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Research and policy investigations are important components of the Commonwealth
Secretariat governance work that contribute to informed decisions taken by
Commonwealth policy-makers. Our policy research on local governance not only
outlines choices for member governments, but also endeavours to provide cutting-
edge evidence for the design, implementation, and review of public policies, thereby
contributing to broader development goals. The Secretariat portfolio of publications
on local government includes four volumes under the Local Government Reform
Series.

New Century Local Government: Commonawealth Perspectives seeks to cover current and
future issues, including moves towards decentralisation in Commonwealth member
states that have arisen since 2000, and which continue to present both challenges and
opportunities for local government.

The world in which local governments operate is changing rapidly as a consequence
of a confluence of forces, including demographic changes, the fall-out from the
global financial crisis, shifts in the patterns and location of economic growth, and
urbanisation in developed and developing countries alike. This offers scope for local
government across the Commonwealth to respond in new and distinctive ways,
especially in future within the architecture of the post-2015 global development
framework.

‘New Century’ in the title of this publication refers to the evolving role of local
government as the function of the State continues to change in the contemporary
world. Distilled wisdom drawn from current thinking and international good practices
is brought together in this book with contributions by fifteen distinguished authors
from across the Commonwealth.

The future of local government depends in most cases upon the attitudes and
decisions of national or provincial governments. The Commonwealth Secretariat
seeks to play a constructive role in this context in supporting the goals of democratic
decentralisation from both central and local perspectives; promoting fresh thinking
about and among local governments; and ensuring that new ideas are explored, and
that lessons from the varied experiences of member countries are widely disseminated
and understood.

The Commonwealth collectively has also long subscribed that development
and democracy are inter-related and mutually reinforcing. This is relevant at all
levels of government and administration. This book aims to contribute to that
endeavour.
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We acknowledge all contributions in this publication for helping to carry forward
the scholarly agenda on local government for the benefit of all Commonwealth
governments and the citizens whom they represent and serve.

Kamalesh Sharma

Commonwealth Secretary-General
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Chapter 1

Peter McKinlay and Graham Sansom

In 2009 the Research Advisory Group of the Commonwealth Local Government
Forum (CLGF) came together for its biennial research colloquium in the lead-up to the
Commonwealth Local Government Conference. Discussion was shaped by an awareness
not only of the many challenges facing local authorities across the Commonwealth,
but also of underlying changes in the nature and perceptions of the fundamental role
of local government. The latter reflected a number of drivers, including globalisation
and economic imperatives; decentralisation policies and the evident failings of central
governments to deliver desired outcomes at local and regional levels; the emergence of
ever-larger metropolitan centres; fiscal constraints following the global financial crisis;
and the need for local government to contribute more substantially to the delivery of
the United Nations Millennium Development Goals.!

The colloquium also identified a number of key issues for local government across
the Commonwealth, such as the need for transformational change, for a broad
developmental model of local government and for structures which were ‘fit for
purpose’ within their own local contexts. Participants acknowledged that ‘Western’
models of local governance would not always be appropriate; in some cases adapted
systems of traditional governance may be the best way forward (as is substantially the
case in parts of Africa and the Pacific).

Three basic propositions were developed which the colloquium considered were
likely to shape the ongoing development of local government in Commonwealth
countries. These reflected the combination of an increasing need for high-level
expertise, on the one hand, and greater engagement with communities, on the other,
the latter encompassing a shift from formal local government to the broader concept of
local governance, facilitating community development and involving a wide range of
citizens and stakeholders in decision-making.

Basic proposition 1

The shift from ‘government’ to ‘governance’ represents and requires an attitudinal
change on the part of local government regarding its powers and responsibilities. These
must be seen as more than delivering services and performing formal governmental
functions. Rather, local governments should regard themselves as exercising their powers
and holding their resources ‘in trust’ for local communities, to be used to support those
communities in pursuing their preferred goals. The shift to governance should also be
seen as transforming local government’s underlying purpose from that of a subsidiary
level within a hierarchy of governments to one of community leadership working with
communities to enhance local well-being.
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This proposition recognises that, regardless of whether the focus is on developed or
on developing countries, the role of local government is now much more than that
of an efficient deliverer of services. In developed countries, increasingly the issues
confronted by local government demand a partnership approach working across
institutions of government, the market and civil society (see Hambleton 2004 for an
oft-quoted discussion of the shift from government to governance).

In developing countries, local government is often the only public institution of
governance with an on-the-ground presence and at least some ability to support
initiatives to develop social or economic capacity within communities. South Africa’s
constitution recognises the developmental role of local government. The 1998 White
Paper on Local Government expressed this role as ‘local government committed to
working with citizens and groups within the community to find sustainable ways to
meet their social, economic and material needs and improve the quality of their lives’
(Department of Constitutional Development 1998: 17).

Basic proposition 2

Local government is potentially the single most critical catalytic resource for change at
the community level, but unleashing its potential requires a rethinking of its role and this
may be best realised through practical demonstration of what can be achieved.

This proposition specifically recognises both the magnitude of the necessary changes in
local government’s role and the way it operates, plus the importance of demonstrating
what can and should be done through practical experience. This involves ‘learning by
doing’, and in particular creating the means for individual local authorities to learn
from their fellows both within their own jurisdictions and across the Commonwealth.
Complex questions need to be addressed, such as how local governments can more
effectively represent and reflect a wide range of community interests; how they are
resourced and can be given (or can develop) the capacity to take on additional
functions; and whether a shift in their role will be supported and respected by central
governments.

Again, these are questions that face local government in both developed and
developing countries, and they are explored in different ways in several of the chapters
that follow. There is extensive scope for an ongoing exchange of practical experience
and lessons learned among Commonwealth countries.

Basic proposition 3

An essential precondition is the shift from formal consultation to effective engagement
with communities.

This proposition recognises the changing nature of the way in which many local
governments work with their communities. It points to the need for a shift from the
formal consultation processes often required by the statutory frameworks under which
local governments operate, to a much more collaborative approach to working with
local communities. In developed countries in particular, research has highlighted the
changing ways in which people wish to engage with their local council: many no longer
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wish to rely on electing council members as their principal means of engagement,
instead seeking a variety of forms of consumer, network and participatory governance

(Haus and Sweeting 2006; Schaap et al. 2009).

Adoption by the colloquium of these three propositions led to the decision to put
together a collection of papers that would illustrate some of the challenges being faced
in different parts of the Commonwealth, ways in which the role of local government is
evolving, and practical examples of ‘new’ local government at work. In due course, 15
authors (in three cases two or more working in collaboration) accepted the invitation
to contribute. CLGF offered encouragement, and the Commonwealth Secretariat
agreed to publish the book and contribute to the costs of bringing it together, including
a workshop for the authors held in early 2011.

The result is a series of chapters which contribute to understanding the changing
role of local government and its relationships with central governments, and also
discuss a number of initiatives aimed at improving local government’s capacity and
performance, as well as strengthening the bond between local government and its
communities. Insights are provided into both the differing and similar challenges
confronting local governments in developed and developing countries across the
Commonwealth, establishing a basis for greater collaboration, especially in helping
build capability in emerging systems of governance.

1.1 The emerging context

New Century Local Government may seem an ambitious title, with its implication of
major change from what has gone before. The title was chosen deliberately, partly
in recognition that there is indeed very significant change taking place across much
of the Commonwealth, and partly with an aspirational focus. The world in which
local government operates is changing dramatically as a consequence of a confluence
of forces, including demographic change, the fallout from the global financial crisis,
significant shifts in the patterns and location of economic growth, and the fiscal stress
facing governments in most developed and many developing countries. There is both
need and opportunity for local government across the Commonwealth to take stock
and to play its part in leading the response.

As one example of the changing environment, it is now virtually a cliché to argue that
the twenty-first century is the century of the city. In 2007 the percentage of the world’s
population living in urban centres passed 50 per cent. By 2050 it is expected to grow
to approximately 70 per cent (United Nations Department of Economic and Social
Affairs 2012). By itself, this growth in urban populations presents major challenges for
local government across most of the Commonwealth. In some jurisdictions, principally
in developing countries, it will be the challenge of coping with rapid urbanisation
and providing the basic services needed to maintain an acceptable quality of life. In
others, especially in more developed countries, it will be coping with the realisation
that cross-border relations are now increasingly between major metropolitan centres
rather than country to country. This has significant implications for relationships
between central, subnational and local governments.
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The challenges of urbanisation will be compounded by widely varying growth rates of
population and economic development within individual countries, as major urban
centres continue to draw in population at the expense of regional and rural areas.
There is a need for effective place-based strategies in order to address the very different
needs of individual communities.

This is just one change among many, but a change that underlies an important shift
in perceptions of the role of local government. The growth of urban and especially
metropolitan centres, and what that means in terms of the distribution of population
and economic activity, has highlighted the new reality that local government cannot be
treated as a broadly homogeneous set of subnational government arrangements delivering
services designed to achieve broadly similar outcomes within predetermined national
standards. Instead, we now increasingly realise that local government has responsibility
for a wide range of highly diverse communities, facing different needs and opportunities,
and requiring different locally developed strategies to address those needs.

In turn, this suggests that something more is required in terms of policies, legislation
and programmes of reform than just the ongoing tinkering with local government
structures that has characterised the approach of central governments (including
state or provincial levels) across much the Commonwealth. Although there are still
jurisdictions that evince a somewhat narrow view of the role of local government as
primarily about local public services, infrastructure and regulation (evidenced, for
example, by recent amendments to the Local Government Act in New Zealand), it is
now becoming more common to see local government policy focused on the delivery
of the broader outcomes which its communities seek.

Thus, in several Commonwealth countries we are seeing a growing recognition of
‘local’ as the pivotal node for co-ordinating delivery of a wide range of services. This
is occurring for a number of reasons, including the need for cost savings, the often
ponderous nature and silo mentality of centralised bureaucracies, and the scope to
draw on local knowledge and networks, to encourage co-design and co-production,
and to strengthen the community’s own institutions. The concept is very much one of
a partnership between the state, the private sector and civil society.

England has been one of the archetypes for this approach, and reveals the inherent
tensions between central and local associated with it. Change began with the
successive initiatives of the Blair/Brown Labour government, which came to office
in 1997. These included the creation of the Greater London Authority with an
elected executive mayor for London; the introduction in 2000 of a broad power for
local authorities to promote community well-being, plus the establishment of Local
Strategic Partnerships; and later a series of pilots of ‘Total Place’, the idea that public
sector agencies within both central and local government should be jointly planning
and resourcing local service delivery.

The coming to office of the Conservative/Liberal Democrat coalition government saw
an even stronger emphasis — at least in rhetoric — on ‘localism’, including continued
support for devolved and locally co-ordinated service delivery, but also a new emphasis
on the ‘Big Society’, at the heart of which was a view that government had intruded
too far into the lives of citizens and it was time to hand responsibility back. This was
followed by ‘Open Public Services’, with its argument that responsibility for service
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delivery should be devolved, not just from the centre to the local level, but further to
individuals and community groups. Thus, while the ‘local’ is normally conceived as
local government plus a range of other formal and informal institutions, sometimes it
may not involve local government at all. Under the coalition government’s policies,
local government could be bypassed, and some of its services could also be taken over
by community organisations.

This exemplifies the tensions that arise between levels of government competing
for scarce resources, and for the electoral approval of the same local and regional
communities. In this book evidence of such tensions is presented in several chapters,
including those on England, India, Pakistan and the Caribbean. They seem to afflict
any form of decentralisation that involves a meaningful transfer of resources and
decision-making authority from central to local governments, and constitute a major
barrier to strengthening local governance.

A related source of tension in pursuing new directions for local government is that
between continuing pursuit of the concepts and prescriptions of the New Public
Management, with its focus on efficiency and the role of managers, and emerging
awareness of the need to foster community governance. Efforts to ensure increasingly
efficient delivery of services have seen the use of practices drawn from the corporate
sector, including casting elected councillors in the role of a ‘board of directors’
responsible for policy and strategy, with management delegated full responsibility and
a high degree of autonomy to go about implementation.

However, local government’s role as an institution of local democracy, and an enabler
of community governance, points to a different approach from the corporate model.
In this context, elected members are expected to have an intimate knowledge of the
communities they serve and the way services are being delivered. Communities, in
turn, look to have a say on decisions that affect them directly — something which
cannot be achieved through the normal electoral process alone. This has been
emerging as an important shift for local government in a number of Australian states

(McKinlay et al. 2012).

A further manifestation of changing perceptions of its role has been a heightened
interest in restructuring local government, partly in response to the rise of metropolitan
centres and other shifts in the distribution of population, but increasingly as a means
of enhancing the strategic capability of local governments — their ability to cope in an
increasingly complex and challenging environment. The latter is seen to require more
robust organisations that command a broader array of resources, and that can assemble
the knowledge and high-level skills needed to understand and address ‘wicked’ issues

and problems (Aulich et al. 2011).

Compulsory restructuring of local government has been widespread across the
Commonwealth, either focused on a small number of authorities or across an entire
sector. A few examples follow:

e In Canada, the provinces of Ottawa and Québec have both undertaken
comprehensive restructurings, best known for their impact on the major
metropolitan centres of Toronto, Ottawa and Montréal, and raising important
questions about the nature and functioning of metropolitan governance.
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e In England, the most significant initiative has been the creation of the Greater
London Authority with a powerful, popularly elected executive mayor. Successive
British governments have maintained acommitment to elected mayors with greatly
enhanced authority as a means of strengthening political leadership, streamlining
decision-making and imparting a stronger focus on strategy. However, the shift to
elected mayors has been made voluntary, requiring a local referendum, and few
have succeeded.

e In Australia, most states have undertaken extensive restructuring of their local
government sectors. Queensland’s was the most recent, completed in 2008. Like
England, Queensland has also sought to extend the powers and responsibilities
of mayors, and the Local Government Act was again amended accordingly in
2009. Mayors now lead policy development, play a significant role in formulating
budgets and may direct both the chief executive and the next level of senior
managers. For many years all mayors in Queensland have been popularly elected,
while the Lord Mayor of Brisbane has long wielded executive powers.

¢ InNew Zealand, following amajor royal commission, the government implemented
a radical restructuring of local government in the Auckland region in 2010,
replacing a number of authorities with a single unitary council now responsible
for all local government functions for one-third of New Zealand’s population. The
new mayor has what might be described as ‘semi-executive’ powers (see Chapter
12). More recently the Local Government Act has been amended to streamline
the process of local government amalgamations, with the obvious intention of
reducing the number of councils, and to give all mayors power similar to those
of the Auckland mayor. As in Queensland, all New Zealand mayors have been
popularly elected for several decades.

e In the Caribbean, local government reform has seen both consolidation and
fragmentation of local government areas (see Chapter 2). The establishment of
the Portmore Municipality in Jamaica is a particularly interesting case, involving
partial excision of an area and transfer of some local government functions from
an existing, much larger parish, as well as creating the position of a new, popularly
elected mayor. This reflects a desire both to strengthen local leadership and to
improve engagement with the local community and other key stakeholders.

e South Africa, rebuilding its institutions with the ending of apartheid, consciously
adopted a new developmental model of local government, as described earlier.
This move also involved a complete restructuring of local government areas, and
amajor reduction in their number. A key objective was to enhance the capacity of
local government to support disadvantaged communities by combining previously
under-serviced townships and rural areas with affluent ‘white’ towns and suburbs.

