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Abstract: The main aim of this paper is to examine the likelihood of local governments
remunicipalising public services that were previously contracted out. To do so, we studied
a sample of 141 Spanish municipalities with between 20,000 and 50,000 inhabitants, with
particular reference to contracting back operations conducted in the period 2014-16, using
a random-effects panel logit model. We found that local authorities that contracted back
public services were mainly influenced by the wish to achieve higher levels of efficiency,
by political behaviour in a pre-electoral year, and by political corruption detected in the

previous year.
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Introduction

In recent years, the issue of municipal public services has received considerable
attention due to increasing demand for these services and to the severe budgetary

constraints often faced. In response to these pressures, alternative forms of service
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provision have arisen, going beyond the traditional choice between public and private
management, giving rise to a complex range of possibilities for local governments,
including forms such as inter-municipal cooperation, direct provision, public-private
partnerships and contracting out. The latter mechanism is widely adopted and has been
extensively studied (Petersen et al., 2018). Nevertheless, many local authorities,
worldwide, are now ‘contracting back’ or remunicipalising public services (Gradus and
Budding, 2018; Albalate et al., 2019; Gradus et al., 2019; Voorm et al., 2019; Warner and
Aldag, 2019).

Local governments may be motivated by various socioeconomic factors to transfer
the provision of public services to the private sector, through mechanisms such as
contracting out. In many cases, the main goal is to achieve cost savings, which is assumed
to be one of the advantages of contracting out, together with the optimisation of resources
(Bel and Fageda, 2006). Furthermore, it has been argued that privatisation can raise
service quality (Groves et al., 2003) and increase efficiency (Hodge, 2000; Bel et al.,
2010).

However, despite the possible benefits of contracting out, on many occasions local
governments have subsequently retaken control of service provision. Various studies
have highlighted a trend in countries such as the USA, the UK, New Zealand and
Netherlands (all characterised by a strong market orientation) towards contracting back
or ‘insourcing’, i.e., the reinternalisation and control of the management of public services
(Warner, 2008; Hall et al., 2013; Gradus and Budding, 2018). This phenomenon can be
defined as the return to service provision from a for-profit entity to the local authority that
had previously supplied the service (Warner and Aldag, 2019). Countries with a
continental tradition, such as France and Germany, have also reflected this trend (Hall et
al., 2013). In Spain, however, little research has been conducted into this question.

Accordingly, the main aim of this study is to contribute to our understanding of
why municipal services may be contracted back, from private to public delivery, by
analysing the factors underlying this decision. The few studies that have examined this
question previously have each focused on different countries, presenting diverse social
and economic environments, and therefore it is not possible to draw general conclusions

from the empirical evidence obtained to date. In addition, most prior research has taken



the form of case studies or has analysed very specific services, and so has not sought to

identify the drivers of contracting back by local administrations.

Therefore, in our opinion, it is necessary to broaden the scope of the investigation
by identifying the factors that may influence public managers’ decision to contract back
services that had formerly been privatised. Moreover, we believe it useful to examine
how and why remunicipalisation is performed in a country such as Spain, with socio-
economic characteristics differing from those considered in previous research. This
southern European country has a Weberian administrative tradition (Rhodes et al., 2012),
but provides a wide variety of public services, which facilitates comparison with
municipal service provision in other contexts such as the Netherlands (Gradus and
Budding 2018) or the USA (Warner and Aldag, 2019).

To address this research goal, we examined relevant financial, political and
socioeconomic factors in the context of a large dataset of contracting back operations
performed during the period 2014-16 in Spanish municipalities with a population of
between 20,000 and 50,000 inhabitants, taking into account solely the services specified
as being of obligatory provision under Article 26 of the Spanish Local Government Act
7/19852. This analysis was performed using logistic regression with panel data (Bel and
Fageda, 2007).

