlmss. T
Navy led all services in the move to networks through its Information Technolothefor
21% Century (IT-21) project (Brewin 1997, 1-2). Conceived by Admiral Archie Clemins,
then Commander in Chief of the Pacific Fleet, IT-21 defined a standard networked
computing environment based on commercial technology for its ashore and afloat units

(Brewin 1997, 2). IT-21 focused on equipping its Atlantic and Pacific fleetditieion
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ships and ashore with network capabilities, while its shore-based infrastrnactuld be
supported under a separate but concurrent project (Slabodkin 1997).

Rear Admiral John A. Gauss, Commander of the Space and Naval Warfare Systems
Command (SPAWAR), was charged with development of the Navy’s intranet when
taking command in March 1998 (Brewin 1998a, 2; Brewin 1999, 1). He wanted the Navy
to own its voice, video and data networks (Murray 2000b, 3). His network architecture
was based on a series of local area networks linked into larger metropoéitanetwork
where the network was considered a utility (Brewin 1998c, 1). The network procurement
was initially known as the Navy-Wide Intranet, and Gauss wanted his command to
charge the rest of the department to use the network through a fee-foe-servic
arrangement (Murray 2000b, 3).

Both Rear Admiral Gauss and Admiral Clemens initially expected the téavy
build and own its intranet, based on its IT-21 and shore-based modernization program to
encompass all of the Navy missions through the Navy’'s SPAWAR (Murray 1999a, 1).
While Admiral Clemens did not initially envision an NMCI-like contract, ouaet as
senior Navy leaders discussed their options to develop and sustain a secure and
homogenous network architecture across the Navy enterprise, outsourcing thecH se
became the clear choice (Porter 2008). Navy budget and manpower limitations combined
with an organization and funding structure that gave lower organizations a prafeary r
in IT decision making, and questioned the ability of a successful in-house apfamoach
providing and sustaining the desired DoN network goals of a secure and homogeneous

enterprise-wide network (Murray 1999a, 2; Porter 2008).
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Marine Corps- In February 1999, prior to the Navy decision to incorporate the
Marine Corps into a new network project, the Marine Corps kicked off an 18-month $226
million project to develop worldwide, high-speed networks and a new approach to
delivering and managing network services through its Marine Corps Eneeaigork
(MCEN) (Verton 1999d, 1). The MCEN was a global plan to upgrade base
telecommunications, network infrastructure and a new regional servicesptdimat
would establish eight networked self-contained intranets (Verton 1999d, 1). Debra
Filippi, deputy chief information officer for the Marine Corps during this period, noted
that the service developed its strategy in harmony with the Navy by emipthei
Navy's IT-21 standards, which provided a common computing environment based on
commercial products for Navy systems on ships and on shore (Brewin 1998d, 1). By
2001, the Marine Corps was well ahead of the Navy in developing a standardized
network across their internal organizations. The MCEN was operational andrihedMa
had merged their garrison and tactical command, control, communications, computers
and intelligence systems to integrate communications across their sapgaperational

units (Murray 2000b, 4).

The Navy’s Pre-NMCI IT Environment

Prior to Dan Porter becoming the Navy CIO, the Navy began a process to aesig
integrated IT network across the Navy enterprise as if it was desigfiam start-up
with seventy of its smartest engineers and technologists (Porter 200&). be@oming
the Navy CIO, Dan Porter noted how the working group’s vision and design for a

homogenous Navy IT network, accounting for the growth of both network and Internet
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technology, had created excitement and interest with the Secretary ofvthardaother
senior leaders (Porter 2008). Though the Navy’s future IT network had a vision a
design, it did not have an operational implementation plan.

The Navy established a working group of 75 to 150 senior executive civilians and
flag (general) officers to look at operationalizing and implementingetitesrprise-wide
network at the earliest possible date (Porter 2008). The group was led by Adroimal A
Clemens, the Pacific Fleet Commander, who saw the importance of IT to thenbeypa
of the Navy and was the key driver in establishing the Navy's IT-21 program for
outfitting the Navy’s fleet with technology. He was joined by other key Nageles to
include the CIO Dan Porter, Assistant Secretary for Research, Develogmaent
Acquisition H. Lee Buchanan lll, and the Assistant Secretary fonEilaaManagement
Charles Nemfakos to create an operational plan (Porter 2008). Over the course of one
year, the group met periodically, examining issues such as how to get tbucfrae
established, who should do it, and how to manage manpower and costs (Porter, 2008).

From a manpower perspective, the Navy had a workforce that performed IT
functions, but senior leaders were concerned they did not have the right balance of
expertise to develop and sustain their envisioned network. The cost constraintsdappeare
to be the central factor in the leadership decision to outsource their network. Tok cos
establishing the envisioned enterprise network appeared to be approximatly $1
billion. The Navy decision to outsource the network was less about the private sector
being able to do the job cheaper, but more closely aligned to a lack of funding. The Navy
had not programmed for an enterprise network, leaving organizations to use operations

and maintenance and base operating funds to pay for their IT capability ¢0Q3.
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Also, given how the Navy’'s patchwork, legacy-based network infrastructure was
developed and managed in a decentralized environment, Navy leaders did not think they
could establish their new network solution through an in-house implementation (Porter
2008). As noted above, there was an uneven implementation of network architecture
across Navy organizations with little probability of changing to an in-house
implementation, no matter how articulate the new network plan was conveyed. Funding
for the network was through local dollars, where leaders subjectively weighedketwor
requirements against their functional mission, that was always going to dfeea hi
priority than the network (Porter 2008).

Navy leadership began to see outsourcing as a more realistic optionakgpeci
considering their interest in having the network created immediately undedesiga,
with one provider accountable for maximum performance at the desktop acrossyhe Nav
enterprise. Using a contract mechanism that treated IT as g tiiéitiavy would buy
IT as a service, similar to energy and water. In 1997, the DoD launchedtys util
privatization initiative (DRID No. 9) (Renshaw 2002, 1).

Utility privatization is the sale of government-owned on-base utilggridution
systems to a private entity that will operate the systems and providessittiges to the
base’s buildings and activities (Renshaw 2002, 2). The contractor buys the systems a
is responsible for their operation and maintenance(Renshaw 2002, 2). Using this
approach, the Navy didn’'t need up-front funding to build a network, as it would be
bought and provided for by a contractor who would lease their IT infrastructureester
the Navy (Porter 2008). Though this contractual approach for buying utilities had neve

before been utilized in the government for purchasing IT, Navy leadersiepdukthere
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was no reason to consider IT any different than existing utilities used oladgriducting
business.

In the private sector, interest in IT outsourcing largely resulted frdmftars
business strategy in which companies abandoned diversification stratefpesiston
core competencies (Lacity, Willcocks, and Feeny 1996, 13). The Informatiteantdys
(IS) function was considered by IT directors, such as Henry Pfendt at Kodakiand El
McNeil at Southland, as a commodity service that was best managed by a large suppl
(Laity and Hirschheim 1993, 73). Many leaders in the commercial IS argaa beview
technology as a non-core commodity or utility as compared to a system o#ering
business advantage. In the private sector, efforts at harnessing IS gseéitoan
weapon shifted to providing IS services at the lowest possible cost (Laityir@etiéim
1993, 74). Utility services were more efficiently acquired through spesialiendors
who could achieve economies of scale, allowing executives to focus on nurturing their

company’s core competencies (Laity and Hirschheim 1993, 74).

The NMCI Project

Navy leadership did not consider its shore networks as a core part of the their war
fighting mission, but as a utility, similar to the private sector categton of IT
networks, giving the department the ability to compare and leverage cégmbilth

private sector IT experts (Munns 2003)The Navy decision to consider outsourcing its

3 The Naval shore establishment includes facilieg activities for repairing machinery, electronics
ships, and aircraft; providing communications calftas, training, intelligence, meteorological fgut
and medical support; storing repair parts, fued mnunitions. It consists of the Naval Sea Systems
Command (which includes shipyards), Naval Air sygggeCommand (which includes aviation depots),
Space and Naval Warfare Systems Command, Navy meksGommand, Naval Education and Training
Command, and the Office of Naval Intelligence (G2@D6a, 7).
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network infrastructure operations, central to facilitating communicatiassail
organizations of the service, was groundbreaking, as nothing of this magnitude or
significance had ever been initiated within the DoD. Warren Suss, a telecoratrami
consultant, described the structure of the Naval Intranet as an enormousfondnge
Navy. The massive scale of the project would present potential bidders with gballen
they have rarely encountered before in the federal arena (Brewin aot Y889).

The NMCI system aimed to encompass the Navy’s Information Technolothefor
21% Century Project and the Marine Corps Enterprise Network to achieve an end-to-end
capability across the department for both shore-based and afloat uniten(Bnew
Verton 1999). The NMCI system would consist of a single, secure, enterpdse-wi
network to support the Naval and Marine Corps shore establishments and tie them to the
forces at sea by interfacing with the at-sea network. The initial platoviag 360,000
onshore desktops into one seamless and secure intranet, sharing voice, video and data
systems (Jordan 2007, 1). The NMCI would replace more than 1,000 diverse legacy
networks of the Navy and Marines across 28 separate commands, and elimihate loca
control of networks.

The Navy initiated the NMCI project in 1999 and the contract was awarded to EDS
on October 6, 2000, valued at $9.9 billion, including a seven year base and three year
option that was exercised in March 2006 (Jordan 2007, 3; Perera 2009, 1). It was one of
the largest desktop outsourcing, seat, contracts ever carried out, and thdddeyabs|T
contract ever awarded (Jordan 2007, 3). With NMCI, the Navy gave EDS a mandate to

supply IT services to 700,000 onshore users, mostly in the United States (Perera.2009, 1)

GAO. 2006b. Information Technology: DoD Needs ts&ne That Navy Marine Corps Intranet Program is
Meeting Goals and Satisfying Customers: GAO.
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EDS was responsible for managing and operating the system, which included providing
all IT hardware and software, operations, training, maintenance, and sygigmdes,

while the Navy was charged a fixed monthly price per desktop system (seaghibut

the life of the contract, consistent with EDS meeting specified servids [@eedan

2007, 3).

THE AIR FORCE AND ARMY NETWORK MANAGEMENT APPROACH

Air Force

The development and management of IT in the Air Force paralleled how the Air
Force organization structure evolved, where the primary focus of responsiaitity
centered at the HQ Air Force level, as opposed to the Navy where lower level
organizations were responsible for their IT capability and serviced&ill2008).
Initially, through the 1980s and early 1990s the Air Force wing level of orgamzati
(lower level) had much autonomy and was the center of power for outsourcing and A-76
competitive sourcing actions (Gilligan 2008). As the nature of how the Air Force
executed its war fighting mission changed with the introduction of the Air Exqealy
Force concept for deploying forces, the focus on the wing as the primary sourcesof pow
shifted to the base, then to the command, and finally to the HQ Air Force level, due to the
priority placed on standardizing and rotating war fighting units and resourcedutieinc
IT, in the war zone and across the Air Force enterprise. IT evolved into anagdagt
and-play capability, where the war fighter, regardless of unit, could brinngctimeputers

to a deployed environment and have instant network capability (Gilligan 2008).
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Air Force leaders recognized that their IT network would be a centraéstan the
service’s evolving war fighting mission and defined it as a core capabllite
characterization of the network by Air Force leaders provided a fundamdfeemite in
the nature and extent of network outsourcing, as compared to the Navy. The Navy
characterized its shore-based network as a utility, where it atterogdteg tT services in
the same way it bought energy products. The Air Force characterized itslhasia
weapon system, core to its mission. The Air Force CIO, Mr. John Gilligan noted tha
defining IT as a weapon system, Air Force leaders were trying smsetpectation of
rigger/discipline for managing IT, as with a weapon system, and that therketas
part of the war fighting effort, as well (Gilligan 2008).

The Air Force justified the core nature of their network based on their mission,
which called for personnel to use a common network for both deployed and home base
operations. In order to allow deployed service personnel to connect to other military
agencies and organizations in support of the wartime mission and their home base
network, the Air Force saw the need to treat their servers as a weapon sysiesasify
and manage them centrally while retaining blue-suit or uniformed (in-housépps$n
communications and network operations (Murray 2002, 1; Temin 2002a).

The distinction between the two networks is significant, as the Navy network was
characterized as a commercial entity having the opportunity for IT cdmpetourcing.
As noted earlier, the Navy’'s essence was fundamentally captured in aitiexpey,
forward-deployed culture that was central to defining its wartime amssas opposed to
shore-based activities central to the NMCI. The Air Force network was axherently

governmental function with limited outsourcing potential. By controlling the
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development of its network infrastructure, Air Force leadership maintainaalti-
billion-dollar IT budget and skilled personnel with the technical capability to bndd a
maintain its network infrastructure worldwide.

Air Force officials noted that they were unlikely to outsource many of the bltie-s
and uniformed positions in communications and network operations because of how
critical they were to war fighting (Temin 2002a). While Navy commurana
personnel, deployed at sea, were critical to the war fighting mission, mare¢sased
communication facilities were manned, in part, by non-IT type sailors whe lvedween
sea rotations, due to the indirect role of shore based missions to the Navy wag fighti
effort (Porter 2008).

Senior leaders across the Air Force shared a similar message ibidggtwe vital
nature of networks in supporting the Air Force mission. In 2000, USAF Lt. General
Harry Raduege Jr., director of the Defense Information Systems AgelttA)(Dvho
managed the National Communications System, suggested that IT netveogks w
weapons providing command and control and information, an intrinsic element to
winning wars (Walker 2000a, 1). USAF Brig. General Bernie Skoch, princigetdr
of DoD network services for DISA under General Raduege, underscored the importance
of networks as the lifeblood of the military, similar to supply lines, air bridgéds
shipping lanes (Walker 2000a, 5).

An NMCI type network infrastructure and service was not appealing to AieForc
leaders. In December 2000, General Patrick Gamble, Commander of PacHar#es
noted that despite being a topic of interest among fellow four-star genleeadsy Force

rejected a service-wide procurement of desktop outsourcing (seat mamigleecause it
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could compromise combat capabilities (Murray and Seffers 2001, 1). ColonehWillia
Cooper, the Air Force director of missions, noted that the Air Force had not coméoclos
considering an NMCI approach since the Air Force relies too much on fixezhstads a
whole, to perform its mission (Murray and Seffers 2001, 1). In 2001, Colonel John W.
Maluda, director of communication and information for U.S. Air Forces in Europe,
identified IT as being at the heart of information superiority and ré&ggthe Air Force
position of managing its IT infrastructure as a weapon (Freeman and Suzioladt
214). The Air Force established and controlled its service-wide network using a
combination of in-house and contracted resources.

The Air Force was receptive to some IT outsourcing so it could use its uniformed
and government civilian IT personnel in network-centric war fighting posfiboth in
the U.S. and abroad. However, its primary objective when initiating a consolidated
network approach in 2000 was to retain control of its in-house network capability and

related IT personnel experience.

Army

Network and information technology had their roots in the Army at the local level
supporting primary missions with no central governance authority. During theomi
late 1990s, IT outsourcing became more prominent throughout the Army based in part on
local units being decision-makers for A-76 activities and IT not being coadigeart of
the Army’s traditional conventional wartime activities. Organizationeased their A-

76 activity and subjectively considered activities such as IT and other suppcrbhs
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for competitive sourcing and contracting. IT activities did not compare equidfly
operational activities such as infantry, armor and artillery.

James Buckner, Materiel Command’s Chief Information Officer, noted that ma
organizations in his command had begun plans to outsource PC operations as the
command was deciding on an additional 57,000 desktop PCs to outsource (Murray
20004, 1). Coinciding with plans to outsource PC operations were A-76 reviews at 62
Materiel Command locations to determine whether 2,000 civilian jobs in the information
management area could be outsourced leading to addition desktop PC contracting
decisions (Murray 2000a, 1).

In 2001, as technology became a key enabler in the Army war fighting earor
Army leaders set upon a strategy to centralize their IT management atedacre
governance structure for its network, similar to the approach taken by the éér For
(Onley 20014, 1). The Army’s Chief Information Officer (ClO), Lt. Gen&wetler
Cuviello, noted how the Army was getting all of its leaders to understand thatthe
only one enterprise responsible for Army IT (Onley 2002b, 1). The Army teattats
systems management at about two dozen major commands under the CIO’s office (Onley
2001b, 1). The Army’s IT transformation was driven in part by Navy's NMCI, asigade
recognized the need for modernization and an enterprise approach to IT from the top to
the bottom of the Army organization (Onley 2001a, 2).

Unlike the Navy, where the EDS contractor developed and standardized the NMCI
infrastructure, the Army, like the Air Force managed its IT transfoomat-house,
beginning with a consolidation of its systems into a single service-widegasée The

Army did not see the benefit of creating and outsourcing an NMClI-type syist@®02,



224

when asked whether the Army would follow a similar path as the Navy, Carretl not
that they were not ready to outsource their entire infrastructure (Wakeman 2002, 1)
Carroll suggested that a combination of fear of being tied to one prime contract, losing
the benefits of competition, and the Army’s belief that IT was a core functisupiport

its missions were factors that made the Army hesitant to follow the NMGéim
(Wakeman 2002, 1). The evolving development of IT and networks and increasing
significance and integration in mission execution was central to networig bei
considered a core capability. Similar to the Air Force, the Army instadlaetwork was

integral to global activities and its wartime missions.
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CHAPTER TEN

ANALYSIS OF SERVICE IT NETWORK MANAGEMENT

The disparity between the Navy, Air Force and Army in establishing te&ionk
infrastructures is considerable despite the commonality of the network ancthione
each service to have interoperability in support of war fighting missiond)g8CiS
vision. As discussed in Chapter Nine, IT implementation was initially dedized to
local organizations that created several competing network architecttinetispiarate
software and security problems. Yet, service leaders recognized théonee
homogeneous network in their respective organizations and took different paths towards
that objective.

This chapter evaluates the effectiveness of each of the three framéworks
explaining the outsourcing behavior of each service towards their networkrunftase
management and development. Understanding why the Navy chose to launch the larges
network outsourcing effort in DoD history compared to the Air Force and Armypagipr
of maintaining control of their network capabilities offers further insight irpagning
the DoD outsourcing phenomenon over the past few decades, and why contractors have
been incorporated into service missions and its impact on public interests. M#hile t
chapter evaluates the methods that services used to provide IT network tepatibid
overall findings point to the importance of organization factors in explaining oaiisgur
behavior and actions. In each service, outsourcing decisions were based on fdctors tha
included whether the network was a core capability and integral to an organgation’

primary mission, budget, budget authority, and the extent of in-house expertise.
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STRATEGIC EFFICIENCY
In this section, strategic efficiency will be evaluated to determingitffisance in
explaining NMCI outsourcing by testing the hypothesis that DoD leadersadineatad to
maximize mission effectiveness by getting the greatest valuégogsm military, DoD
civilian or private contractors at the most competitive cost. I'll provide écapir
evidence to support or refute the hypothesis. Within the private sector, in thpagady
the IT boom in the late 1980s and early 1990s, many practitioners, academics, and
consultants advised executives to outsource information systems (1S) setvices w
expected savings ranged from 10 to 50 percent off their IT expendituresdhdity
Hirschheim 1993, 73). Noting the effects of IS outsourcing in the healthcare industry,
outsourcing vendors took over all information systems functions, similar to an outside
company managing a food service or laundry (Laity and Hirschheim 1993, 73).
At work in this framework is a cost advantage calculation constantly evaluating
where efficiencies can be found. They will attempt to get the greatesbledd
benefits at a competitive cost. Outsourcing can be a viable DOD strategyhehsost
of having a contractor perform an activity is less than the cost of having an in-house
resource perform the same activity. Yet, its usefulness is also affgdtieel type of
transaction/outsourcing activity and whether its potential hazards canigatedtwithin
the private sector. The initial assumption is that service leadersiareatand they seek
to reduce their costs and maximize the potential from both public and private resources
accomplish their objectives. Yet, because of their bounded rationality, allesompl
transactions are unavoidably incomplete and parties will need to adapt to unauaticipate

disturbances that arise by reason of gaps, errors and omissions in the origiaat contr
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(Williamson 2002, 174). As noted by Williamson, replicating public administration of
defense related activities by a private firm will not be successfillig#ison 1999, 332).
Implicit in a strategic efficiency explanation of outsourcing is that peiaators can
perform public services equally good or better than public employees at a itmmpet
cost. We can expect to see the service leaders seeking private sectoorpeavridd
the network services when the government cost of providing each desktop service
increases as compared to private sector costs performing a simil@oriuli¢hile an
organization may have marginal financial gain and newer resources from owg@urc
particular capability or service, the gains are counterbalancedybg@arased risk that
occurs as a result of contracting an activity. The theory predicts thatticesavill
outsource their network/intranet capabilities when they can save monegrdimlie to
meet mission objectives. Inefficiencies resulting from assumed riskaarghttion
costs hazards did not appear to be measured in the organizations competitive sourcing

decision making process.

Navy

In this framework we expect to see the Navy utilizing a rational prooelssost
advantage calculation to quantify costs for its network capabilities, anthdwste
whether costs for outsourcing are comparatively better than providing Weesar
house. Strategic efficiency suggests that if the cost analysis of prothditNnMCl
service through the private sector provides a lesser degree of savingsripanable in-

house resources, there is less likelihood of the private sector being chosepa®ddm
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a greater degree of savings where the private sector is likely to bedodfeontract for
service.

Strategic efficiency does not appear useful in explaining the Navy'sINMC
outsourcing process effort for its shore based network, as cost efficidmoiaght
consolidation were not realized and the overall risk to the Navy was argueatgrgihan
the benefit. The complex nature of the transaction led to disturbances and maégcie
arising from gaps, errors and omissions in the analysis and ex post governance of the
contract. The Navy evaluated single and multi-vendor approaches througbrghs of
market research and determined a single point of contact (whether it be in-house
organization or vendor) for accountability and responsibility was critical teonket
viability and cost-effective. Centralized control through a single point of doméec
achievable through in-house resources, as demonstrated in the Air Force. kltveeve
Navy environment proved more challenging and difficult. Due to the limited robheof t
CIO to direct and enforce change and the cost burden to lower echelon organizations for
making network changes, it was unlikely that an in-house solution would be effective.
Units had great latitude in IT purchasing decisions, while enforcement of htsaspant
their budgets was not practical or effective as demonstrated in earlier g ttive
sourcing activities. In addition, The DoN had not programmed or allocated additional
financial resources to create an enterprise network (Porter, 2008).

Outsourcing the Navy and Marine Corps computer networks into a centrally
managed, single, secure, enterprise-wide service was not as coshefifcsome had
expected. Financially, while it appeared negligible that NMCI wadtarkaollar value

than an in-house solution, the overall cost to the Navy for their NMCI network
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architecture was greater. In a 2002 study conducted by Booz Allen Hamilton, the
average cost per desktop computer system before NMCI was $3,545 per year, while the
cost of an average NMCI desktop computer system was $4,179 per year (Dorobek
2002)"* While the NMCI cost was 18 percent more, the NMCI computer system cost
included capabilities not available in the pre-NMCI network environment, including
interoperability, regular technology refresh and compliance with secynisades
standardized across the network (Dorobek 2002). When taking these costs into account
in the pre-NMCI environment, desktop computer system costs increased to $4,286, two
percent more than the NMCI computer system cost (Dorobek 2001). This appeared to be
an insignificant amount of savings to be a factor in choosing a private actqylémment
NMCI and outsource the network operations and support activities.

In addition, while the difference in cost for computer systems appearediloleglig
the NMCI customer support environment appeared more costly than the pre-NMCI
environment. In the NMCI environment, Navy network users were charged for customer
support (Porter 2008). EDS offered a menu of customer support options where
organizations paid for a particular level of support. These costs did not appear to be
factored into the computer system cost. In the pre-NMCI network environment, eustom
support was integrated into the services provided by in-house personnel.

Funding for legacy computer systems from the pre-NMCI environment that were
required in combination with NMCI, due to technical difficulties with mergheg t
systems, was an additional cost not included in the NMCI contract or competitive

sourcing costs. These costs ran into the tens of millions of dollars. Other ffastl di

" Desktop computer system costs included all sofwsecurity, network management and customer
support.
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to quantify included project management risks. The DoD had minimal experience with
this type of desktop system outsourcing arrangement. It had never been tretdcobye

the DoD and the initiative did not fit into the standard DoD acquisition program oversight
format (Dorobek 2002, 2). Scheduled delays were likely and produced increased costs
that were not factored into cost-effectiveness comparisons.

