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Abstract 
This article reviewed literature about public service management by means of contracting out 

of local government. It was composed of new public management, contracting out concepts, the 
effectiveness of public service management by means of contracting out, Principal-Agency theory and  
factors affecting the effectiveness of public service management by means of contracting out. The 
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concepts were based upon new public management(NPM), that is, government changed its roles to 
governance, emphasized competition, market mechanism, customers and results. The effectiveness of 
public service management by means of contracting out had criteria in 4 dimensions: reduced the cost 
of the public sector; service quality, service equality and fulfillment of the agreement terms. Factors 
affecting the effectiveness of public service management by means of contracting out are competition, 
local government experience, control, contract specificity, the appraisal of bidder, qualifications of the 
contractors and resource dependency.  
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