1.2 Issues, experience and findings

The following chapters are arranged in three sections. The aim is to link chapters
that explore similar or related themes and to build up a picture of the different ways
in which local government across the Commonwealth is responding to the basic
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propositions set out earlier. Inevitably several chapters deal with more than one of
those propositions. The three sections cover:

e decentralisation, localism and intergovernment relations;
¢ local government finance and economic development; and

e new approaches to governance.

1.2.1 Decentralisation, localism and intergovernment relations

This first section looks at recent moves to implement policies of decentralisation and
localism, including empowering both local governments and their communities as
agents of local governance and development, in the very different contexts of the
Caribbean, Pakistan and England.

Eris Schoburgh and Bishnu Ragoonath analyse recent moves towards democratic
decentralisation and local government reform in a number of smaller Caribbean
states (Jamaica, Trinidad and Tobago, St Lucia, and Antigua and Barbuda) over the
past two decades. They highlight the tensions in central-local relations mentioned
earlier: how decentralisation is promoted by international agencies as a way forward
for developing countries, but is often seen internally as a zero-sum game in which
devolution means a loss of power and resources at the centre and is therefore resisted.
Central government dominance thus remains intact with only marginal reform, and
continued paternalism and lack of respect towards local government and its role.

However, Schoburgh and Ragoonath also assert that an effective reform process
requires more than just the development of policy by central governments. It needs
engagement by local government itself, by the private sector and by civil society. In
their view local governments can be criticised for failing to articulate an authoritative
position on their future, and failing to seek and incorporate the views of their citizens.
They argue that local governments in the region must assume a greater share of
the responsibility for reform outcomes — or the lack of progress. In particular, they
make the case that local government must look beyond simply calling for additional
funding and persuade the private and not-for-profit sectors in the region to become
more involved in local affairs.

These are important lessons for local government in other jurisdictions, emphasising
the need for local government itself and other local stakeholders to lead the debate
about the future of local governance, rather than simply waiting for the centre to
develop its proposals. They also reflect one of this book’s central themes: that local
government must develop new ways of working to respond to the challenges it now
faces.

In the second chapter of this section, Munawwar Alam provides an overview of the
history of local government in Pakistan post-independence, drawing lessons from
the alternation between civilian and military governments. He finds that military
governments have been far more willing to embrace decentralisation and strengthening
of local government, perhaps because they are less fearful of the loss of their own power
than are elected civilian governments, and also welcome the legitimacy to be gained
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by nurturing democracy and citizen participation at the local level. Alam notes that
this phenomenon is not unique to Pakistan, quoting comparable experience in Ghana
and The Gambia.

Alam focuses in particular on the Devolution of Power Plan (DOPP) introduced by the
Musharraf military government, which he sees as the first major and thoroughgoing
attempt at decentralisation in Pakistan’s history. The DOPP embraced the concept
of subsidiarity, with a significant transfer of power from the provinces (Pakistan
being a federation) to the districts and lower levels. This was matched by electoral
reform (notably encouragement of women’s participation), and reforms to the civil
service and police. A further important element was the establishment of Citizen
Community Boards (CCBs) as a form of community governance, promoting local
input to development planning and self-help initiatives. The DOPP also saw the
emergence of local government associations as a vehicle for advancing the sector.

Alam concludes that decentralisation is inherently neither good nor bad. It can
improve the efficiency and responsiveness of the public sector, and also contribute
to significant social change, but strong political will and leadership are needed to
create and maintain conducive conditions for institutional change. Thus the success
or failure of decentralisation programmes depends on a country’s broader democratic
and political culture. Parallel institutional development needs to be ongoing, and in
Pakistan military governments have been more willing to accept this challenge. Since
the return to civilian government in 2009, the provinces have reasserted their power
over local government, and local elections have been repeatedly deferred. Albeit in
a very different context, there are some obvious echoes of the Caribbean experience.

The next two chapters consider the recent history of local government reform in
England and, as foreshadowed earlier, here too can evidence be found of the inter-
government tensions inherent in the pursuit of decentralisation, devolution and
localism. Nigel Keohane considers the lessons that can be learned from the latest
development in more than a decade of endeavours to achieve a measure of devolution
from central government to local government within England, namely community-
based budgeting. He sets this in the context described earlier: the 1997-2010 Labour
government’s various initiatives aimed at a degree of devolution to local government
and ‘joined-up’ delivery of services; followed by the Conservative/Liberal Democrat
coalition’s pursuit of localism and the Big Society, with its focus on far-reaching
devolution that goes beyond local government to community organisations and
potentially even individuals. In part, this more radical approach reflected the failure
of Labour’s reforms to make any significant impact on England’s highly centralised
system of government, especially when compared with the progress made through
devolution of real power to the new Scottish parliament and Welsh assembly. The
pursuit of ‘joined-up’ government had been frustrated by the imposition of uniform
national targets, despite increasing differentiation of local needs, and by departmental
and professional silos.

Keohane reviews what is very much work in progress, but which reveals the practical
and cultural difficulties of managing complex change involving a number of different
elements of the public sector bureaucracy. He also highlights the research evidence
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suggesting that greater devolution and interagency collaboration in service delivery
can both achieve significant savings and produce better outcomes. The former is a key
motivating factor in the coalition government’s approach: grants to local government
have been cut by 28 per cent over four years. The English experience may thus be
seen on the one hand as a cautionary tale highlighting the difficulty of achieving ‘real’
devolution; but on the other as an insight into the scale of the potential benefits — if
new ways of delivering services can avoid the downside risks of such severe funding
cuts. Keohane concludes that, in times of economic hardship and fiscal constraint,
UK governments appear to think that the potential benefits justify any risk involved.

Mike Bennett and Kevin Orr then seek to place the challenges of localism in a
long-term historical context. They view the tension between central and local
as a permanent state of affairs, taking on different colourations depending on the
ideology of the age, but persistent nonetheless. Looking back several centuries, this
is illustrated by Henry VII’s endeavours to bring local governance more under the
control of the central state, rather than individual feudal lords. It is an experience that
highlights a common theme: the interplay between the centre’s need to control and
its dependence on local compliance — with an element of discretion always present
because of the inherent limitations associated with managing from the centre.

Bennett and Orr carry their discourse forward to what they see as the present
ambivalence around localism. This is explored by contrasting the persistent promotion
of ‘localism’, as a mantra for decentralisation, with a programme of implementation
that is seen by some as reinforcing central control. The associated legislation gave
local government a general power of competence, but also incorporated some 136
new opportunities for the Secretary of State to intervene in local affairs, prompting
the president of the Local Government Association to observe that the bill actually
centralised more powers than it localised. Bennett and Orr conclude that in all
likelihood ‘politics as usual’ will continue between central and local actors and
institutions in the ongoing struggle to promote their own ideas and interests. That
effectively sums up the key messages of all four chapters in this first section.

1.2.2 Local government finance and economic development

The second section comprises three chapters. They focus first on how local government
is funded. This remains one of the most fundamental issues for the sector’s future,
whether in terms of supporting the infrastructure needed to underpin the growth
of modern cities and regions, or finding new ways to use property taxes to promote
developmental objectives. This developmental theme also encompasses the further
issue of how local government relates to the informal economy.

Om Prakash Mathur considers the prospects for adequate funding of Indian
municipalities in a context of rapid urban growth and a significant infrastructure deficit.
As is typically the case with federal polities, in India local government is primarily
the responsibility of the states, but it is the federal government that commands the
resources necessary to support development and in particular to provide essential
urban infrastructure and services. Increasingly, this is leading to tensions between all
three spheres, as the states have been slow to implement national policies (sanctioned
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by a constitutional amendment and supported with considerable funding) that tend
to shift the balance of power towards local governments.

Meanwhile, municipalities simply cannot cope with the pressures they face. Their
taxation base is inadequate and they have failed to realise the revenue potential
created by rapid economic growth. As a result, their own-source revenues are minimal
relative to their expenditure needs. This deficiency is exacerbated by poor financial
management and limited accountability for their actions.

Mathur thus points to one of India’s major dilemmas as it seeks to maintain economic
growth and improve living standards. In highly urbanised societies, economic growth
is crucially dependent on the quality and functioning of the urban environment,
which in turn depends on municipal governments both having and utilising own-
source revenues — in addition to grants — that match their responsibilities to provide
infrastructure and services. This requires a concerted multi-tier effort to bring about
speedy implementation of India’s established financial reform agenda, and to ensure
that local government can play its proper role in the management of the country’s
burgeoning metropolises.

Jaap de Visser considers a different but related aspect of local government financing,
namely the potential to use local rates (property tax) as a tool for achieving socio-
economic goals within the South African framework of ‘developmental local
government’. This is articulated in South Africa’s constitution and by the 1998
White Paper on Local Government. The objective is a system of local government
committed to working with citizens and communities to find sustainable ways to
meet their social, economic and material needs and improve the quality of their lives.
There is a clear expectation that municipalities will apply property taxes in such a
way as to achieve developmental goals such as reducing poverty, facilitating access to
economic opportunities and encouraging sustainable use of resources — as well as to
generate essential revenue.

De Visser reviews the rating policies of South Africa’s 20 largest municipalities in
order to assess the effectiveness of their use of property taxation as a developmental
instrument. His overall finding is that, although the concept has merit, implementation
can be extremely challenging. Among the many problems he identifies are the absence
of a consistent approach to property valuation (with some municipalities effectively
having no data) and the lack of sufficient technical expertise both to develop and
to implement sophisticated rating policies and systems (are they well targeted and
likely to achieve the intended results?). Skills shortages also lie at the heart of broader
deficiencies in financial management across local government.

Simpler initiatives appear to work well, such as the exclusion from rating of low-
value residential property, and there is evident potential to explore a number of other
options, such as use of differential rating to redistribute wealth and to help achieve
land-use planning objectives. Nonetheless, there is also a risk that overcomplicated
rating systems will result in loss of transparency and accountability, and that offering
too many concessions will significantly reduce revenues.
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On the whole, however, de Visser concludes that technical and policy-making
capability is a dominant issue, and one that should not be underestimated:

A key lesson for other jurisdictions would be that the successful deployment of property
rating as a developmental instrument is contingent on the provision of strong support to
municipalities. This should include a robust legal framework that provides the necessary
tools to creatively use property rating, insists on transparent policy-making and demands
good administration. Howewver, because expertise in rating administration is hard to
come by, particularly in a developmental context, support needs to go further.

Alison Brown explores a different aspect of the developmental role of local
government, but one that also raises the issue of capability as a central concern: local
government’s role in respect of the informal economy. She presents three case studies
of experience in Durban, Dar es Salaam and India. Clement Stone’s urban regime
theory is used as a lens through which to examine experience, drawing particularly on
his insight that lower-status groups are weakly positioned to contribute to governance.
This leads to two questions: first, how can lower-status populations mobilise as active
partners for change; and, second, under what conditions can local government and
non-government actors partner to expand opportunities?

All three case studies highlight the problem of the natural alliance between local
politicians and local elites whose interests often run counter to, for example,
supporting and enabling the informal economy, especially in highly visible activities
such as street vending. Brown points to the often-held view among civic leaders that
the international status and image of their cities demands that they be ‘cleaned up’,
notably when they are about to host major events. This subverts the vital contribution
of the informal economy to city life and community welfare.

Her work identifies a number of practical issues whose resolution should contribute
a great deal to the willingness and capability of local councils to facilitate informal
economy activity. First is addressing the absence of data: without an awareness of the
significant contribution the informal economy can make, the incentive to support it
may be lacking. Next is the question of council revenue: local street traders may be able
to pay a relatively high proportion of their income in fees, but the absolute amounts
may be small, requiring cost-effective collection systems which may be beyond the
capability of individual local authorities. A third issue concerns the placement of
responsibility for regulating the informal economy within the local authority’s
organisation: place it with the division responsible for traffic management, and street
trading becomes a problem to be solved rather than an economic opportunity to be
grasped.

Brown concludes by proposing that local government requires an attitudinal shift in
the exercise of its powers and responsibilities, so that it grasps the potential value
of the informal economy and how it can facilitate its development as part of global
value chains. This links back to the idea that local government’s role goes beyond
service delivery, to holding powers in trust for communities and supporting them in
pursuing their goals. It also means a shift from positioning local government as an
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outpost of central administration to one of community leadership in enhancing local
well-being.

1.2.3 New approaches to governance

The book’s final section includes four chapters that examine experience from more
developed Commonwealth countries in what may broadly be termed ‘new approaches
to governance’. These cover the need for effective regional co-operation, the
increasing focus on strategic planning, new frameworks for service delivery and the
evolving role of mayors.

Brian Walisser, Gary Paget and Michelle Dann and reflect on the experience of four
decades of the development of British Columbia’s regional districts — flexible groupings
of municipalities that have come together to undertake shared services and other
forms of mutual co-operation. They also consider the complexities and challenges
that arise when matters which need to be addressed regionally entail a clash of local
interests, and thus cannot be addressed purely on the basis of co-operative action to
achieve mutual benefit.

British Columbia’s regional districts are one of the lesser-known success stories of
intra-local authority collaboration in the development of shared services. Walisser
and colleagues explain how and why regional districts have evolved into quasi-
governmental providers of a wide range of services to their local authority members
(and occasionally beyond).

However, not all region-wide decisions necessarily result in mutual benefit for
the parties involved. Walisser and colleagues offer valuable reflections on what
should happen when the incentive of mutual benefit is insufficient to overcome
legitimate differences, observing that, if forms of governance are designed solely to
optimise outcomes for individual localities, horizontal and vertical bonds between
the relevant institutions at a regional scale usually remain weak and fragile. They
conclude by proposing that future pathways to effective regional governance must
focus on enhancing regional leadership and co-ordination, expanding the regional
decision-making ‘toolkit’ and developing new techniques of ‘meta-governance’ — the
orchestration of complexity and plurality.

Michael Reid considers local government’s use of strategic planning, concentrating
on New Zealand experience since the restructuring of local government in 1989,
but making extensive comparisons with practice in Australia, especially New South
Wales, England and South Africa. He observes that New Zealand’s 1989 reforms
created larger, more capable local governments, which were willing and able to adopt
new approaches to governance. By the mid-1990s most had voluntarily developed
strategic plans.

Since then, successive New Zealand governments have legislated to require councils
to prepare a range of long-term strategies. Legislation in 1996 introduced long-term
financial strategies (LTES); these had a minimum ten-year timeframe, but were largely
unconnected with other forms of strategic planning. A new government came in to
office in 1999. One of its objectives was a thorough overhaul of local government
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legislation, and its concerns included this lack of connection between the LTFS and
broader social, cultural and environmental agendas for local government.

This led to a new Local Government Act, which came into force in 2002. The
Act replaced the LTFS with the Long-Term Council Community Plan (LTCCP),
still including financial forecasts but now to integrate the broad spectrum of a local
government’s activities based on ‘community outcomes’. These were long-term goals
for each locality identified through extensive community and stakeholder consultations
led by the council, but not confined to local government’s responsibilities. The idea was
to promote a ‘whole-of-government’ and ‘whole-of-community’ approach to achieving
desired outcomes. This echoes similar initiatives in the UK and South Africa.

Practice in identifying community outcomes varied widely. Some councils adopted
comprehensive processes, sometimes run independently, which were effective in
engaging a wide cross-section of their communities. Others went through a much
more formalistic process with little real practical engagement. Experience with
implementation of LTCCPs has been similarly diverse, but marked by a widespread
failure to secure sufficient commitment from other parties, especially central
government agencies.