Finally, in looking at DoD utility privatization, in general, privatizetiprograms
generally increased military utility costs well above historica¢le because the program
leverages private sector capital to achieve utility system improvent&A 2005a, 34).
To pay for these improvements over time, the GAO suggests that DoD’s funding
obligations are likely to increase, not decrease, by hundreds of millions of doitérs, a
that operations and maintenance budgets will need to be adjusted as neces®ary (GA
2005a, 34).

The 2002 GAO review of six agencies using desktop computer system
management approaches for their IT management (not including DoD) ewitizdt
agencies did not perform sufficient up front analyses of the baseline and projeste
and benefits, similar to the pattern set by the Navy’'s NMCI action©(@&@02a, 3).

This resulted in agencies being unable to determine whether they wereraghievi
expected costs and benefits.

The Navy had a limited approach to establishing a baseline of productivity for
internal services before making the final sourcing decision (GAO 2003b, 36)ts For i
baseline, it performed an analysis at sample representative locattbrediad upon their
Year 2000 inventory without including an assessment of the DoN'’s vast amount of

diverse legacy applications (GAO 2003b, 36). The Navy determined that it had
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substantially underestimated its legacy applications from an initialgbianeof a few

thousand to at least 100,000 (Jordan 2007, 6). This contributed to increased costs and an
extra year to the transition process expanding from 2.5 to 3.5 years (GAO 2003b, 36;
Jordan 2007, 6). The exclusion of tens of thousands of legacy systems from the DoN'’s
decision making process was an indication of a more general pattern of tadsadal
requirements when choosing to outsource and award the network contract (Jordan 2007,
2).

The Navy also accepted a level of risk in its NMCI decision that appeardd muc
greater than the potential beneffsInitially, risk was increased with the Navy’s
inconsistencies in its competitive sourcing approach. Navy decision-smaker fully
understood the magnitude of the effort required to carry out implementation of NMCI
(Jordan 2007, 6). The GAO concluded in their 2000 report on NMCI that the Navy
developed and issued its request for proposals without developing a formal analysis of
program alternatives nor completing a business case analysis to detmmpyropriate
acquisition strategy for the intranet (Li, Brock 2000, 2-3).

The Navy'’s financial plan for funding the network leasing arrangemeonegr
shortsighted and incomplete. Congress was not pleased with the Navy’'s decision to use
utility privatization for its IT network without getting congressional appt. Congress
also received conflicting, vague and unsupportable funding data on the NMCI program
that put the program at risk (HOR 2001b, 296). The cost of the system ranged from $6.9
billion to $16 billion over 10 years and the DoN’s plan to redirect operations and

maintenance funds from both the Navy and Marine Corps, already earmarked foT other

" It's argued that increased risk could translatim¢oeased costs if problems or delays resulteuh fiee
risk factors. Thus, the greater the amount of, tis& greater the potential cost for the service.
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systems, was unacceptable to Congress. It was not a stable fundingceasidering
the growth of legacy systems and the incomplete nature of identifyirgpalrements to
support the vast network with at least 350,000 users.

Program management added an additional layer of risk, as the Navy appeared most
interested in appeasing DoN organization leaders when establishing the NMCI
management. The Navy created multiple leadership roles split betwesnestities
across the Navy and Marines that were in opposition to documented best practices from
the private sector, which stressed the utilization of a single prograna affccmanager
able to direct actions across the entire agency (Rozier 2002). Due to tivelyesiuort
life cycle of IT, the large and diverse leadership structure introduced aasecr
element of risk when making timely decisions and actions regarding ongoing
configuration management and IT upgrades to meet contracts servicageahents
was problematic. IT was more efficient under a single leader and Cesugesed the
Navy to establish an NMCI directors office in February 2002 (GAO 2003b, 41).

Finally, the scope of the NMCI system invited considerable risk for thg.Néne
transaction hazards were considerable and appeared to outweigh anyosftilcadt
would be gained from utilizing the private sector. The system was the backbone of the
shore-based communication infrastructure, supporting 700,000 users (Perera 2009, 1).
The Navy was relying heavily on the system for facilitating dailyrmoomications across
the service among both support and operational units. Accepting the option to privatize
the system did not leave room for failure. The Navy did not have many options if the

contractor failed to perform satisfactorily.
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It was unclear as to the type of bargaining position the Navy had if the contractor
failed to perform, considering the contractor owned the network and was the omly gam
in town. In relation to treating IT as a utility, there were no clear procedforéow
military installations would regain ownership of privatized utility systehaoaikl that
ever become necessary (Renshaw 2002, 15). In the case of the NMCI, Navy activities
would be significantly degraded without network operations. Contractor defauld woul
cause an unacceptable communications shortfall. The Navy would have to erther pa
significant financial bill to construct a new network architecture, attéonptirchase the
system back from the contractor, or institute legal actions to reacquingstbms

Dan Porter, CIO of the Navy, noted that the Navy Secretary, along with nzatyy N
leaders, were not focused on the most cost-effective way to produce and support NMCI
They wanted a consolidated and secure network immediately. The mainvebyeasi to
do it right by using the best available resources to standardize operatiossaacros
enterprise network as quickly as possible (Porter 2008).

In comparison to the private sector, efficiencies gained from outsourcingriketw
appeared to be diminishing. In a 1997 survey by Deloitte and Touché of 1,500 CIOs in
the United States and Canada, 31 percent believed that their outsourcing generated
significant cost savings, while 69 percent where disappointed in their outso@siis
because expected savings did not materialize when long-term contracts dick motcta
account new organization requirements (Washington 1999, 197). Private sector case
studies and analysis demonstrated how IT executives began to realizevihatri®t
homogeneous and could not be easily handed over to a vendor. IT usually compromised

a wide variety of activities and in many cases was felt acrossdbegses of the entire
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organization, integrating product design, logistics, sales and customer geaditeg,
Willcocks, and Feeny 1996, 16).Outsourcing IT was difficult because it wasn’t a
discreet entity and vendors did not always understand the implications that IT had on

other business processes (Lacity, Willcocks, and Feeny 1996, 16).

Air Force

The effectiveness of strategic efficiency in explaining the Air Fapggoach to IT
network outsourcing is examined by determining whether cost value infliédncEorce
decisions to retain or outsource its network capability. From a stratégierefy
perspective, the biggest driver toward outsourcing DoD networks was the pdtential
reduce labor cost while obtaining the expertise needed to maintain the systmneeH
General Donahue, who directed Air Force communications during this period, argued
against potential efficiencies from the private sector.

In an effort to retain the in-house IT network capability contrary to thevgsson
that government IT operations were more expensive and inefficient, Generalugona
challenged DoD officials to reconsider the decision to outsource and priMatize
functions. He stressed the view that government employees were vetiveféd their
jobs and cost savings were not guaranteed with the private sector (Freeman arith Sudda
2004, 210-211). He argued that the private sector was actively recruiting niflitary
professionals (Freeman and Suddarth 2004, 214). While there could be cost savings in

some areas of outsourcing IT, he noted there was no guarantee that pricatirsec

8 Based on results of case studies by Mary C. Lakcéglie P. Willcocks and David F. Feeny, “The \@lu
of Selective IT Sourcing” Sloan Management Revi8mpring 1996; and multiple-case analysis of fourteen
Fortune 500 service and manufacturing companigddbad outsourcing decisions in Mary C. Lacity and
Rudy Hirschheim, “The Information Systems Outsmmgd@Bandwagon” Sloan Management Review, Fall
1993.
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would offer greater IT expertise or do a better job (Freeman and Suddarth 2004, 214)
He suggested that the Air Force had no intention on simply outsourcing jobs on a one-
for-one basis to replace a $50,000-a-year enlisted man with a $150,000-a-yeararontract
(Brewin and Verton 1998, 2).

Donahue questioned why the DoD would pay contractors to provide the same
service for up to $150K per year when DoD paid $35K to $60K a year for its IT positions
(Freeman and Suddarth 2004, 210). Donahue’s figures did not factor in other costs
associated with government salaries. Yet, a 1997 RAND study of five Doliastthat
had been outsourced on actual costs of implementation versus expected cost cited during
the competition found that cost-savings, if attained, may not be as significaipeateel
due to discrepancies in the competitive process having an adverse affect on the
government in-house bid (Freeman and Suddarth 2004, 2167211).

Confirming the findings in the RAND study, Colonel David Schreck, former
Deputy Director of Communications and Information at the Air Force Space Guinma
noted in 2002, “After several years following A-76 competitions and a blue-suit
reduction of 65 percent, savings are up to a third less than promised by vendors” (Temin
2002a). Results from previous outsourcing efforts of critical components through A-76
studies produced mixed results.

Considering the nature of the capability and its importance in providing a platform

for communication across the Air Force, the potential hazards and inefficiéoores

" These factors included: 1. Civil service personraisferred to a lower position due to A-76 actido
not take a cut in pay. These costs are not indlwgeen evaluating the costs of contracting or when
calculating the savings generated by outsourcir@ohtract costs increase over time as with the esipa
of the scope of work to be performed 3. Installaitacked personnel with experience in developing
performance work statements and in-house bids AnBthe competitive process, the contractor aed th
government do not use the same labor schedules.cdttractor uses the lowest local Department bbta
(Dol) rates; the government is bound by the Fed&fadie System that tends to exceed Dol rates
(Freeman and Suddarth 2004, 211).
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outsourcing IT were mitigated by retaining control of the network within thé&&ice.
Strategic efficiency was useful in explaining some Air Forceastin relation to using
outsourcing to support aspects of its network operations. In 2003, the Air Force
established the Information Technology Commaodity Council composed of IT leaders
from throughout the service. Their objective was to provide an enterprise approach to
managing Air Force IT objectives through common standards for systéiteature and

IT purchasing (Tiboni 2003, 1). They were the primary source for determimiare the
service spent IT money and the justification for purchases (Tiboni 2003, 1).

The Council helped to dismantle inefficiencies, throughout the service, stemming
from independent IT groups that had created local networks without a standamd syste
architecture resulting in interoperability, integration and security preblén addition,
the Air Force established Network-Centric Solutions (Netcents) in 2004, a
comprehensive contract with four large vendors and four small businesses used to
purchase equipment and services for standardization and configuration management of
their IT communications infrastructure (GCN 2005, 5; Thormeyer 2006, 1). Netcents
offered the Council the ability to leverage its buying power on IT products andeservi
The Council helped to increase the IT purchasing power of Air Force organgzby
more than 20 percent (Gaylord 2004). From the inception of the Council through 2005,
the Council saved the Air Force more than $34 million (Berube 2005). Outside of the
Council’s ability, in conjunction with Netcents, to leverage IT purchases fdkithe
Force, strategic efficiency was limited in its ability to providesaful framework to
explain the actions of the Air Force to retain in-house resource control and manage

of its network capability.
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Army

The effectiveness of strategic efficiency in explaining the Army’scaagr to
outsourcing its IT network is evaluated by examining the extent to which cest wa
factor in their decision making. The Army and Air Force had similar appre@che
managing their IT networks. In general, cost savings from contractorstiA-Fés
studies did not prove to be the financial windfall that Army officials expecteat. Pr
Army A-76 and outsourcing efforts produced mixed results that did not provide evidence
of clear cost savings or improved performance by using contractors (Allen 2001, 14).

Though the Army Enterprise Infostructure Transformation Program (A&id
Army Small Computer Program (ASCP) were aimed at reducing costs ofiagdii
solutions, cost savings did not appear to be a driver in the Army’s slow approach to
addressing and consolidating its heterogeneous network environment. The Army
maintained control of its network operations and consolidation efforts in-house through
the Network Enterprise Technology Command (NETCOM). NETCOM was not
established to save money but to get soldiers back into units with active migsions b
creating an enterprise approach to managing the network as opposed to diveydesne
(Caterinicchia 2002b, 2). Its decision to use contractors in network support posg®ns
primarily based on its lack of sophisticated technology and technical eg@estis

compared to seeking cost savings.
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Summary of Findings

Navy- Strategic efficiency does not offer a useful explanation for Navy owisgur
effort. Cost savings were not realized between pre-NMCI and NMCI desktepmsys
NMCI desktop systems were arguably more expensive due to the additional cost of
customer service. Costs related to pre-NMCI legacy systems and inggraith NMCI
were not included in projected expenditures. There were also many areasludtrisk t
undermined conditions for a successful procurement, primarily a result of thessNavy
attempt to complete the outsourcing process without meeting all procurement
requirements.

Finally, the Navy accepted a significant level of risk that appearediegrian
potential benefits for its privatized network. The transaction costs assbwaigh
outsourcing NMCI were complex and significant. The market as a governartere
to mitigate potential transaction hazards appeared questionable as the GAGéound t
DoD monitoring and contract surveillance processes unsatisfactory. AccHy#i
option to privatize the system did not leave room for failure, as the Navy did not have a
backup plan and its activities would be significantly degraded without network
operations. Without a backup and not owning the network infrastructure, the Navy had
little to no leverage with the contractor over the price to provide network apesaind
services, especially after the initial lease arrangement expire

Air Force- Strategic efficiency was not significant in the Air Force’s decision
making regarding whether or not to outsource their network infrastructure. TRerde
maintained primary control of its network with in-house resources while utilizing

outsourcing for technical skill sets and areas of technical sophistication nabbevai
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across the service. Strategic Efficiency offered a limited expéemfatr other Air Force
IT outsourcing decisions facilitated through the Air Force Commodity Coumdil a
Netcents that gave leverage to Air Force purchasing power for both good=sndnedss
providing greater value in return for their purchases.

Army- Similar to the Air Force, strategic efficiency was not a useful leexplain
the Army’s outsourcing decision making for its network infrastructure. TheyAr
centralized its network operations under NETCOM, maintaining operational cohtil
network assets while utilizing outsourcing for skill sets and technologipaigication
that were not available in the service. Strategic efficiency offelietitad explanation
for other Army IT outsourcing efforts facilitated through their AEIT ar®IC#® programs

that helped provide reduced costs when procuring IT goods and services.

POLITICAL IDEOLOGY
This section seeks to determine the extent to which political ideology wetma fa
in explaining outsourcing decisions of network IT services. For each senliezalliate
the hypothesis that outsourcing of service network systems is a consequance of
politically conservative Congress and President and provide empirical evidence
support or refute the hypothesis. Based on the nature of the Executive and Coogress f
the late 1990s through 2005, political ideology appears to be a useful explanation for
outsourcing activity.
The political environment surrounding the network infrastructure development in
each of the services consisted of a Republican Congress that was reldgnelly to

outsourcing. Examples include legislation (Clinger-Cohen Act and FAIR Adt) tha
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facilitated outsourcing efforts and the growth of competitive sourcing (AadBjities in
the late 1990s, similar to the period of the Reagan administration.

The actions of the Clinton and G.W. Bush administrations appear to have
supported the neoliberal efforts. These actions included the Clinton administration’s
efforts at increased government efficiency through a reduction in goveramgan
increase of the private sector role throughout the federal government wéimitsntion
efforts and the focus on competitive sourcing; and the A-76 program as a top priority
the G.W. Bush Presidential Management Agenda. The outsourcing of government
services grew faster than outsourcing in any commercial segmentbet®@0 and 2000

(Wait 2002a, 1).

Navy

This section seeks to examine whether political ideology was significant in
explaining the outsourcing of the NMCI system based on the actions of senioncivilia
leaders, appointed by President Clinton, and those of Congress and the Executive. My
findings suggest that while a relatively supportive environment towards outsourcing
existed in Congress and the Executive, there is no indication that a neoliberal agenda
influenced the Navy in its decision making. Rather, Congress was not informed of the
Navy decision to launch the largest IT service contract in government husitdrgfter
the Navy made its decision and chose a contractor (Porter 2008). While senim civil
leadership, Secretary of the Navy and Assistance Secretary of thddd&esearch,
Development and Acquisition, appointed by President Clinton, were significant actors i

the Navy process to establish and sustain the Navy’s desired network &uohjtbere
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was no indication that neoliberal beliefs significantly shaped their actidhs oetwork

outsourcing decision (Porter 2008).

Navy Civilian Leaders

In 1998-1999, 75-150 Navy senior executive civilians and flag officers established
a working group to determine how to implement and sustain their envisioned network
architecture for their shore based organizations (Porter 2008). Key leattergroup
included Admiral Archie Clemens, Pacific Fleet Commander, H. Lee Buch#ean, t
Assistant Secretary of the Navy for Research, Development and Aaqyisitharles
Nemfakos, the Navy's Senior Budget Director and Financial Manager, ancoBan P
the Navy Chief Information Officer. The group had flexibility in deteingrwhether
military, federal or civilian contract workers were the best choice fegldping,
building and operating its shore-based network, since it was not considered a core part of
the Navy’s primary mission (Munns 2003, 1). In comparison, networks on ships had
been considered core due to their integral role in the mission of the deployed vessel. Cor
Navy functions were those integral to the Navy’'s expeditionary (fordrapiioyed)
mission.

In examining whether political ideology was a factor in the Navy’'s detisiaking
process, I'll examine the actions of two key political appointees involved in the
outsourcing decision, Under Secretary H. Lee Buchanan and Secretary ofyhe Na
Richard Danzig to evaluate whether neoliberal ideas influenced the fimsibdeto

outsource the Navy and Marine Corps shore IT network.
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Secretary Buchanan

The Honorable H. Lee Buchanan was selected by President Clinton to become the
Assistant Secretary of the Navy for Research, Development and Acquisittiiaber
1998 and served through January 2001. He was considered one of the founding fathers of
the NMCI (Anderson 2004, 5). Buchanan’s background was primarily in government
R&D, focusing on keeping the military on the leading edge of technological cépabili
(LeBoeuf 2000, 9). Buchanan'’s appointment as Navy Acquisition Executive wasta direc
result of DoD’s effort to increase the pace of acquisition reform (LeB2@00, 9).

Buchanan served as an officer in the Navy in the 1970s where he became
disillusioned with the Navy’s substandard DoD communication systems (M20CHY,
1). Aligned with neoliberal beliefs that private sector actors offeredtguadist and
manning advantages to the government, Buchanan became an advocate for useng privat
industry experts to provide both equipment and services to support Navy objectives.
Buchanan’s main strategic concern was the desire for increased caumyzetd
acquiring the benefits of competition (lowering costs and creatingdeas for doing
business) in procurement and acquisition (Buchanan 2000, 4). Buchanan sought to infuse
the techniques of commercial business management into Navy acquisition jEeBoe
2000, 3). He argued that technological superiority was the Navy’'s long-teraggtfat
success. Yet for too long the Navy relied on their own in-house production for thstir m
critical technologies failing to construct an efficient process for tgrresults into war
fighting capability (LeBoeuf 2000, 6).

Secretary Buchanan'’s belief was that the military was no longer in #feciotr of

development and implementation of IT, as the commercial sector had outpatay mil
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developments in both microelectronics and IT (LeBoeuf 2000, 9-10). In a 2000
interview, Secretary Buchanan noted, “There are technologies such as ectconéts

and most information technologies that are too important, and the Navy can’t risk
developing them in-house because it would take too long and ultimately take the wrong
direction” (LeBoeuf 2000, 11). He argued that these technologies were movingttoo fas
for the Navy to expect to remain competitive with the private sector asrteetale for
technological evolution (18-24 months) for computers and microelectronics was much
shorter than other pertinent time scales such as 10-15 years for acquisition of DoD
systems and 40-50 years for a ship’s life (LeBoeuf 2000, 6). He suggested thatythe Na
needed to follow the example of the commercial industries’, where constashrefy of
technology, routine upgrades, and changing configurations were the norm and not the
exception (LeBoeuf 2000, 6).

Secretary Buchanan supported the Navy’s acquisition of cutting-edge tagiesol
from the commercial sector in areas such as advanced information managgatems
where the commercial customer had become the driver for computer techigiogy.
efficient process of bringing technology into the DoN from the private sectoidebvi
the Navy with the capabilities to maintain technological superiority. dtraiguired an
increased dependence on private sector actors to support, maintain and even operate som
of these advanced systems.

Buchanan argued that “the Navy had to get beyond its preoccupation with sunk
costs, money already spent on systems, which the Navy used all too oftenyo justif
additional funding for systems with outdated technology” (Murray 2001, 1). In a 1999

meeting, Ronald Turner, the Navy’'s Deputy CIO for Plans, Policy, Performance
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Infrastructure, Systems and Technology, noted that Buchanan argued thatythadiav

to figure out a way to capitalize on the huge investments industry was makingyMur
2001, 1). “If we built or bought the things we would need to implement (NMCI), we'd
forever be in the technology upgrade mode in order to keep abreast of the changes that
industry made to hardware, software and communications technologies” (Murray 2001,
1). Dan Porter, the Navy’s CIO noted that about $1.5 billion was spent annually on
maintaining the Navy’s nearly 200 different local area networks without pragluci
increased security or easier network access across the Navyisat@?prter 2008).

Secretary Buchanan was the first to conceptualize an enterprisgavide
combining voice, video and data for the Navy and Marine Corps, and developed the
original contract for NMCI (Onley 2006, 2). Aligned with established IT leaaters
private sector firms like Kodak and Southland, among others, he led support for the
radical strategy to build a mammoth intranet by acquiring systems and netwarks a
service from a vendor, similar to a commaodity, rather than build similar sygkéunsay
2001, 1). He noted that executive leadership had already discussed outsourcing IT
services as the only way the DoN could reduce costs, get a handle on itedihg@ad
provide a secure enterprise network (Anderson 2004, 6).

Ron Turner, Deputy CIO for the Navy, believed there was no organization or entity
within the Navy that was able to provide an end-to-end network across the department
(Lunney 2007, 2). Arguing that the Navy needed to remain focused on its core missions,
he noted that, “laying cables was not the Navy business; it's a function to doing our
business” (Lunney 2007, 2). As noted by the Navy’s CIO Dan Porter, SPAWAR would

have been the lead organization to implement an in-house network architecture.
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However, due to the significant role local Navy organizations had in IT decisikimgn
and funding, it was not deemed realistic to expect local organizations to act in a
standardized manner to create an in-house network solution considering the diversity

their primary/core missions that remained their first priority (P@068).

Secretary Danzig

Secretary Richard Danzig served in both the Carter and Clinton administrations, as
Deputy Assistant Secretary of Defense from 1977-1981, Assistant Sgoffdtee Navy
from 1993-1998, and as Secretary of the Navy from 14 November 1998 through 20
January 2001 (Peckenpaugh 2001c, 1-3). He was an ardent advocate of IT and its
usefulness for the future of the Navy mission (Danzig 2000, 10). With the groundwork
provided by the Navy’s research team envisioning a Navy IT network, along with ke
leaders as Admiral Archie Clemens, Secretary Buchanan and Navp&i®orter,
Secretary Danzig became personally engaged in supporting the creation ofeijpesent
network (Porter 2008).

NMCI was clearly ambitious, being the largest IT service proposal etl@nwie
federal government. In supporting the NMCI project, Secretary Danzig cedhibee
network to a commodity, noting that, “we need to stop trying to create it an (itrane
ourselves and move to buying it like we do our electricity” (Orr 2000). As a commodit
large suppliers in the private sector who specialized in IT servicescaesalered a
better choice in providing resources and expertise to operate and manage invanest ser
than trying to provide the service in-house. Private sector IT providersifetter

infrastructure security, centralized management, interoperability frequent
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technology refreshes and financial savings through central procuremerdrknetw
management and system administration (Orr 2000).

Once Navy leadership decided to outsource their network services, Secretary
Danzig orchestrated a behind-the-scenes lobbying campaign to win over daeh of
constituencies with a stake in the project (Peckenpaugh 2001c, 5). Understanding the
Clinton interest in supporting federal unions, Danzig allayed union concerns ayter the
initially mobilized against the deal for fear of losing jobs. lllustratingacessful
agency-union agreement, he authorized a compromise to let any potentiadgetispl
workers transfer within the Navy or become employees of the contrasignithg
NMCI, Electronic Data Systems Corporation (Peckenpaugh 2001c, 5). The contractor
agreed to pay a three percent signing bonus and 15 percent increase in base pay to any
Navy personnel joining the company along with three years of guarantgéayerant
(Mayo 2001). The NMCI contractor received financial incentives to hire Naihan
workers who performed activities that the vendor will use in the project (Z0OR).