The results obtained show that remunicipalisation is affected by various political
and economic factors, the influence of which depends on different time horizons. For
example, when efficiency increases (in period t-1) the probability of contracting back also
increases (in period t). The existence of opportunistic political behaviour has been
detected in the remunicipalisation of public services in years immediately prior to
elections, and also when there has been a political change, from a conservative to a
progressive government. In these circumstances, there is a heightened probability of
remunicipalisation. Our analysis of the variable ‘political corruption’ reveals a lag of four

periods before it affects remunicipalisation (i.e. from period t-4 to period t). With respect

2 Article 26 of this Act lists the basic services that all local governments must provide. These vary according
to the local population, but typically include street lighting, cemetery and funeral services, waste collection,
access to population centres, street cleaning, drains and sewage systems and the maintenance of street
infrastructure.



to the government’s financial condition, a direct positive relationship with

remunicipalisation was only observed for the capital balance of the municipal treasury.

The rest of this article is structured as follows. In the next section, we analyse the
factors affecting contracting back. The following sections present the data examined,
describe the method applied in the empirical analysis and discuss the results obtained.

Finally, we summarise the main conclusions drawn.

Explanatory factors of contracting back

In recent years, due in part to the global economic and financial crisis, many local
authorities have sought to achieve cost savings (Bieler and Jordan, 2017; Kim and
Warner, 2018), and thus increase efficiency. Numerous studies of this question have been
conducted, and many have focused on the contracting out of local public services. This is
the most important of the alternatives available for the provision of public services by
operators other than the public entity itself (Pallesen, 2004) and has been studied
extensively (Bel et al., 2018; Ditillo et al., 2015; Petersen et al., 2018).

However, in the last decade, the reverse process, that of contracting back, has
taken place in many countries. Thus, services that were previously contracted out are now
being re-internalised (or remunicipalised). This trend has been observed, for example, in
waste collection services in countries such as the Netherlands (Gradus and Budding,
2018) and Germany (Demuth et al., 2018), and in municipal water services in France
(Hall et al., 2013). The latter services have received most research attention, but they are
not alone within this new trend of contracting back (McDonald, 2018). Indeed, in the
USA more remunicipalisation than contracting out operations took place in the 1990s,

considering all public services (Warner and Hefetz, 2012).

In view of these changing circumstances, various studies have been undertaken to
determine the reasons motivating such a change in the provision of public services. In this
respect, Warner and Aldag (2019) argue that the choice of management forms varies in a
cyclical fashion between private and public management forms, in what they term the
Pendulum Theory.



The relationships among the factors associated with local governments’ decisions
regarding contracting out decisions and their assessments of the outcomes achieved can
be viewed as a useful starting point (in the opposite direction) for studying the factors

relevant to remunicipalisation.

Various theoretical arguments have been proposed in support of the view that
contracting out, spurred by competitive forces, reduces the costs of service delivery and
therefore improves the efficiency of local government (Swarts and Warner, 2014).
However, according to the Fox paradox, just because an entity is efficient in the
production of a good, or in the provision of a service, it is not necessarily efficient in
general (Fox, 1999). Therefore, although it has been claimed that contracting out
enhances service efficiency, Hansen et al. (2016) observe that outsourcing may not
actually raise efficiency in the public sector or achieve any reduction in public spending.
In consequence, the overall level of municipal efficiency could be relevant to managers’

decision to contract out (or contract in) public services.

One view is that if contracting out operations do not result in greater efficiency,
as appears to be the case in some situations, then municipal managers might wish to
contract back the public services affected (Pérez-Ldpez et al., 2015), regaining control
and thus eliminating the costs of monitoring private operators’ fulfilment of their
contracts, and in this sense at least, increasing the efficiency of the service. Alternatively,
when municipalities become more capable of managing their resources efficiently, they
will be better placed to contract back their public services.

Although efficiency is a major issue in the public sector in general and underlies
contracting out/in decisions in particular, the role played by political considerations in
this respect cannot be ignored. On the other hand, it has also been argued that
remunicipalisation is often the consequence of operational and non-political issues
(Warner and Aldag, 2019). Various studies have examined the question of how politicians
may influence decisions on management methods for their own purposes (Hall et al.,
2013; De la Higuera-Molina et al., 2018a).