However, Reid’s primary concern is increasing emphasis of both legislation and
practice on accountability and compliance in the processes of strategic planning.
He highlights the risks involved in seeking to use strategic plans, both to articulate
community aspirations and visions, and as a means of ensuring sound management.
He notes, for example, that the statutory requirement for draft LTCCPs to be signed
off by the council’s auditor resulted in highly complex documents dominated by the
demands of transparency and accountability and a focus on prudent stewardship of
assets. Thus, when long-term strategic plans are seen as mechanisms for accountability
and financial management, their core purpose — that of innovative engagement with
citizens about possible futures — may be squeezed into the background.

Peter McKinlay also draws on recent New Zealand experience, in this case relating
to the use of local government-owned companies, and other arms-length entities, to
manage local government assets and services in Westminster-tradition countries. He
identifies the opportunities these instruments provide, not only for service delivery
but also to enhance local democracy.

The chapter begins with a review of experience in a number of other jurisdictions,
notably European countries where the use of local government-owned companies is
by and large routine, and with little focus on them as a special case requiring enhanced
monitoring or compliance arrangements. McKinlay then explores experience
in selected Westminster jurisdictions, including England, British Columbia and
Australian states. Typically, their focus has been on the conditions precedent to
establishing an arms-length entity, rather than on post-establishment governance and
accountability.

The remainder of the chapter examines the unique New Zealand model for managing
relationships between local councils and arms-length entities. McKinlay argues that
the strength of the model lies in its focus on the importance of post-establishment
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governance, including clear specification of the respective roles of elected members
representing the council as owner, and members of the governing body of the arms-
length entity. This includes the evolution of good practice, which emphasises
relationship management rather than compliance. He concludes that the New
Zealand model arguably represents the most successful regime among Westminster
jurisdictions for post-establishment governance of local authority-owned or controlled
arms-length entities, not just in the commercial sphere but as a means for improving
community engagement and facilitating co-production. It is certainly an approach
that could be applied in many Commonwealth countries.

In the book’s final chapter, Graham Sansom considers the evolving role of mayors,
with a particular emphasis on recent developments in Australia. He notes the extent
to which executive or ‘semi-executive’ mayors are now common in local government,
both in developed jurisdictions within Europe and North America (principally the
United States), and in a number of developing-country jurisdictions such as South
Africa, and goes on to examine emerging practice in England, New Zealand and
Australia itself.

Sansom seeks to place recent developments in the role of mayors within a conceptual
framework of governance, strategic planning and leadership. His overarching theme
is that there is a need for new approaches to political governance, recognising among
other things the need for effective community leadership to safeguard and advance
local interests, and the benefits which a mayoral mandate can bring to the formulation
and consistent implementation of strategic plans and budgets. Mayors can also lead
community engagement, facilitate new approaches to community governance and
speak with authority in intergovernmental relations.

Directly or indirectly, the chapter discusses the impact of New Public Management on
the governance of local authorities, with its emphasis on the separation of the policy
role of the governing body from the implementation role of management. Sansom
questions whether this reflects reality, and joins others in suggesting that in practice
the shift in the ‘balance of power’ towards management may have detracted from
good governance. In particular, Australian experience highlights the importance
of the mayor—chief executive relationship, and the need to review and restate their
respective roles so that their efforts are more effectively combined. Sansom’s chapter
rounds off the book’s exploration of its three central propositions. It reflects a view
that the core role of local government lies in facilitating the good governance of
its communities, including providing sound leadership in articulating and promoting
the achievement of important community goals. In doing so, it concludes that those
objectives cannot be achieved unless the political arm of local government has the
capacity to discharge its responsibilities effectively alongside those of management.
To build that capacity, the role of the mayor seems a good place to start.

1.3 Fresh ideas for a new century?

This book by no means pretends to offer a comprehensive and coherent picture of
all the issues facing local government across the Commonwealth: it can fairly be
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described as a ‘patchwork quilt’ of information and ideas. However, collectively the
chapters present most of the key challenges and suggest many ways forward.

An overriding message is the need to contemplate quite radical changes — in some
instances revolutionary rather than evolutionary — to ensure that local government
becomes or remains ‘fit for purpose’. Whether democratic decentralisation, localism,
responsive local and regional governance, and efficient and effective service delivery
can be pursued successfully through what might be described as ‘conventional’
institutions of local government is open to question. This applies equally to well-
established and seemingly robust systems of local government in some Commonwealth
countries, and emerging systems in others.

Challenges to current orthodoxies may arise from financial pressures and lack
of resources, from questioning of local government’s democratic legitimacy and
representativeness, from failings in leadership and local policy development, from a
clash of local interests within regions, and from difficult central-local relations. There
are also signs of a growing belief in some quarters that, all too often, local government
has failed to realise its potential, and that there may be better ways of achieving
societal goals.

Across much of the Commonwealth, the later years of the twentieth century saw
the enthusiastic embrace by both central and local governments of the precepts of
economic rationalism and New Public Management. In many cases, the result has
been significant improvements in the way local governments are managed, although
perhaps at some cost to the values of local democracy. However, it appears the time
has now come for a more far-reaching stocktake and reappraisal of the purpose, role
and prospects of local government as it faces the changing dynamic of a new century.
Its ‘toolkit’ needs to be expanded to give greater weight to emerging ideas about
community governance; to address complex, ‘wicked’ problems; to cope with scarce
and often declining resources in the public sector; and to achieve better outcomes
for local communities through more productive intergovernment relations, as well as
partnerships with the private sector and civil society.

Several recent reports on local government reform in Australia have focused
on the concept of building ‘strategic capacity’. In 2007, the Queensland Local
Government Reform Commission argued that the challenges facing that state
require governments of all levels to be high capacity organisations with the requisite
knowledge, creativity and innovation to enable them to manage complex change...’
(Local Government Reform Commission 2007: 5). This theme was picked up in a
subsequent overview of ‘consolidation’ in local government by the Australian Centre
of Excellence for Local Government (Aulich et al. 2011; Aulich et al. 2013). The
centre’s work pointed to other key dimensions of strategic capacity explored in this
book, notably an adequate financial base; sound governance practices; and the ability
to undertake effective strategic planning, regional collaboration and intergovernment
relations.

A further — and critical — dimension suggested in this book is that local governments
require the skills and capacity to facilitate community governance and self-help,
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based on an understanding of their role as stewards of community values, authority
and resources. In the final analysis, local government needs engaged stakeholders and
constituents to underpin its very existence. If councils cannot build successful local
coalitions, they are vulnerable to being bypassed by central governments seeking
solutions to their own problems. And if local government is bypassed, who can speak
with any authority for local communities?

This is an issue not just for local governments and their constituents, but also for state,
provincial and national governments. The chapters that follow include evidence of
the unique role which local government could play in facilitating the better design,
targeting and delivery at a community level of services provided by those ‘higher’ levels.
This applies especially to the ‘wicked problems’, which have resisted most attempts at
top-down solutions. In addition, the fiscal challenges faced by central governments
throughout the Commonwealth should give them a vested interest in strengthening
local government to help find and deliver better ways of meeting community needs.

However, while there is a growing realisation that the structures and modus operandi
of central governments have severe limitations when it comes to dealing with many
of society’s problems, the opportunity this may provide for local government must be
tempered by the recognition that it too has work to do before it can credibly present
itself as integral to new solutions.

This chapter began with three propositions. To conclude, we pose three questions
about the future of local government as we head through seemingly troubled times
towards the middle of the century:

e Will local government more or less as we know it prosper by adapting to a
changing environment and by making itself indispensable to its citizens, to central
governments and to other key partners; or by failing to adapt will it instead decline
in significance where it is already well established, and fail to flourish where it is
still in its infancy?

e Can local governments think creatively and find their own solutions to the
challenges they face, or will they continue to have solutions imposed on them?
Will they make the necessary effort to enhance their leadership and managerial
skills, strengthen their knowledge base and become high-capacity learning
organisations!

e Will there be a ‘New Century Local Government’ that is recognised as being
far more than the provider of basic services; that becomes the primary agent
and true leader and representative of its communities, responding creatively to
local and regional needs? Or will local governments be just one of many local
and regional organisations competing for legitimacy, for scarce resources and for
central government support?

Of course, local government’s future is not entirely — or in some cases even largely
—in its own hands. Everywhere it is subject to the attitudes and decisions of central
governments (national or provincial), and in developing countries much depends
on how local government ranks in the eyes of international agencies and donors. In
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this context, the Commonwealth can play a critical role in supporting the goals of
democratic decentralisation and localism from both central and local perspectives;
promoting fresh thinking about and among local governments; and ensuring that new
ideas are explored and that lessons from the varied experiences of member countries
are widely disseminated and understood. Hopefully this book will make a worthwhile
contribution to that endeavour.

Note

1 Viewed at: www.un.org/millenniumgoals (accessed 25 May 2013).
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PART I. DECENTRALISATION, LOCALISM AND
INTERGOVERNMENT RELATIONS

Chapter 2

Eris D Schoburgh and Bishnu Ragoonath

Local government reform in the Commonwealth Caribbean! is a manifestation of
experimentation with democratic decentralisation or ‘democratic local governance’
(Blair 2000), which is sweeping political and administrative systems worldwide.
Central to the debate is the identification of a ‘democratic deficit’ and a general
consensus that greater citizen activism and more responsive state institutions are

positively correlated (Gaventa 2004; Narayan et al. 2000; Commonwealth Foundation
1999; Ward et al. 2010).

Democratic decentralisation may fairly be described as a ‘social movement’ in that
fundamental transformations are being wrought in institutions, organisations, policy
outlook and strategies (Conyers 1986). However, specific goals and objectives differ
from one country context to the next, and these diverse expressions reflect the
differing ideational stances of its adherents. For instance, proponents of neoliberal
ideas see democratic decentralisation as a means of reducing the erstwhile command
and control orientation of the state, frequently cited as the primary source of self-
serving behaviour that contributes to maladministration (Grindle 2007; Manor 1999).

The development community attaches the goal of poverty reduction to democratic
decentralisation, complementing communitarian approaches and empowerment
models of development. According to Blair, ‘much of [democratic local governance’s]
attraction as a development strategy lies in its promise to include people from all
walks of life in community decision making’ (2000: 23). Marginalised groups such as
women, cultural minorities, small business owners and small farmers are promoted
as important beneficiaries of decentralisation policies. In addition to making local
political office more accessible to these constituencies, democratic decentralisation
widens the scope for participation. This leads to positive socio-economic outcomes
such as provision of infrastructure that meets local needs, improved living conditions
and enhanced economic growth (Blair 2000). Hickey and Mohan point out that
this participatory approach to development ‘asserts the importance of placing local
realities at the heart of development interventions’ with a transformative effect in
that agents of development shift roles from acting as ‘directive experts’ to ‘facilitators

of local knowledge and capabilities’ (2005: 8; see also Chambers 1983).
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For pluralists, democratic renewal remains the essential function of decentralisation,
permitting citizens to ‘become more effective at rewarding and punishing the
behaviour of local officials’ (Grindle 2007: 7). Fung and Wright conceptualised these
types of decentralisation reforms as ‘empowered deliberative democracy’ based on
‘their potential to be radically democratic in their reliance on the participation and
capacities of ordinary people, deliberative because they institute reason-based decision
making and empowered since they attempt to tie action to discussion’ (2001: 7).
Thus democratic decentralisation is associated with skills of deliberation, consensus
building and conflict resolution (Grindle 2007).

In terms of public management practice, devolving tasks performed by central
government to a lower level is expected to result in higher levels of responsiveness
to citizens’ needs, as well as improved efficiency and effectiveness in service delivery.
Grindle summarised these sentiments:

When government administration is brought closer to those who receive services
... beneficiaries of these services would become active in demanding good quality.
Because those responsible for the quality of services are local, citizens will be more
motivated to complain and demand improvements if services fail or decline in
quality. Moreover, civil servants will have incentives to orient their behaviour
toward good service provision because of the potential for public disruption and
complaints from dissatisfied ‘customers’ (2007: 9-10).

Clearly decentralisation is at the core of contemporary state reforms and, where
its democratic component is emphasised, local government reform follows closely
as it offers an enabling institutional framework for deeper citizen participation and
improved social outcomes.

In the Commonwealth Caribbean, local government reform takes place against a
background of a growing disconnect between citizens and government, evidenced in
mistrust of elected representatives and a citizenry indifferent to its rights and duties
(Schoburgh 2010a). Policy overtures in the region confirm generally that one of
the most enduring orthodoxies concerning local government is its perceived value
as an ‘enhancer’ of local democracy. Although the objective realities of democratic
practices cast considerable doubt on this orthodoxy, pressures for reform emanating
from international agencies are based on the premise that local government is not
merely necessary, but is also the most convenient realm for the practice of democratic
governance (Schoburgh 2010a). Caribbean policy-makers have thus evinced a
strong commitment to ‘shoring up the fortunes’ of local government. This translates
into addressing the outstanding matter of local government’s rickety status in
intergovernmental relations in the region. The democratic value of local government
has found expression in official policies signalling both the philosophical basis of
reform and strategic directions for implementation.

The intended directions of democratic decentralisation are clear:

e ashift from unicentrism in which central government dominates all political and
policy interactions, to polycentrism in which there is a multiplicity of actors, each
assuming a leadership role at different points in the process;
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e clarification of the status and role of local government;
® anew role for the centre (central government); and

e a shift from central-local relations to intergovernmental relations in which
local government is treated as an equal partner in a web of institutional
interactions.

The crucial questions are:
e To what extent have reform policies and strategies demonstrated these values?

e Have local governments used the ‘window of opportunity’ created by reform
proposals to press their claim for a change in roles and relationships?

e [s civil society, the new entrant and the actor on which democratic governance
rests, seduced by the new policy direction?

e How does central government envision its place in the new context of democratic
decentralisation?

These questions will form the basis of a comparative analysis of the attempts by
Caribbean governments to institute democratic decentralisation. Using local
government reform proposals and policies as our frame of analysis, we examine policy
formulation and implementation in Jamaica, Trinidad and Tobago,? St Lucia, and
Antigua and Barbuda. The chapter seeks to provide useful insights into the political
economy of reform in the region, and to generate further debate about alternative
strategies to achieve sustainable reform outcomes.

2.1 Analytic method

Table 2.1 sets out a ‘democratic decentralisation assessment framework’ (DDAF) to
guide our analysis of local government reform proposals, policies and programmes in
the country cases. This draws on Brinkerhoff and Crosby’s (2002) implementation task
framework; the assessment by Blair and the United States Agency for International
Development (USAID) (1997) of democratic local governance; and Rondinelli,

McCullough and Johnson’s (1989) political economy framework.
The DDAF uses a set of indicators that are grouped under four headings:
e Policy design and interpretation concerns the technical scope of the policy.

e Policy orientation gauges the degree of congruence between action (implementation)
and intention (pronouncement).

e Political motivation concerns the rationale for the policy.
® [nstitutional setting examines the task environment.