The former Chief of Naval Operations, Admiral Jay Johnson noted how Danzig led the
charge for NMCI both inside and outside the Pentagon (Peckenpaugh 2001c, 5).

Despite some differences among senior uniformed leaders within the DoN on how
the Navy and Marine Corps shore based computer infrastructure should be established
and operated, they chose against Admiral Gauss’ initial proposition of owning the
network and decided to entrust their IT enterprise plan to the private sdwgmamed
Joseph Cipriano, a career government civilian, the program’s executive officee Int
spring of 1999, in what the Navy called a “sweeping shift in its infrastruatare a

management,” Navy officials changed the name of the project from thewdey
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Intranet to Navy Marine Corps Intranet to better reflect the inclusion dfieineme Corps
(Murray 2000b, 1). On October 6, 2000, the Navy awarded EDS a $6.9 billion, eight-year
contract, one of the largest IT contracts in the history of the federal gosetnto

manage the service’s shore-based computing enterprise (Brewin and Verton 1999;
Murray 2000b, 1-2).

As noted earlier, Congress and the Executive expressed interest in outsourcing
commercially available activities in the DoD to support modernization sffdrop navy
officials, however, avoided the use of the word outsourcing in making its announcement,
for fear of political opposition. Considering the size and nature of the outsourcirtg effo
opposition would likely be centered in the government civilian sector with unions and
Congress concerned with potential job losses. Instead, Navy leadership hidlthghte
shift from building and owning its IT infrastructure to buying a service arsihiga
infrastructure (Brewin and Verton 1999). However, Congress, unions and those close to
the process could see that the Navy was involved in an outsourcing effort. Union
opposition never materialized due in part to the effort of senior civilians in the DoN to
allay union concerns and arrange job opportunities within government and through the
contractor.

The contract sold the Navy’s existing intranet infrastructure to EDS, who took
ownership and operating responsibility, while Navy technology workers \ssignad
other high-tech duties aligned with the Navy’s primary missions (Orr 200@)aking
its decision, Naval senior leadership, led by Secretary Danzig, decidelktipatvate
sector was their best choice to leverage the expertise and technologwaneiess

engineer, construct and manage its vast network.
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Challenges to Political Ideology

While the actions of both Under Secretary Buchanan and Secretary Danzag appe
to offer a neoliberal influence on the resulting NMCI outsourcing actions, fattters
appears to negate the impact of a neoliberal agenda as the explanatorfpifaloto
NMCI project. Secretary Danzig’s speech at the Navy War Collegkigtian ceremony
in June 2000 exemplifies his beliefs conflicting with decision making based on
ideological principles. Secretary Danzig appeared to be motivated ibglcnbiased
thinking in planning and problem solving, as opposed to basing actions on ideological
beliefs.

In his speech, Secretary Danzig challenged the future leaders of theéoNavy
guestion their beliefs and assumptions. He emphasized the importance for leaders to
recognize how deeply held values and strengths shape their thinking and decision
making, and that they need to find the weaknesses inherent in those strengtlgs (Danz
2000, 11).

He suggested that the strengths of the Navy professional were commitonents
professional identify, an ideology or commitment to values of the market, demaciéc
the nation-state, and a day-to-day focus on getting the mission accomplished. The
Secretary challenged the graduating class to use their strengtbsesig point to
consider how they thought about issues and strategy, and to debate and look more closely
at their strengths (Danzig 2000, 5,13). The overall context of his message was to not
assume that if A (markets, democracy, etc.) were good, that B (effyciemst-savings,

peace, etc.) and other good things would necessarily follow. His messagedo futur
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Naval leaders was the antithesis of decision-making based on purely iddbtogica
reasons.

The impact of senior Navy uniformed leaders was significant in the NdMCision
making process as well. As noted by the Navy CIO Dan Porter, Admiral Archie
Clemens played a leading role in advancing the Navy's IT enterprisae visayy CIO
Dan Porter noted that, “action-orientated four star admirals from tlle $ieth as
Admiral Archie Clemens, had a voice with the Secretary and Congress veinedisind
respected their inputs” (Porter 2008). Admiral Clemens emphasized the impattance
“doing it right,” i.e., implementing the enterprise IT network in a professiama
effective manner, where outsourcing had become the option of best choice (Porter 2008).
The Admiral’'s actions in establishing IT-21 for the Navy Fleet, and his u#iswpport
for the outsourcing arrangement only reinforced the importance of the land-based
network project to the Navy Secretary.

As opposed to neoliberalism’s call for the reduced size of government, Dan Porter
noted how Navy leadership did not view the NMCI project as an attempt to reduce
positions or cut the budget. An example of this was the Marine Corps concern that the
NMCI would result in troop reductions. The Marine Corps Commandant, General James
Jones, approached Secretary Danzig regarding the inclusion of the Marinbg into t
network and whether it was a sophisticated way to reduce his force structdes (P
2008). The Secretary reassured the Commandant that reductions would not happen, as
Marines affected by the project would remain in the service in war fightisgions

(Porter 2008). Navy leadership wanted the capability provided by a robust, seterpri
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wide IT network as soon as possible, and believed they could not accomplish tliig feat i
was attempted by an in-house solution (Porter 2008).

As noted earlier by Navy CIO Dan Porter, 75-150 senior military, government
civilian and political leaders within the Navy worked as a group in deciding onHeow t
enterprise network would be created and managed. Establishing the primacy of a
neoliberal agenda in the decision making process of these diverse senior |esdeos w
forthcoming and difficult to test. Rather, it was clear that while the $egrand Chief
of Naval Operations (CNO) supported the project, there was concern with graextr
risk involved to the Navy and the credibility of senior leaders (Porter 2008). &kis w
heightened by the lack of communication and coordination between members of
Congress and senior Navy civilian leaders (Secretary Danzig andsdocktary
Buchanan) prior to and during the Navy decision deemphasizing the role of a @oliber
agenda in the decision making process.

The initial unhappiness of Congress with the Navy’s stealth approach to NMCI was
not representative of a partisan neoliberal body. Following their outsourcing
announcement, the Navy spent a tremendous amount of time between 2000 and 2002
explaining their outsourcing decision and proposed network solution to Congress and
their staffs (Porter 2008). Congress imposed several requirements \imite ta
incremental steps and funding over the next few years as the Navy sought tibsprove
solution was legitimate. The Navy and contractor EDS lost nearlyranythee network
development and implementation process due to these requirements, leading to a
financial loss for EDS, where its stock price plummeted, its chairman wasl aunste

bankruptcy loomed (Gilligan 2008; Onley and Wait 2005b). The extent of requirements
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imposed by Congress on the Navy and EDS, along with its partial funding approach and
threats to slash funding were not conducive of a neoliberal agenda as the factary

in shaping the Navy’s NMCI outsourcing effort.

Irregular Procurement Actions

The following section highlights irregular procurement actions that focused on
streamlining and advancing the NMCI acquisition process at an accelpaate The
actions reflected the interests of senior naval leaders to complete theeprentiprocess
without congressional oversight and avoid potential setbacks if the contractingappro
was modified and new funding was required. As opposed to ideological motivations, the
procurement actions are more indicative of organization factors shaping ountgourc
activity. Navy actions represented a quick solution to an unsatisfactonyifbrement,
where the Navy needed a reliable and secure network to accomplish daibjoogera
Factors working against the Navy fielding an in-house IT infrastruatcheded budget
constraints that limited their options, limited IT expertise, and an om@#mzstructure
where lower echelon units were the power center for the Navy’s networkga@tions.

The Navy’s approach to launching the NMCI project was marked by a highly
irregular and accelerated effort that appeared to circumvent the gistalgirocurement
actions for outsourcing an activity. It publicly announced its decision to outsource its
intranet in the summer of 1999, awarded a contract in October 2000, and attempted to
provide a level of initial operational capability by December 2001. The aggress
service established goal, was not the result of specific mission neeBsotk, 2000, 3).

Yet organizations were becoming more dependent on network capabilities for daily
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communications across the Navy, and DoD-wide where increasing secuaithése
threatened the integrity of the information, networks and supporting missions.

In order to avoid delays and congressional budget battles that could have threatened
the project, the Navy chose to skip standard procurement practices, including
congressional review, and requests for new funding for the project in its FY 2000 and
2001 budgets. The system was never tested to determine its viability over in-house
alternatives, the acquisition plan was incomplete and, as noted above, the Nagtedttem
to bypass Congress for funding and approval.

Given these irregularities, a Memorandum of Agreement (MOA) was created
between the DoN and OSD to complete unfinished procurement requirements and legal
requirements of the 2001 National Defense Authorization Act. It requesteadithe D
provide incomplete data on the NMCI system (revised business case analysisoagle
testing and evaluation, compliance with DoD information assurance arcletecaiuser
satisfaction data). Despite irregularities and the MOA request, thediged a $6.9
billion contract with EDS in October 2000 that did not incorporate these requirements

(HOR 20014, 158; Johnston 2000).

Bypassing Congress

To implement the network contract quickly without the necessary funding, Joseph
Cipriano, the NMCI project manager, in combination with Secretary Lee Buthana
(Acquisitions) and Charles Nemfakos (Financial Management) createdtiayear
contract for services to procure NMCI under 10USC.2306G of the federal code,

suggesting that it was an ongoing expenditure for services (Orr 2001, 2). Thestont
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vehicle permitted the head of the Navy to enter into multi-billion dollar ccstfar
certain services without congressional review and authorization (Li, Brock 2000, 8)
Standard multi-year contracts for the acquisition of property greater than 3660 m
required congressional authorization. However, Navy officials argued thad¢any $7
billion intranet contract represented an acquisition of services, not propertyatatig

them of the requirement for specific oversight and authorization (Li, Brock 2000, 8).

Non-Compliance with Federal Law

The Navy procurement approach for NMCI was marked by several other
shortcomings that failed to meet criteria of the Clinger-Cohen Act of 1996, based on a
1999-2000 review conducted by the GAO at the request of the Chairman of the Military
Research and Development Subcommittee. GAO reports have been useful auéhoritat
critiques in studying and evaluating government actions and decisions, such as
outsourcing within the federal government. The GAO review of the NMCI project
highlighted incomplete compliance with the Clinger-Cohen Act. It required thg fdav
provide performance measures, return-on-investment data, alternativesgstaysis,
an information assurance strategy, and an effectives process for nggtiagnetwork
(Verton 1999c, 1).

The report also pointed to the Navy issuing its request for proposals (RAR) for t
NMCI system without completing a business case analysis and testapgitsach. The
Navy's proposed network relied on a set of untried performance measures and iradequat
compliance data to determine an appropriate acquisition strategy and dested le

service (Li, Brock 2000, 2). The Navy was unable to demonstrate the viabilisy of i
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approach and the superiority of its private-sector solution over other alterr{atjves
Brock 2000, 2). Finally, the Navy’s ability to provide large cost savings was
guestionable due to conflicting, vague and unsupportable funding data for the contracted

service, as compared to an in-house alternative (HOR 2001b, 296).

Reaction to NMCI from Congress and the Executive

The initial congressional reaction towards the NMCI project did not support a
neoliberal agenda to advance the role of the private sector in the federal gaviernm
Their initial reaction was a combination of surprise and hostility, followed &agugl
support (HOR 2000b, 346). Congress gradually supported the Navy system, despite
inconsistencies in the procurement process, based on a slow one—to-two yeae miak
approach to show proof of their concept. As discussed in this section, actions taken by
Congress were primarily focused around making the Navy prove it could estalolish a
manage its enterprise network infrastructure, which supported up to 700,000 personnel,
through a contractor. The Executive branch had little involvement in the day-to-day
contract implementation process, and with the approval of Congress supported funding
for the contracts continuation.

In Spring 2000, as expected, Congress reacted with concern and chastised the Navy
for not treating the NMCI like a major acquisition. As noted by Dan Porter, thgdNa
CIO during this period, “Congress was miffed that the Navy did not see fit taheiaf
on their network intentions and thought we were trying to pull a fast one” (Porter 2008).
Dan Porter notes how the Navy did not see it that way, but rather was moving at Mach

speed and wanted to operationalize their network vision in the present (Porter 2008).
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Congress did not appreciate what looked like a Navy shortcut to acquire a argnific
system and capability without going through the government’s financideggder
(Porter 2008).

Specifically, the Navy planned to spend billions of dollars on acquiring IT service
without congressional oversight, or approval and without the specific requirements
established by the 1996 Clinger-Cohen Act (Orr 2001, 1). Congress questioned how the
Navy was going to provide the new funding to pay for its multi-billion dollar ptojec
also, how the service would ensure the funding would not be misused or wasted since the
magnitude of the contract constituted a major acquisition. The Navy did not have a plan
for new funding or cost oversight. Rather, in combination with its creative comdract
approach discussed above, it assumed the NMCI cost would be consistent with
expenditures for its current IT structure.

Throughout a two year period while Congress demanded the Navy rectify its
shortcomings and treat NMCI as a major acquisition, it gradually supported\iis Na
approach to outsource their vast shore-based intranet architecture based on an
incremental process marked with testing requirements to validate the netwigrk de
Congressional actions during this period demonstrated strong oversight andléarvas c
to Navy leadership that Congress would withhold funds if their requirements were not
satisfied accordingly (Porter 2008). The House Committee on Armed Seniicaly
reacted to the IT acquisition by prohibiting the Navy from using FY2001 funds for the
NMCI (and the payment of a long-term contract for comprehensive end-to-end
information services) until supporting documentation was provided to Congress including

specific funding requirements for the NMCI contract (HOR 2000b, 345-346). While the
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House Committee supported the Navy's initiative, they questioned the Nawit\s tabi
provide large cost savings due to conflicting and unsupportable funding data (HOR
2001b, 296).

The Senate Committee on Armed Services’ 2001 Defense Authorization Act Report
recommended that the Secretary of the Navy provide a report to Congress on NMCI
financing and its impact to the existing civilian workforce (Senate 2000, 326). They
supported the Navy’s effort to address their IT problems despite the manipiosies
regarding the effectiveness of the Navy’'s NMCI contracting appr@&amate 2000,

326). The committee encouraged other military services to address their IT
infrastructures in an equally comprehensive manner (Senate 2000, 326). Both the House
and Senate requested the program be implemented in accordance with the@ihmgyer-

Act so that the impact to federal employees be mitigated (HOR 2000a, 145; HOR 2000c
828; Senate 2000, 325-326).

The 2001 Defense Authorization Act authorized a phased implementation for the
NMCI (HOR 2002, 298). It allowed for an initial fielding of 15 percent of the desktop
service units required in the contract, while the Navy was expected to coraptatg t
and evaluation and comply with IT guidelines established by the DoD (HOR 2001a, 158).
The House DoD Appropriations Bill Report for FY 2001 highlighted concerns associated
with the Navy’s actions and still supported their efforts to seek innovative solugions t
their existing IT challenges. The House Committee on Appropriations wasgval
consider the NMCI program outside the normal budget process due to its private sect
(innovative) approach to managing the network (HOR 2000a, 144). The Committee also

directed the Secretary of the Air Force to conduct a study and provide recortiorenda
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comparing different solutions to managing an IT network and how they could be
implemented, including lessons learned from the NMCI effort (HOR 2001a, 159).
Lawmaker support for the Navy NMCI acquisition remained strong in the 2002
Defense Authorization Act, which granted the Navy the authority to order 250,000 more
desktop service units, over half the program, before operational testing afihaldr5
percent from the FY2001 authorization was complete (HOR 2002, 298). Additionally, in
October 2002, with congressional support, President Bush signed HR 5647 extending the
NMCI contract from five to seven years because delays in getting tastmiftture built
as a result of problems converting complex legacy systems (Onley 2082axtension
authorized an additional $1.96 billion for the contract giving EDS a longer period of time
to recoup its investment costs (HOR 2002, 298; Onley 2002a).
Through 2005, the NMCI system was plagued with several shortfalls including
ineffective integration between the Navy'’s tactical ship-borne networks ataydd
DoN forces (an initial requirement of the network), limited communicationsdagtw
some Navy and Marine communities and Air Force and Army networks, a lack of
integration strategy to incorporate legacy networks still prevalent thrat@oiN
organizations, and questionable satisfaction of customers (Jordan 2007, 9—10). Despite
these issues, Congress and the Executive continued to provide funding for the NMCI
system and extended the contract through 2010, adding $3 billion to the contract value

(Thuermer 2008, 1).
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Air Force and Army

Ideology did not appear to be a factor in explaining the Air Force and Army
decision regarding its network management and development. Despite interest from
Congress and the Executive in increasing outsourcing of commerciallynetetaities,
and pressure from the DoD to find savings through competitive sourcing activiges
Air Force and Army chose to retain control of their network infrastructure inehdas
comparison to the Navy, where senior leaders from across the DoN supported
outsourcing the Navy’'s network solution, top leaders in the Air Force and Army did not
voice similar interests, nor did civilian leaders have a similar hands-ooambpas the
Navy, with regards to the network development process.

John Gilligan, CIO of the Air Force during this period, was active in shaping IT
management. As a lifetime government civilian and member of the Senior iZgecut
Service, he worked across several different administrations. He was niicalpol
appointee and there was nothing to identify or distinguish Gilligan’'s ideoldgptiafs or
whether they affected the network related actions taken by the Air Foitbe. Air
Force, the Air Force Secretary and other political appointments (assestegtasies)
with potential impact on IT policy did not appear to weigh in on outsourcing of networks
or how Air Force leaders managed IT resources and potential outsourcing opigsttunit

In the Army, there was no indication that the Secretary or other civilian eader
within the service attempted to use their own beliefs and interests or thosaé&mtbrers
of Congress or the Executive to affect the Army’s approach to establistdrgparating
its IT infrastructure and the extent of outsourcing to support its requirementser,Riaé

Army chose Major General James Hylton to lead the newly created NET@@M
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primary organization for delivering information technology services and topgend

defending the Army’s network (Tiboli 2005, 1).

Summary of Findings

While neoliberal beliefs and ideas were popular in the Executive branch and
Congress during the second Clinton Administration and G.W. Bush Administration, they
did not appear to be causal factors in the NMCI outsourcing project or in therfa@ &io
Army network actions. The Navy process for choosing an enterprise netwatikrsol
was driven by a working group of 75-150 senior leaders that started with the assumpt
that the network would be provided and managed in-house by the Navy’'s SPAWAR
organization (Porter 2008). As noted by Dan Porter, the priority was not to save money
or reduce manning positions, but to field an enterprise network.

Outsourcing NMCI was less a result of political ideology and more atiefieof
organization factors including Navy budgetary limitations and local orgamizalieing
the power center for IT procurement and network development. The Navy’s lack of
coordination with a friendly neoliberal Congress, in combination with a highly innovative
and risk-prone funding approach that appeared to elude congressional review, duygeste
measure of organization expediency and a distrust of members of the House aad Senat
in terms of expecting a favorable review and approval.

While a neoliberal-leaning Congress and Executive appeared helpful in the
passage and follow-on extensions of the Navy’s monumental IT service coihinecst
clear by the tone of Congress and the actions of the Navy that a neoliberal agenda w

not the key driver in explaining the initial outsourcing decision. As Navy anmMiéiaders
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failed to communicate with Congress in regards to the biggest IT outsourcing theal
history of the federal government, Congress appeared ready to withhold requaesl dol
for the network unless the Navy addressed several irregularities and @sstéinc
incomplete data surrounding the network contract (Porter 2008). In addition, meeting
congressional requirements to ensure the network project was capable of supporting
Navy objectives and federal government requirements in the Clinger-Cohéacteced
into funding and support for the network contract.

There was no indication within the Air Force or Army that political ideology
factored into the decision making of leaders in shaping their network development
actions. Both services retained control of network management and operatiomgyprima
with in-house resources, despite efforts of the administration with the support of
Republican Congress to increase competition and the role of the private sector in

performing government activities.

ORGANIZATION FACTORS

By examining the significance of the organization framework in explaining the
outsourcing of network infrastructures in each service, this section will exdheat
hypothesis that organizations are more inclined to outsource activities oot with
their primary mission, when budget reductions impact the primary mission, or new
activities with limited in-house expertise.

The Army, Navy and Air Force represent different service cultures @gsioms. The
expectation is to find each service demonstrating a unique approach to Idrireatgfn

and the development of IT networks based, in-part, on their culture, mission and
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independence/autonomy. | also expect to find the organization framework useful in
explaining outsourcing behavior for the NMCI due to its non-core nature in relatios to t
Navy’s limited budget; and to find limited outsourcing activity in the Air ForaAarmy,

due to the network’s integral role in its war-fighting mission.

Navy

Organization factors offer a useful explanation for the outsourcing of the NMCI,
considering the significant attention and commitment given this non-corediistiNavy
leaders. The shore-based network was considered non-core and thus a candidate f
outsourcing, based on the nature of the Navy mission. As opposed to the Air Force and
Army, naval forces were not considered garrison but rather, expeditionavgyder
deployed forces, fully mobile and ready for offensive actions at all {{Besett 2007,
28). The Navy’'s essence was fundamentally captured in the expeditionewgr,dor
deployed culture embodying individual initiative and freedom of action (Barnett 2007, 28—
30). The Navy's “Sea Power 21,” its strategic concept for tfle@dtury, emphasized
three fundamental areas central to the Navy’s operational effectbveSess Strike, Sea
Shield, and Sea Basing capabilities (Clark 2002 3)he shore-based network was not
integral to these expeditionary, sea-based missions.

Based on a combination of independent variables addressed below including Naval
budget constraints, local organization autonomy in budget execution and IT purchasing
power, senior leaders saw outsourcing as their only method of attaining tteel cetwork

infrastructure without delay. The decision resulted in a rocky transitionals loc

8 Sea Strike is the ability to project precise aatsjstent offensive power from the sea; Sea Skeieiends
defensive assurance throughout the world; and @sm§ enhances operational independence and support
for the joint force (Clark, 2002, 3).
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organizations lost control of their network resources, while new standards and precedure
produced dissatisfied customers.

Within the Navy, lower echelon organizations were the center of power f@andT
network development. As noted by Navy CIO Dan Porter, lower echelon organizations
maintained budget execution control and responsibility for purchasing IT capakiley
purchased IT subjectively based on their mission and developed their own processes to
establish a rudimentary network capability at each organization. Thidigrasdawith the
Navy’s cultural aspect of adaptability, characterized by individual fivéiand freedom of
action(Barnett 2007, 29).

This environment resulted in uneven network distribution and a patchwork
development of IT and networks causing increased security breaches andhdigithe
overall effectiveness of the Navy. Network resources competed againstanadra
requirements for budget allocations. Organizational leaders had aetiestton IT
resources since the Navy did not have a central source selection organ@gbi@ctiring
IT equipment and services (Murray 1999b, 2; Porter 2008).

The vacuum in IT standardization led each major Navy program to compete agains
the others for IT funding and fulfill their own local stovepipe requirements, thatect IT
have and have-nots (Murray 1999b, 2; Wennergren 2003). Once an IT program was in the
budget, organizations were set up to be funded annually to support these programs for as
long as they could be justified (Wennergren 2003). Thus, organization leaders within ea
command dominated the control of IT funds— $1.5 billion for the Navy in 1999. The
Navy’'s budget and organization structure allowed leaders to establisbwimeiT

infrastructures and networks (more than 140) to meet functional mission requsginent
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also had the effect of increasing the breadth, capability and influenceradridpnizations
(Murray 2001, 1). The result was an extensive assortment of different IT sysieng to
the lack of an enterprise network architecture and central IT procurenoeetss (Porter
2008).