Although there is empirical evidence that conservative parties tend to contract out
public services (Bel and Fageda, 2007), while progressive parties are more likely to
favour public provision (Tellier, 2006), the literature review in this respect by Bel and

Fageda (2017) shows that it is seldom possible to demonstrate the existence of a firm

5



relationship between ideology and privatisation. Nevertheless, Gradus and Budding
(2018), in their study of the influence of political factors on the decision to remunicipalise
waste disposal services in the Netherlands, did establish that municipalities with more
conservative governments tended to oppose contracting back, while those with a more
progressive ideology were equally opposed to new privatisations. In view of these
specific findings, we believe it interesting to examine whether it is possible to generalise
this relationship between left-wing parties and the decision to retake control of once-

privatised services, studying this question in different sectors and countries.

When there is political fragmentation in the local corporation, this can influence
decisions about how to manage public services — at the very least, decision making
becomes more complex (Warner and Hefetz, 2012), and this situation would also affect
the debate on contracting back, since a government based on a coalition among two or
more parties might struggle to reach a consensus on the most appropriate policy for the

provision of services (Plata-Diaz et al., 2017).

Although considerable research interest has been aroused concerning the
influence of political factors on local government processes, little attention has been paid
to the role played by opportunistic behaviour in decision making. Changes in how public
services are managed and provided are often justified in terms of the general interest, but
the influence of public opinion on these decisions is relatively unexplored. Among the
few studies conducted in this area, Garrone and Marzano (2015) detected the existence
of opportunistic behaviour when public services were contracted out immediately
following elections, which is in line with the Opportunistic Political Cycles Theory
(Garrone and Marzano, 2015; De la Higuera-Molina, 2018a). Consideration of such
theoretical arguments is a useful way to analyse how contracting back decisions are taken,
especially when public opinion is generally opposed to this policy (De la Higuera-Molina,
2018b). In pre-election years, public managers may be swayed by the need to obtain
public support, and hence votes (Foucault et al., 2008), and so more emphasis would be
placed on contracting back privatised services, in a reform often viewed as a positive

change.

Various studies have highlighted the influence of politicians’ self-interest on the
municipal decision-taking process, a relationship which may be reflected in the levels of

local government corruption detected. This corruption is more frequent in countries with



lower levels of income (Olken, 2006), where politicians often make use of public services
such as water provision to carry out illegal acts for their own interest (Avis et al., 2016).
Such forms of corruption usually reflect political connections between private companies
and local politicians (Albalate et al., 2017), as has been observed in various cases when
municipal services have been contracted out (Hessami, 2012). Although few researchers
have considered the relationship between local government corruption and contracting
back, we believe it would be of great interest to examine whether, following identification
of corruption and action taken by the public prosecutor's office, any services

inappropriately contracted out are returned to public control.

Finally, it is widely assumed that a local government’s financial situation will be
closely associated with its privatisation decisions, but empirical evidence in this respect
is lacking. Among the few authors to have considered this question, Zullo (2009)
concluded that contracting out is often performed as a means of addressing an
unfavourable financial situation, while Pallesen (2004) observed that a good financial

situation may also motivate the decision to contract out municipal services.

In view of the above considerations, we believe that if there is a relationship
between the financial condition of a local entity and its decisions regarding the
privatisation of public services, then we should examine whether there is a corresponding
relationship between financial condition and contracting back, and if so, whether this
influence is exerted in the same direction as before, or in the opposite direction.
Accordingly, in this study we conduct an empirical analysis of financial condition,
addressing two of the concepts that define this situation, budgetary sustainability and cash
solvency, both of which have been discussed in detail by Groves et al. (2003). By linking
these two concepts of financial condition, we hypothesise that in local entities which have
a healthy level of cash solvency and do not present a budget deficit, there will be greater

pressure to remunicipalise public services.

In addition to the above, we take into account certain economic indicators which
might influence the contracting back decision. Thus, our analysis includes the total
municipal population, because this factor determines the level of demand for services
(Plata-Diaz et al., 2017); for example, a growing population will require an increasing
volume of municipal utilities, and this can increase the likelihood of contracting out

taking place (Bel et al., 2010), and hence there is a lower probability of contracting back.