Assessment was carried out by applying a nominal rating scale with values from -5 to
+5 depending on the extent to which an indicator is reflected in actual policies and
programmes. The framework thus permits us to compare and contrast the disparate
reform experiences under common themes. Results are presented in Table 2.2, later

in this chapter.
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Table 2.1 Democratic decentralisation assessment framework

Indicators Measures

Policy design and interpretation

Policy meets causal and contextual
best-fit criteria

Policy includes fundamental elements
for goal attainment

Policy orientation

Support and commitment to reform
by line ministries

Willingness to transfer functions to
local level

Willingness to assist in capacity
building efforts at local level

Political motivation

Strong and committed political
leadership (bi-level)

Willingness to share power, authority
and financial resources

Facilitation of civil society groups’
participation in local planning and
management

Institutional setting

Mechanisms that foster accountable
local leadership

Community empowerment

Nature of political competition

Constitutional amendments
Orientation of private and civil sectors

Appropriate definition of problem

Principal causal linkages to problem are
understood

Realistic performance indicators and timelines
established

Policy marketed for support by key principals
(funders; implementers; beneficiaries)
Political, administrative and fiscal
decentralisation articulated

Implementation plan developed and activated
Technical expertise provided and continuous
assessment conducted

Programme reformulated

Identification and commencement of
divestiture of functions

Local problem-solving enabled

Identification and commencement of
divestiture of functions

Local problem solving enabled

Steady course of implementation of activities
Ventilation of local perspective

Principles of co-governance (competence,
subsidiarity) explored

Supportive institutional mechanisms
established

Participatory mechanisms established and
operational

Participatory mechanisms integrated into local
policy process

Quality of local electoral process
Complementary measures established, e.g.
participatory budgeting, citizens’ juries,
mandatory consultative processes
Perceptions of empowered citizenry as zero-
sum or positive sum game3

Degree of influence of party politics on local
government

Amendments in support of reform goal
Strong and independent civil society
organisations

Level of private sector interest in local
government




22 New Century Local Government

2.2 The varied dimensions of democratic decentralisation

Democratic decentralisation is a multidimensional process that is geared towards
specific outcomes or ends, but it is also a means to these ends. In the first instance it
is the most widely perceived end-state of a broad range of actions taken in the name
of ‘decentralisation’, which seek to redistribute power, authority and responsibility
between levels of government and administration (Schoburgh 2006; Alfonso 1997;
Handler 1996; Rondinelli et al. 1989). Within the broad ambit of decentralisation,

such actions have typically embraced:

e de-concentration, which involves a redistribution of administrative responsibilities
and some authority to regional offices of central government;

e delegation, which entails the transfer of management authority for specific
functions to semi-autonomous agencies; and

e devolution, which implies the creation of autonomous governmental bodies at a
lower level.

As a means to an end, democratic decentralisation may be interpreted as either ‘part
of an administrative mentality or as part of a democratic way of thinking’ (Blair
1995, cited in Manor 1999: 53-54). Here the logic of democratic decentralisation
is its contribution to long-term goals such as improved welfare, and its potential to
enhance capacity in local government. Both the ends and means interpretations are
evident in Blair’s discussion:

Through participation [democratic local governance] promises to increase popular
input into what local government does, and through accountability it bids to
increase popular control over what local government has done or left undone ...
it can improve local service delivery ... it can contribute significantly to poverty
reduction (2000: 22).

Following Jun and Wright (1996), Schoburgh categorised decentralisation into (a)
administrative decentralisation — flexibility in administrative organisation to facilitate
delegation of authority and responsibility — and (b) political decentralisation — power
sharing between levels of government. She then argued that, although administrative
decentralisation compared with political decentralisation may appear to be ‘soft’
in terms of the degree of power and authority that is transferred to a lower level, it
may nonetheless ‘be linked with complex aims such as democracy-building and social
control’ (2006: 9-10). The prevailing paradigm of governance on which current reforms
are based necessarily entails the simultaneous pursuit of political and administrative
changes, propelled by globalising economic, social and political forces that challenge
conventional approaches to state and governmental organisation. Thus decentralisation
processes can be seen to have evolved from an emphasis on de-concentrating
hierarchical structures of government and bureaucracies, through power-sharing models
that promote democratisation and market liberalisation as an intermediate stage, to the
current position of facilitating wider participation of the private sector and civil society
organisations. Hence Blair (2000) argues that participation and accountability are the
concepts that make democratic decentralisation distinguishable from earlier forms.
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This evolution represents a response to the concepts and ideas advocated by the public
choice school, and the doctrines of ‘new public management’ that have vigorously
promoted citizen participation as a common thread. Political decentralisation is
underpinned by a view of governance reform in which governments will aim to create
channels and mechanism for public participation in decision-making, abide by the
rule of law, increase transparency in public procedures and hold officials accountable
(Cheema and Rondinelli 2007: 6). The new administrative mandate rides on the
belief that governments should create the context for local citizens to solve their own
problems, through deregulating and privatising those activities that could be carried

out more efficiently and effectively by the private and civil sectors (Cheema and
Rondinelli 2007: 4; Osborne and Gaebler 1992).

However, although the concept of democratic decentralisation embraces both
political and administrative processes, it does not erase the likelihood of conflict
emerging between the two. Different actors may pursue different courses depending on
the assumptions on which their actions are based. For example, central government
officials often prefer administrative decentralisation, while local policy and
administrative leaders support political decentralisation. While both subscribe to the
critical purpose of democratic decentralisation as a means to promote development
and nurture participation and accountable governance, this does not diminish the
likelihood of stalemate when they pursue their goals independently (see, for example,
Shah and Thompson 2004).

Furthermore, although there is much enthusiasm about democratic decentralisation,
the unsatisfactory rate of success with these reforms, especially in developing countries,
suggests an important reality — as observed astutely by Manor:

Devolution or democratic decentralisation on its own is likely to fail. Democratic
authorities at lower levels in political systems will founder if they lack power and
resources — meaning both financial resources and the administrative resources to
implement development projects (1999: 7).

Hence democratic decentralisation must be both a process of transferring power,
authority and responsibility from a higher to a lower level of government and
administration, and one of sharing of authority and resources for collective
goals. Administrative and political changes need to be supplemented by fiscal
decentralisation,* which encompasses revenue sharing between central and local
governments and increased fiscal autonomy at subnational levels, as well as economic
decentralisation that promotes market liberalisation, deregulation, privatisation and
public—private partnership arrangements (Cheema and Rondinelli 2007; Manor
1999). Taken together, these varying types of decentralisation hold out the promise of
sustainable outcomes.

Figure 2.1 seeks to capture the many dimensions of democratic decentralisation,
confirming that it is indeed a complex process. Irrespective of the overarching
scheme a government adopts — whether political or administrative decentralisation —
a combination of many factors will influence the ultimate nature and extent of
discretionary decision-making at the local level. Figure 2.1 also highlights the reality
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Figure 2.1 The process of democratic decentralisation
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that political power-sharing is at the core of any scheme of decentralisation, and that
reluctance to share power in any meaningful sense will in many instances lead to
failed reforms.

2.3 Goals and strategies in the Caribbean

If reforms were to be assessed in terms of whether visions and goals for democratic
decentralisation are in synchrony with global trends and respond to domestic priorities,
then Caribbean governments would score highly. Consider the following extracts
from policies and programmes. We start with Jamaica, which in 1993 commenced a
comprehensive programme of local government reform as part of a broader and deeper
process of state and governmental modernisation (Ministry of Local Government
[Jamaica] 2002). The contemporary period of local government reform is outlined in
Ministry Paper 8 of 1993 and Ministry Paper 7 of 2003.

The policy envisions:

... strong and vibrant local government as essential to the attainment of a society
in which all citizens enjoy real opportunities to fully and directly participate
in and contribute to the management and development of local communities
(Ministry of Local Government [Jamaica] 2003: 1).

However, this declaration must be placed against the backdrop of a history of
institutional neglect of, and negative policy encroachments on, local government.
This prompted the Jamaican government to state an unequivocal position on the
value of local government, and to acknowledge that dismantling or downgrading
local government is not the best approach to dealing with its past poor performance.
The preferred strategy is to identify the issues that contribute to local government’s
problems and to devise appropriate solutions (Ministry of Local Government [Jamaical]
1993: 3). Nevertheless, as discussed later, the political environment in Jamaica is not
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always characterised by consensus among major political parties on the value and role
of local government.

Trinidad and Tobago’s local government reform policy dates from a 1990 proposal — The
Decentralisation Process: Regional Administration and Regional Development. It aims to:

... free the people at the community level to serve and assist each other and to
better organise themselves to serve their communities and make their country
a better place to live (Ministry of Works, Infrastructure and Decentralisation
[Trinidad and Tobago] 1990: 2).

Local government is valued as a medium through which to channel co-operative
community and economic development using a regional strategy. Initially the
emphasis was on administrative decentralisation, but the draft 2009 White Paper on
Local Government Reform left little doubt about the long-term intent of the policy,
namely to ‘facilitate the transformation and modernisation of local communities
by empowering citizens to participate in the decision-making process’ (Ministry of
Local Government [Trinidad and Tobago] 2006: iii). And, like Jamaica, Trinidad and
Tobago locates local government reform in a national programme of socio-economic
transformation geared towards achieving developed-country status by 2020.

In St Lucia the uneasy accommodation of local government along with failed
attempts at ‘decentralisation’ led in 1997 to the development of a Green Paper on
Local Government Reform, which announced a new vision for that level (Ministry of
Community Development, Culture, Local Government and Cooperatives [St Lucial
2000). The goal of ‘a highly autonomous, democratic community institution’ sits on
five pillars:

e accountability to the community;
e responsiveness to local needs and demands;
e provision of a wide range of services to local citizenry;

e partnership with central government in the processes of socio-economic
development and poverty eradication;

e contribution to overall socio-economic welfare.

Among the values that inform the government’s philosophy of local government is
its role in facilitating citizens’ understanding of, and appreciation for, the purposes of
government generally, and in enabling democratic choices at the local level.

Similarly, the benefits of a decentralised system of government that is ‘democratically
controlled by local communities’ have been seized upon in Antigua and Barbuda,
where the government has outlined plans to restructure the local government
department and district councils and to enact legislation to effect what is described
as ‘decentralised administration’ (Ministry of Labour, Public Administration and
Empowerment [Antigua and Barbuda] undated). This is to take place in a context
where there is no formal local government system and the Barbuda Council is the
only recognisable local government body on the island.



26 New Century Local Government

The preceding text has provided just a few instances of policy shifts being made in
respect of the subnational level across the region. Activation of these reform policies
demonstrates a dramatic about-face on the part of Caribbean governments, which now
designate local government as the most appropriate medium through which communities
can exercise both woice and choice in how they wish to deal with local problems and
issues. In addition, irrespective of precisely how democratic decentralisation or a
revitalised system of local government is interpreted, four values are observed to be
common across the region. These accord a new status to local government as:

e astratagem for democratic renewal;

e ameans through which to maximise social and economic welfare;

e a component of public sector modernisation; and

® alegitimate partner and viable actor in intergovernmental processes.

However, vision and goals are just the start of a potentially conflictual policy process
that entails both redistribution of functions and perceived threats to the organisational,
policy and political status quo. This reality becomes evident in the strategies that are
employed to effect reform programmes and the outcomes that are achieved.

2.4 A focus on structures

As noted above, for Caribbean governments the ultimate measure of democratic
decentralisation is empowered communities that nurture the development and
institutionalisation of norms of citizen participation in local decision-making and
local self-management. The approach to achieving this ideal ‘local state’ varies
between countries and vacillates between two poles: fragmentation and consolidation of
local government structures. The foremost examples of these alternative strategies are,
respectively, the municipal experiment in Jamaica (Schoburgh 2010b) and regional
councils in Trinidad and Tobago. To varying degrees each country’s programme
bears on aspects of financial and legislative reforms, institutional and organisational
strengthening, and demarcation of administrative boundaries and jurisdictional
authority. However, the strategic choice guiding which series of activities are
implemented first depends on what is deemed most urgent.

In Jamaica, Ministry Paper 8 of 1993 accorded priority to the restoration of functions
and responsibilities to local authorities, which were removed during the 1980s. This
included rebuilding the representational and service delivery capacity of parishes
(the principal local authorities) through a US$50 million Parish Infrastructure
Development Programme, funded by the Jamaican government and the Inter-
American Development Bank (Ministry of Local Government [Jamaica] 1993).
Rehabilitation of parish infrastructure was not merely a necessary step in reversing
institutional decline and poor performance, but also a precursor to local authorities’
assumption of the leadership of the local planning and development process and thus
a transformation of their role (Ministry of Local Government [Jamaica] 1993: 6). As a
result, local authorities have since resumed oversight of most local services, and laws
and regulations have been amended, updated and consolidated where appropriate.
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Legislative action has included drafting a Local Governance Act, which along with
two other pieces of legislation, the Unified Services Act and Local Government
Financing and Financial Management Act (frequently referred to as the three strategic
laws), is expected to advance the reform process.

Ministry Paper 7 of 2003 appears more discerning of the complexities involved in
assigning local government a developmental role:

The process of reform since then has led to detailed analyses of the development
environment in the country and resulted in a better understanding of the
complexity of the issues to be resolved in this fundamental process of governance
reform (Ministry of Local Government [Jamaica] 2003: 1).

The new priority of Ministry Paper 7 of 2003 is the creation of municipal management
mechanisms for discrete urban and rural ‘Development Areas’. Schoburgh defines
these as ‘localities that exhibit great potential for economic take-off, and where social
and economic activities cause spillover across functional areas of local administrative
units’ (2007: 169). She argues that introducing the concept of Development Areas
highlights questions about the utility of the parish as a viable unit of local government
in the face of changing social and economic circumstances, and may be seen as an
attempt to resolve the representational problems that have arisen (ibid).

The Jamaican Municipalities Act of 2003 was promulgated in response to these
concerns. [t established the Portmore Municipality as an experiment in ‘community
self-management, construction of norms of co-governance, and ultimately democratic
local governance’ (Schoburgh 2009: 110). Municipalities are a new form of more
participatory local government, established within parishes and assuming some of
their functions. Thus municipalisation tends towards fragmentation of current local
government units in order to respond more effectively to differing local needs and
aspirations. It is also a process through which to facilitate direct local democracy and
responsive local political leadership, as evidenced by the adoption in Portmore of a
directly elected mayor.

Parish Development Committees (PDCs) parallel the municipal experiment. In
addition to their democratic mandate, they are seen as instruments for promoting local
development in partnership with other state agencies as well as the private and civil
sectors. Ministry Paper 7 of 2003 describes PDCs as ‘mechanisms of participatory local
governance’ created to promote strategic planning, enhance business competitiveness
and promote economic development for job creation (Ministry of Local Government
[Jamaica] 2003: 7). The problem is that PDCs have not functioned in the manner
anticipated. Nor have other structures such as city and town councils or area
committees, which were established as standing committees of parishes to broaden
participation, brought any observable change to the local policy process. Meanwhile,
Business Improvement Districts, tagged as the device for business development and
retention, are still at the conceptual stage. Thus, while these various mechanisms
might signal important structural shifts, to date they have failed to make either the
democratic or the developmental impact envisioned. Moreover, local officials appear
unwilling for the most part to accommodate interventions of any form from these new
entities, despite the obvious negative impact on achievement of reform goals.
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Trinidad and Tobago’s 1990 proposal for reform described the local government
system in that country as obsolete (Ministry of Works [Trinidad and Tobago] 1990: 4).
Establishment of effective local government structures emerged as an urgent activity
because it could offer a means to pursue regional development. According to the
proposal for reform:

[t is not enough to increase the overall level of economic activity or social facilities
available in the countryj; it is also necessary for each area of the country to play its
part in national social and economic life (ibid: 3).