Senior Navy leaders faced both financial and organizational challenges in
establishing a Navy enterprise network that addressed security and cotynectivi
difficulties in their preexisting networks. Financially, the Navy did not bufiget new
$7 billion network, and budget autonomy rested at the local organization level where unit
purchases were based on each unit’s operational mission, as opposed to the overall needs
of the Navy. Navy senior leaders were not confident that they could orchestiate a
house solution given their constrained and inadequate budget, and the autonomous
purchasing environment with their organizations (Porter 2008). There was no way for
Navy leadership to ensure effective standardization and development of a heousgen
network given this organization structure and constraint (Porter 2008). Urdiléart
Force, where the CIO had leverage in centralizing and standardizing IT purahdses
network requirements with budget authority, this did not exist with the Navy&d@er
2008).

The problems associated with depending on local organizations to provide the
required funding for the new network were highlighted, in part, by past erpes with
A-76 competitive sourcing practices within Navy organizations. In 1995, the Navy
bought into A-76 competitive sourcing practices and programmed $5 billion in budget
savings from expected A-76 competitions into its future budget (Porter 20083 As

result of Navy organizations not participating at expected levels to fegiciptojected
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financial savings and produce the expected A-76 results, and Navy |epdeishaving

a process to hold organizations accountable to participating and producing peebeex
savings, it did not produce its $5 billion budget savings (Porter 2008). It created overall
budget problems and led to dissatisfaction with the overall A-76 process. It alst toelpe
color the decision making of the Navy leadership team in regards to how the NMCI
would be created and sustained.

As noted by Halperin, organizations are vigilant about their absolute share of the
budget (Halperin, Clapp, and Kanter 2006, 57). Organizations with expensive
capabilities are concerned about budget decisions and the budgeting implications of
policy decisions (Halperin, Clapp, and Kanter 2006, 26). In May 2000, Navy
organization leaders became concerned that the DoN would reprogram part of their
budgets to support NMCI after Congress threatened to withhold money due to the Navy’
attempt to bypass congressional approval and irregularities in their prooireme
requirements. Senior admirals met with the Navy’s CIO Dan Portez,Cheef of Naval
Operations Admiral Donald Pilling, and other officials to discuss the Navy’s
reprogramming efforts and how to pay for its originally estimated $7 billicanatr
(Verton 2000Db, 1).

Navy and Marine Corps commands required $2.1 billion yearly to support their
ongoing network system, higher than the $1.52 billion originally estimated. The Nav
could only account for $1 billion in available assets (Verton 2000b, 1). Exemplifying the
independent nature of organizational leaders, the Navy’s senior group of adragals w
not ready to divest their funds for a new IT initiative. Admiral Vern Clark, Comaliera

of the Atlantic Fleet, told the Navy Secretary that it was unacceptald& to a
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commanders to cut money from their operating forces to pay for NMCI (Verton 2000Db,
2). The Navy found itself in a tenuous situation. Ultimately, the Navy needed the

support of Congress for funding to support NMCI.

Organization Resistance

The NMCI was not an easy sell to its users as it went against the culthee of
military organizations to turn over the reins of internal communications to an outside
industry (Onley 2001c, 1). Additionally, organizational budgets were depleted of
resources once used for IT, and a degree of independence and autonomy was removed
through external intervention. The Navy's deputy ClO, Dave Wennergren, notedsthat hi
biggest challenge was the cultural change within units. He spent muchioféisith
personnel addressing the change, getting buy-in and process reengif\&atkey 2002,

3).

Dissatisfaction became apparent as organizations began to adjust to the private
sector actors developing and managing a new network system. Many orgasinadre
reluctant to relinquish control of their network capabilities due to theiriggow
dependence on them as a primary conduit to support their missions. Many users were
dissatisfied, arguing that is was too costly, that network performance hadrdétel;
and the migration of old applications to the new platforms did not run smoothly, as

acknowledged by top Navy officials (Onley 2003, 2; Onley 2001c, 1).

Part of the organizational dissatisfaction rested with their limited ccantibl

flexibility in the system. Organizations were limited to a partictype of network
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capability and paid for support through the contractor, as compared to the support
provided by in-house Navy personnel prior to outsourcing at no additional charge. While
EDS developed, maintained and serviced the Navy shore-based network, the DoN
provided a menu of both levels of service capability and support options that EDS would
provide to organizations. Organizations chose from these service and support options and
agreed to pay the established price (Porter 2008). For example, there wasstfset ¢
the basic level of service and support required by all units. Increased leverigicd s
and support for organizations that wanted greater capabilities and quicker support for
service outages, software glitches and other problems came at a higheotes2(08).

DoN leaders established a minimum level of service and customer support in the
NMCI contract that all users had to procure, while security was staneid@tcross the
entire network. The NMCI outsourcing contract gave Navy users the opportunity to
purchase upgrades to the basic level of service and support. Some users could have an
increased level of service capability and quicker customer support responsttimes
address problems and network outages than other users in different organizations. This
to some degree, maintained the system of those having the maximum and minimum
amount of IT network support across the Navy. It dissatisfied some personnel igho we
accustomed to a standard customer support protocol facilitating all usersamtne s
manner, when IT was managed in-house.

The IT network management was transformed from a local set of networks to a
common, enterprise-wide solution that affected business processes in allairgasiz
across the service. Users were no longer able to design their own desktopy usenthei

logos, and install their own applications (Jordan 2007, 7). Personnel and organizations
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were required to conform to stringent rules, forego installing personal @jmtis and be
dependent upon enterprise management to load, maintain, and upgrade certified
applications resulting in user dissatisfaction (Jordan 2007, 7-8). For example, the
network/IT help desk process changed from Navy users calling a collocdtedse IT
help desk and getting relatively immediate assistance to callirgicanadized contractor
operated help desk, not collocated, having a much longer service response time (up to a
few days) and a fee-for service charge (O'Boyle 2008). In addition, moving a eomput
from one desk to another required contractor permission and had a service chasge fee a
well (O'Boyle 2008).

Despite the potential benefits offered by a centrally managed netysigas
organizational resistance to the outsourced intranet also resulted in a Blaver t
expected conversion and elimination of legacy systems across the department
Organizations had become dependent upon specific software and network infrastructure
capabilities and were unwilling to relinquish control of those systems until anadequ
replacement and transfer could occur. As of 2005, many commands were still using
legacy networks and applications with no overall strategy to resolve technéctdast
issues and facing contractual problems regarding who would pay for legacyappsic
and the servers hosting these applications (Jordan 2007, 9-10).

The Marine Corps network faced increased degradation by the Navy outsourcing
effort despite initial support from their military leaders. Senior Ma@ingps leaders
initially voiced public support and eager participation in the new system. Despite
language in the House version of the 2001 Defense authorization bill that would let the

Marines opt out of NMCI, Marine Corps leaders had no plans to leave the program and
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planned to begin using it in 2002 (Dorobek 2001, 1). Yet, as a component of the Navy,
and with senior DoN leadership committed to building the intranet, Marine Corps leaders
had little choice but to agree to participate (Onley and Wait 2005a).

There were concerns within the Marine Corps as to the NMCI’s ability to support
their requirements and activities. Navy Colonel Michael Albano, Commander of the
Marine Corps Tactical Systems Support Activity, noted that the Marine CatpgoEise
Network (MCEN) had provided excellent service to all Marine Corps units and it
remained unproven whether EDS could be as responsive to Marine Corps needs as in-
house resources (Murray 2000Db, 4).

For example, the Marines were already using a secure centrarkeontrol
center and standard network architecture with their MCEN, which the Nekgda
(Murray 2000b, 4). In addition, the Marines had merged their garrison and tactical
command, control, communications, computers and intelligence systems in 1997 to
integrate their support and operational units. Outsourcing NMCI caused threeMari
Corps to backtrack in advancements they completed for integrating IT #weoss
missions. Since the Navy contract was only for the shore-based intranet, thedMari
needed to separate their garrison and tactical systems. Instead afaifiitional
efficiencies and savings, NMCI presented the Marines with a new dapaltérensuring
they continued to provide seamless connectivity between both networks (Murray 2000Db,
4-5). In addition, whether the Marine Corps would see a savings dividend remained
guestionable, as NMCI had the potential to cost more than the MCEN and adversely

impact other Marine programs (Murray 2000b, 5).
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In 2004, senior military leaders began to publicly voice their frustration and
disappointment with the system. Lt. General Edward Hanlon, Commanding General of
the Marine Corps Combat Development Command, argued that the slow roll-out and
transition efforts for the system had been rocky and problematic, an@zedtieDS for
not being prepared to implement the contract (Webb 2004, 1). Rear Admiral Anthony
Lengerich, a senior vice commander with the Naval Sea Systems Commamet] vineat
the services would lose their workforces if the Navy and EDS didn’t better mémag
transition to NMCI and produce the same efficiencies that the workforce hae beé
integration (Onley and McLaughlin 2004, 1). Representative Mark Kirk (R-INa\ay
reserve officer, called NMCI “a very customer unfriendly systenggesting that
members were unwilling to discuss problems with NMCI that were widesfDzdely

2006, 2).

Air Force

Organization factors are useful in explaining the Air Force approach to autgpur
and managing its network operations. The hypothesis denotes that new activitieseand thos
outside the scope of an organization’s normal wartime specific mission dyetdike
privatized in periods of budgetary declivghile networking was a relatively new activity
and overall service budgets were decreasing, networks became integrafFoocai
missions and budgets increased for IT and network development. The network was
considered a weapon system where service leaders maintained control and ah inhere

capability.
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Independent variables affecting Air Force decision-making includetetehip’s
desire to keep control at the highest level of the Air Force, limited autondimy wi
organizations, and the budget. Initially, networking was a relatively newtgcti
developing from within organizations as a communications resource and outside the scope
of the Air Force wartime mission. However, unlike the Navy, the Air Farde&ced the
network as a core function, maintaining in-house control of the network infraseaetd
management. The Air Force was also more of a garrison force whereuheafaheir
mission called for personnel to use a common network for both deployed and home-base
operations.

As noted earlier, the Air Force managed its Middle East network operationa from
stateside location for Operation Enduring Freedom and Operation Iraqi Fré@digan
2008). Outsourcing was however used to support varied aspects of network operations, per
the guidance of Air Force IT leadership, in areas lacking IT expeatid for sophisticated
and complex network functions.

Opposition towards outsourcing in support areas like IT showed up at the highest
levels of Air Force leadership. Outsourcing was discussed at the Air Eoroaa
conferences (periodic meetings between senior Air Force servicedeaGeneral
officers and equivalent federal civilians). For example, the formestassiSecretary of
the Air Force for Manpower Reserve Affairs, Michael Dominguez, pushed for
outsourcing in the personnel specialty career fields (Gilligan 2008). Howaldressing
potential outsourcing of established career fields and capabilities Wesltib accept
for senior Air Force leaders (Gilligan 2008). There was a reluctancakimgia very big

change to the way of business with little insight into its long-term impadteofoice and



271

mission (Gilligan 2008). Even if they agreed that it was something the Air Eoude
do, getting started and undertaking the change appeared as a signifadiamge to the
standard operating procedures that some felt were better left alone ((22008). Air
Force leaders were reluctant to give up control of traditional support capalslich as
personnel, communications/IT and logistics.

The influence of senior Air Force IT leadership on organization IT actiwitigs
the support of major command leaders led to the retention of network management in-
house, providing the foundation for developing the Air Force IT enterprise. As dppose
to the Navy where autonomy at lower echelon units was marked by their influghce
independence in budget related activities, the center of power in the Air Force
organizational structure during this period was at the Headquarter (HQ)Thigeivas
facilitated by the growing involvement of the Air Force in expeditiongog igctivities in
the 1990s. The implementation of the Air Force’s Air Expeditionary Force structure
used for deploying forces in support of wartime operations after 2001, moved the HQ
level leadership into direct oversight of their organizations by planning and oleploy
units for activities supporting conflicts in Irag and Afghanistan.

The Air Force Air Staff took a central role in directing IT and network
development. Unlike the Navy, the Air Force CIO was able to centrally budget and
procure IT resources that supported strategic planning and the development of an
enterprise network. As noted by Air Force CIO John Gilligan, he was able totbeec
centralization of network assets in building the Air Force enterprise netwargitg the

chain-of-command approach and giving the responsibility to major commaleidea
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have their subordinate organizations comply with the Air Force CIO’s networktiobe
(Gilligan 2008).

Additionally, despite DoD budget constraints, growing network requirements
provided a new resource for funding as the Air Force received billions of dollars t
support their IT requirements. This was highlighted in 2005 when Senator Carl Devin (
MI), ranking Democrat on the Senate Armed Services Committee, noted tipanidirsy
was one of the fastest growing parts of the DoD budget (Tiboni 2005, 1). In 1996 the Air
Force IT budget was approximately $2.47 billion and grew to more than $6.3 billion in
2005 (DoD 1997, 7; GCN 2005, 5). The Air Force became the first service to request
more than $7 billion for IT spending in 2006 (Tiboni and Brewin 2005, 1). The
significant increase in funding for IT was an attractive feature imtaiaing in-house
control and management of network operations and development. It provided flexibility
and greater choice for Air Force organizational IT leaders responsiblenfsolmating
organization networks and creating an enterprise approach to managing tb mstar
weapon system.

Retention of skilled IT personnel was a key factor for Air Force leagenshi
maintaining control of their IT network capability with in-house resourte#pril
2003, Air Force CIO John Gilligan testified before the House Armed Services
Committee, noting the challenge of retaining IT personnel to support net-centric
operations (Freeman and Suddarth 2004, 208). Yet, competition from higher paying
private sector IT firms, along with the decreasing size of the milicacgfstructure led
to a shrinking of the IT force structure. In an effort to maintain the Air Fonaiitary

and civilian IT professionals for core war fighting IT missions, Air Foraddeship
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began to evaluate commercial-like information technology functions for possible
outsourcing (Freeman and Suddarth 2004, 208).

John Gilligan noted that outsourcing efforts, where appropriate, could help to
overcome the 30,000-person shortfall the Air Force faced in its war fightingpmiss
(Tiboni and French 2003, 1). The objective was to redeploy critical IT skills inghe w
fighting mission and outsource back-end IT operations, such as maintaining networks
through the consolidation of servers into farms at a central network control aeeéah
base (Murray 2002, 2—3; Tiboni and French 2003, 1). The Air Force used outsourcing as
a vehicle to fill voids in its capability and in areas where skilled personmeleither
limited or the skill-set was nonexistent.

In an effort to build a secure enterprise network, the Air Force had begun to
centrally manage and consolidate its network computer servers into lalgsewer
farms, rather than locally maintain them at Air Force locations (Bremdriarton 1998,

3). As noted earlier, this was accomplished from the CIO’s office with implatnamt
directives to each of the major commands. The Air Force was able to avoid mhay of t
problems faced by the Navy because its network reorganization actions wera-done i
house as military organizations took control over all necessary chanem(z008).

Air Force efforts at consolidating their computer servers and networksaartthelizing
desktop computers with consistent hardware configurations across the servicegroduc
an estimated savings of $200 million annually. It allowed service offitciatsove
approximately a thousand personnel in the IT community from administrativeehdck

IT functions to war fighting positions (Tiboni 2004b, 1).
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Air Force leaders could not avoid the DoD’s large scale outsourcing and
privatization effort that began in 1998, seeking $7.5 billion annually for modernization
efforts, as noted earlier (Suss 1998, 1). The Air Force decided to test small sa&fmples
network outsourcing in organizations that did not deploy resources and affect core
mission activities (Murray and Seffers 2001, 1). For example, the Air Forcerdoated
its outsourcing studies on noncombat commands running pilot desktop outsourcing (seat
management) programs (Brewin and Verton 1998, 2). An example of this approach came
in 1999 with a small pilot network at Wright-Patterson Air Force Base, Ohio. \fiaile
Navy was at the beginning stages of competitively sourcing its entire lshsed
network, the Air Force awarded a small desktop outsourcing contract to Fedtral D
Corporation to support 220 Special Operations Forces personnel serviced by a self-
contained network (Verton 1999a, 2). The contract provided a good test bed for the Air
Force to evaluate the support and management provided by the private sector.

In 2004, the Air Force began to consider outsourcing the management and support
of its digital imaging and printing equipment that were not Air Force comgpetencies.

From an organization perspective, outsourcing these functions was aligned with the
nature of the organization, as functions considered external or non-pertinent to its
primary mission consumed resources and personnel that could be used for primary
missions. Organizations were more interested in providing personnel and spending
resources for operations/activities supporting the conflicts in Afgharastd Iraq.

In support of retaining the network capability within the organization, Air Force
leadership continued to make efforts to prioritize networks as a fundamentahelam

their current and future war fighting effort. This was emphasized in the 2004



275

consolidation of three information technology offices ensuring the current andIfliture
projects were integrated into the service’s war fighting operatiaherfil2004a, 1). The
Office of Networks and War fighting Integration provided the Air Fordé tihe

structure to build an enterprise approach and ensure networks and IT policissembale

to support the war fighting effort.

Army

Evaluating the effectiveness @fganization factors in explaining the Army
approach to outsourcing its IT infrastructure, the hypothesis being testat mew
activities and those outside the scope of an organization’s normal wartimecspecif
takings are likely to be privatized in periods of budgetary dechmany of the actions
taken by the Army regarding network management and infrastructure development
paralleled efforts taken by the Air Force in establishing their tWward infrastructure.

This section will evaluate Army actions in the 1990s, when networks were
decentralized, through 2004, when network management was consolidated under
NETCOM and recognized as a core war fighting capability. In 2001, the Army
identified its network as a core capability retaining control over the ol@wvent of its
network infrastructure and the budget associated with it. The Army’s organea
essence was primarily a garrison force that deployed to contingency amdewar
locations as needed. Its early network, which developed similarly to the Nayyrand
Force at the local unit level in a decentralized environment, became integrat to the
operations as networks increased in capability and became a dependent rfesonost

unit leaders. Deployed soldiers used the Army’s global network from worldwide
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locations to communicate and assist in daily operations. It was integsaltarttme and
peacetime missions. The Army, however, continued to use outsourcing as an avenue to
attract skilled IT personnel to fill voids in capability.

IT actions taken by the Army’s Materiel Command represent how orgamgati
across the Army addressed IT when local organizations developed their owrksetwor
2000, James D. Buckner, CIO of the Army Materiel Command, understood the
importance of IT and the network, but saw it as a peripheral function to his orgarigati
primary mission. Though networks were a conduit to accomplishing command
objectives, Army Materiel Command was spread across 40 states and 24 condtries a
responsible for delivering all support and operational requirements to the soldier
(Buckner 2000).

Being responsible for requirements associated with managing a globarkend
its peripherals took manpower and resources away from primary missiongpide r
change of technology resulting in updating IT products every two to three l@ags a
with ongoing maintenance and updates to the network infrastructure wasiméull-t
challenge for any organization. Buckner, like other Army organization ClOsyneckfe
desktop outsourcing contract giving ownership and responsibility of the network and its
peripherals to the contractor (Buckner 2000). The support for IT outsourcing can be
linked to the subordinate role of IT, and it not being the primary objective of his
organization’s traditional mission. As suggested in the private sector and in the Navy
desktop outsourcing had become a convenient approach for organizations unwilling to

embrace the integral role of IT and networks in their primary mission.
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For example, Buckner’s subordinate command, the Army’s Simulation, Training
and Instrumentation Command (STRICOM) had completed a pilot desktop outsourcing
contract for the management of their thousand PCs (Murray 2000a, 1). Litton PRC
Incorporated managed the network and help desk, and took ownership of the computers
while also refurbishing and replacing all PCs while in-house IT persorarelwtilized at
other organizations in core mission activities (Buckner 2000; Murray 2000a, 1).

In 2001, the Army began to recognize the importance of treating networks as core
capabilities integrated into their wartime missions. Key to the Armytsehfralization
and efforts to treat networks as core and war fighting capability wasahgnment of its
IT infrastructure management and control into the newly established NETCO
NETCOM, which had been Army Signal Command, had technical control over the
information management directors at all Army installations. The Armyraoment to
standardizing and controlling its networks was demonstrated in an effort tordtaada
software across the Army. NETCOM established a software-blogkilcy to ensure
that Army organizations ran similar versions of all software (Temin 2002i®ser
actions exemplified the Army interest in managing and controlling its trficiare as an
enterprise and core capability.

Similar to the Air Force Netcents solutions to address IT requirements and
purchases, the Army IT transformation enlisted the assistance of the macadr for
guidance and IT acquisitions through multiple large requirements contracts and vendors
(Wait 2005, 1). While NETCOM assisted with helping to determine candidates for
outsourcing, it was also the focal point for all Army IT equipment and servichgaes,

the Army established the Army Enterprise Infostructure TransfoomafEIT) program
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to reduce the costs of acquiring IT solutions through a selection of contracsonspiort

its IT needs (Caterinicchia 2002b, 1; McCarter 2003, 1-2). The Army also estalthishe
Army Small Computer Program (ASCP) based on the success of the Air Force
Commodity Council to gain benefits through consolidating IT purchases (FCW 2005, 1).

The Army continued to use outsourcing as a vehicle to assist with filling agpabil
gaps in network tasks due, in part, to the reduction in qualified IT and digital
soldiers/specialists. As the DoD force was reduced by more than 30 percent in the
1990s, qualified IT manpower within the Army were sought by the private sethor w
greater salaries than those received within the military, resulting att@gion problem of
gualified personnel. Shortage of qualified personnel, in combination with increased
deployments, reduced the capability of the Army to support complex IT technologies
with in-house resources. It led Army officials to outsource technical af¢hsir
network mission that lacked sufficient in-house expertise.

Lack of abundant, technically proficient soldiers was evident at the Armgls Ta
Force XXI exercise in 1997. It was the first digitized ground force exendisee the
tactical internet was the central feature and key element of the exatrisrt Irwin, CA
(Hanna 1997, 1-2). Building the tactical internet required integrating the efforts
contractor personnel and soldiers, and the Army needed to rely on contractarsandra
equip forces with state of the art technology (Hanna 1997, 4).

From Task Force XXI to the conflicts involving Army forces in the post-2000 era,
many of the Army’s deployed operations used contractors to augment atdnaise IT

network mission. In Afghanistan and Iraq, the tactical network was complex,

" Digital soldiers are those members trained inKillssto intuitively operate complex systems (Togme
2003, 43).
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maintenance-intensive, and built around static, line-of-sight nodes that go aftiing
movement (Toomey 2003, 44). Maintenance of the network and sustainment of digital
systems continue to rest primarily with an expansive cadre of civilian ctotgac
establishing the network and keeping it running is a highly specialized tatorhey

2003, 44).

Summary of Findings

Navy- The hypothesis that organizations are more inclined to outsource activities
not associated with their primary mission, when budget reductions impact origasizat
or new activities with limited in-house expertise, is useful in explaining &wy N
outsourcing effort. Lack of funding for the NMCI was one of the Navy’s major
impediments to creating an in-house solution. The DoN did not strategically lmudget
program for an enterprise-type network and DoD budgets steadily decreasaghbut
the 1990s. Without a programming plan or approved congressional budget line for
NMCI, Navy leaders were left with the options of either funding the project throug
existing IT funding with an in-house solution, requesting immediate funding from
Congress, or developing a creative solution through outsourcing to provide the network
requirements. The Navy was left with outsourcing the network since its otherogid
not meet its network objectives. The in-house solution faced a continuation of their
decentralized IT environment with network control at the local level and inguffic
funding. Requesting immediate funding from Congress would slow the delivery of the
network due to its size and acquisition requirements and there was no guarantee of

congressional approval.
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A second factor supporting the proposition was the nature of budget execution
dynamics across the Navy that resulted from an increased level ofmaéepe and
autonomy at the local organization level. Budget execution was centered rat lowe
echelon organizations that made it very difficult to accomplish an in-house solution.
These lower echelon organizations were the center of power for the Nawanisl IT
network development. They subjectively prioritized purchases based on their operational
missions. The Navy CIO did not have budget authority (Porter 2008). Shore-based IT
support was developed inconsistently across the Navy as each organizatioagutioriti
differently and based it on local operational requirements. Some leadgitszed IT
higher on their shopping list than others. Yet, with only one budget to support all
organization requirements, operational needs remained higher on the list thanddsservi

As noted by Navy CIO Dan Porter, the Navy did not want to take budget execution
power away from lower echelon organization leaders. They were, in effediuBkeess
Chief Executive Officers (CEOSs), responsible for running their chaiggion and
deciding on how their budget was spent (Porter 2008). As Porter noted, “Though they
may believe in the information revolution, they were in essence, business men who
needed to optimize resources at the local level to deliver their missioreraquis”

(Porter 2008). In addition, as noted earlier, the DoN was unsuccessful at holding
organizations accountable for producing A-76 competitive sourcing savings in the 1990s.
Attempting to hold units accountable for implementing a plan to revamp the network
infrastructure, using their own budget, without additional resources, was unlikely.