We also consider the unemployment rate, since according to Zullo (2009), high local
unemployment reflects a poorly-functioning regional economy and less potential for
obtaining tax revenues with which to fund public services. Finally, the index of economic
activity is considered, taking into account the economic importance of the latter sector

for many municipalities.
Data and method

This study was conducted using annual data for medium-sized municipalities
throughout Spain, with 20,000 to 50,000 inhabitants. This sample selection excluded
small municipalities, because they usually cannot deliver their services privately and the
management form most commonly used by small municipalities is that of public
provision. As very few of these municipalities contract out services, there are even fewer
cases of contracting back. Municipalities with more than 50,000 inhabitants were also
excluded from our analysis, because in Spain these local authorities present considerable
economic and financial differences from those with smaller populations. Moreover, the
services they are legally obliged to deliver vary according to municipal size. This factor,

too, impedes comparison.

Table 1 lists and defines the study variables considered, and the main descriptive
statistics are presented in Table 2.

Table 1: Description of the study variables

Variable

Description

Source

(a) Dependent variable

Contracting back

Dummy variable that takes the
value 1 if the local authority
contracted back public services,
and the value 0 otherwise.

Ministry of Finance and
Public  Administration,
related to the effective
cost, and also from data
compiled by a private
company.

(b) Independent variables

Efficiency

Overall index of local government
efficiency measured via total
municipal cost as input, and

Ministry of Finance and
Public Administration.
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indicators of local public services
as output.

Election

Dummy variable that takes the
value 1 if the municipal
government is in a pre-electoral
period and the value 0 otherwise.

Derived by the authors.

Change to progressive

Dummy variable that takes the
value 1 if following elections the
governing party changes to one
with a progressive ideology, and
the value 0 otherwise.

Continue progressive

Dummy variable that takes the
value 1 if the governing party has a
progressive ideology and retains
power in the elections, and the
value 0 otherwise.

Political strength/balance

Dummy variable that takes the
value 0 if the governing party
shares power with other parties,
and the value 1 if it has an absolute
majority.

Ministry of the Interior.

Political corruption

Dummy variable that takes the
value 1 if acts of political
corruption are detected, leading to
prosecution, and the value 0
otherwise.

Derived by the authors
from data published by
national online press.

Budget sustainability

Non-financial budgetary results
index, calculated as the sum of
non-financial current budgetary
receivables and non-financial
capital budgetary receivables
divided by current budgetary
payables and non-financial capital
budgetary payables.

Directorate General for
Financial ~ Coordination
with Regional and Local
Authorities (DGCFCAEL,
Ministry of Finance and
Public Administration).

Cash solvency

Cash surplus index, calculated as
the difference between net short-
term receivables, liquidity and net
short-term liabilities.

Population

Logarithm of total population of
the municipality.

Derived by the authors
from data published by
National Institute  of
Statistics.

Unemployment

Logarithm  of  local  adult
unemployment rate, calculated as
total unemployment divided by
population aged 15-64 years.

Economic activity index

Index of economic activity in the
municipality.

Spanish Economic and
Social Yearbook: La
Caixa.




Source: Devised by the authors.

Table 2. Descriptive statistics of the explanatory factors of contracting back

in the period 2014-2016

Type of Variable Average  Minimum  Maximum Star_ldz_ird
variable deviation
\[/)aerri)ael?l(i ent Contracting back 0.156
Efficiency (t=-1) 0.763 0.323 1 0.152
Election 0.667
Independent Chan_ge to progres_sive 0.213
variables Continue progressive 0.324
Political strength/balance 0.402
Political corruption (t=-4) 0.047
Budget sustainability (t=-1) 1.115 0.747 1.566 0.125
Cash solvency (t=-1) 3.094 -6.996 21.828 2.496
Population 10.265 0.846 10.828 0.238
Unemployment 15.588 6.200 24.900 3.714
Economic activity index 43.041 12 172 23.722

Source: The authors.
Note: Observations n=423, with 141 municipalities for each period analysed (2011-2014; 2014-2015 and
2015-2016).