Thus at the outset reform was concerned principally with defining local government
boundaries. The Municipal Corporations Act 1990 consolidated all the existing laws
governing local government in Trinidad and Tobago, and was seen as ‘a catalyst for
transforming the local government system into relatively autonomous, financially
self-sufficient, efficient and effective corporate entities, providing quality services to
burgesses within a participatory framework’ (ibid: 5).

In 2006 a Draft White Paper on Local Government Reform again placed local government
structure at the top of a list of priority issues within the development agenda (Ministry
of Local Government [Trinidad and Tobago] 2006). But this time ‘structure’ had a
broader connotation than defining geographic boundaries: it was interpreted as new
management systems to be developed in tandem with the new role envisaged for local
government. The White Paper espoused a transformational development paradigm in
which local government becomes ‘a harmonising agency for local development’ (ibid:
12). However, apart from the Municipal Corporations Act 1990 and Amendment
Act 8 of 1992, which organised local government into nine regions, two cities and
three boroughs, there has been hardly any tangible outcome. The 2006 Draft White
Paper notes that local government has operated under new legislation for more than
14 years, but reform goals have not materialised (ibid: 5); hence the decision of central
government to review the process within new perspectives on local government reform.

In St Lucia there is evidence of a broader agenda. The 2000 Green Paper conceptualises
basic principles on which effective local government is predicated, allied to a belief
that ‘mere reorganisation of structures, functions and boundaries’ is an insufficient
base on which to give substance to these principles and thus ‘radical constitutional
change’ is considered necessary (Ministry of Community Development [St Lucia]
2000: 9). While constitutional reform is a consideration in other local government
reform programmes in the region, it is not treated with the urgency implied in St
Lucia’s Green Paper, which perhaps reflects the non-existence of a democratic system
of local government in that country for most of the 1990s.

St Lucia’s reform programme also gives primacy of place to definition of the roles
and functions of local authorities, central government and civil society organisations.
For reformers in St Lucia, realisation of the vision of local government as the centre
of communities means clarifying both the scope and nature of intergovernmental
relationships, as well as bridging the gap between government and the third sector.
At the same time the manifesto that ‘no control or decision should be exercised or
taken by central government if such controls or decisions can be exercised/taken at
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the local level, with equal or greater effectiveness’ (ibid: 12) offers a perspective on
the principle of subsidiarity that is slowly gaining momentum across the region.

Given the absence of a formal system of local government in Antigua and Barbuda
(apart from the Barbuda Council), it is difficult to locate current thinking about
reform, except to suggest that concerns about over-centralisation of the policy process
and the need for democratic control by local communities are gaining momentum.
There have been ‘talks’ about establishing district councils throughout Antigua to
facilitate the democratic process, better understanding of the workings of government
and co-operation for social transformation at the local level. Structural reform appears
to be at the top of the agenda, with early attention being paid to the Department of
Local Government within the Ministry of Social Transformation. Ensuring alignment
of district councils with constituency boundaries appears to be a significant objective
in order to maintain the powers of Members of Parliament (MPs).

Why is reorganisation of local government structures so often the foremost concern
in reform, even though it arguably has the least impact on local autonomy? Perhaps
the answer lies in three factors:

e it is the easiest activity to undertake, as it poses less potent threats to established
power relations;

e being the most visible, it is the shortest route to legitimising the reform process;
and

e the existing institutional framework may be more accommodating, although
structural change is usually accompanied by new legislation.

Regardless of the reason, structural reforms — whether to organisations or to
boundaries — are certainly the most prolific output to date of attempts at democratic
decentralisation in the Caribbean.

2.5 Financial reforms

The next priority in local government policy papers are financial reforms, especially
for countries that have well-developed systems of local government. However,
financial reform has emerged as the most contentious aspect of policy in light of
its transformative potential, and because the perspectives of central government
and local government officials differ as to how it should be undertaken. Generally,
implementation of financial reforms is defined by incrementalism, to the chagrin of
local government officials who advocate a more decisive approach to resolving the
funding problems that have plagued this level of government for so long. Instead the
approach has been to focus on ‘maximisation of own-source revenue, enhancement of
loan-raising capability and adjustments in the level of central government subvention’
(Schoburgh 2007: 167). Improved asset management, loan raising and municipal
bonds, as well as an appropriate formula for local government financing, are among
the steps under consideration in Caribbean countries to help meet local service needs,
but to date the outcomes of reform have been modest.
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In Jamaica, for instance, Ministry Paper 7 of 2003 gives prominence to steps taken
towards achievement of ‘financial autonomy’ (Ministry of Local Government
[Jamaica] 2003). The establishment of the Parochial Revenue Fund (PRF), through
which revenues from property taxes and motor vehicle licences are distributed so as
to ensure equitable access to funding at the local level, is presented as a beacon of
success. So too are the measures taken to improve revenue flows to the PRE and to
maximise local government’s own-source revenues. The paper notes that inflows to
the PRF from property taxes increased from 475.9 million Jamaican dollars (J$) in
1998/99 to ]J$645.0 million in 2001/02, while adjustments to user fees and charges
saw revenues to local authorities grow from ]$80.0 million in 1997/98 to J$131.7
million in 2002/02. Additionally, administrative changes to the management of local
authorities’ commercial portfolios produced further revenue increases, from J$10.5
million in 1998/99 to more than J$124.0 million in 2001/02. However, despite these
positive results, revenues remain insufficient to meet current service needs, prompting
reformers to contemplate conducting a ‘revenue survey’ to determine the existing
revenue base for each local authority, as well as to assess the potential for increased
municipal taxation (ibid: 4).

In Trinidad and Tobago, the 1990 reform proposals involved central government
retaining responsibility for financing the routine operations of local authorities,
providing an annual subvention to each corporation based on an approved revenue
and expenditure budget (Ministry of Works [Trinidad and Tobago] 1990: 12). The
concern was to formulate revenue-sharing arrangements and to identify the most
equitable cost-recovery schemes for certain services such as markets, abattoirs and
rental of assets. Subsequently, the 2006 Draft White Paper acknowledged that
this method of financing was inadequate to support the proposed new role of local
government (Ministry of Local Government [Trinidad and Tobago] 2006)). Yet the
strategies outlined for redressing the funding gap appear incongruent with the vision.
The plan is to develop a funding formula using demographic and infrastructural
criteria; to make block funding available; and to introduce accrual accounting and
more effective auditing systems to reduce waste. Also among the proposed measures
are institutional arrangements to strengthen property tax collection systems, but not
devolution of tax powers. Little has been achieved thus far.

Jamaica may have made greater strides in financial reform, but shares Trinidad
and Tobago’s muted policy stance on tax-raising powers for local government. The
combined experience of the two countries suggests that financial reforms in the
Caribbean at this juncture are not to be seen as a precursor to fiscal decentralisation.
Reforms are meant to make local authorities more economically viable entities, thus
reducing the fiscal burden on central government to fund local services, but not to lead
to full local autonomy. Policy settings do not involve cessation of central government
influence over budget and financial decision-making in local government, even in
the face of consensus that democratic decentralisation or greater local autonomy is
unattainable without fiscal reforms. Rather, the code phrase in the policies is that local
authorities will be given ‘greater control’ over funds or sources of revenue allocated to
them. Sustainable financing of local government remains an elusive objective.
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Nonetheless the incremental approach to financial reforms is understandable. For not
only are these reforms mightily transformative if undertaken in their entirety, but they
are also complex and could lead to outcomes that derail distributional and macro-
economic objectives in small vulnerable states. These considerations inform, for
example, Schoburgh’s examination of the application of the principle of subsidiarity
to local government reform processes in the region (2010c), as well as the broader
debate surrounding fiscal relations and decentralisation in developing countries

(Prud’homme 1995; Ter-Minassian 1997; Tanzi 1996).

2.6 Institutional strengthening

Another key element of local government reform in the Caribbean is the state of the
institutional framework. Institutional strengthening appears lower in the hierarchy of
local government problems, but is still a significant dimension owing to its catalytic
function in the overarching process of transformation. For example, legislative changes
are critical to enable realignment of physical boundaries, as well as improvements
in revenue generation. Capacity enhancement strategies, such as human resource
development and increased uptake of information and communications technology,
relate both to the short-term objective of improved service standards and quality, as
well as to the long-term goal of the strategic repositioning of local government as an
agent of development.

Unfortunately reformers still grapple with how best to resolve the seemingly perpetual
dissatisfaction of communities with the performance of local authorities. Some argue
that the solution resides in constitutional status for local government to protect it
from the whim and fancy of central governments. Public pressure for constitutional
reform has increased, but it is difficult to decipher central governments’ stance on the
matter, and responses vary. Of the countries under study, Jamaica appears to accept
the entrenchment of local government ‘in principle’ as an important element of
reform, but the process continues to languish. Guyana has been the sole archetype
of constitutional status for local government since the 1970s, and its experience has
not been a particularly good one. Local government is as marginalised in that country
as it is in others where constitutional reform is now being contemplated. One may
conclude that there exist more powerful forces in the operational environment that
stymie the impact of constitutional status.

2.7 Does size matter?

Clearly, local government reform policies in the Caribbean are at different stages
of implementation. Our assessment of outcomes thus far suggests a simple division
between starters and non-starters. The former comprise those countries that have
effected adjustments, however minimal, in accordance with policy pronouncements.
Jamaica and Trinidad and Tobago are the most advanced of this group, but as noted
earlier their programmes have been afflicted by ‘stops and starts’, raising doubts about
the stated goal of democratic decentralisation. The non-starters are those countries
that since assessing the problems and proffering ‘best’ solutions have not progressed
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beyond concept papers or proposals. They are exemplified by St Lucia and Antigua
and Barbuda, where reforms have been aborted.

[t is difficult not to see size as one of the limiting factors for democratic decentralisation
in the Caribbean context: the description of its countries as ‘small island states’
suggests a myriad of difficulties in policy development and implementation (Tendler
and Freedheim 1994; Fox and Aranda 1996). Smallness of area and population
was the justification for dissolving local government in Barbados in 1967. On the
other hand the Commonwealth of Dominica, which has an area of just 751 square
kilometres and a population of around 70,000, is perhaps the most successful example
of democratic decentralisation. Duncan (2004: 54) describes Dominica as having
‘credible structures upon which to build a truly participatory democratic system with
a renewed and reconceptualised local government system as a decisive partner with
central government and other non-state actors’.

Perhaps it is more the size and structure of economies that pose the greatest threat to
democratic decentralisation. Caribbean countries have recorded low growth rates (real
GDP growth of less than 2 per cent per annum), and since the financial crises of 2008—
09 growth targets have been missed, leading to tighter fiscal controls and little scope
to action reform plans. The contradiction here is that Trinidad and Tobago has a large
and well-performing economy, but the evidence suggests that its relative economic
strength has not supported any significant push towards substantive decentralisation.

Thus key questions about the success and failure of reform processes for democratic
decentralisation remain unanswered. Nonetheless reform outcomes thus far provide
important clues about the nature of the process and whether programmes are composed
of the ‘right’ ingredients for goal achievement. This is the subject of the next section.

2.8 Assessing reform outcomes

The normative values of democratic decentralisation have been promoted as a
formulaic ‘cure-all’ for governmental problems, but there are a number of studies
that have shown that implementation of these policies has not been easy or
entirely successful (Nickson 1998; Manor 1999; Blair 2000; Bardhan 2002; Hickey
and Mohan 2005; Grindle 2007; Cheema and Rondinelli 2007). Where positive
outcomes have been realised, proponents are quick to claim success, but the failures
and partial successes have been grist for the mill for sceptics, who quickly point out
the limitations of decentralisation policies. Moreover, the fact that results may vary
so much between countries points not only to the disparities that exist between ideas
and action, but also to the complex framework of political, socio-technical, historical
and cultural factors that have to be taken into account and which determine the
‘rhythm, modalities and potential viability’ of decentralising reforms (Alfonso 1997:
171). Decentralisation outcomes are unpredictable, because at the core of the process
is redistribution of power, which involves substantial trial and error to achieve the
correct balance. This is especially a problem for developing countries.

Notwithstanding this complexity and the nuanced lenses through which democratic
decentralisation programmes must be assessed, international experience teaches us
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that there are key factors that can facilitate the process (Cheema and Rondinelli
2007; Brinkerhoff and Crosby 2002; Blair 1997). These factors establish the content
of our analytic framework as described earlier, and form the criteria against which the
outcomes of local government reform policies in the Caribbean can be evaluated. The
results are set out in Table 2.2.

Our analysis highlights the many similarities among local government reform policies
in the Caribbean — notably in the way they seek to address obvious deficiencies in
structures, finance and capacity as constraints to local autonomy — as well as their
basis in the amorphous realm of politics, where power and political partisanship
have an awkward nexus. Politics have been the bane of local government reform
programmes in the region, exemplified in the cases of Jamaica and Trinidad and

Table 2.2 Assessment of democratic decentralisation in the Caribbean — select
country cases

Criteria Country and nominal rating scale
-5to+5
Jamaica Trinidad St Lucia Antigua
and and
Tobago Barbuda
Policy design and interpretation
Policy meets causal and contextual best-fit +4 +4 +4 -5
criteria
Policy includes fundamental elements for goal -5 -5 -5 -5
attainment
Policy orientation
Support and commitment to reform by line +5 +3 -5 -5
ministries
Willingness to transfer responsibilities to local +3 +3 -5 -1
level
Willingness to assist in capacity-building efforts +4 +2 +1 -5
at local level
Political motivation
Strong and committed political leadership +3 +1 -5 -5
(bi-level)
Willingness to share power, authority and -3 -5 +1 -5
financial resources
Facilitation of civil society groups’ participation +4 -1 -1 -5
in local planning and management
Institutional setting
Mechanisms that foster accountable local -1 -1 -1 -1
leadership
Perception of community empowerment +4 +4 +4 +4
The nature of political competition +5 +5 +5 +5
Constitutional amendments in support of reform -3 -5 -3 -5
vision

Orientation of private and civil sectors +1 +1 +1 -5
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Tobago, where problem definition has focused on administrative issues, when in truth
the real source of local government problems is its low status in central-local relations.
Rather than being seen as a separate and distinct sphere of political influence, there
is a tendency for the operations of local government to be fused with the centre.
Thus local government is valued for the political leverage it offers the ruling central
administration, more than for its representation of community interests.

Perhaps reformers recognise the political complexities involved in full democratic
decentralisation, as evidenced by their use of the term ‘greater autonomy’, a
compromise between the current state of local government and the ideal of
local autonomy. This tension may explain why, even with established timelines
and identifiable outputs, implementation of reform programmes appears to be in
constant drift, making the process unusually open-ended and subject to political and
administrative manipulation (Schoburgh 2007; Ragoonath 2009). Rondinelli et al.
warn that ‘if decentralisation policies are to be implemented successfully they must be
designed carefully’ (1989: 59). One criterion of ‘good’ design is to recognise the salience
of political factors to successful reform outcomes. In our assessment, all countries score
poorly against the criterion ‘policy includes fundamental elements for goal attainment’.