Finally, considering that NMCI was not central to the Navy essensu@aested

by Navy leaders) Morton H. Halperin’s observation that an organization rs ofte
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indifferent to functions not seen as part of its essence or as necessaryduitgrote
essence was not consistent with the NMCI study (Halperin, Clapp, and Kanter 2006, 39).
NMCI was considered a non-core function and not integral to the Navy's pramary
based mission, or expeditionary in nature, yet the Navy was not indiffereartdow
NMCI. As discussed earlier in chapter seven, while outsourcing was not an tzitoma
choice initially, the decision to outsource was reached through a meticulousthgader
process consisting of 75—-150 senior leaders from across the Navy from 1998 through
2000. The Secretary of the Navy assumed a very risky position by not havirzpekfall
plan if Congress disapproved the outsourcing effort or if the contractor could not produce
the intended results.

Considering this environment, the Navy engagement in the NMCI project highlight
the importance of some non-core activities in the overall mission of an orgamizati
its commitment to ensuring those functions are maintained and supported, regdrdless
who performs the service. It could also indicate that the Navy shore-bas@d ore

than just a non-core activity and Halperin’s observations remain true.

Air Force -Organization factors appear useful in explaining the Air Force approach
towards IT outsourcing and its decision to retain its network capabilitgtiseh
Though IT network operations were a new capability, Air Force leadersimgdi¢he
network as a weapon system, integral to its wartime mission and retainea obtite
network infrastructure. Lt. General Harry Raduege Jr., director of the Defense
Information Systems Agency and manager of the National CommunicatioesnSysim

2000 through 2003 noted, “Networks carry information and information is an intrinsic
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element of winning wars. Information, information processing and commuricati
networks are at the core of every military activity” (Walker 2000b, 1).a# @onsidered
a weapons system because of its ability to operationalize data for leadiasa
mechanism to control cyberspace.

The Air Force embraced the network as it would a fighter or bomber aircratft,
making the case that its war fighting activities were becomingemdtic. Per the
hypothesis, outsourcing would not be expected for an activity considered core to an
organization’s mission. The budget appears to be an additional factor in retaining the
capability as funding for IT-related missions increased by billions chidotlver the
period between the late 1990s and 2005. Also, the Air Force was structured to allow the
CIO the authority to centralize network assets, increase the IT badeiake
purchases to standardize networks and create an enterprise-wide system.

John Gilligan, CIO of the Air Force, was successful at initiating centdatiaatrol
and an enterprise-wide approach to network management through an in-house solution.
By using the chain of command, Gilligan communicated his request for consolidat
network assets through major command leaders who in turn tasked their orgasiati
take action on the request. Organizations were quick to follow the orders of four-star
general officers, military-to-military direction, that miniméz¢he cultural resistance to
changing the locally controlled environment of network management (Gilligan 2008).

Unlike the Navy NMCI system, personnel, funding and resources attached to the
network mission were retained by the Air Force. Maintaining control afie¢h&ork with
in-house personnel was central to not only integrating Air Force activitiessate

globe, but also, for provided a training and proficiency enhancing environment for
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military and government civilian IT personnel. This capability was sacgso develop
and maintain the skills and capability to install, operate and maintain the network
worldwide. The outsourcing of IT related network activities were supportdeelAit
Force when it was considered non-core to the war-fighting mission or for takynic
complex elements of the network system where in-house resources and tyapat®li

either limited or nonexistent.

Army - Organization factors appear useful in examining the hypothesis that new
activities and those outside the scope of an organization’s normal wartimecspecif
taskings are likely to be privatized in periods of budgetary decline in the Ar@tyi®rk
development during the 1990s. Traditionally, the Army had not been as IT-centrc as t
other services (French 2003). This was demonstrated in the Army’s latgpst&ir2000)
in assessing their IT network environment. In the 1990s most Army units remained
organized and equipped to fight Cold War-type battles (Verton 20004, 1). In the Cold
War era, Army IT was never centrally managed and funded (FCW 2004). To remain
relevant, transformation to a leaner, smarter and quick-to-respond forcequasd to
address the new post-Cold War threats and conflicts. Lt. General Willig&arHpbell,
Director of Information Systems, Command, Control, Communications and Computers,
U.S. Army, argued that IT was a fundamental piece of the Army’s transfommdan
(Verton 2000a, 2).

Unlike the Navy, the Army identified the network as a core war fighting clityabi
and by 2001 moved to centrally manage its global resource by reducing the autdnomy

local units to maintain their own systems. The Army put its CIO in charge obtens
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millions of information technology dollars with one organization in charge of opgratin
and maintaining its infrastructure (Seffers 2001). Similar to the Air FreéArmy
network was a global entity based on the nature of its mission and organizatwas It
integral to both peacetime and wartime missions. The risk of losing control of the
enterprise network architecture plan and having the private sector manage atel itgoer
network capability was too great when considering the critical role afdtion in the
Army’s numerous missions.

In 2004, the Army consolidated its IT resources and desktop support services under
a single organization and put one person in charge of IT operations at each ofits base
and installations in an effort to build an enterprise info-structure (FCW 2004). The
Army’s centralized IT leadership orchestrated outsourcing effortsetwork operations
and development where Army capabilities were either limited or nonexistent
(Caterinicchia 2002a). Maintaining in-house control of network operations affdreed t
Army flexibility and leverage in how it would spend its increased IT budget anddiow t
employ its infrastructure. Maintaining control of its infrastructureegae Army greater
leverage and options in choosing contractors for a variety of requirements to mget Ar

and DoD mission needs.

CONCLUSION
This chapter evaluated the approach of each service in addressing themeartage

of their network technology and infrastructure from the lens of stratégieecy,

ideology and organization factors. The findings suggest that organizatiors faitesed

the most value in explaining the approach of each service towards outsourcing its
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network management and development. Organization factors offered signifiecsnirval
explaining network outsourcing decision making in all three services. A &y fa the
decision of both the Air Force and Army to not outsource control and management of
their networks was defining it as a core organizational capability. Comgjdas

network a core capability or weapon system prioritized its value and impogadce
demonstrated the commitment of the Army and Air Force to retain the asset. Also,
increasing IT budgets over the period appeared to be an incentive to keep networks
within the realm of service organizations, as it provided billions of dollars to
organizations responsible for network operations, security and development.

Organization factors are effective in explaining the Navy’'s NMCI outsogr
effort. Network activities were a fairly new capability and Navyléxahip qualified the
NMCI as a non-core function since it was not integral to their war-figintisgion. As
noted earlier, the Navy considered itself an expeditionary force, wiphitsry wartime
mission centered in the deployed environment. Its fleet and shore based omaizati
were separate entities, and integration through network technology waswlardtaThe
lack of funding and the Navy’s internal organization structure with lowenagidons
being centers of power in IT development were additional factors helpihgpe she
outsourcing decision.

The Navy CIO during this period noted how the Navy did not have an organization
ability to fund the IT network infrastructure from a central source ¢P@QA08). Rather,
each organization was responsible for its own IT and used its budget to build its IT
domains. Budgets were prioritized subjectively at the local levels whevas not

necessarily the top priority. The Navy leadership team working on its riephaor
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realized they could not create their new network from the current infrasguatitin in-
house resources, due to the power of lower organization leaders to align ITegremdi
funding according to their mission requirements as compared to DoN requirements
(Porter 2008). Private sector IT professionals provided the most effective apttbe f
Navy because they became the only source of networking for all Navy orgamszati
Lower echelon organizations had to go through the contractor for network connectivity.
It provided the Navy with an ability to create network homogeneity across its
organizations with increased security.

Though Navy and Marine leaders publicly supported outsourcing NMCI, respective
organizations within each service did not appear to share the same support. In response
to NMCI operations and service, customer satisfaction decreased, networknpaece
suffered and conversion of legacy systems were delayed or did not occur due to
inadequate integration efforts. Marine Corps leaders eventually voiced their
dissatisfaction publicly, as a seamless exchange of information betweswaridwide
was still a problem four years and two contract extensions after the auitsalurcing
decision was completed. The organization discontent appears to suggest that the network
was more than a utility, but an integral part of the organization that afféte ability
to conduct primary mission functions.

While neoliberal beliefs and ideas were popular in the Executive and Congress
during the second Clinton Administration and G.W. Bush Administration, they were not
causal factors in the network management actions of each service. The dizegsgor
choosing an enterprise network solution consisted of a working group of 75—-150 senior

leaders for whom the priority was not to save money nor reduce manning positioms but t



287

field an enterprise network. The Navy’s lack of coordination with a neolibézabfy
Congress, in combination with a highly innovative and risk-prone funding approach that
appeared to elude congressional review, suggested a measure of organizatiemexpe
and distrust of members of the House and Senate for a favorable review and approval.
While a neoliberal-friendly Congress and Executive appeared helpful in the
passage and follow-on extensions of the NMCI service contract, Congress ayatorea
withhold required dollars for the network unless the Navy addressed sevenahnitesp
and incomplete data surrounding the network contract (Porter 2008). The Air Rbrce a
Army network decision making did not appear to be affected by political ideologh. Bot
services maintained primary control of network management and operations-with i
house personnel.

Strategic efficiency was not useful in explaining the Navy’s NMCI outsogras
negligible savings and areas of uncertainty from the incomplete nature of therowts
process created an increased level of risk undermining conditions for a costieffi
contract. The potential for increased service costs appeared greatbetbastisaving
benefits being provided by the contractor. Private sector desktop computiagemant
costs did not offer significant savings when compared to Navy costs. CastéHdhe
private sector and Navy systems appeared to have a negligible differ@feeasts for
customer support and converting legacy systems to the NMCI were not included when
comparing pre-NMCI and NMCI costs. Risks associated with giving owpeasiol
control of the network to a private sector contractor were significant but not inclide

cost savings process.
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In the Air Force and Army, strategic efficiency had limited usefuliresgplaining
the outsourcing decision making for their network management and controhgfferi
insight into explaining some outsourcing decisions facilitated through organzand
programs such as the Commodity Council, Netcents, AEIT and ASCP. They allowed
the Air Force and Army to leverage their size and buying power to procureacesaund
services at a competitive cost.

The findings from the study highlight why private actors have become gnahte
component in establishing and supporting the DoD’s IT capability. The NavyGINM
project, the largest DoD IT desktop outsourcing contract to date, highlights how the
influence of internal organizations and budget constraints remain pertinent in oatgourc
actions. It highlighted the independent and subjective nature of service orgasizati
when comparing the NMCI project with similar network management decisions in the
Air Force and Army.

The independent nature of each service points to the value of organization factors in
understanding the network phenomenon. It provided the widest span of explanation in
understanding service outsourcing actions. Air Force and Army actions focused on
maintaining control of their network capabilities while using outsourcing icifspareas
where services had limited-to-no capability to provide expertise whieimdggersonnel
with in-house technical ability. As noted, the Air Force and Army chose differ
approaches than the Navy to address similar network development requiremetgs despi
unique differences in mission. These choices were linked in part to servicéi@isicre
defining the core or non-core nature of the network towards the performance of its

mission and to the nature of the organizational structure of each service.
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The findings suggest that outsourcing has become an important instrument, as
discussed in this study, for using private sector expertise in complex arehghal
technical areas in support of the evolving DoD mission. How outsourcing is
implemented within the DoD will likely continue to be subjective and marked by a
service parochialism manifested in service control over what they idestidgre
activities in executing the mission. While the services are on the pathwaysavar
JCS vision of information superiority across a joint network architectuaehirgy the

final destination may prove to be elusive.
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CHAPTER ELEVEN

FINDINGS AND CONCLUSION

In this study I've examined the usefulness of three theoretical frarkewbstate
behavior to explain the outsourcing phenomenon of defense services in the DoD. The
case studies of DoD outsourcing activity during periods of high and low actatityebn
1970 and 2005, along with IT network development in each military service, have served
as a vehicle to test the frameworks against one another for their explgyraia@r. It's
also provided the opportunity to examine the extent of political contestation and identify
the likely winners and losers in the nature of defense outsourcing. A comprehensive
view of the theoretical frameworks, predictions and outcomes of outsourcing behavior in
the case studies is provided in the tables - Strategic EfficiencycBbldeology,
Organization Factors and Overview at the end of this chapter.

The analysis of DoD outsourcing of defense services in each of the caselsisdies
been useful in establishing a general account of the outsourcing phenomenon between
1970 and 2005, highlighting commonalities in outsourcing behavior and providing a
better understanding of its nature and its political impact. The study find¢rétags
efficiency and political ideology offered limited usefulness and DoD outsauveas
primarily an instrument for service organizations to further solidify itmie mission
requirements and to adapt to new and changing requirements. Also, as will beediscuss
in this section, DoD outsourcing of defense services diffused control over defense

activities among non-state (private sector) actors, threatening the ctélective
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monopoly over the control of force, limiting public accountability of national defense
actions and challenging the effectiveness of defense organizations.

In my judgment, organization factors offered a more persuasive and comprehensive
explanation than either strategic efficiency or political ideology prapasifor most
DoD outsourcing behavior. In the broadest sense, organization factors sugges¢édhcrea
outsourcing for new capabilities/activities enhancing the overall onis$hey are also
more inclined to outsource support activities when budget constraints threatery primar
missions and when required expertise is beyond the capability of the organiZadteon.
six case studies suggest that organization factors are significant, asdecBntralized,
independent approach to outsourcing for support services gives primary control to a
array of military organizations. These organizations have dictated, [geadegree, the
scope and extent of outsourcing activity throughout the period to support their missions
and requirements.

Procurement activity provided organizations with new services to support mission
objectives, as budget reductions, new technology and global conflicts redudadiava
in-house resources. While competitive sourcing practices were desigrestfsavings,
organizations did not appear motivated by the A-76 program, as competitions were
inconsistent and not always viewed with favor by organizations. DoD organizations
subjectively used the A-76 program to compete primarily low impact supporteservic
without affecting primary/core missions and without severely affectieig it-house
manning authorizations.

The result of DoD organization autonomy and independence in the outsourcing of

support services was reflective of service autonomy and independence at the highe
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level of leadership in each military service. Each military serviceupea systems and
services to support its own primary service-centric missions, while deempbabz
integrated joint mission. Interservice competition for resources redukahccontrol

in budget matters, limiting the ability to establish joint capabilities athaloes similar
weapon systems unique to each service. Procurement activity centered around the
objectives of each military service and its organizations, as compared tmfpcus
procurement activity around the national interest and joint combatant wandight
missions. For example, there are still four tactical air forces and eaatedsas their

own versions of the Unmanned Aerial Vehicle (UAV). It reinforces the unique identity
and survival interests of each service. As Samuel Huntington pointed out nearlyss0 yea
ago, “the castles of the services will remain in existence, battered buemniiakg after
the decisive battles, both political and military, have shifted to other fighisgit(hgton
1961, 52).

Defense and senior government leaders appear to be the winners in acquiring the
private sector services to support their defense mission needs. As suggested dy Debora
Avant, the use of market alternatives for military service through gowrnhoontracts
generally gives the advantage to executives relative to legisateckices transparency,
and reduces the mobility required to send public forces abroad (Avant 2005, 260). The
market option can further enhance the relative capacity to project mibtasyand
interests abroad, as in the Balkans, Somalia, Kosovo, Afghanistan and Iraq, and make it
easier to undertake adventurous foreign policies or actions without widespread Bupport

the polity (Avant 2005, 259).
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While DoD outsourcing offers individual states the ability to enhance theiapac
of their forces, military commanders, civil service personnel and the Amendalic,
represented by democratic principles, stand to lose as a result of DoD outsanccitsy
integration into national defense. The growth of the market for servicegezhma
military/security activities diffuses control over violence among atanf non-state
entities, undermining states’ collective monopoly over the control of force andoamdpan
the role for non-state actors in shaping decisions about the use of force (Avant 2005,
228,253). Avant’'s argument can account for a range of outsourced tasks and activities
aimed at enhancing and contributing to the defense mission. Organization autonomy in
the defense outsourcing realm within an environment of ineffective oversight,
monitoring and limited transparency reduces the public accountability fonakt
defense activities, as control of activities becomes diffused across ®adctas.

The expectations of the American public for accountability and transpyarethe
execution of national defense must now be tempered by the increased growth and
dependency on the private sector in national defense activities. This partneestigy c
through outsourcing, has put increased stress on democratic principles and galues, a
exemplified in the notorious abuses at Abu Graib prison in Iraq during the U.S. Iraqi
Freedom campaign. Contractors acting on behalf of the United States nhisiteayot
been held to the same standards as military or DoD civilian personnel wittségar
legal infractions and wrongdoing. This jeopardized the integrity and effecéven¢he
military organization as well as our democratic principles.

Commanders have seen their authority and flexibility to accomplish the mission

diminish while the in-house capacity of military organizations has dectedse
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increased outsourcing of personnel providing support for sophisticated technological
activities, many integrated into operational tasks, has begun to limit thg ahditpower

of commanders to lead their organizations. They are unable to independently override
contracts and realign contractors for time-sensitive issues wheresamgces

Military and civil service personnel have seen many of their positions etedioa
converted to private sector contracts. The current outsourcing phenomenonaalls int
guestion the ability of the DoD to attract and retain a future in-house workfathea w
broader set of skills providing the necessary services and requirements yaisatisf
national defense objectives of the United States. Outsourcing has diminished the
internal/in-house capacity of DoD organizations to perform core missitingutvbeing
dependent on the private sector. While some dependency via the use of technical
representatives has been common throughout the era of major weapon systems
procurements, the integration of the private sector in service and operational support
activities has expanded dependency throughout the portfolio of military missions.

In the remainder of this chapter, I'll briefly discuss the value and limitsatkgic
efficiency, political ideology and organization factors in examining DoDoamtsng
behavior across the case studies. Then, I'll address the costs and challengas® def
organizations, the American public and democratic principles posed by the DoD’s

outsourcing behavior.

STRATEGIC EFFICIENCY
The strategic efficiency framework was limited in its usefulnesggfeing

outsourcing activity. It was inconsistent in predicting results in highdedlareas that
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were outsourced, despite many DoD personnel retaining their costveffexss. It was
useful in highlighting differentiated outcomes in the outsourcing process and was
consistent in explaining procurement and competitive sourcing activities fer &kued
activities where private sector personnel were more cost effective andqut@scost
savings for the DoD. These lower skilled areas accounted for 75 percent of the
competitive sourcing activities and about 30 percent of service procuremente Thes
findings supported the transactions cost argument as the market provided an effective
structure to support competition and gain efficiency with cost-savingsdeulhese
routine/low-impact services.

However, DoD outsourcing behavior was not always targeted towards cost savings
and suffered from less than full cost accounting, poor oversight and contract sur@eillanc
practices that produced transaction hazards that were not mitigated/elyeatid
contributed to the diffusion of control to non-state entities. While the goal was cost
savings and efficiency, it was questionable whether ex ante and ex post imansasis
were accounted for in procurement and competitive sourcing actions. These included the
costs of competition, establishing contracts, administration, monitoring, oversight,
dispute settlements and enforcing the contractually promised perforiddcaan and
Woodward 1988, 66—67).

In the Navy’s NMCI outsourcing case, for example, the transactions gesit ad
the competition suffered as Navy leadership produced incomplete cost campairisl
risk assessments. The risks accepted by the Navy in the procurement of the NMCI
appeared to outweigh any potential benefits. In addition, Navy leaders did nottappear

include ex post transaction costs, such as those involved with monitoring, oversight and
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quality control of outsourced activities, into their cost calculations. The Nasg fac
endemic problems in these areas that resulted in increased costs for seixecy aledl
the dependency on the private sector for their network capability. The overalbBndi
from the case studies suggest that procurement activity was not targelydtsole
activities where the private sector could provide cost savings, and introducedd level
risk and transaction hazard not acceptable in terms of cost savings and sfficienc
Weak administration and management of service contracts also hinderegicstrate
efficiency. Contract management was designated a high-risk atea@oD in 1992
due to vulnerabilities involving greater susceptibility to fraud, waste, abuse, and
mismanagement (GAO 2005b, 5-6). Areas of concern included acquisition workforce
shortages, failure to use available pricing information for sole-source comtrardts,
improper use of interagency contracting, and insufficient surveillance goaiséx
management actions relative to contract management (Schinasi 2006, 7-13). These
concerns and others are highlighted in terms of DoD’s personnel reductions daring t
1990s and in DoD'’s Inspector General’s (IG) examination of contracting pregram
The effective administration and management of DoD procurement growthimo att
efficiency and the best dollar value, was compromised in part by the sagiferduction
in skilled personnel. Between 1989 and 2002, DoD reduced its civilian acquisition
workforce by about 38 percent without ensuring the department had the spec#ic skill
and competencies to accomplish future DoD missions (Schinasi 2006, 8). Yet between
1989 and 2002, the cost for procurement of services increased from $81 billion to $92
billion (Table 1). In 2002, 54 percent of DoD spending for goods and services was spent

on service contracts (DoD IG 2003, 1).
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The DoD IG performed an audit review of 105 contract actions, valued at $6.6
billion, for professional, administrative and management support services between 1997
and 1998, revealing numerous problems in the award and management of contracts (DoD
IG 2003, 1). The IG found contracting officials typically did not use past exgeseor
lessons learned from prior acquisitions of the same services to help definemesis
more clearly. Officials continued to award cost reimbursement contrat&caepted the
risks of cost overruns despite 39 years of experience in purchasing theesaoess
from the same contractor (Cooper 2001, 5-6). DoD officials did not prepare well-
supported independent cost estimates to assess whether the costs that contractors
proposed were reasonable. Oversight of contractor performance was inadegquate i
majority of cases, as some officials could not show that they actualgnedithe
contractors’ work (Cooper 2001, 6).

As a result of an increase in expenditures for services, the DoD IG reegahene
area in 2003, reviewing 113 contract actions with an estimated value of $17.8 billion
(DoD IG 2003, i). Problems continued to exist in the award and administration of
contracts for professional, administrative, and management support servicesciGantr
officials continued to award and administer contracts for services without fiagjow
prescribed procedures as noted in 98 of the 113 contracts at 12 DoD locations having one
or more problems (DoD IG 2003, i,4). Problems included a lack of utilization of
historical information for defining requirements, inadequate competition or guaiste
sole-source awards, a faulty basis for price-reasonableness detemsiaad inadequate
contract surveillance or non-compliance with U.S. Truth in Negotiations Actguoes

(DoD IG 2003, i,4).
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In 2000, the GAO reviewed 22 DoD service orders with a value of $553 million and
found concerning trends and challenges in contract management practices. # wigjori
the orders were awarded without competing proposals, work descriptions werg broadl
defined, and the government was left bearing most of the risk of cost growth (Cooper
2001, 5). GAO also found instances of improper use of interagency contracts and a
failure to follow prescribed procedures designed to ensure fair pgficEampetition
requirements were waived to retain the services of incumbent contractoes dtse not
clear who was responsible for describing requirements, negotiating terms andiognduc
oversight for these contracts.

A key aspect of ensuring efficiency and cost-savings in contracts is fjose
management, or surveillance actions, that include the negotiation of contraetiadapt
monitoring, and enforcement. As suggested by Donald Kettl, monitoring may be the most
arduous and expensive part of the process, a consequence of the principal-agent conflict
(Kettl 1993, 29). While outsourcing doesn’t entail the withdrawal of the state frem t
provision of certain services, it requires extensive administrative and tagusructures
to oversee the delivery of services by contractors. For example, finamcidabrmg is
designed to ensure, through auditing, that contractors are paid only as mandhatd by
contract (Prager 1994, 179). Technical monitoring involves comparing the quantity and
quality of product or service delivered against contract specifications, gualéy control
requires inspection and review of the delivered service (Prager 1994, 179). DoD’s arduous

monitoring requirement is further complicated by a lack of control over contsdny

8 |Interagency contracts provide agencies with easgss to commonly needed goods and services.
Agencies sponsoring these services usually chafge t@ support their operations. These types of
contracts have allowed customer agencies to meatdmands for goods and services at a time when the
face growing workloads and a declining workforcé\(& 2005a, 25-26).
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organizational leaders, which is more indirect and subject to the parties’ etddiqr of
the contractual arrangement.