Thus, a wide-ranging dataset was created, in which the dependent variable was
assigned the value 1 when the local authority contracted back a public service, and the
value 0 otherwise. This variable is constructed by means of two cross sections that enable
us to compare the data from 2011 to 2014 (Period 1); from 2014 to 2015 (Period 2); and
finally from 2015 to 2016 (Period 3), and thus observe changes in service provision forms.
Thus, for period 1, the services privatised between 1999-2011 were examined to
determine whether they subsequently remunicipalised in 2014; for period 2, this
comparison was made between the services privatised in 2014 and those remunicipalised
in 2015; finally, for period 3, the same comparison was made for 2015 and 2016. In total,
141 municipalities carried out contracting back operations during the study period; the
total is broken down by Autonomous Communities (regions) in Figure 1; and by type of

service and year in which the operation took place, in Table 3.

3 The total sample population was 141 municipalities, for which we analysed the contracting back operations
that took place in 2014, 2015 and 2016. Since it only became mandatory in 2014 for municipalities to publish
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Figure 1. Contracting back 2014-2016, by Autonomous Communities
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Table 3. Contracting back operations during the period 2014-2016

Type of service

Contracting back
operations in 2014

Contracting back
operations in 2015

Contracting back
operations in 2016

back operations

Refuse collection 24 7 4
Other 22 7 4
Street cleaning 19 6 3
Street paving 17 5 3
Street lighting 13 5 2
Total  contracting 95 30 16

Source: The authors

Note: Observations n=423, with 141 municipalities for each period analysed (2011-2014; 2014-2015

and 2015-2016)

information about how public services were managed and provided, in order to identify the contracting back operations
carried out during the study period, we were forced to compare the 2014 public service management forms with
privatisation data for 1999-2011 compiled by a private company. This information provided 423 observations for

analysis.




For each of the local authorities considered, we examine whether privatisation
contracts were later reversed. In order to specify the model correctly and to determine the
true effects of the factors analysed, and also taking into account the results obtained by
Lopez-Herndndez et al. (2018), i.e. that the passage of time must be taken into account
when measuring the influence of certain variables on the privatisation decision, we
applied different time dimensions to the variables, each of which may produce a lagged
effect on contracting back. To determine whether the effects on contracting back were
delayed, a lag search was conducted to establish the time elapsed before each variable
(efficiency, political corruption and the financial variables) could be expected to influence
contracting back. The maximum delay time considered was four years, coinciding with
the duration of the political cycle.

Finally, special attention should be paid to the way in which the efficiency variable
was calculated. For our purposes, cost efficiency is a measure of overall local government
efficiency, estimated by means of nonparametric frontier analysis (Pérez-Lopez et al.,
2015) or panel data DEA, which provides more robust estimates than the traditional
contemporaneous frontier method (Surroca et., 2016). To obtain the estimates, the input
included is that of total municipal cost, including labour costs, material consumption,
capital expenditure and current and capital transfers (according to the municipal budget).
The following variables are taken as proxies for the output of different public services:
tons of waste collected, number of street lights, surface area of cemeteries, surface area
of public parks, urban area, water network length and total population (Balaguer-Coll and
Prior, 2009).

The study methodology, therefore, was based on a random-effects panel logit
model, selected in accordance with the outcome of the Breusch-Pagan test, which

indicated the need to perform a pooled regression. The Hausman test was applied to
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determine whether the estimates with fixed effects differed significantly from those with
random effects. According to this test, the null hypothesis of equality cannot be rejected,
and so we decided on the most efficient option, the panel data model with random effects

(Molenberghs and Verbeke, 2005; Frondel and Vance, 2010). The results obtained are

shown in Table 5. This model presents the following mathematical specification:

yitt = a + fiXait + B2Xait + BaXait + LaXait + PsXsit + feXsit + S7X7it + PeXait +

LoXoit + f10Xaoit + S11X11it + Vi + Uit

where vi is a random variable with average value vi and a non-zero variance Var

(vi).