Table 2.2 reveals considerable variations in the degree to which central governments’
policy orientation supports reform. For instance, Jamaica scores higher than Trinidad
and Tobago in ‘support and commitment to reform by line ministries’ and ‘willingness to
assist in capacity-building efforts at local level’, but the two countries attain the same score
when it comes to ‘willingness to transfer responsibilities to the local level’. Two actions
taken by reformers in Jamaica give them the edge over their Caribbean counterparts.
The first was the establishment of the National Advisory Council (NAC) in 1993
(subsequently dormant for lengthy periods but revived in 2004 and again in 2007,
both times under new leadership). The NAC serves as a ‘thought leader’ on local
government reform and seeks to build critical mass interest in reform activities, as well
as to evaluate the progress of implementation. Importantly, it has promoted bipartisan
and multisectoral consensus on the new paradigm of local governance. In its 2009
report, the NAC acknowledged the level of institutional support for local government
reform, and recommended that the 2007 Report of the Joint Select Committee on
Local Government Reform be formally adopted as a gesture of consensus, as well as a
record of the bipartisan agreement to the entrenchment of local government in the
Jamaican Constitution (Department of Local Government [Jamaica] 2009).

Jamaica’s second important step was the downgrade in 2007 of the Ministry of Local
Government to that of a department within the Office of the Prime Minister (OPM),
with a mandate to see to the complete devolution of functions to local government
by June 2009.¢ However, this target was not reached and under the new government
elected in 2011 priorities have changed; the department has now reverted to its
original status as a ministry. Nonetheless measures were implemented to build capacity
in local authorities in preparation for the proposed devolution.

Other countries receive mostly negative scores for policy orientation due to their
status as ‘non-starters’ in reform. It should also be noted once again that, while moves
towards reform in Jamaica are positive when assessed in terms of policy design or in
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relation to the rest of the Caribbean, there remains a disjuncture between reform
rhetoric on the one hand and effective implementation on the other. This point has
general applicability across the region.

Given this disjuncture, political motivation becomes a critical factor in understanding
both the content and pace of reforms. In Table 2.2 the political motivation indicator
is assessed using three measures: (a) ‘strong and committed political leadership (bi-level)’;
(b) ‘willingness to share power, authority and financial resources’; and (c) ‘facilitation of
ciil society groups’ participation in local planning and management’.

Jamaica has taken some steps towards (a), notably in terms of the directive issued to
local authorities in 2007 to offer their perspective on the reform direction. Ministry
Paper 7 of 2003 was quite blunt:

Within twelve months all local authorities will be required to develop a reform
plan in accordance with the new policy guidelines. If this plan is not forthcoming
... at the expiration of the agreed time period, the Ministry of Local Government,
Community Development and Sport reserves the right to intervene to establish
such a plan (Ministry of Local Government [Jamaica] 2003: 16).

All countries scored negatively on (b) with the exception of St Lucia, which outlined
a programme of co-governance based on the principle of subsidiarity in its 2000 Green
Paper on Local Government Reform (Ministry of Community Development [St Lucia]
2000), but with little subsequent evidence of the policy being activated.

In relation to (c), implementation of parish and community development committees
gives Jamaica a strong positive score. Once again, however, this action has had
little demonstrable impact in achieving reform objectives: it is unclear whether the
perspectives of local leaders and the deliberations of development committees are being
integrated into either the reform programme or decision-making in local authorities.

A key factor in weakening political motivation for reform is that the institutional
setting is devoid of both functioning systems that hold local leaders accountable, as
well as institutional arrangements to protect local government from the self-interested
behaviour of policy officials (see indicators in Table 2.2). Deficiencies in the local
electoral process are a case in point. In Jamaica, for example, local elections are rarely
held when they fall due, illustrating the low regard in which community preferences
are held. Party politics are the most influential factor in the management of local
electoral processes, and by extension the degree to which reform goals are achieved.
While successful in other ways, the NAC seems powerless to arrest the practice of
local elections being used for political expediency.

The impact of party politics is also evident in Trinidad and Tobago’s experience
with local government reform. The National Alliance for Reconstruction (NAR)
came to power in 1986, subsequently winning the 1987 local government elections
and later framing the revolutionary Municipal Corporations Act of 1990. However,
in 1991 the People’s National Movement (PNM), which dominated Trinidad and
Tobago’s politics from 1956 to 1986, was returned to government. It then won
the 1992 local government elections on a manifesto of greater local autonomy for
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municipal corporations. The PNM subsequently kept its election promise to reduce
the number of regions from 13 to 9 by means of Amendment Act 8 of 1992, but, while
it emphasised accountability and value for money, it made no substantive changes to
local government reform policy, nor did it advance the implementation process. This
remains the situation after further changes of government in 1995 and 2010.

The conclusion may be drawn that, where local government serves the purpose of
the ruling party, there is little compulsion to change the system. The obverse is also
true: whenever local government is perceived as a political liability, then reforms take
on a degree of urgency. Essentially, however, the political climate in the Caribbean
appears antithetical to democratic decentralisation. This is compounded by weak
systems of accountability, lack of strong civil society organisations and networks that
might advocate for change, and the limited resources available for reform efforts in
economically vulnerable small island states. The result has been an incremental ‘stop-
start’ approach to reform, which is centrally managed and consolidates the power of
national government. As argued elsewhere, ‘because local government is valued as an
instrument of political ascendancy rather than a tool of democracy, local government
reform is a tool of central control’ (Schoburgh 2007: 162).

All this means that ‘success’ in local government reform has to be seen not so
much in terms of 100 per cent achievement of the indicators, but rather in whether
such reforms remain part of the overarching agenda of government and continue
to make progress. The importance of monitoring progress has been highlighted by
Jamaica’s NAC, which has recommended the formulation of a new ministry paper to
indicate ‘the course of action being pursued and outcomes that are to be achieved’
(Department of Local Government [Jamaica] 2009: 79), noting the time that has
elapsed since Ministry Papers 8 of 1993 and 7 of 2003. It has further proposed that the
new paper integrate local government reform with other programmes aimed at social

transformation (2009: 72).

2.9 New roles, new relationships

The country cases reveal that most central governments in the Commonwealth
Caribbean have taken some worthwhile steps towards the goal of democratic
decentralisation. This is so especially for those countries designated as starters. However,
the rate of progress has been uneven with little real advancement of local government
systems. Part of what is now required to deepen the process is a new outlook for the
triad of actors — central government, local government and the non-governmental
sector (profit and not-for-profit) — based on a common understanding of their role
in goal attainment. There is no denying that reform policies in the Caribbean have
already to some extent narrated new roles and relationships to support modern local
government systems, encapsulated in concepts such as local governance, public—private
partnerships and networks. But confusion persists in the role of the centre and the
relationship between the national and subnational levels.

Democratic decentralisation via the route of local government reform has been a
central government project. It is conceptualised and executed as such with little
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contribution from the beneficiaries of the reforms or other actors internal to the
state. Unarguably the international development community has a stronger presence
in these negotiations than local government or other sectors, and as a result the
ministries under whose portfolio local government falls have been at the forefront
of implementation. This is understandable, especially at the initial stages, but their
continued predominance might explain the reason for the difficulty in crossing each
reform threshold. Since there is no evidence to suggest that local government itself
objects to the content or the direction of proposed reforms, then it makes sense
that central ministries of local government should shift their role from steering to
enabling the process of transformation. This would reduce the level of paternalism that
presently characterises central-local relations, creating instead a context for local
government to leverage support from independent actors such as the private sector.
[t could also build local problem-solving capacity by virtue of increased potential for
self-correction and learning.

A criticism that could be levelled at local authorities is their seeming distance from
the reform debate, evidenced by their failure to articulate an authoritative position
on the future of local government and to seek and incorporate the views of their
citizens. Put simply, local governments in the region must assume a greater share of
the responsibility for reform outcomes. Their tendency to focus primarily on limited
funding and resources regurgitates policy thinking from a previous era, and fails
to present any creative ideas about local government’s role as a harbinger of local
democracy and agent of development.

Nor does the solution to local government’s problems rest purely in constitutional
status, though admittedly this would be an important ‘value add’. Policy is about
argumentation and what gets implemented depends on skills of persuasion and
the mobilisation of influence. In order for local government to command central
government’s respect in the region, the lack of which is at the heart of the issues,
local policy officials must play a role in shaping the reform discourse. They can do this
by providing an independent interpretation of the problems; by conducting their own
prospective analysis; and by providing considered feedback on policy strategies and
outcomes. Local authorities are the sites of change and are thus endowed with first-
hand knowledge of impacts. It is imperative that they become learning organisations,
both to bring about better reform outcomes and to ensure their own viability in the
long run.

Clearly, new legislation has not fundamentally altered central-local relations
characterised by a dominant central government. In fact, both Jamaica’s Municipalities
Act of 2003 and Trinidad and Tobago’s Municipal Corporations Act 1990 and its
subsequent amendment have given the respective ministers for local government
final veto power in local decisions. A similar arrangement applies in the case of
services that local government provides and which fall under the purview of a
central government ministry or department. Antigua and Barbuda, even at the
stage of contemplating the best institutional fit between the Department of Local
Government and decentralised governance and administration, thought it necessary
to maintain the status quo by proposing that district councils be in the ‘line of
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sight’ of MPs. It could be construed that central governments are cautious in reform
because of the implications that a transformed local government may have for their
own operations (Ragoonath 2009).

Possibly the most pressing role change to be wrought is in the dimension of human
resources, often blamed for the incapacities that attend local government. While
current attempts to build human capacity are commendable, something more
fundamental is required. The cue lies in the developmental role of local government,
which suggests a shift in orientation of the local policy and administrative executive.
Reforms have to be seen as a process of institution building that demands committed
and competent leadership. Commitment comes from being vested in the process,
and competence not only from education and training but also an appropriate match
between skill sets and scope of work.

This highlights the importance of developing a modern human resource strategy in
local government in the Caribbean, one which improves on the current practice of
recruiting staff via municipal services commissions that are under-resourced and ill-
equipped to match local authority needs with managerial skills and competencies.
In addition, the benchmarks of professionalism in local government have to keep
pace with emerging ideas, such as those of the ‘new public management’, and with
organisational and institutional adjustments presently taking place at the national
level. This point is of particular relevance to the position of chief administrative
executive, whose professional legitimacy in the past has derived mainly from the
ability to deliver local services efficiently and effectively, including advising councils,
ensuring continuity in business processes and organisational stability, as well as
balancing ‘political’ and ‘public’ interests (Nalbandian 1999). While these attributes
remain important, the paradigm of community to which all local government reform
policies in the region subscribe, together with the developmental role of local
government, suggest that professional legitimacy must now also be grounded in new
tasks, relationships and attitudes at the core of which are individual rights and equity
as the basis of empowerment.

Another key challenge for democratic decentralisation resides in the extent to which
the profit and not-for-profit sectors in the region are convinced that their involvement
would make a significant difference to the state of local affairs. The signs are that
neither sector is sufficiently enthralled by the reform programmes; this may be because
of what are perceived as negligible results. Civil society groups have advocated for
constitutional status for local government, as well as gender equity in local electoral
processes, but both issues remain unresolved. Private sector involvement in reform
debates has been non-existent, despite some attempts to create a conduit for business
input (such as the parish development committees in Jamaica). While civil society
organisations may be spurred at intervals to act based on their social conscience and
their ability to gain the attention of the international development community,
business is less likely to do so without incentives. Just as individuals prefer to associate
with successful persons, the same applies to organisations: local authorities have to
demonstrate that they can manage their portfolios effectively and efficiently in order
to engage the private sector.
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Democratic decentralisation relies on critical resources such as high-quality and
committed leadership, information, knowledge and skills to improve policy and
implementation. Among other things, this suggests that efforts to draw on the
resources of civil society and the private sector need to transition from discretionary to
mandatory, accompanied by measures to remove the threat of political manipulation
(Department of Local Government [Jamaica] 2009). However, even if institutional
frameworks are established to involve these sectors in local decision-making, much
depends on whether this is seen by the political leadership as a zero-sum game in which
their own influence and room to act is reduced. Regrettably, there is a preponderance
of evidence to suggest that this is the case.

Finally, a lesson to be taken from the Latin American experience with democratic
decentralisation is that perhaps the time has come for the Caribbean to initiate its own
‘quiet revolution’ by acting independently of the ‘advice’ of aid agencies and moving
ahead energetically with reform plans. Campbell (2003: 8-9) ascribes the success of
Latin America to political decisions that ran counter to conventional wisdom:

governments moved quickly, not with slow deliberations as they were advised.
They enshrined decentralisation in national constitutions, not in easily modifiable
national laws. They transferred revenues to local authorities long before the
true costs of delivering services were known and they were soft on spending
rules throughout political liberalisation ... Local governments in the region ...
invented through trial and error new ways of doing political business.

The Caribbean reality is that much of what is interpreted as ‘lack of political will’ is
actually lack of finances to support reforms, and thus independent thinking comes
with its own costs. However, to ensure necessary reforms, Caribbean policy-makers
must be prepared to accept responsibility and find the resources required. Given a
willingness to experiment and learn from the results, the obstacles to democratic
decentralisation might not be so daunting.

2.10 Conclusion

For all intents and purposes the process of democratic decentralisation in the
Commonwealth Caribbean has become synonymous with changes to subnational
governance, and especially the orientation and activities of local government.
Current tendencies towards local government reform originate in the conviction
that this level of government is a viable medium through which to craft solutions to
societal problems. As a consequence, the democratic and functional values of local
government have found expression in policy documents that variously signal both the
philosophical bases of reform and strategic directions for implementation.

However, democratic decentralisation involves much more than effective local service
delivery or improved citizen participation in decision-making. It is fundamentally
about curtailing the power of the centre (government, ministries and departments) to
permit the evolution of community empowerment and local self-management. This is
the crux of the matter and what is apparently missing from otherwise well-intentioned
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policies. The tentative way in which implementation activities have been handled
suggests that reformers are hesitant to confront the issue of just how much power to
devolve.

When local government reform is attached to the goal of democratic decentralisation,
it becomes clear that local power is both conditioned and limited by its institutional
setting and that decentralisation is a political process rather than an administrative
one. Gaventa’s précis is instructive:

new forms of participatory governance create uncertainty about roles and new ways
of doing things. For participatory governance to work, old rules of engagement
need to be replaced by new ones that outline clearly the processes for inclusion
and decision making, and the new roles, rights, and responsibilities of the various
parties. Otherwise, old procedures are likely to kick in, even if the process looks
more inclusive and participatory (2004: 23).

Democratic decentralisation is a process of negotiation and is thus inextricably
linked to the broader political economy: social inequities and power asymmetries are
fundamental considerations. The quest for a new order of local governance in the
Caribbean requires consistent commitment on all sides, a willingness to experiment
with new ways of addressing the challenges and obstacles involved, a stronger effort on
the part of local government itself and, ultimately, agreement on significant changes
to current roles and relationships.

Notes

1 Accounts of the region’s local government systems may be found in Commonwealth Local
Government Forum (2004, 2009, 2011), Ragoonath (2004), Duncan (2004), Singh (1972) and King
(1990).

2 Local government reform policies and programmes pertain directly to Trinidad, as Tobago already
enjoys a level of devolution facilitated by the Tobago House of Assembly Act 37 of 1980.

3 A zero-sum game is where citizens gain power while political representatives lose power. In a positive
sum game both citizens and political representatives benefit.

4 Much of the analysis of fiscal decentralisation is done under the rubric of fiscal federalism. This is

covered by a large body of literature, the starting point of which is Tiebout’s (1956) model but which

has been expanded into a robust debate by, for example, Oates (1972) and Bird and Vaillancourt

(1998).

Dominica Population Census 2001.