Monitoring problems were highlight by the DoD IG. IG reports noted that DoD
contracts were subject to insufficient surveillance to include training pesson
conducting surveillance, assigning personnel at or prior to contract awaragholdi
personnel accountable for their surveillance duties and performing and documenting
surveillance throughout the period of the contract (Schinasi 2006, 13). The DoD IG
highlighted an insufficient number of trained personnel in place to provide effective
oversight of its logistics support contractors in Kuwait and Afghanistan padeguate
surveillance in 26 of 90 DoD service contracts reviewed.

Many of the problems noted above in DoD contracting procedures highlight
significant transaction costs that appear excluded from the cost value act®aird
outsourcing activities. Their exclusion diminishes the effectiveness sfrétegic
efficiency framework in explaining DoD outsourcing. As suggested by \Widian, given
the conditions of bounded rationality and opportunism, people are both less competent in
calculation and less trustworthy and reliable in action where no contractuaj@ment
can specify or account for all possible contingencies (Prager 1994, 178). Given this
condition, it’s critical for the DoD to develop effective sourcing, oversight and ororgt
processes in order to provide a more comprehensive measure of efficiencyurongs
activities.

While the A-76/competitive sourcing program offered the opportunity for cost-
savings for all commercial-like activities, organizational leadeneweluctant in many

cases to utilize it due both to the programs complex nature and the negative impact on
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personnel. Managers argued that the program was time consuming, difficult to
implement, disruptive, and threatening to both managers and employees (Stevens 1995,
2). Cost studies were mostly done by managers and employees who developed detail
work statements and analyses without appropriate training (Stevens 1995, 3).
Additionally, the absence of workload data and adequate cost accounting systems
contributed to an excessive amount of time being spent to complete A-76 studies and
disruption to the workplace (Stevens 1995, 3).

The questionable effectiveness of the A-76/competitive sourcing activities in
reducing organizational expenses by 30 to 40 percent was highlighted in cost accounting
problems. These problems included cost estimations based only on averageosédary
rather than on actual costs, underestimating costs of conducting A-76 studiesréhasw
high as $9,000 per position studied, projecting savings from reduced military positions
when these positions were not eliminated but transferred elsewhere, theoexaius
separation pay costs for civilian employees, and added costs for extended studies
(Burman 2001).

As suggested by former Secretary of Defense Harold Brown, it is not possible t
manage the DoD exactly like a business, i.e., to meet the bottom line that sgicdite
or any other single measurable criterion (Brown 1983, 218). The need to be able to fight
a war will always limit the peacetime efficiency of the defensabishment, as will
domestic political factors (Brown 1983, 223). To manage the nation’s defensendffici
at the lowest possible cost, along the lines of private-sector business mamagsine
organization, is a useful standard, but meeting it exactly entails a prideSheannot

afford to pay to including the abandonment of democratic control (Brown 1983, 224).
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POLITICAL IDEOLOGY

The case studies highlighted the inconsistent nature of political ideologgp@sra
in explaining DoD outsourcing behavior. In cases where there were strong idablog
preferences for increased private sector involvement in the business of govesutient
as in the Reagan and G.W. Bush administrations, DoD outsourcing activitydcreate
political contestation within Congress, federal unions and those seeking to mamtai
effective civil-service capability. Federal unions had very little efd@ctontracting
actions, as they had little-to-no power in engaging managers over potergalrairig
decisions, and there was no mechanism for union or employees to appeal a decision.
Despite President Clinton’s effort to improve labor-management relatigge/ernment,
his actions had no legal basis and were not adhered to by many managers.

Congress had a limited ability to affect the growth of the private sectioe iDaD
through procurement of support service activities, since most support contreets we
below the congressional review cap. It had a greater ability to affecoDtddurcing
through intervention in competitive sourcing policies through both legislation and debate
in Congress and with the administration.

The Reagan administration began with powerful public support for change in the
nature of government, and was successful at increasing private sectornmuaive
performing public duties. It targeted a review of nearly 380,000 commedkadktieral
employee positions. The amount spent on DoD outsourcing through the procurement of
services rose by nearly 41 percent, from $61.9 to $87.2 billion from 1981 to 1988. In this
period, the percent of DoD O&M funds spent on procured services rose by 11.7 percent,

increasing from 52.1 to 63.8 percent after a 4.3 percent decline in the first cgse stud
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The growth of military positions in A-76 competitions rose from 5,000 in 1979 to nearly
11,000 in 1983, with a steady annual average between 7,000 and 11,000 through 1988.
The amount of completed cost studies for private sector competitions increased
significantly as compared to periods before and after the Reagan administratiem. M
than 1,500 cost comparison studies were completed from 1981 to 1988, as compared to
154 studies between 1978 and 1980, and 205 studies between 1989 and 1996.

Democrats in the House and Senate did not attempt to block this change in policy
direction, in part, due to Reagan’s strong public support. As suggested by political
ideology, outsourcing increased with the private-sector friendly admirstrand weak
resistance in Congress. The implementation of several Executive Ondeks7® reform
actions highlighted Reagan’s commitment to engaging the private sector ingewer
and infusing open-market ideas into government. Establishing a structured andjongoin
competitive process between the government and private sector for then&uifitbf
government services through the A-76 process was born, as was increased dependency on
the private sector in the procurement of defense services. The substantialigrowt
DoD’s outsourcing activity throughout this period was indicative of Reagan’s
commitment to the promotion of competition and increasing the role of the privaie sect
in pursuit of public goals.

Yet, as suggested by the third case-study, the Democrat-controlled Congsess w
not eager to allow the unfettered growth of the private sector in public service
highlighted by some very public procurement scandals and abuses that associated a
negative reputation with all procurement activity contested by the DoD.icRblit

ideology was consistent in the containment and decline of DoD outsourcing activities,
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especially in the area of competitive sourcing. A strong Democratic Congaess
successful at supporting legislation that led in part to a significant rexluct
competitive sourcing activity.

Considering the job protection interests of constituents who were DoD federal and
civil service employees, the Nichols amendment gave the Democratic Caotfigress
ability to put competitive sourcing power at the local organization level. Caodersa
were reluctant to diminish their organization strength any further than theadya
incurred through congressionally imposed manpower cuts after 1989. Competitive
sourcing was void of any Executive influence or policy actions during the second case
study. Between 1988 and 1995, when Democrats controlled Congress, the Nichols
amendment had a substantial impact in reducing competitive sourcing aatitigy i
DoD. The total number of positions competed annually declined from 12,000 to 2,128
during this period. Competitive sourcing competitions declined, as well, from 109 to
under 20.

As President G.W. Bush embraced market competition for the governmemt aect
polarized Congress pushed back against the president’s management agenda to open to
competition more than 300,000 federal jobs. Attempts by the administration to increase
competitive sourcing led to an anti-competition/outsourcing environment in Congress
with bipartisan support against the administration’s plan to open up federal jobs te privat
sector competition. Announcements for A-76 competitions dropped from nearly 450 in
1999-2000 to under 100 by 2002, and to under 50 by 2004. A-76 competitions declined
by nearly 30 percent, from a high of nearly 220 in 2000 to under 160 by 2003.

Despite congressional efforts and successes at resisting competiteiag
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activities, they had little effect on DoD’s procurement of services. Thes@lso been

no interest at extending Congressional powers any further into this are®f ludget
spending behavior. Outsourcing activity as indicated through the procurement céservi
has seen an overall increase since the Reagan administration in periods wioenae
controlled the federal government. It prompts the question as to whether outsourcing
activity is still subject to ideologically driven actions. The nature of DoBaurcing
behavior during the current Obama administration with the Democratic cedtroll
Congress will be useful in evaluating whether ideology is a factor in shapingtém ef
activity.

The combination of conflicts in Iraq and Afghanistan along with a Republican
administration helped to fuel the growth of procurement activity. Secretangield
advocated a market logic inside the U.S. military as the DoD increaseeriidiisg on
private contractors to perform mission related services, as opposed to incBsaling
manpower as conflicts in Iraq and Afghanistan took center stage in gemlitly.

Between 2000 and 2005, DoD outsourcing expenditures for support services grew by
73.2 percent, from $75 to $130 billiomhile the percent of O&M dollars spent on
support services grew by nearly four percent, from 62 to 65.7 percent.

During the same period, military and federal civilian personnel force size did not
benefit from outsourcing activities, as their manning decreased from 2.14hrtolli
2.143 million despite being engaged in the largest military conflict since Yhetna
was the first prolonged modern U.S. conflict where military force streietias not
significantly increased to support operations. Integrating private contragtbr®oD

personnel across operational and support missions, such as front line units, had become
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national security strategy. The utilization of private sector actors forddal5tate
Department missions in the deployed environments of Iraq and Afghanistan walsharg
greater than in any previous U.S. military campaign.

While contractors provided needed services and in many cases wetigeetiec
performing their tasks, the increased outsourcing of defense-relatatiescin combat
zones led to the transfer of power to contractors with lack of accountability and
transparency. In cases throughout the areas of conflict, military cotensalacked
oversight and control of contract personnel who were from a variety of U.Siegenc
performing under different contract standards. Some contractors performgng co
missions, such as prisoner interrogation, security, logistics, communicationssand ba
defense, were capable of using deadly force without effective oversigloinaionmg,
and without developed standards of justice. The growing reliance on outsourcing defense
activities as a way for organizations to accomplish their core missions dcdwags
benefit the American public. It can have detrimental effects on the stitenal

security objectives and democratic ideals.

ORGANIZATION FACTORS
DOD organizations had relative independence and control regarding theonsissi

Common throughout the study was a lack of political oversight and enforcement of

established procurement and competitive sourcing procedures. It gave orgasithet

flexibility and tacit approval to conduct outsourcing practices accorditigeir own

local priorities and interests. DOD organizations were able take advaritagak A-76

implementation, monitoring and enforcement practices to resist opening to itmmpet



306

all commercial activities and selectively compete activities not waebin the primary
mission. The large growth in outsourcing during the 1980s benefited service
organizations as core missions were supported while budgets and manpower grew.

Between 1990 and 1995, the DoD budget was reduced from $445 billion to $340
billion, and manpower declined from 3.3 million to 2.4 million personnel respectively.
External pressure by policymakers, put new demands on service chiefs to find savings
within a defense department attempting to redefine its mission. Seimeéts sought the
status quo and resisted congressional pressure to diminish Cold War weapos, system
arguing for civilian leaders to buy a new generation of weapons. Outsourcingdoeha
for the larger, weapons-related procurement issues facing each serviepieasntative
of how service organizations approached both weapon and support system outsourcing
issues.

The budget decline did not reflect an adjustment to a new strategic environment, as
services and defense contractors remained the winners in the procuremesg piokee
service organizations acquired the systems and support services neiwegsdorm
their missions. Congressional efforts to minimize constituent upheaval in tnselefe
industry along with service organization interests helped to keep militagygiron
capacity relatively unchanged at Cold War levels (Gholz and Sapolsky 1999/2000,
23,51). The percent of O&M funds spent on procurement activity for support services
increased from 62.5 to 65 percent, as the O&M budget decline was greater than the
decline in procurement spending for support services.

Service organizations utilized legislation such as the Nichols Act to control the

DoD competitive sourcing process and limit further personnel reductions and morale
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problems in their organizations. This was indicated by the rapid decline in covepetit
sourcing activity between 1989 and 1995. In this era, DoD completed 202 cost
comparison studies as opposed to the 1,744 completed between 1981 and 1988.

Modernization efforts, including the incorporation of sophisticated technologies in a
climate of budget reductions during the 1990s left service leaders seeking toviings sa
in order to support their core missions and weapon systems. Service leaders becom
more proactive in reducing manpower costs across existing support activilieb a&s
76 competitions increased from under 20 in 1995 to nearly 220 in 2000. The DoD was
spending a majority of its O&M budget for support related activities not corsidere
capabilities. Competition was a means of reducing the size of the suppdtirsttac
increase dollars allocated for modernization efforts. The assumption was that
competition would ultimately provide savings and allow services organizatip
maintain their war fighting missions with modern weapons systems.

In the treatment of IT networks during this period, organization factors, such as
whether an activity is core to the mission, affected outsourcing behavior.riheafd
Air Force considered the network central to supporting their wartime missions,
considering it a weapon system. Thus outsourcing was limited and did not involve the
management and operations of their IT networks. The Navy did not consider its shore
based network integral to its wartime mission. It was utilized primamlgdpport and
R&D missions as compared to the fleet’s expeditionary mission with its ownaht&
network.

Also, in addition to the core nature of the IT activity, organization structuse wa

important in outsourcing decision making for each of the military servicedNawngs
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organization structure was built for an expeditionary Navy emphasizing dsztion,
autonomy and a wide degree of latitude in unit operations that drove budgeting and
procurement activities. An enterprise-wide IT network using organic resomMases

difficult to achieve in a decentralized structure that promoted independenbdeunisking.
The center of power for network management and development was the Navy’s lower
echelon organizations where budget control and execution were within the local
commander’s domain. The Navy CIO did not have funding or budget authority and was
limited in directing local commanders regarding their IT purchase®nmfts to reprogram
funds from organization budgets to pay for the NMCI were met with strong resdig
Navy admirals.

In the Air Force, by the late 1990s, control of the network was facilitatad by
organization structure where power migrated from the Wing, or unit level, to th®vsie
Headquarter/Air Staff level. The Air Force considered its networkeapability used in
part to support its diverse mission areas. It centralized the role of IT anarke
development and directed activities across the Air Force organizatiopfesgesupported
by senior leaders in Air Force major commands. Unlike the Navy, the Ale IO was
able to centrally budget and procure IT resources and make policy that suppatéggicstr
planning and the development of an enterprise network by using the military chain of
command.

As the Air Force and Army retained operational control of their IT networks, the
growth of technology and its integration across all military platfornpsueded
exponentially. The DoD did not have sufficient training resources or manpower to

provide for the volume and level of technology being woven into defense missions.
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Outsourcing facilitated the objectives of service organizations to nracdee missions

in order to remain integral components of national defense. It led to an increaselypy ne
50 percent in Automated Data Processing and Telecom procurement wheredlge aver
percent of O&M budget spent on procured services during the period was 64.8 percent,
an increase of 3.2 percent from the 1989-95 period.

Organizations increased procurement activities during the G.W. Bush
administration, as the percent of O&M budget spent on procured services grew from 61.9
to 65.7 percent through 2005. Conflicts in Iraq and Afghanistan, along with the growth
of technology, made it difficult for service organizations to perform theiriomss
without additional manpower. Contractors were augmented into organizations to provide
mostly support services, but in some cases operational tasks. As the DoD bemiget g
service organizations reduced competitive sourcing activities, despitedhs effthe
G.W. Bush administration to increase competition within the federal governhent.
decline in competitive sourcing activity was noted in a drop in A-76 competitions, fr
nearly 220 in 2000 to 160 by 2003, and announced competitive sourcing initiatives, from

200 in 2000 to fewer than 50 by 2004.

OUTSOURCING COSTS AND CHALLENGES

While defense and government leaders were primarily the winners in DoD
outsourcing activities, outsourcing created new difficulties and challeagdsfense
organization commanders, federal unions/civil service personnel, the American public
and democratic principles. When outsourcing did occur, the lack of skill sets at the local

organization level to provide accountability, monitoring and oversight of the contracting
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force created significant problems. The monitoring and oversight of contracteta
mission essential tasks for most units. As noted by organization factors, tasks thet
defined as central to the mission are likely to be performed poorly and inadgquate
resourced.

Ineffective contract accountability, oversight, and surveillance/mongdrave led
to opportunism, neglect, cost overruns, and the unsatisfactory performanceaasf/mili
functions. These transactional hazards have undermined the DoD’s war fightitig effor
thrown into doubt whether the DoD can maintain transparency in its operations, and
made it easier for its power and control to be ceded to the private sector.

It is predictable from a basic organization theory perspective that ctamtra
monitoring and oversight would be endemic problems in the DoD. In general, the theory
suggests that militaries will frequently behave in ways that are iaitadhe interests of
the state. While efficiency and cost savings were apparent intergéisesstéte, contracts
were awarded by a wide array of organizations and there was litflenea that DoD
Instruction 3020.41 providing guidance on contractor support issues was being utilized
by DoD components (GAO 2006, 12). Despite the increased role of support contractors
across the DoD, there was limited contract management expertise aed tiraibing for
personnel within units where contracted services were being delivered. €ontrac
management is not taught as a basic discipline in the services and is mgkil 10
specialty areas, such as acquisitions.

The flurry of identified DoD contract mismanagement and abuses since 2002 has
not been a surprise. As noted by Barry Posen, military organizations ary aksaly

watched in times of increasing tension and frequently ignored in times ofealalm
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(Posen 1984, 241). As the conflicts in Iraq and Afghanistan became the primary national
security concern after 9/11, the U.S. Congress and political leaders highligate
breakdown in contractor accounting data between local organizations anangepart
leadership. This was just a reflection of the larger monitoring and oversight psoblem
that existed in the DoD throughout the study period.

In 2002, then-Army Secretary Thomas White warned DoD leadership that ttere wa
inadequate control over private military contractors. Army planners andapnoggrs at
the departmental level lacked visibility into the labor issues and costsadedowith the
contract work force and the organizations and missions supported by them (White 2002).
This was highlighted by then-Assistant Army Secretary Reginald J. Broam April
2002 memo to Senator Ted Stevens (R-Alaska), the ranking Republican on the Senate
Appropriations Committee, putting the figure for the contracted Army wor&fatc
between 124,000 and 605,000 (Lee 2002). Outside of the Army’s Logistics Civil
Augmentation Program contractor, who routinely provided employee data to the DoD,
which was atypical, other contracts provided estimates of the number of personnel
assigned to support contracts (Peckenpaugh 2004).

While this was an Army issue, all of the services appeared to face argnoblem
of not having credible information on contract labor costs. This was due in part to the
decentralized nature of outsourcing and procurement, and to lack of efficiehey in t
implementation and management of the process across the DoD. A 2006 GAO report on
DoD actions regarding the management and oversight of contractors supportirygdeplo
forces noted that while DoD policy since 1990 recognized the importance of

visibility/transparency over the size of the contractor workforce, DoD contioladk
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this capability. It could not provide senior leaders and military commanakrs w
information on the totality of contractor support to deployed forces ( GAO 2006, 3). The
problem continues to exist as the DoD is unable to account for all military donsrac

due in part to the decentralized nature of government contracting, different acgounti
procedures in each service and the complexity of the procurement process.

Angela Styles, the former chief of the Office of Federal ProcuremeiatyRalthe
Office of Management in the G.W. Bush administration, suggested that the mafmber
contractors working on a project is not relevant, as opposed to cost and quality of work
(Peckenpaugh 2004). Yet commanders in the field suggested that size of thearontract
workforce did matter as it impacted issues such as command and control, logtstics a
security (Peckenpaugh 2004). Some senior military leaders in Iraq hachrandhe
number of contractors employed at installations when building their base datisali
plan, contributing to the risk of over-building or under-building the capacity ofea bas
(Government Account Office 2006, 4). The DoD did not aggregate the information and
lacked the ability to provide the data to commanders at higher levels ( GAO 2006, 15).

Limited visibility of contractor employment affected DoD’s managatrof its
missions with the unnecessary risk of increasing contracting costs for thrergent
For example, a Defense Contract Management Agency official resporsibheefseeing
portions of the Army’s LOGCAP contract at 27 installations in Iraq was artablisit
all locations during a six month tour in Irag due to limited manpower preventedieé
monitoring at those sites (GAO 2006, 4). Collecting and sharing institutional écgevl
on the use of contractors and lessons learned from previous and ongoing operations was

not developed or shared across the DoD. Also, DoD components provided limited or no
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information on contractor support in pre-deployment training ( GAO 2006, 5). This
contributed to inadequate planning for contractor support and confusion regarding the
roles and responsibilities of commanders in overseeing contractors at ddplcgteons
(GAO 2006, 5).

DoD outsourcing has challenged organizational effectiveness and unislapder
For example, findings from both the IT and 2001-2005 case studies point to how the
DoD outsourcing process and its dependency on private sector personnel may become
disruptive to an organization and detract from its mission. As noted by S.E. Finer, the
military services are marked by the superior quality of their orgamizatwhere even the
most poorly organized or maintained of such armies is far more highly and tightly
structured than any civilian group (Finer 1962, 6). Finer points to a basic imperative of
the military services that still holds true in today’s defense struetut@ fight as a unit,
with centralization through a supreme leader, and orders transmitted frioestiig
lowest ranks through a fixed hierarchy (Finer 1962, 7). Posen adds that military
organizations that have planned and trained together in peacetime are bettedehle t
with the friction of combat, particularly after an extended period of peacer{R884,
243).

The outsourcing of DoD support and operational services transferred control of
military activities to non-state entities and challenged the orgammzahirder imperative
to performing effectively as a unit. Contractors have added friction to the zaganal
environment by operating under a different set of rules, are usually paid ooey than

DoD personnel, and don’t abide by the same code of military justice. Contrasters ha
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also compromised the supremacy of local commanders by not being subject toeasy ord
and actions outside of their prescribed contract requirements.

Contractors don't integrate seamlessly into military organizations, iafipec the
deployed arena — commanders usually don’t have direct control over them and, for
many unit members, the first encounter with contractors comes when tiveyaaia
deployed location. Many leaders have inadequate or no training in working with
contractors, and no experience or guidance as to the scope of the local c(B&&cts
20064, 30). This has created confusion over roles and responsibilities and problems
integrating contract support into operational planning efforts ( GAO 2006, 29).

It has also created the potential for additional costs, and for unit leadership not
being focused on core objectives. Contractors provide services accordingdtobeof
the contract and request additional fees for expanded support, unlike the flexibility
provided by organic DoD personnel. Organic personnel can be used for a variety of
mission or organizational activities at the direction of the commander or sgervi
without increased cost to the organization. The lack of preparation of the contracting
environment at a deployed location results in commanders spending additional resources
and time away from their primary responsibilities in order to understand thienshaps,
service deliverables and their extent of authority.

Adjudicating discipline issues and directing punishment for poor performance or
for rule/law breaking violations becomes much more challenging as welbrdractors
did not fall under the Uniformed Code of Military Justice through the end of the study
period in 2005. These issues become even more difficult when contractors are deployed

outside the United States. Commanders must spend additional time and resources
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becoming familiar with the Military Extraterritorial Jurisdictioc®MEJA), Defense
Contract Management Agency, and Defense Contract Audit Agency to addesst/fies
of issues (Kimball 2007, 4-6). The inclusion by Congress of U.S. military camisact
operating in combat zones into the UCMJ as part of the FY2007 Military Authorization
Act should provide assistance to combat zone commanders in providing good order and
discipline.

In addition, as noted by Finer, the military differs in function from the surrounding
civil society, and its success rests upon a spirit of unity and solidarity, captuaed i
esprit de corps — an ensemble of beliefs and sentiments common to all members of the
group (Finer 1962, 9). Contractors in general don’t share this bond with service members
and in many cases are paid better wages, adding to a degree of excitisiothe
organization. While the military is grounded in service to a cause — defined by the
defense of the state and the protection and support of national democratic values.
Contractor participation is primarily grounded in economic interests vidaetieipation
is predicated on the salary they will earn, especially in conflict proas.afanally, the
tensions between private contractors and DoD personnel may undermine ttye loyal
initiative and fighting power of organizations, and decrease militargtefémess (Avant
2005, 261).