Results

Table 4 details the results of the econometric strategy performed in accordance

with our study goals, showing that the random effects model was statistically significant.

Table 4. Results of analysis

Pooled data Fixed effects Random effects
Variables Std. Std. Std.  Odds
Coef. dvn. Coef. dvn. Coef. dvn.*  Ratio
Efficiency (t=-1) 0.2218 0.0248 0.5317 1.3634 1.799* 6.061 6.064
Election 0.1748***  0.0429 0.0459 0.7061| 1.707*** 2.484 5512
Change to progressive -0.0694 0.0491 -0.1466 0.2764| 1.805** 0.225 1.447
Continue progressive 0.0211 0.0402 -0.0457 0.0441 0.149 0.357 1.16
Political strength 0.0297 0.0382 -0.0149 0.5042 0.127 0.338 1.136
Corruption (t=-4)" 0.0966 0.1596 0.0539 4.5159 0.890* 1.413 2.434
Budget sustainability (t=-
1) -0.1657 0.1596 -0.0909 2.425 -1.595 0.258 0.203
Cash solvency (t=-1) -0.06 0.0165 0.0141 0.2563 0.090* 0.054 1.094
Population 0.0529 0.0871| 0.0001*** 0.0006 -0.052 0.036 0.95
Unemployment -0.0061 0.0048| 0.1139*** 0.8757 0.134 0.839 1.143

4 X1= Efficiency(t=-1); X2= Election; X3= Change to progressive; X4= Continue progressive; X5= Political
strength; X6= Corruption (t=-4); X7= Budget sustainability (t=-1); X8= Cash solvency (t=-1); X9=Population; X10=
Unemployment; X11= Economic activity index.
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Economic activity index 0.0009 0.0009‘ 0.0051  0.154 0.007 0.007 1.007

Breusch-Pagan test 58.57 [0.000]

Hausman test 17.08[0.0725]

Source: The analysis performed by the authors.

Note: Observations n=423, with 141 municipalities for each period analysed (2011-2014; 2014-2015
and 2015-2016).

2 Robust (White) standard errors.

b The variable ‘Political corruption” was modelled by analysing the four years immediately preceding
the contracting back operation, to observe how it was affected during the electoral cycle.

*p<0.1; **p<0.05; ***p<0.01

This model is based on the odds ratio, which is relatively easy to interpret,
assuming that a value greater than 1 corresponds to a positive effect on the probability of

contracting back taking place, and that a value of less than 1 reflects a negative impact.

The results obtained show that global efficiency has a significant positive
influence on the probability of local public services being contracted back (odds ratio =
6.064; p < 0.1). In other words, municipalities that present higher levels of efficiency are
more likely to reverse an earlier privatisation of public services. This effect was detected
with a lag of one year; thus, an increase in efficiency in the period t-1 is associated with
greater remunicipalisation in year t. This result indicates that when efficiency increases,
there is a greater probability of remunicipalisation taking place, which is contrary to what
might be expected from the results obtained by Pérez-Lopez et al. (2015) in their study
of the overall efficiency of municipalities, i.e. that following privatisation there is a

decrease in the efficiency of public services.

In relation to the political factors considered, the results obtained indicate the
existence of opportunistic behaviour by public managers in the contracting back decision.
In a pre-election period, hence, public managers will be more likely to remunicipalise
public services (odds ratio =5.512, p < 0.01). These results are in line with those obtained

by Garrone and Marzano (2015), who concluded that shortly before elections there is a
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resistance to the use of management forms associated with the private sector, as these are

viewed in a negative light by voters (De la Higuera-Molina et al., 2018b).

Our results also show that when there is a change of government, in favour of a
party with a progressive ideology, contracting back processes tend to increase (odds ratio
= 1.447, p<0.05). This finding corroborates the results presented by Bel and Fageda
(2007) and De la Higuera-Molina et al. (2018a), who reported that progressive
governments have a greater tendency to use management forms related to the public

sector, such as remunicipalisation.