6 This action was taken by the Jamaica Labour Party (JLP), which came to office in 2007 but lost to the
People’s National Party (PNP) in the 2010 national elections.
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Chapter 3

Munawwar Alam

Local government is not a new concept in Pakistan. Since the founding of the country
in 1947, Pakistan has always had local governments as the lowest-tier political
structure. However, grassroots democracy has been eclipsed at different times in
the country’s history. As we write this chapter, there is no elected local government
in Pakistan. The chapter documents the recent history of decentralisation and
local government in Pakistan, with special reference to the ‘Devolution of Power
Plan’ (DOPP) introduced by the military government of General Pervez Musharraf
in 2001. The author was closely involved with the DOPP at both the policy and

implementation levels.

Public administration literature provides an enormous number of studies on
decentralisation, but research focused on decentralisation in Pakistan within the
context of military rule is limited. Some researchers, mostly belonging to international
development agencies, have studied different aspects of the DOPP — sectoral, political
etc. — but these do not comprehensively cover the breadth of the local government
reforms of 2001. The main thrust of this chapter is that the DOPP was not simply
another local government system per se, but rather a major attempt at decentralisation
accompanied by a comprehensive package of reforms that had several strands —
electoral reform, local government structures and processes, and changes to the police
and bureaucracy — all aimed at modernisation and social change.

Pakistan’s political history has been characterised by intermittent military rule. Since
independence in 1947, there have been four periods of martial law under different
dispensations, and three constitutions have been enacted (1956, 1962 and 1973).
Cumulatively, military governments have ruled for almost half of Pakistan’s existence
since 1947. The alternating pattern of political and military governments' has
not only affected the structure and design of local government systems, but more
importantly had significant implications for the development of grassroots democracy.
It has at times strengthened and at other times jeopardised the sustainability of local
government in the country. In broad terms, local democracy has been nurtured by
military governments, whereas during civilian governments it has been replaced by
non-participatory, unelected local structures that are run by government-appointed
civil servants. Thus, as far as local government is concerned, it may be said that the
country has experienced both ‘dictatorial democracy’ and ‘democratic dictatorship’.

According to Briscoe (2008), the formal state structure in any society may have a
parallel or ‘shadow’ set of institutions that hold real power. This is especially true in the
case of Pakistan. Every military government in Pakistan has introduced its own brand
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of local government. Cheema et al. (2005) have used the term ‘non-representative
governments’ for these military regimes. They have attempted to analyse the Pakistani
experience to find answers to the question of why non-representative regimes have
been willing proponents of decentralisation to the local level.

In developing countries decentralisation may be either externally driven (e.g. through
Structural Adjustment Programmes, donor pressure etc.) or internally motivated (e.g.
by governments seeking to strengthen their legitimacy and gain popularity), though
the country context is different in each case. In Pakistan’s case decentralisation has
always been internally driven, and Cheema et al. (2005) conclude that the military’s
need to legitimise its control appears to be a prime reason behind the recurring
attempts at local government reform.

Bhave and Kingston (2010) view the military in Pakistan as a separate actor with its
own interests. [t can, however, be argued that institutional ‘interest’ and institutional
‘role’ are two different things, and that the course taken will vary according to the
institution’s interpretation of the context in which it has to operate. According to
Sivaramakishnan (2000) local government in South Asia often tends to be stronger
during eras of authoritarian rule than in times of democratic rule. He suggests that
during democratic regimes elected local government is less attractive because it
provides an additional platform for citizen participation, and hence may to some
degree rival the centre.

The patronage of local governments under military regimes is not unique to Pakistan.
In many countries military governments have attempted to create grassroots popularity
and support, and to secure their legitimacy and a better external (and internal) image
by nurturing local governments. In the Commonwealth, there are at least two more
instances, Ghana and The Gambia, where army rulers introduced local government
reforms. In Ghana, a major change in the governance system was introduced in 1988 by
Flight Lieutenant Jerry John Rawlings, the organiser of the fourth coup in the country,
in 1981. Writing about Ghana, Ahwoi (2010) argues that decentralisation of national
administration, particularly in unitary states, works best in the presence of a strong
central government. Although Pakistan is a federation, Ahwoi’s thesis seems to apply.

The remainder of this chapter is divided into four sections. The first looks briefly at
local government models in Pakistan before 2001 — all creations of military regimes.
This is necessary if one is to distinguish the DOPP from previous waves of local
government reform. The following sections then explore the DOPP of 2001-09 to
examine what was new compared with previous attempts at decentralisation, and
analyses some of the social factors evident in the two local government elections
(2001 and 2005) which were a hallmark of the DOPP. The final section reviews the
experience of the DOPP, looks at the current situation and future prospects, and draws
some general conclusions.

3.1 Local government in Pakistan until 2001

In 1947, on the eve of independence, Pakistan inherited the local government system
of colonial India. The British Administration had introduced the concept of ‘local
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self-government’ by creating a separate tier to administer civic functions, initially
through appointed local administrators and then through elected municipal and
district boards for urban and rural areas respectively. This system was first introduced
in Bengal and Madras, followed by Bombay, Punjab and other colonial states. Separate
laws were enacted in each state for large cities, municipal cities and towns, and rural
areas (Alam 1999). During the independence movement in India, national political
parties stood for greater representation at central and provincial levels rather than
local government. This prompted the British government to grant autonomy at the
provincial level (Cheema et al. 2005), and was a major factor in the weak development
of local governments in the areas that later became Pakistan (Ali 1980).

The history of local government in Pakistan from 1947 to 2001 can be broadly divided
into four periods:

* 1947-1958;
e 1958-1969, the ‘Basic Democracy’ system of General Ayub Khan;

e 1969-1979;
e 1979-1988, the local government system introduced by General Zia-ul-Haq.

3.1.1 1947-1958

As explained above, at the time of independence the areas that constituted Pakistan
had few developed systems of local government, and the local bodies were mostly
run by government-appointed administrators. The early years of independence were
marked by limited constitutional development and the extreme pressures on limited
resources brought about by partition. The partition of India in itself was phenomenal,
and perhaps unique in the British Empire, as no other colony was partitioned at the
time of granting independence. In Pakistan, migration of millions of Muslims from the
Indian states and their settlement was in itself enough for the newly created country
to handle with minimal infrastructure and resources, without trying to focus on other
developmental issues such as establishing democratic local government.

Around 1956 some progress began to be made towards creating an adult franchise
and electing local office bearers, but this was confined mainly to the Bengal (now
Bangladesh) and Punjab provinces. In 1957-58 half the municipal councils in
West Pakistan (the present Pakistan) were still managed by government-appointed
administrators, as in most cases elections had not been held after the expiry of their
terms of office. Waseem (1994) points out that, even where elections were held, there
was only a limited franchise and massive malpractice.

3.1.2 1958-1969: The ‘Basic Democracy’ system of General Ayub Khan

This was the first period of martial law in Pakistan, which brought with it a ‘first
wave’ of local government reform. The ‘Basic Democracy’ (BD) system was the first
experimentation with local government in Pakistan under the auspices of a military
regime. Field Marshal Ayub Khan introduced a system of ‘controlled democracy’ at all
levels of government. Under this system, local government institutions were created
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in rural and urban areas through separate legislation. All urban and rural councils,
as well as provincial and national assemblies, were elected indirectly through an
electoral college consisting of 40,000 ‘Basic Democrats’ popularly elected in each of
East and West Pakistan.

3.1.3 1969-1979

After the imposition of the ‘civilian? martial law’ under Zulfiqar Ali Bhutto in 1971,
all local bodies were dissolved and the functions and powers of local governments were
vested in official administrators. This state of affairs continued throughout the reign
of Mr Bhutto and the early years of the following period of the martial law regime of
General Zia-ul-Haq, which began in 1977. By this time East Pakistan had seceded
from Pakistan, and West Pakistan had been divided into four separate provinces:
Punjab, Sindh, Balochistan and the North-West Frontier. According to the 1973
constitution (still in place), local government is a provincial subject. Thus all four
provincial governments enacted their respective local government legislation in 1979.

3.1.4 1979-1988: The local government system of General Zia-ul-Haq

This period marked the ‘second wave’ of local government reform under a military
regime. The system of local government introduced in 1979 by General Zia-ul-Haq
was the most representative in nature since independence. For the first time in the
history of Pakistan, elections to all local councils in both rural and urban areas were
held simultaneously on the basis of adult franchise and under the aegis of independent
provincial election authorities.

The special features of the 1979 local government system can be described as follows:

e Jocal government laws relating to rural and urban areas were unified and
harmonised;

® representation was given to peasants, workers, women and minorities in pursuance
of principles laid down under the 1973 constitution;

e elections to local councils were held on a non-party basis;

e Jocal governments had elected officer bearers (chairmen, mayors, etc.) and there
were no appointed members; and

e local councils had significant autonomy, for example, they could approve their
own budgets and taxation proposals.

Tables 3.1 and 3.2 summarise some of the key features of the three systems of local
government introduced under military rule, and the intervening ‘political’ (civilian)
governments.

3.2 The Devolution of Power Plan: What was new?

Although the coup of 1999 was the precipitating cause of devolution, movement
towards local government reforms had begun earlier at the behest of international
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Table 3.1 Local government systems under military rule

Period No. of Military Name of Distinguishing feature(s)

years leader system
1958— (N General Basic National law; local governments comprised
1969 Ayub Khan  Democracy both elected and appointed members, and

served as an electoral college for the election
of the national president

1979- 9 General No specific Elected local governments under provincial
1988 Zia-ul-Haq  name laws; no appointed members; 3—4 successful
terms completed under this system
1999— 9 General Devolution of Based on the principle of subsidiarity; radical
2008 Pervez Power Plan  departure from all previous systems;
Musharraf devolution accompanied by taxation, civil

service, electoral and police reforms

Table 3.2 Local government under ‘political’ governments

Period Political situation Remarks

1947—  No constitution, no Urban councils and district boards in urban and rural

1958 elected government in  areas respectively, continued according to laws left by the
the country British government

1971-76 First elected national/  Despite promulgation of a local government law, no
provincial governments elections held throughout this period and local councils
were managed through official administrators
1988—  Several elected national All elected local governments dismissed. Local
1999 governments held government elections never held though announced and
power scheduled several times; elections held in certain
provinces in 1998, but elected representatives never
assumed office

donors and lenders, particularly the World Bank. On the global scene, pressure for
decentralisation, especially market-based decentralisation, had already been brought
to bear in developing countries as a result of the Structural Adjustment Programme
of the International Monetary Fund in the 1980s and 1990s. Based on World Bank
reports (1996, 1998), Cheema et al. (2003) argued that, although multilateral
pressure for decentralisation in Pakistan had developed since the mid-1990s, no major
attempts at decentralisation were initiated in Pakistan before General Musharraf took
power in 1999. Therefore it can be said that the coup of 1999 was a turning point for
local government reform, and that without the coup the course of decentralisation in
Pakistan would have been further delayed.

In Pakistan, like any other developing country, public service delivery was characterised
by a concentration of powers in the federal and provincial governments. Most
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service delivery was therefore under bureaucratic control, without any contribution
from elected politicians at the local level. This meant that provincial and central
governments carried out the policy-making and district authorities® acted as the
implementation agency with little say in decision-making — a system of deconcentrated
administration rather than decentralised authority.

To address this situation, General Musharraf established a National Reconstruction
Bureau (NRB) as a ‘think tank’ to help transform an over-centralised and ineffective
service delivery system into a decentralised and responsive one. After an extensive
process of consultation, his government introduced its programme of devolution
of power and authority under the aegis of the NRB in 2001. This began the ‘third
wave’ of decentralisation in the country. The Devolution of Power Plan (DOPP) of
2001 was a radical departure as it was based on the concept of subsidiarity, involving
transfer of power from provinces to districts and other lower levels. Before the DOPP,
subsidiarity was not a commonly used term in developmental discussions and in the
corridors of power in Pakistan.

The DOPP had two main elements: decentralisation and electoral reforms. Devolution
was also accompanied by reforms to the civil service and police. Features introduced
for the first time in the history of Pakistan are summarised in Table 3.3.

The following sections provide further detail on some of the key features of the DOPP
reforms.

3.2.1 Application of subsidiarity

As noted previously, the 2001 system sought to apply the principle of subsidiarity.*
Even though this was not fully implemented and many details were not resolved,
especially in relation to financial decentralisation and relationships between
provincial and local governments, the DOPP can be said to have brought about some
of the most fundamental changes in governance and local governance in Pakistan
since independence in 1947.

Under the 2001 system, district governments (the upper tier) were given responsibilities
in agriculture, health, education, community development, information technology,
finance and planning, together with revenue previously held by the provinces, and
became financially competent through transferred funds and local taxes. Town/taluka
governments (the middle tier) were assigned most of the functions of the former
municipal authorities as the main providers of essential services (e.g. water, sanitation,
roads and waste disposal). The union councils (the lowest/third tier) were envisaged
as providing monitoring and oversight of service delivery, as well as undertaking small
developmental projects. Union councils received funds directly from the district and
collected some local taxes.

3.2.2 Abolition of the rural-urban divide

One of the important distinguishing features of the DOPP was that it abolished
the previous rural-urban divide in local government. Under the British system of
administration, urban local councils were established to provide essential municipal
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Table 3.3 Innovative features of the DOPP

Electoral

Gender

General

Finance

Police

Community
development

Voting age reduced from 21 to 18 years to bring youth into
mainstream politics

Minimum educational qualification prescribed for candidates for
nazims (mayors)

Manifesto mandatory for candidates for district and town/taluka
nazims (mayors)

Elections conducted by (central) Election Commission of Pakistan
instead of provincial election authorities

Local government elections held in phases for better
management and co-ordination

Reserved seats for women increased to 33% in all tiers of local
government

Divisional tier (between districts and provincial government)
abolished

Office of the Deputy Commissioner (a colonial legacy of
deconcentrated administration) abolished and replaced by
senior district co-ordination officer (DCO) reporting to nazim
(mayor); interaction of DCO with provincial government through
mayor

Magistracy abolished; in Pakistan’s context this was important,
as provincial governments extended their reach through district
officers who also had judicial powers that could be exploited
through the district bureaucracy

Mayor made chief executive of the respective local government,
with wide-ranging administrative and financial powers
Elaborate mechanism for internal and external recall of elected
representatives prescribed under law; similarly, officials enabled
to seek recourse against motivated or illegal orders of nazims
(mayors)

Provincial Finance Commission constituted for allocation of
resources from provinces to districts, based on population, fiscal
capacity, fiscal effort and specific needs etc. of districts

Police Act 1867 replaced after nearly 150 years; law and order
became the responsibility of zila nazim (district mayor), but the
district police chief was responsible to their own professional
hierarchy in matters of crime prevention, investigation and
personnel management of force. This was intended to check
patronage by political leadership and high-handedness on the
part of police, while facilitating dispensation of justice

District Public Safety Commissions constituted, comprising
elected and appointed members, to act as a safety valve
providing recourse for both police chief and district mayor in
cases of conflict

Police Complaint Authority introduced to deal with serious
complaints against police

A new grassroots institution developed — Citizen Community
Boards — to engage local people in service delivery
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services. By contrast, the capacity of rural councils in service delivery was far less
(Siddiqui 1992), and they provided only limited representation, often strengthening
the local elite.

3.2.3 Reform of bureaucracy

The DOPP was a bold attempt to transform an over-centralised bureaucracy, especially
in terms of the established elite. The district co-ordination officer (DCO) of the
district government, equivalent to a chief executive officer, was placed under the
authority of the elected mayor. Likewise, the superintendent of police of the district
reported to the mayor on the overall maintenance of law and order.