DoD outsourcing also poses challenges to the American public and to democracy
itself, as it threatens democratic principles in the performance of nalieiease.
Alexander George suggests that U.S. democratic processes have enhangetbpdlty
and restraint both domestically and abroad (George 1999, 336—360). Limited

transparency in the accomplishment of military activities can underimnstate’s
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capacity to govern. The outsourcing of military activities central to a @Sion, along
with inefficient oversight, monitoring and contract surveillance, creates\aroement
for opportunism among contractors where they increase their power and control over
these activities.
As Deborah Avant notes, contracting likely affects changes in politicalot@mt
strong states such as the U.S. Though states retain budgetary control and can choose
between contractors, the screening and selection of individuals, and orgaiaizati
incentives for individuals, are left in the hands of the firms (Avant 2005, 59). Thisis a
political change because the control over individuals authorized to use violenseds ba
on the firm rather than the state (Avant 2005, 59). This phenomenon is also relevant with
the selection of private sector personnel to perform DoD support activities, and those
central to core missions. When force is privatized, the military isestged to ensure
that the private exercise of power is bounded by public values and controls, as the public
accountability function suffers with gaps in oversight and control (Verkuil 2007, 129).
When civilian contractors assume military roles, especially oversedsmnges the
political process, as fewer government decision makers are involved in sending
contractors, as compared to U.S. troops, abroad (Avant 2005, 132). As suggested earlier,
the redistribution of power reduces transparency and opens the way for privastantere
to affect policy implementation and goals (Avant 2005, 60). It also givesgadliti
leadership the ability to use force as an instrument of power with a minimatifaot
Private actors can act in ways and make decisions that may not be in the bestofter

the U.S., without being accountable to the public. It gives political officials the
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opportunity to make decisions capable of enhancing their own welfare or a segment of
the public, rather than the entire community (Avant 2005, 135).

The use of contractors abroad is often regarded as a lower political coemhihat
reduces the need to mobilize public support for foreign engagement activities.
Congressional leaders and the public have not appeared too interested or cohoerned a
sending contractors, as opposed to U.S. forces, overseas in support of contingency/war
fighting efforts (Avant 2005, 133). It can also void the need to mobilize and deploy the
states military forces for select contingencies and centrafilasnce with those in
charge of contractor support (Avant 2005, 60).

While lack of transparency may offer benefits to government leadeiswisdbr a
deficit in democratic principles and a lack of public accountability for nataef@nse
activities. The lack of transparency is also furthered by the additionalawoekdf tens
of thousands of private sector personnel who perform support services in military
organizations but are virtually invisible to the public. They are not accounted for in
manpower statistics and exist only through O&M expenditures and supplementakbudget
that don’t have congressional oversight as with the procurement of high visibility weapon
systems. Dependency on a contractor workforce reduces the role and invastment i
federal employees and may lead to a potential long-term decline in th®litapathe
federal workforce and civil service.

The need to weigh the possibility of a larger organic force structureaia ret
knowledge and skill, and to mitigate transaction hazards created through the oogsourci
of complex activities, needs to be addressed by senior leaders and the public. In many

cases, short-term services have grown into permanent services provideavayea pr
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sector/ contractor workforce that are relatively hidden and not accountableptdbtize
The measure of contractor strength and capability is questionable consibering t
problems in monitoring and oversight.

Organization factors suggest that outsourcing will likely remain velgti
decentralized and autonomous across the DoD, presenting a variety of challeeges w
short term gains may come at the detriment of long-term DoD capacity arldpeeat.

As suggested by Deborah Avant, every time an activity is outsourced, the Do[3 invest
a private rather than public capacity. It sends a message to DoD personmeithat t
activity is not a core mission and well qualified people within the service widdse

likely to choose it (Avant 2005, 133).

U.S. leadership and the DoD appear content with the role of the private sector in
procurement of services and its integration into defense organizations. Over 57 percent
of DoD procurement dollars are spent on defense services, not equipment, a 66 percent
increase between 1999 and 2003 (Verkuil 2007, 129). Yet, as of 2009, the House Defense
Appropriations Subcommittee members complained that they have been unable to get
detailed accounting on DoD contractors in Iraq and Afghanistan and theitiestivi
(Kreisher 2009). Nor does there appear to be an effective accounting of coatract
supporting DoD activities/missions in the United States.

To accurately assess its ability to provide defense and security missiddwide
it's imperative for senior DoD leadership to be able to account for the cagahitist
have been outsourced and those that continue to remain inherent to the organic force
structure across each service. Failure to do so may result in the devaluiny & the

defense capability and the loss of capacity in outsourced areas. It maynpitase si
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challenges as those recently experienced by nation-states, thehgisinaiss sector and
financial industry from the 2008 devaluing and collapse of major financial firms. The
climate of financial uncertainty and realignment appeared to result feedguoate levels
of oversight and failure to understand and appreciate the limits and ramificatens of
variety of financial instruments central to the industry.

Given its leveraged position with contractors, it is not clear whether the DoD ca
produce and maintain the required military capability it advertises to support hationa
interests and provide for the well being of U.S. citizens in the future. Without knowing
the extent to which DoD missions have become dependent on private sector support for
their accomplishments and success, it’s difficult to assess the DatDre tapabilities.

The use of private contractors opens up the possibility that American fortestiie
capable of providing key functional tasks (Avant 2005, 142). In the same way that the
federal government had to keep American Insurance Group afloat in 2008 in order to
prevent a catastrophic effect on the worldwide insurance and finance industgD

and Congress may likely find themselves in a position where they need to keep privat
sector defense companies, especially those providing the DoD with its support and
technology services from failing in order to maintain its capabilities foomatdefense
and power projection.

To avoid the equivalent of bankruptcy in our defense and security missions, the
DoD needs to specifically account for the private sector role in its tahyot activities
and missions, as well as provide an ongoing evaluation of their capabilities and
performance. A bailout of the DoD could prove more difficult, as monetary measures

addition to skilled personnel and resources would likely be required to keep our superior
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national defense from faltering. The time has passed when the government acarDoD
continue to ignore shortfalls and poor practices in procurement, competitivengourci

and contract management and their impact on the force structure antysecur
Outsourcing has become a core process across the DoD for a variety of seppces
integral to the daily mission of defense organizations. Knowing that organizational
factors play a central role in the outsourcing phenomenon, senior government and DoD
leaders have a professional responsibility to the American public to addressroury
behavior and actions pragmatically, in light of the future well being of defens
organizations, democratic values and the national security of the United States of

America.
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Overview of Theoretical Frameworks — Predictions and Performance

Case Study| Theory Outsourcing Theory Performance| Overall
Observations | Prediction of
for Hypothesis
Outsourcing
1970- Strategic | - Decrease in | Low Pass
1980 Efficiency | procured Strategic Efficiency —
Political services; Low Pass
Ideology | - Brief Increase Four cases consistent
Org in comp Med Pass with theory prediction;
Factors sourcing from Two cases inconsistent;
(1978-1980) problems with contract
management, oversight
1981- Strategic | - Increase in Low Fail and monitoring
1988 Efficiency | procured processes limited the
Political services; Med-High Pass usefulness of the
Ideology | - Increase in framework; also
Org comp sourcing | Low Eail inconsistent procuremern
Eactors behavior for activities
not offering expected
1989- Strategic | - Decrease in | Low Pass DoD cost-savings
1995 Efficiency | procured -
Political | services; Med- Low | Pass Political Ideology —
Ideology | - Decrease in ) )
Org comp sourcing | Low Pass Two case consistent wit
Factors theory pred|_ct|on; three
case inconsistent;
1996—- Strategic | - Increase in Med-High Pass inability of Congress to
2000 Efficiency | procured Intervene in m|I|t§1r.y_
Political | services; Med-High | Fail B
Ideology | - Increase in . minimgFI)unilateral
g;?:tors comp sourcing | Med-High | Pass influence of Executive
limited usefulness of
2001- Strategic | - Increase in Med Pass framework
2005 Eff|p!ency proc_ured . , Organization Factors —
Political services; Med-High Fail
Ideology | - Decrease In Five cases consistent
Org comp sourcing | Low-Med Pass with theory prediction;
Factors one case inconsistent;
framework offers most
Info Strategic | - Navy Med-High Fail consistent explanation
Tech/ Efficiency | outsourced for DoD outsourcing
Networks | Political network; Med Fail activities
Ideology | - Air Force and
Org Army did not Low-Med Pass
Factors outsource
network

—



Strategic Efficiency — Theory Prediction
Note: Cost comparisons refers to the A-76 process

1970-1980 1981-1988

Theory Prediction:
Low Outsourcing

Theory Prediction:
Low Outsourcing

Justification

Pay

-Military and Fed civilian
pay less than private sector
for enlisted and mid-senior
officer;

+Junior officer pay
competitive with private
sector equivalent between
1980-1985;

Justification

Pay

— DoD pay for enlisted,
officer and federal civilian is
more cost effective than
comparable private sector
personnel;

+Private sector personnel at
low-skilled/manual labor
positions offer comparable
cost value with federal or
military personnel; Relative Pay Growth
+Parity in military pay with
private sector in 1982;

- Private sector pay grows

Relative Pay Growth
-Private sector pay growing
faster than military and

federal civilians; enlisted pay between 1983
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1989-1995

Theory Prediction:
Low Outsourcing

Justification

Pay

- Military and Fed civilian
pay less than private sector
in most enlisted and officer
positions;

Relative Pay Growth

- Officer pay-growth slower
than private sector
equivalents; senior enlisted
pay-growth slower thru 1992
and faster than private sector
equivalents in 1993-94;
some junior enlisted pay

faster than officer and seniorparity with private sector

equivalent in 1989 and pay

and 1988; junior enlisted paygrew faster in 1990-95;

Medical
No significant impact;

growing faster than private
sector equivalents;

+Relative pay for DoD cratft,
production, operator, laborerprivate sector;

Other

- 65-75% of outsourcing
through procurement of
services initiatives were
primarily in areas where DoD Medical

personnel were better cost +Military expenses
savings;
+75% of outsourcing through rate than private sector;
competitive sourcing
initiatives was in the

activities grew faster than
private sector;

Other

+Relative pay for craft,
production, operator, laborer
activities grew faster than

Medical
+Military expenses growing
faster than private sector;

beginning to grow at a fasterOther

+Private sector personnel at
low-skilled positions offer
comparable cost value than

relatively low-skilled/manual +Private sector personnel at federal or military personnel,

low-skilled positions offer
comparable cost value to

labor type commercial
activities of utilities and
housekeeping;

federal or military personnel;
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Strategic Efficiency — Theory Prediction

1996-2000 2001-2005

Theory Prediction: Theory Prediction:

Medium Outsourcing Medium Outsourcing

Justification Justification

Pay Pay

+ Military and Fed civilian pay +Military and Fed civilian pay approaching
becoming more competitive with parity with private sector in junior civilian,
private sector; enlisted and officer;

- Middle to senior level enlisted and -Private sector more costly

officer positions remain cost savings toan middle to senior level enlisted and officer
DoD; positions;

+ Junior enlisted and officer

compensation competitive with privateRelative Pay-Growth

sector equivalents; +Congress adjusts military
pay to create parity in pay-growth in military
Relative Pay-Growth and private sector through 2006;

- Officer and senior enlisted pay grew

slower than private sector equivalentsMedical

+Junior enlisted pay-growth faster thar Military expenses growing faster than
private sector equivalents; private sector;

Medical Other
+Military expenses growing faster thar+Increase in military compensation;
private sector; nearly four times the  +Military less cost-effective

cost for private sector; for low-to-mid-level positions;

+Private sector personnel at
Other low-skilled positions offer greater cost
+Private sector actors becoming savings than
increasingly cost-effective for some federal or military
military positions when including personnel;
medical compensation variables; -Military and federal
- Mixed findings on cost savings valuecivilian more cost-effective for higher skilled
of federal employees; and upper middle to senior positions;
+Private sector personnel at low- -Weak contracting

skilled positions offer comparable costoversight and monitoring processes;
value than federal or military

personnel;

+DoD Budget at its lowest levels since

1976;



Strategic Efficiency —

Outcome of Outsourcing Behavior

1970-1980 1981-1988 1989-1995

Outcome: Medium Outcome: Low Outcome: Medium
correlation with correlation with theory  correlation with theory
theory prediction prediction prediction

Average percent of  Average percent of Average percent of O&M
O&M spent on O&M spent on procured spent on procured services
procured services was services was 64.2 was 61.6 percent; percent of
57.8 percent; percent; percent of O&M dollars spent on
percent of O&M O&M dollars spent on  procured servicemcreased
dollars spent on procured services by 1.2 percent during case;
procured services increased by 9.3 percentO&M Budget decreased and
declined by 3.5 during case; 25-35 amount spent on

percent during case; percent of procured procurement of services

25-35 percent of
procured services
were for low skilled
jobs; Competitive
sourcingactivity had
significant increase
between 1978 and
1980; DoD completed
cost comparisons
increased from 1-205

services were for low  decreased;

skilled jobs;Competitive Competitive Sourcing
Sourcingactivity was activity declined

significant; the DoD considerable as compared to
completed 1,631 cost  the 1981-88 period;
comparisons between completed cost comparison
1981 and 1988 with an studies were reduced to 183
annual dollar value between 1989 and 1994;
average of $279 Total positions studied
million; 75 percent of declined from 12,000 in

by the end of 1980; 75 competitions were for 1988 to 2,128 in 1995 and

percent of
competitions were for
low skilled positions;

low skilled positions; was preceded by annual
totals of 496, 441, 1623,
between 1992 and 1994;
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Strategic Efficiency — Outcome of Outsourcing Behavior

1996-2000

Outcome:
Medium-to-High correlation
with theory prediction

Increased procurement and
competitive sourcing activity;
Average percent of O&M spent
on procured services was 64.8
percent; percent of O&M spent on
procured servicedecreased by 3
percent during case; O&M budget
increased and amount spent on
procurement remained consistent;
Competitive Sourcingheasured
through A-76 activities;
competitive sourcing initiatives
increased; A-76 competitions
increased from 20 in 1996 to 210
in 2000; positions competed
increased form under 100 in 1996
to 8000 in 2000; DoD competitive
sourcing initiatives increased from
50 in 1995 to nearly 450 in 1999;

2001-2005

Outcome:
Medium correlation with theory
prediction

Average percent of O&M spent on
procuredservices was3.3 percent;
percent of O&M spent oprocured
servicedncreased by 3.7 percent during
case; O&M budget increased and
amount spent on procurement of
services increase@ompetitive
Sourcingactivity as measured by the
average # of positions competed, A-76
competitions and announced
competitive sourcing initiatives
decreased; the average # of positions
annually competed declined under
14,000 in 2003; A-76 competitions
decreased from over 200 in 2000 to 160
in 2003; announced competitive
sourcing initiatives declined from 450

in 1999 to under 50 in 2004;



Political Ideology — Theory Prediction

1970-1980

Theory Prediction:
Low Outsourcing

Justification

- State intervention
prevailed as
foundation for
economy;

- Market-centric ideas
have minority position
but increase toward
end of decade with
deregulation efforts;

- Using private sector
for DoD activities not
in mainstream political
discourse

or strategies;

- Nixon admin chose
state interventionist
approach to economic
management;

+Ford admin action to
incorporate market
ideas correlated with
deregulation efforts
and increased use of
private sector;

- Carter admin actions
to reduce private
sector in DoD
activities were
unsuccessful;
+Deregulation efforts
support neoliberal
aims;

+Commercial sourcing
activity increased,

1981-1988

Theory Prediction:
Medium-to-High
Outsourcing

Justification
+Neoliberal/market-
centric ideas grow
throughout period,;

+ Republican
presidency offered
support for increased
market-centric
economic
policymaking; strong
support for private
sector firms performing
government functions;
+ Congress split
through first Reagan
admin;

+ Weak House during
first term;

- Democratic Congress
during last half of 2nd
Reagan admin offered
increased resistance to
market-centric designs;
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1989-1995

Theory Prediction:
Medium-to-Low
Outsourcing

Justification

+ Expect Reagan’s
neoliberal economic
principles to carry
forward with Republican
admin of G.H.W. Bush;
- Clinton admin
represents conservative
element of the
Democratic party;

- Democrat controlled
Congress increases
resistance for further
market activity;

- Congress initiated
legislation having direct
affect on DoD;
competitive sourcing
activities and results
through 1995;



Political Ideology — Theory Prediction

1996-2000

Theory Prediction: Medium-to-
Low Outsourcing

Justification

+ Clinton administration moving to
the right, increasing market
tendencies in policymaking;

+ Congress (R) outsourcing friendly;
- FAIR Act actions by Clinton
administration provide limited
opportunities for private sector;

- Clinton administration alignment
with federal unions to limit
competitive sourcing activities;

2001-2005

Theory Prediction: Medium-to-
High Outsourcing

Justification

+ Pres. Bush support for
neoliberalism;

+ SecDef strong market-centric
economic policy advocate;

- Senate relatively split;

+ Small Republican majority in
House;

+ President announces PMA
supporting federal activities
competition as top five priority;

+ Iraq infrastructure development
plan following neo-liberal
architecture;

- Bilateral Congressional pushback
on competitive sourcing objectives
and A-76 program;
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Political Ideology — Outcome of Outsourcing Behavior

1971980

Outcome:
Medium
correlation with
theory prediction

Average percent of
O&M spent on
procured services
was 57.8 percent;
percent of O&M
spent orprocured
servicegdeclined
by 3.5 percent
during case;
25-35 percent of
procured services
were for low
skilled jobs;
Competitive
sourcingactivity
had significant
increase between
1978 and 1980;
DoD completed
cost comparisons
increased from 1-
205 by the end of
1980; 75 percent
of competitions
were for low
skilled positions;

1981-1988

Outcome:
High correlation with
theory prediction

Average percent of
O&M spent on
procured services was
64.2 percent; percent of
O&M spent on
procuredservices
increased by 9.3 percent
during case; 25-35
percent of procured
services were for low
skilled jobs;
Competitive Sourcing
activity was significant;
annual average of cost
comparison studies was
203 between 1981 and
1988; 1,631 cost
comparisons completed
between 1981-1988; 75
percent of competitions
were for low skilled
positions;

1989-1995

Outcome:
Medium correlation with
theory prediction

Average percent of O&M
spent on procured services
was 61.6 percent; percent of
O&M spent onprocured
servicedncreased by 1.2
percent during case; O&M
Budget decreased and
amount spent on
procurement of services
decreased;

Competitive Sourcing
activity declined
considerable from the 1981-
88 period as indicated by
cost comparison studies and
annual positions studied;
completed cost comparison
studies were reduced to 183
between 1989 and 1994;
total positions studied
declined from 12,000 in
1988 to 2,128 in 1995 and
was preceded by annual
totals of 496, 441, 1623,
between 1992 and 1994;
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Political Ideology — Outcome of Outsourcing Behavior

1996-2000

Outcome:
Medium-to-Low correlation
with theory prediction

Increased procurement and
competitive sourcing activity;
Average percent of O&M spent
on procured services was 64.8
percent; percent of O&M spent on
procured servicedecreased by 3
percent during case; O&M budget
increased and amount spent on
procurement remained consistent;
Competitive Sourcingheasured
through A-76 activities;
competitive sourcing initiatives
increased; A-76 competitions
increased from 20 in 1996 to 210
in 2000; positions competed
increased form under 100 in 1996
to 8000 in 2000; DoD competitive
sourcing initiatives increased from
50 in 1995 to nearly 450 in 1999;

2001-2005

Outcome:
Med-to-Low correlation with theory
prediction

Average percent of O&M spent on
procuredservices was3.3 percent;
percent of O&M spent oprocured
servicedncreased by 3.7 percent during
case; O&M budget increased and
amount spent on procurement of
services increase@ompetitive
Sourcingactivity as measured by the
average # of positions competed, A-76
competitions and announced
competitive sourcing initiatives
decreased; the average # of positions
annually competed declined under
14,000 in 2003; A-76 competitions
decreased from over 200 in 2000 to 160
in 2003; announced competitive
sourcing initiatives declined from 450

in 1999 to under 50 in 2004;
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Organization Factors — Theory Predictions

1970-1980 1981-1988 1989-1995

Theory Prediction: Theory Prediction: Theory Prediction:

Low Outsourcing Low Outsourcing Low Outsourcing
Justification Justification Justification
-Outsourcingactivities  -Outsourcingactivities - Service leaders reluctant to
decentralized,; decentralized,; change practices and

-Org autonomy; -Org autonomy; missions in early post-Cold
-Local organizations  -Local organizations War period,;

controlled process for controlled process for - Org autonomy;

choosing activity and  choosing activity and extent- Organizations face

extent of outsourcing; of outsourcing; reduction, seek to maintain
-Organizations - Organizations selectively force size;

selectively followed followed OMB guidance  + Budget reductions;

OMB guidance for for competitive sourcing; +Weapons modernization
competitive sourcing; -Minimal oversight; requires increased funding;
-minimal oversight; - No major conflicts; + Increased dependency on
+Vietnam war; - Budget increased; commercial technology;
+Budget reduced, + Increased operations

tempo due to Iraq (Desert
Storm) and Balkans conflict;



Organization Factors — Theory Predictions

1996-2000

Theory Prediction:
Medium-to-High Outsourcing

Justification

+Service leaders more inclined to

support outsourcing due to budget
reductions and need to modernize
force;

+limited organization autonomy;

2001-2005

Theory Prediction:
Low-to-Medium Outsourcing

Justification

+ Service leaders need to procure support
for requirements in Afghanistan and Iraq;
+ Limited org autonomy;

+ Increased operations tempo with largest
force deployment over extended period of

+Decreased DoD budget, lowest leveltime since Vietnam conflict;

since 1976;

+ Weapons modernization requires
increased funding;

+ Increased dependency on
commercial tech;

+ Increased operations tempo due to
conflict in Balkans and post-lraq
(Desert Storm) missions;

+ Increased technological maturity and
integration in missions; minimal internal
expertise and support infrastructure;
+Weapons modernization;

-Budget increasing;

- Organizations have limited control over
contractors;

- Local organization leaders have interest
in protecting employees (military/civilian);
- Deployments limit competitive sourcing
activities;

- Reduced force size in midst of two major
conflicts, minimal desire to replace existing
force structure;
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Organization Factors — Outcome of Outsourcing Behavior

1970-1980 1981-1988 1989-1995
Outcome: Medium Outcome: Low Outcome: Medium-to-
correlation with correlation with theory High correlation with
theory prediction prediction theory prediction

Average percent of  Average percent of O&M  Average percent of O&M
O&M spent on spent on procured servicesspent on procured services
procured services was was 64.2 percent; percent was 61.6 percent; O&M
57.8 percent; percent of O&M spent orprocured spent orprocured services

of O&M spent on servicedncreased by 9.3  increased by 1.2 percent;
procured services percent during case; 25-35 O&M budget decreased;

declined by 3.5 percentpercent of procured amount spent on

during case; services were for low procurement of services

25-35 percent of skilled jobs;Competitive  decreased;

procured services wereSourcingactivity was Competitive Sourcing

for low skilled jobs; significant; annual average activity declined as
competitive sourcing for cost comparison studiesindicated by cost
activity had increased was 203 between 1981 andcomparison studies and

between 1978 and 1988; 1,631 cost annual positions studied;

1980; DoD completed comparisons completed  completed cost comparison

cost comparisons between 1981-1988; 75  studies were reduced to 183

increased from 1-205 percent of competitions between 1989 and 1994,

by 1980; were for low skilled total positions studied
positions; declined from 12,000 in

1988 to 2,128 in 1995 and
was preceded by annual
totals of 496, 441, 1,623,
between 1992 and 1994;
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Organization Factors — Outcome of Outsourcing Behavior

1996-2000

Outcome: Medium-to-High
correlation with theory prediction

Average percent of O&M spent on
procured services was 64.8 percent;
percent of O&M spent oprocured
servicegdecreased by three percent;
O&M budget increased and funds
spent on procurement remained
consistentCompetitive Sourcing
measured through A-76 activities;
DoD competitive sourcing initiatives
increased; A-76 competitions
increased from 20 in 1996 to 210 in
2000; positions competed increased
form under 100 in 1996 to 8,000 in
2000; DoD competitive sourcing

2001-2005

Outcome: High correlation with theory
prediction

Average percent of O&M spent on
procuredservices wa$3.3 percent; percent
of O&M spent orprocured services
increased by 3.7 percent during case; O&M
budget increased and amount spent on
procurement of services increased;
Competitive Sourcingctivity as measured
by the average # of positions competed; A-
76 competitions and announced
competitive sourcing initiatives decreased,;
the average # of positions annually
competed declined under 14,000 in 2003;
A-76 competitions decreased from over
200 in 2000 to 160 in 2003; announced

initiatives increased from 50 in 1995 t@ompetitive sourcing initiatives declined

450 in 1999;

from 450 in 1999 to under 50 in 2004;
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Comparison of DoD’s Use of Contract Obligations for select Services
between Fiscal Years 1996 to 2005 (dollars in billions)