The results also indicate that when a local entity is governed by a progressive party
that has obtained a renewed mandate in recent elections, this situation does not
significantly influence contracting back processes. Neither does the level of political
fragmentation exert any significant influence on the decision to contract back a public
service. The latter result is similar to that found by Gradus and Budding (2018) with

respect to refuse collection services in the Netherlands.

In contrast, the level of municipal corruption does seem to influence contracting
back decisions. Specifically, the appearance of political corruption four years prior to a
remunicipalisation operation (i.e., the duration of the electoral cycle) exerts a positive and
significant influence on such operations (odds ratio = 2.434, p < 0.1). On the other hand,
according to the modelled analysis of political corruption, when this variable is
considered with a time horizon of less than t-4, there is no effect on remunicipalisation
processes. These results partly confirm the existence of a tendency towards
remunicipalisation when there are relations between certain companies and corrupt
politicians in the adjudication of privatisations or concessions of public services in Spain

(Albalate et al., 2017).
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The following findings were obtained regarding the elements of financial
condition. Firstly, the variable ‘Budget sustainability’ does not significantly affect
contracting back processes. However, cash solvency does exert a positive influence in
this respect (odds ratio = 1.094; p < 0.1), which means that municipalities with more
liquidity are more likely to remunicipalise a privatised service. These results are in line
with those obtained by LoOpez-Hernandez et al., (2018), who reported an inverse

relationship between negative treasury situations and contracting out processes.

Finally, these results shows that socioeconomic factors such as population,
unemployment and the economic activity index do not significantly influence the

likelihood of a local authority contracting back privatised services.

Conclusions

The privatisation of public services has been widely studied, but little research
attention has been paid to the contracting back of these services. In consequence, there is
little prior evidence regarding the explanatory factors that may contribute to this process,
by which contracting out is reversed, and there is a need to identify and understand the

underlying issues.

Accordingly, this study seeks to determine which factors influence the contracting
back of municipal services. To do so, we perform an analysis, using a random-effects
panel data logit model, of the effects of cost efficiency, political behaviour, the detection
of political corruption and financial variables on changes in the form of service provision
and on the probability of the municipality contracting back its public services, taking
account of various time dimensions. The study is based on a sample of 141 municipalities,
each with a population of 20,000 to 50,000 inhabitants, for three periods: 2011-14, 2014-

15 and 2015-16.
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The detailed analysis presented of Spanish municipalities which have contracted
back a wide range of public services leads us to conclude that an increase in the efficiency
achieved in a prior period (t-1) raises the probability of a given municipality contracting
back its public services. This result is in line with the hypothesis of cyclical patterns in
local government contracting processes, termed the Pendulum Swing paradigm, as
observed by Lobina (2017) and Warner and Aldag (2019), since the decision is not taken
in order to improve efficiency. Contracting back decisions are also influenced by the local
political situation, such that contracting back is more likely to take place in the period
immediately preceding elections — reflecting the existence of opportunistic political
behaviour — or following a change from a conservative government to a progressive one,
which would corroborate the latter’s ideological preference for the public control of
municipal resources and services. Evidence of an association between political corruption
and contracting back decisions has also been established in some cases. Thus, in relation
to cases of political corruption, when the public prosecution service has detected signs of
criminal action and when judicial proceedings have been initiated, this variable presents
the longest delay before significant effects on remunicipalisation become apparent. This
lag may be due to the limitation of our variable, which refers to the detection of cases of
corruption, but not to the issuing of a judicial sentence in this respect. Thus, four years
may pass before confirm the relationship between political corruption and the occurrence

of remunicipalisation is confirmed.

Finally, the question of the local financial situation cannot be ignored. On the
contrary to the fiscal stress-contracting out relationship, remunicipalisation is accentuated
when the municipality presents a buoyant treasury position. This pattern of events reflects
the prevailing administrative culture in Spain, in which there is a generalised preference

for public ownership.

17



Future research in this field should be aimed at identifying other factors that may
influence contracting back, such as quality of service and public accessibility, to

complement those evaluated in this study.
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