Service Category

Service obligations

Percentage of

Percentage

Fiscal year service change, fiscal
obligations years 1996 to
fiscal year 2005
1996 2005 2005
Professional, administrative, $10.8 $28.3 20.0 161
and management support
Information Technology 4.9 10.3 7.3 110
Medical Services 1.6 8.0 5.6 412
Housekeeping Services 2.4 4.8 3.4 98

(GAO 2006, 5)
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TABLE 3
Real Growth/Decline in National Defense Spending
FY 1970 to FY1988
BUDGET AUTHORITY OUTLAYS
Fiscal | Current | Constant | Real Growth | Current | Constant | Real Growth
Year | Dollars | FY2005 | /Decline Dollars FY2005 | /Decline
Dollars Dollars
1970 | 75.3 401.0 -9.0% 81.7 436.2 -7.1%
71 72.7 365.7 -8.8% 78.9 398.1 -8.7%
72 76.4 351.6 -3.9% 79.2 369.6 -7.2%
73 79.1 335.6 -4.6% 76.7 336.9 -8.8%
74 81.5 318.2 -5.2% 79.3 322.4 -4.3%
75 86.2 307.6 -3.3% 86.5 315.0 -2.3%
76 97.3 321.6 4.6% |89.6 305.1 -3.1%
77 110.2 334.5 4.0% |97.2 307.4 0.8%
78 117.2 329.8 -1.4% 104.5 307.5 0.0%
79 126.5 328.1 -0.5% 116.3 316.9 3.1%
80 143.9 333.6 1.7% | 134.0 324.9 2.5%
1981 | 180.0 370.8 11.1% | 157.5 339.5 4.5%
82 216.5 410.0 10.6% | 185.3 362.6 6.8%
83 245.0 442.7 8.0% | 209.9 391.0 7.8%
84 265.2 462.5 45% |227.4 406.7 4.0%
85 294.7 493.9 6.8% | 252.7 433.2 6.5%
86 289.1 474.9 -3.8% 273.4 455.1 5.0%
87 287.4 460.2 -3.1% 282.0 456.5 0.3%
88 292.0 451.3 -1.9% 290.4 454 .9 -0.4%
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TABLE 3
Real Growth/Decline in National Defense Spending
FY 1989 to FY 2005
BUDGET AUTHORITY OUTLAYS
Fiscal | Current | Constant| Real Growth | Current | Constant] Real Growth
Year | Dollars | FY2005 | /Decline Dollars FY2005 | /Decline
Dollars Dollars
89 299.6 4455 -1.3% 303.6 456.0 0.3%
90 301.2 435.2 -2.3% 297.9 435.3 -4.5%
1991 | 296.2 411.5 -5.4% 296.7 417.1 -4.2%
92 287.7 390.8 -5.0% 286.1 389.0 -6.7%
93 281.1 374.2 -4.2% 283.9 376.1 -3.3%
94 263.3 343.2 -8.3% 278.9 360.8 -4.1%
95 266.4 340.0 -0.9% 271.0 345.0 -4.4%
96 266.2 332.5 -2.2% 265.2 331.0 -4.1%
97 270.4 330.3 -0.7% 270.5 328.9 -0.6%
98 271.3 323.1 -2.2% 268.5 318.9 -3.0%
99 292.3 339.5 5.1% | 274.9 320.3 0.4%
2000 | 304.1 344.2 1.4% | 294.5 333.5 4.1%
01 335.3 368.9 7.2% | 305.5 335.6 0.6%
02 362.1 387.6 5.1% | 348.6 372.3 10.9%
03 456.2 476 22.8% | 404.9 422.5 13.5%
04 460.5 469.7 -1.3% 453.7 461.1 9.4%
05 448.1 448.1 -4.6% 469.4 469.4 1.6%

(Carter and Coipuram, 2005, 24)
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TABLE 4

DoD A-76 Cost Studies by Functional Area

from October 1978 through December 1986
Function Number | Estimated

of dollar savings
Studies

Facilities/grounds/utilities maintenance 251 $89,073
Custodial 201 26,196
Commissary/clothing store 145 20,170
Motor pool/vehicle maintenance 124 56,283
Multifunction/base maintenance 120 155.515
Supply/warehousing/distribution 109 31,783
Administrative telephone and communications| 96 20,924
Equipment maintenance 82 49,475
Management/administrative support 81 8,968
Automated data processing 66 3,677
Audiovisual 65 18,645
Other 59 42,383
Fire protection/guard 54 7,870
Laundry/dry cleaning 50 12,554
Food service 35 27,196
Transport 29 25,993
Library 24 277
Mail and file 18 462
Printing 16 781
Education and training 14 11,402
Data entry 12 2,234
Health services 7 431
Architecture/engineering 2 56
Manufacturing 1 209
Social/community services 0 0
All Functions 1,661 $612,557

(GAO 1988, 15)

Note: A description of the types of functions iraéul in each of the 25 categories studied is pravide¢he

Appendix.



TABLE 5
DoD Completed Cost Comparisons by Fiscal Year
of Initial Decision
Fiscal Year | Total | Annualized Dollars | Average Annualized Dollars
(000s) (000s)

1978 1 1,536 1,536
1979 114 152,934 1,342
1980 205 557,934 2,719
1981 186 369,334 1,986
1982 292 428,160 1,466
1983 370 390,584 1,056
1984 171 161,025 942

1985 192 263,502 1,372
1986 184 203,770 1,107
1987 127 239,844 1,889
1988 109 177,548 1,629
1989 70 156,242 2,232
1990 29 35,502 1,224
1991 66 67.945 1,029
1992 9 11,369 1,263
1993 2 7,712 3,856
1994 7 9,063 1,295
Total 2134 3,233,565 1,515

(Keating 1997, 3, 52)

338

Note: FY78 through 94 data was derived from thedBYCommercial Activity Management Information
System (CAMIS) database. A CAMIS record is setwvgrgtime a function is nominated for A-76 cost

comparison.
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TABLE 7
Positions Studied in the DoD and Civilian Agencies
between the G.H.W. Bush and Clinton Administrations
Fiscal Year Total FTEs DoD FTEs Civilian
Agencies FTE;S
1988 17,249 12,000 5,249
1989 8,469 6,100 2,369
1990 9,547 6,989 2,558
1991 2,026 1,243 783
1992 564 496 68
1993 509 441 68
1994 1,691 1,623 68
1995 2,386 2,128 258
1996 5,267 5,241 26
1997 25,255 25,255 0

(Grasso 2003, 10).

Note: An FTE is the calculation of staffing levelsing staff work time as a factor. As a resulanfOMB
Circular A-76 competition, the function currentlgniormed by federal agency workers could be
transferred to a source outside of the agencydiet) another federal agency or the private sector.
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TABLE 8
MILITARY PAY PERCENTILES

Basic Military Pay as Percentile of Private Sector Pay for Male Enlisted ahOfficer

Personnel
Fiscal | E-4,4 Years | E-4, 4 E-5, 10 0-3,8Y0S | 0-4,10Y0S
Year of Service YOS vs. YOS vs., vs. 27-31 vs. 32-36
(YOS) vs. 22-| 22-26 Year| 27-31 Year | Year Old, Year Old, 4+
26 Year Old, | Old, Some | Old, Some | 4+ Years Years
High School | College College College, College,
Professional/| Professional/
Technical Technical
82 49 49 49 76 66
83 54 42 50 73 64
84 54 52 45 69 63
85 57 48 49 70 61
86 59 51 48 65 61
87 57 51 50 64 58
88 55 48 50 61 54
89 56 50 47 62 53
90 61 54 51 63 55
91 60 55 50 64 54
92 63 60 58 67 55
93 68 63 60 71 55
94 68 63 61 67 54
95 66 62 61 69 54
96 68 63 62 68 57
97 65 61 58 64 56
98 67 63 61 69 59
99 71 65 61 64 58

(Hosek 2001, 75)

Note: Military Pay is measured as basic militarynp@nsation (BMC) from 1982-1997 and regular

military compensation (RMC) from 1998-1999. BM€Cludes basic pay, basic allowance for subsistence,
basic allowance for quarters, and the tax advardaging from the no taxability of the allowancé8MC

is the same except the basic allowance for housiplgces the basic allowance for quarters. Prisettor

pay is from the March Supplement of the Currentifation Survey. The sample is limited to the
previous-year pay for workers who reported at I8&shours per week and at least 35 weeks in that ye
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TABLE 9

Changes in Military Compensation for Average Active Duty Military Personrel,
1999-2005 (Excluding VA benefits) (in FY 2005 Dollars)

Type of Compensation . Daollar TSl'iar-a off E:. Real
Increase | Increase Change
Cash
Bazic Poy gC 300 240 a0
Housing Allowance 53,100 14%0 aih%
Subsistence Mllowance 20 He 0%
Tax Advaniage 2200 1%0 12%
Cther Pays and Allowances 600 3% 1%
Tulal Cash 9. 300 < 3 %in 5%
Mon-Cash
Immediate Bonefits
Installation-Based Benefits 51,000 5% e
Active Duty Health Care g2 500 1% 5%
Subtotal =3, 500 15 1%
Deferred Benefiks
Social Security amd COther 5100 (24 by
Retires Benefits
Retirement Pay fccrual 23,600 16% e
Health Care Accrual for 24,200 19% A55%
Retireps 654
Health Care Accrual for 21,70 B4 5%
Hetiress under &5
Subtotal 249,400 43% 85%
Subtotal §9.500 432 Ti%
Total Mon-Cash §13, 000 55245 44%
Total Cash and Mon-Cash §22 X0 100, s
Componsation

(Kosiak 2005, 27)
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TABLE 10
1998 Comparison of the Annual Value of Federal and Private-Sector Benefitsrf
Five Hypothetical Employees (in dollars)

A CYearal 25 35 55 La] S
Hervice (Years) 2 K 20 o 15
Sulacy (Dhilara) 5N A5 AN THEED A% S0 JHH}
Rearirapent

CHRY ] ] 10,770 545 B0

FERS 1,75 53 1c 43S i il A 715

Privais sittor 1.110 ] 10,998 516 6227
Headeh [rssgsranog

CRES 1 5 4511 5 I%T KEIE

FERS 1.7 2044 L 5 e 1004

Privas secnar X211 2508 45617 5,18 A5y
Hetiree Heehh Esnrance

CHELY ] & LA 1378 A5

FEES E L] 1.2 1319 1,178 Lik5s

Privais sector 228 S iR HMD | 2
Life Innrgmae

CRES ] ] y 41 [TEE]

FERS a8 s ay 4ra {{EH

Privits sooor 4 [{K1] el Fia 411
Siek Lawwve il Diswhiliay

CREE i & bl £ | A 1.7

FlEHS A L LS 24H7 1 .5UH

Privaty sipdtos 7 THE o TN 1.7 B 1454
HirliSay andd Yacpiion

CHHS ] & 10,585 i 21E .U

FLRES 2212 .01 IO LRE il fi.023

Prosars s TIAY & T8 A ieg A5 H A3
Tistal

Caka i ] P A |8 BE ol

FERS 521 14 5% X HTY 42 Tty 22 M

Privaiz saztar HI5 13 341 87 10T 18 A0
fienefis as o Percantage of Pay

CHRLS 1 ] W 410 CES &

FERS B 124 453 405 44 2

Privas simsar il P a8 i v
Telirmidd: ak a r"l,h'l,:lllr\.;ﬂ' :I'P'u:.-

CRES ] 1 08 20 55

FERS zh i 4.4 LE T

SOURCE  Comgressiors) Badgpe Tl usiag dbata Tmrn Wislam Wyall & Cosmaey
NOTES:  Provase-secioe valoss pellect prasficss as of 1W0H
CEARS = Civil Service Retrement Sistem; FTRS = Pederz] Empoyees Beiremens dystem.

2  The mo yeunzes emplyeees would not beeligible for CSRE becamse the plan was closed n 19873,

(Musell and Holen 1998, viii)



TABLE 11 Composition of Congress
(Majority Party highlighted: Blue-Democrat, Red-Republican)

Congressional Senate House
S . Party Party
ession Dem Rep Other Control Dem Rep  Control
91st 1969-71 57 43 — D 243 192 D
92nd 1971-73 54 44 2 D 255 180 D
93rd 1973-75 56 42 2 D 242 192 D
94th 1975-77 60 38 1 D 291 144 D
95th 1977-79 61 38 1 D 292 143 D
96th 1979-81 58 41 1 D 277 158 D
97th 1981-83 46 53 1 R 242 192 D
98th 1983-85 46 54 — R 269 166 D
99th 1985-87 47 53 — R 253 182 D
100th 1987-89 55 45 — D 258 177 D
101st 1989-91 55 45 — D 260 175 D
102nd 1991-93 56 44 — D 267 167 D
103rd 1993-95 57 43 — D 258 176 D
104th 1995-97 48 52 — R 204 230 R
105th 1997-99 45 55 — R 206 228 R
106th 1999-01 45 55 — R 211 223 R
h R R
107" Jan- | 2001-01 50 50 — 212 221
Jun
107" Jun- | 2001-02 50 49 1 D 212 221 R
Nov
h R R
107 2002-03 48 50 2 212 221
Nov-Jan
108th 2003-05 48 51 1 R 204 229 R

343
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1993 Variations Among the Services in Using Enlisted Personnel

to Fill Civilian Equivalent Positions

Air Force enlisted

Army enlisted and

Navy enlisted and

and civilian civilian personnel civilian personnel
personnel
Occupational Number Percent | Number | Percent | Number Percent
specialty Civilian civilian Civilian
Administration, 39,154 59.6 55,518 76.9 34,445 67.7
general
Auditing and 4,370 42.7 5,332 88.5 4,396 100.0
accounting
Computer 11,279 16.7 4,663 67.5 5,639 53.4
operators/
analysts
Construction 1,919 57.5 11,247 78.9 2,277 44.3
equipment
Electricians 3,615 41.9 1,906 86.5 7,111 81.9
Electronic 20,027 44.2 8,059 82.7 8,223 77.4
instruments
Fire fighting and 8,164 34.5 2,934 92.1 2,880 100.0
damage control
Food service, 6,322 14.1 14,986 18.4 14,198 6.6
general
Information and 5,038 52.9 5,309 88.7 2,553 76.2
education, genera
Law enforcement, 10,229 4.6 17,191 6.4 3,509 72.6
general




TABLE 12

345

1993 Variations Among the Services in Using Enlisted Personnel

to Fill Civilian Equivalent Positions

Air Force enlisted | Army enlisted and | Navy enlisted and
and civilian civilian personnel civilian personnel
personnel
Occupational Number Percent | Number | Percent | Number Percent
specialty Civilian civilian Civilian
Mechanical and 4,590 100.0 5,043 75.0 12,033 85.9
electrical
equipment
Medical 6,108 19.8 6,626 50.6 1,468 100.0
administration and
logistics
Motor vehicle 5,491 43.3 14,280 23.4 1,929 100.0
operators
Personnel, general 12,082 27.1 21,770 40.0 8,842 44.8
Recruiting and 1,328 9.0 3,934 5.3 1,592 27.5
counseling
Security guards 16,782 2.2 1,896 100.0 1,496 57.8
Supply 25,109 40.7 42,206 32.3 24,390 45.7
administration
Transportation 9,255 16.0 3,656 59.1 1,894 82.4
Utilities 10,428 42.9 8604 88.8 13,052 73.4
Warehousing and 9,026 49.5 9,645 86.6 7.904 100.0
equipment
handling
Total enlisted and 491,419 27.1 674,843 28.2 603,177 27.3
civilian functions

Source: Occupational specialty data provided byeBst Manpower Data Center (DMDC)

(GAO 1994, 21)
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FIGURES
FIGURE 1
Summary of DOD costs for commercial services
compared with O&M costs
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—+— % of O&M budget for Service Procurement
$ Based on 2005 CPI

(DoD Comptroller 2006, 64—67; DoD SIAD 2006)

Note 1 Total Obligation Authority (TOA)TOA is a DoD financial term that expresses the &altithe
DIRECT Defense program for a fiscal year. It int#a regular O&M appropriations, any supplemental
O&M appropriations, and any funding from other agptation accounts transferred or reprogrammed into
the O&M account during budget execution (DoD Comlgr 2006, 1; GAO 2007, 8).

Note 2: The Consumer Price Index (CPI) is a measlitiee average change over time in the prices lpaid
urban consumers for a fixed market basket of coeswnods and services (DoD Comptroller 2006, 39).
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FIGURE 1B

Average Percent of O&M for Procured Services
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FIGURE 2
Comparison of Military and Civilian DoD Pay
with Service Procurement Cost
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FIGURE 4

Total Annual Pay for Military and DoD Civilians
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FIGURE 5

FTE Positions in A-76 Competitions between 1979 and 1996
with Projected Activity between 1997 and 2003
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FIGURE 6

Trends in the Average Number of Total FTEs Competed for each Year
from 1996 through 2003
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FIGURE 7
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FIGURE 8
Announced DoD Competitive Sourcing Initiatives
1995-2004: Number of Competitive Sourcing Initiatives Announced by DoD (Army,

Navy, Air Force, and Defense Agencies and Field Activities)
from FY 1995 to FY 2004
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(Kleinknecht et al 2005, 9)



FIGURE 9
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FIGURE 10

Officer Pay as Percent of Private Sector Pay, Males
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FIGURE 11

Relative Pay Growth/Decline in Military

ECI-Based Relativa Pay Growth
(in parceniage)
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(Hosek et al 1994, 7)

Note 1: ECI (Employment Cost Index) is used foam&ing wage growth in the civilian sector. It has
been used in setting military pay increases imtiigary. Negative bar indicates that pay in théitauiy
has grown more slowly than in the civilian sector

Note 2: Pay gaps are comparisons of relative paydir as measured from a base point rather than
comparisons of absolute pay levels. Fiscal 198Reidase point for the pay gap computation repdrézd
for the ECI. In 1982 Congress provided the mijitaith a large pay raise to create parity with piiate
sector. Pay is tracked by a Basic Pay Index (B, the gap is computed as the percentage diferien
the BPI and the ECI (Hosek, Peterson, and Heilkdt@84; Williams 1995).
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FIGURE 12
Differences Between Military and
Private Sector Pay Raises since 1982
(Percent)
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(Gilmore 2007, 12)
Notes: RMC = regular military compensation (basig,mllowances for housing and subsistence, and the

federal tax advantage that occurs because thasgagites are not taxed); ECI = employment cost index
These comparisons exclude the military’s specigsphonuses, and noncash benefits.
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FIGURE 14

ECI BASED MILITARY PAY GAP

Since 1982, ECI Shows That Military Pay
Has Grown Slower Than Civilian Pay
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FIGURE 15

DECI Based Military Pay Gap for Officers
and Enlisted Personnel

Officers Have a Pay Gap, Enlisted
Personnel Do Not

DECI] -based gaps for officers and enlisted
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(Asch and Hosek 1999, 8)

Note: The DECI (Defense Employment Cost Indexnisbernative index that RAND developed to
measure pay comparability for military personnghe DECI tracks wage growth for civilians who are
demographically similar (based on age, educatiod,occupation) to personnel on active duty. Atpasi
bar indicates that pay in the military has growrren@pidly than in the civilian sector.



FIGURE 16

Civilian vs. Junior and Senior Enlisted
Pay Growth 1980s-1990s

Civilian Pay Has Grown Faster Than
Military Pay During the Boom
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Note: Boom refers to the economic growth duringrttid—1990’s
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FIGURE 18

Estimated Distribution of Federal/Private Salary Differences for Skected
Professional and Administrative Occupations in FY 2000

(Thousands of federal employees)
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Note: Administrative and Professional occupatiordlide computer specialists, accountants and lawvyer
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FIGURE 19

Estimated Distribution of Federal/Private Salary Differences for Sedcted Technical
and Clerical Occupations in FY 2000
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Note: Technical and Clerical occupations includmpater operators, clerk, and secretary.
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FIGURE 20

Comparison of Changes in Federal
and Private Sector Pay

(Index of Change)
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Source: Congressional Budget Office using dataigeal/by the Bureau of Labor Statistics and thed@ffi
of Personnel Management.

Note: The gap shown is calculated by CBO on théshlEshanges in federal pay compared with changes
in the ECI. The calculated gap compares with diniaf estimate of 23 percent.
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Percent of Military Personnel who Serve for a 20-Year Career

Officer Enlisted Overall

(Walker 2005b, 7)
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FIGURE 22

Military Compensation (excluding Veterans’ Benefits) for the AverageActive Duty
Service Member in 1988, 1999 and 2005
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The DoD'’s Historical Medical Spending
and the Size of the Active Duty Force
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Source: Congressional Budget Office based on irdtion from the Department of Defense's 2608ure
Years Defense Prograffor medical spendingpepartment of Defense Budget for Fiscal Years
2004/2005: Military Personnel Prograngor the 2003 accrual payment included in medsgending);

and the Defense Enroliment Eligibility Reportings&m and Managed Care Forecasting and Analysis

System (for the size of the active-duty force).

a. Excludes mobilized and full-time members of Reserves and National Guard.

Note: The Department of Defense's medical spenditrgased from $6,600 per active-duty service
member in 1988 to $19,600 in 2003, or by a toté#18,000.
a. Owing to the greater use of technology, changt®e utilization of health care services, anchbig

medical prices.

b. Consisting of a decrease in the number of actiwg military personnel and their dependents and a
increase in the number of retirees and their deg@tiscand survivors

(Percy, Clay-Mendez, and Gilmore 2003, 2).
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FIGURE 26

Medical Spending per Dollar of Cash Compensation for Service Members aridr
Federal and Private Sector Employees—1988 to 2020
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Source: Congressional Budget Office using infororafrom the Department of Defense (for military
service members); Office of Personnel Managementf¢deral civilian employees' salaries and Federal
Employees Health Benefits program premiums); aerd3hreau of Labor Statistics (for comparable data o
private-sector employees).

Note: Error bars represent high and low estimates.

a. Based on 1991 data because earlier data asvaitable.

(Percy, Clay-Mendez, and Gilmore 2003, xi)
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FIGURE 28

Usage of the Terms Outsourcing and Privatization
in Newspapers and Academic Journals
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FIGURE 28 Data 1970-1997
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FIGURE 28 Data 1998—-2005
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FIGURE 29
Types of Commercial Activities Outsourced
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FIGURE 29 Data 1970-1993
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FIGURE 29 Data 1994—-2005
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APPENDIX

Primary DoD Functions Included in
25 Categories of Functions in A-76 Studies

Administrative telephone and communicatie@sdministrative telephone services,
telecommunication centers, communication systems installation, and intetenesgiair
of communications equipment.

Architecture and EngineeringArchitecture, engineering, and technical services.

Audiovisual- Visual information support, audiovisual production, technical
documentation, electronic media, and audiovisual design services.

Automated Data Processing (ADPData processing, operations and maintenance of
ADP equipment, ADP production control and customer service, data transmission,
system design, development and programming, and applications systems development
and maintenance.

Commissary/clothing store Commissary and clothing store operation activities.

Custodial- Janitor, pest management, and refuse collection.
Data entry- Data transcription/data entry and punch card processing.
Education and Training Operation of training devices and simulators, recruit training,

officer training, specialized skills training, flight training, professil development,
civilian education and training, dependent education, and other training.

Equipment Maintenance Intermediate and depot level maintenance of various
equipment including aircraft, missiles, vessels, combat vehicles, and arrmaasanell
as railway, industrial, dining facility, medical, dental, and other equipment.

Facilities/Grounds/Utilities maintenanedviaintenance and repair of buildings.
Structures, grounds, railway, waterway, and waterfront facilities. Gqend
maintenance of electrical, plants and systems, heating plants and systeenglants
and systems, sewage and waste plants, air conditioning and refrigeratitsn gua other
utilities.

Fire Protection and GuardFire prevention, protection, and guard services
(GAO 1988)
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