3.2.4 Developmental planning

Before the DOPP, the planning system was centralised and development funds
were distributed to provincial departments through a top-down mechanism. The
identification, appraisal and approval of development projects had no relationship to
local priorities. The element of community participation was missing from the process,
which was non-transparent and inequitable. Politicians, mainly parliamentarians of
national and provincial assemblies, were provided with development funds to be
spent according to their wishes.

The DOPP provided for Citizen Community Boards (CCBs) to mobilise the
community in the development and improvement of service delivery through
voluntary and self-help initiatives. CCBs played a major role in the transformation
of development planning by creating a sense of ownership. They were given the legal
right to enable citizens to actively participate in development activities, plus an
earmarked budget that could be carried over from year to year. This also introduced
transparency and accountability to the development process, as communities became
active participants in projects instead of being passive beneficiaries.

3.3 Organised local government —a new phenomenon in Pakistan

Before and during the greater part of the DOPP period, local government associations
(in the commonly understood sense) did not exist in Pakistan. However, under
the DOPP there was a growing awareness and empowerment of local government
that promoted a greater sense of unity and common purpose among its elected
representatives. The first initiative came from Punjab province with the creation of
the Local Councils Association of the Punjab (LCAP) in 2007. Since its inception,
LCAP has become a leading national organisation, not only in its lobbying of
provincial and national governments, but also in paving the way for a louder voice for
local democracy across the whole country. Following LCAP, new local government
associations were created in the other three provinces in Pakistan: Sindh, Balochistan
and the North-West Frontier (Khyber-Pakhtunkhawa). Later, in November 2009, a

national local government association was launched.

In the immediate post-Musharraf period, the local government associations established
under the DOPP sought to mobilise public support from across civil society, business



52 New Century Local Government

and the political spectrum to call for the protection of local democracy in Pakistan
and for further local government elections. The international community expressed
concern about the future of local democracy in Pakistan, while the associations’
efforts were supported by local government leaders, including the Commonwealth
Local Government Forum (Local Government Alliance 2009) — but at this point to
no avail.

3.3.1 Social dimensions

One of the significant features of the DOPP was the attempt to make social change part
of the reforms. According to Randall and Hermann (1981) ‘social changes’ are those
that mark the transition from one stage or phase of a construed cycle of development
to another. They designate as ‘significant’ those changes that evolutionary theorists
associate with the movement of social forms or a whole society from a ‘less advanced’
state towards a durable ‘advanced’ state, or from one level or epoch to another. The
definition of ‘significant’ will depend on the aspect of society or the segment of
social reality that is seen to be of strategic importance. For example, reforms in local
government institutions may be significant both as a process of strengthening local
democracy and as a way of providing better and more efficient services for economic,
social and cultural development. Montiel (1988) argued that the institutional
development of local government is politically and culturally bounded, therefore its
context and process need to be considered accordingly.

Against that background, this section examines some of the social factors and trends
exhibited in the two local government elections — 2001 and 2005 — held under the
DOPP. For this purpose reliance has been placed on secondary data and published
sources. Pattan Development Organisation (Pattan) carried out substantial work in
collecting data from the two elections, and here we rely on their data (Pattan 2006)
plus other sources where available (see also Bari 2001).

As shown in Table 3.3, the DOPP incorporated significant electoral reforms. First
and foremost, the voting age was reduced from 21 to 18 years in order to increase the
involvement of young people.

Second, minimum educational qualifications were established, including having
reached matriculation in order to take the position of district mayor (nazim). Pattan’s
analysis shows that, in the 2005 elections, most of the candidates indicated they had
first or higher degrees. Approximately 46 per cent claimed to be graduates, while 30
per cent said that they had higher or professional degrees. About 15 per cent had
completed their FA/FSc — equivalent to 12 years of schooling — while only 10 per cent

were educated below that level (see Table 3.4).

Alam (unpublished) provides supplementary data from a study of 16 district and 102
town/taluka mayors elected in Sindh province in 2001. District mayors were more

likely to be highly educated than their town/taluka counterparts (see Table 3.5).

Alam’s study (unpublished) also indicated that a younger leadership came through in
the 2001 elections. In 2001, among town/taluka nazims the largest number were 46-50
years of age (about 25 per cent), followed by those aged 41-45 years (19 per cent).
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Table 3.4 Education of district and tehsil nazims

Education Number Percentage
Less than FA 48 9.7
FA/FSc 72 14.6
BA/BSc 225 45.5
Higher than BA/BSc 150 30.5
Total 495 100.0

Table 3.5 Qualifications of mayors elected in Sindh province in 2001

Qualification District mayors (N = 16) Town/taluka mayors (N = 102)
No. % No. %
Matriculation 3 18.8 24 23.5
Intermediate 2 12.5 10 9.8
Graduate 5 313 33 324
Masters 3 18.8 10 9.8
MBBS (medical) 1 6.35 5 4.9
LLB (law) 1 6.3 7 6.9
BBA 1 6.3 2 —
Diploma - - 3 29
B.Engineering - - 3 29
MSc — — 3 29
MBA — — 2 2.0

Source: Alam (2001)

The numbers aged 56-60, 66-70 and 71-75 years were low — less than 5 per cent
combined. Pattan data shows a similar picture for 2005. Nationwide approximately
15 per cent of the successful district and town/taluka candidates were in the age group
25-30 years, while 35 per cent were 31-40 years. Some 30 per cent of candidates were
aged 41-50 years and approximately 20 per cent were older than 50 years.

Pattan data also suggests that the DOPP reforms encouraged new entrants to local
government. In 2001, 57 per cent of candidates for nazims and 75 per cent for naib
nazims (deputy mayor) contested elections for the first time. In 2005 similar trends
continued: approximately 70 per cent of those elected as union councillors were new
faces, and few of these had previously been members of town/taluka or district councils.

Alam’s study (2004) of the 2001 elections in Sindh province again provides supporting
evidence. Out of 16 district mayors elected in Sindh province, none had any past
experience in local government, but 12 out of 16 had been a member of a provincial or
the national parliament. This in itself may be seen as a reflection of empowerment at
the local government level, attracting national/provincial or mainstream politicians
to contest local government elections. In the category of town/taluka mayors, only
3 per cent had previous experience in local government, while one mayor had been a
senator. Overall only 14 out of 102 town/taluka mayors (13.7 per cent) had previous
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political experience. This suggests the emergence of a new leadership, as envisioned
in the devolution plan.

In Pakistan, women have been contesting elections for national and provincial
assemblies, as well as local governments, since independence. However, their
representation remained low because of socio-religious factors. In order to bring
women into politics, the DOPP increased the number of reserved seats to 33 per
cent at all levels. Previously only 5 per cent of seats were reserved for women in local
councils. Thus the DOPP created about 24,000 seats for women in local governments
across the country. In some parts of the North-West Frontier Province (NWFP) and
Balochistan, women were not allowed to take part in the elections as a result of social
conservatism. However, such cases were few. Election figures showed that on the
whole the provision of reserved seats had encouraged women to participate in the
political affairs of the country, with nearly 22,000 women elected (including those
returned unopposed) (Pattan 2006).

Between 2001 and 2005 there was a 100 per cent increase in women candidates elected
as nagims and naib nagims, from 16 to 32. Similarly, in Sindh province in 2005 four
women became district nazims as compared with only two in 2001. It should be noted,
however, that Sindh’s literacy rate and educational standards are better than those in
less advanced provinces like Balochistan and NWFP. Nationally, the candidature for
district and town/taluka nazims was almost totally a male affair, with only 1.4 per cent
women candidates (Pattan 2006).

Determining whether or not social change actually occurred as a result of the DOPP
is a complex matter. It requires study not only of the institutions of local government,
but also of diverse aspects of Pakistani society including trends in the economy,
demography, culture, history, law, politics, education and religion. Two terms of local
governments under DOPP, cumulatively eight years, are not sufficient to gauge any
definite trends in the political milieu of the country. However, based on the limited
data presented above it is possible to identify some early signs of change and to
suggest that the direction of the reforms did indeed have the potential to initiate
modernisation of the political and administrative system in Pakistan, as envisaged by
the military government.

3.4 Recent developments, prospects and conclusions

In a study of five fragile countries Anten et al. (2012) conclude that Pakistan offers the
most detailed example of a process of decentralisation that has only partially achieved
its objectives. This chapter echoes their concern that decentralisation cannot proceed
effectively in a governance system that suffers from a number of dysfunctional factors.

A central characteristic of the polity of Pakistan has been alternating civilian and
military rule, with each period of military rule patronising and introducing its own
brand of grassroots democracy. Within that context, the Devolution of Power Plan
introduced by General Musharraf in 2001 was a radical departure, as it comprised a
package of changes to the public sector including decentralisation, electoral, public
service and police reforms. In effect, it was an attempt to change the governance
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paradigm. Although the data is patchy, available evidence suggests that over the
period 2001-09 substantial progress was made towards effective decentralisation, in
particular a sound system of democratic local government.

However, since 2009 the decentralisation agenda has faltered, at least as far as
local government is concerned. After the general elections of 2008, a new civilian
government came into power and General Pervez Musharraf stepped down. Based
on past experience in Pakistan, there was apprehension that the civilian government
would not maintain local government institutions, especially the DOPP system. This
is exactly what happened, and at the time of writing the local government elections
originally due in 2009 had yet to be held and local governments were being managed
by non-elected administrators. It appears that the DOPP, although home-grown, had
the tag of a military regime and therefore suffered from negative perceptions, even
though decentralisation is still seen as a necessary part of broader governance and
public sector reform.

The DOPP had also included a component of devolution from federal to provincial
governments, named ‘Higher-Level Restructuring’. Despite pressure from the
provinces, this did not take place under the Musharraf government, but in 2010 it
was implemented through the 18th constitutional amendment. As a result, inter alia,
the Ministry of Local Government at the federal level has been abolished. Also, at
around the same time, the federal government disbanded the National Reconstruction
Bureau and replaced it with a Policy Analysis Unit (PAU) headed by an adviser to
the president. The PAU operated for only a brief period until it was in turn abolished.
Thus from 2008, when a civilian (‘political’) government returned to power, most of

the features of DOPP have been steadily eroded.

Achieving complete devolution of power in Pakistan is clearly a huge undertaking.
Such institutional reforms are complex, time-consuming and inevitably opposed by
those interest groups that benefit from the existing system. For example, the effective
diffusion of economic power is an essential prerequisite of meaningful devolution,
and one that has perhaps received insufficient attention. Economic power, notably
that derived from ownership of land, gets parlayed into political power which, in
collusion with other entrenched interest groups such as the bureaucracy, restricts the
empowerment of citizens.

Decentralisation is inherently neither good nor bad. It is a means to an end.
Successful decentralisation can improve the efficiency and responsiveness of the
public sector, and also contribute to significant social change, which cannot occur
without supportive institutional development. At the local level, the DOPP brought
about substantially enhanced participation of women in government, involvement of
a broader cross-section of society in political life, and more educated, responsive and
democratic leadership.

According to Anten et al. (2012), institutional reforms that do not align with
the interests and incentives of power-holders are unlikely to lead to robust new
arrangements. They argue that the World Bank’s recent emphasis on an ‘experimental
best-fit’ route to reform of the state is a sensible acknowledgement of these difficulties.
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Political factors are therefore crucial in determining the possibilities for reform and
development, especially in a fragile state environment. Strong political will and
leadership are needed to create and maintain conducive conditions for a steady
process of institutional change and development. In the case of DOPP, once the
main architect of reform had departed the scene, progress came to a grinding halt.
Meanwhile the current political environment remains uncertain.

We conclude that decentralisation cannot be approached as a stand-alone activity, but
must draw on and form part of a country’s broader democratic and political culture.
Parallel institutional development needs to be ongoing, and for this to occur supportive
elements have to be designed and introduced in the constitutional framework and
political system. Specifically, local government should be regarded not just as the lowest
tier of the government, but as a distinct sphere that is closest to the citizens, with sufficient
administrative and financial autonomy to serve its constituents. Unless these elements
are institutionalised, the sustainability of decentralisation programmes remains at risk.
In Pakistan, it would seem that for various reasons military governments have been more
willing to accept this challenge: if civilian governments are shy of nurturing grassroots
democracy, it raises significant questions about their democratic values and commitment to
empowering citizens. Given the experience of the last five years of ‘political’ government,
the prospects for local government in Pakistan are not encouraging.

Notes

1 The terms ‘elected’ and ‘non-elected’ are not used here, as military regimes also installed elected
governments, albeit of a relatively controlled nature. Within the military, the army typically dominates.

2 ‘Civilian’ martial law, because it was imposed by an elected ‘political’ government.

District authorities are extensions of provincial governments.

4 The concept of subsidiarity is based on the premise that lower levels of government are closer to
citizens, and can therefore make more ‘intelligent’ decisions about ‘who does what’; that is, it is less
about politics and more about principles. The Aberdeen Agenda on local democracy, adopted by the
Commonwealth Local Government Forum, provides that local government should have appropriate
powers in accordance with the principle of subsidiarity.

o
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Chapter 4

Nigel Keohane

The United Kingdom has been described as the most centralised country in Europe:
in 2005, the UK’s local authorities raised only 17 per cent of their income from local
taxation compared with the Organisation for Economic Co-operation and Development
(OECD) average of 55 per cent (Blochliger and Petzold 2009). While the smaller
devolved nations of Scotland, Wales and Northern Ireland have received significant
delegated authority over the past 15 years, England has retained its centralised balance of
power. This chapter assesses recent reform initiatives designed to redress this imbalance.

Since 2009, English local government have been dominated by the concept of ‘Total
Place’ or ‘Community Budgeting’: the aim is to bring together all the public money
spent in an area by national and local governments, and to commission services
locally in a more co-ordinated way in order to make the best use of scarce resources
and tailor services to community and individual needs. This chapter reviews how
the Labour and subsequently coalition governments have pursued this agenda and
the political, practical and philosophical barriers they have faced. It then sets out
a series of methods by which the principle could be extended in England, and its
implications for public services and governance. The chapter describes and assesses
how programmes for decentralisation have been undertaken in England since 2010,
considers options for their development in the future, and presents lessons for other
countries seeking to localise power.

4.1 ‘Total Place’ and ‘Community Budgeting’:
the genesis of reform

In the final years of its 1997-2010 administration, the Labour government initiated a
programme of pilots called ‘Total Place’. These built on a number of localist reforms
adopted by the government during its previous dozen years in office. The common
feature among these programmes was a set of priorities and actions that were agreed
between municipal and national governments.

The Total Place pilots aimed to develop this concept further, and make a reality of
the government’s vision of ‘joined-up’ government. Not only were national and local
governments to agree on what outcomes to pursue, but all public spending in an area
was to be brought together as a single pot. Total Place was also the acme of the focus
on ‘place’ or geography as a unifying force in public management and service delivery.

In part at least, the ideas behind Total Place emerged organically from previous
reforms. However, they were motivated also by dissatisfaction at the speed and
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scale of devolution. Reforms under the Labour government from 1997 to 2010
had little impact on the overriding balance of power between the centre and the
locality. They compared unfavourably with momentous shifts of power down to the
devolved administrations of Northern Ireland, Scotland and Wales. The complexity
of the governance of English local government! proved difficult to reform. Given the
obstacles to major institutional reform, the aim was to encourage councils to adopt
a stronger leadership in their area without providing them with legislative powers.
Councils, therefore, were to achieve their objectives by influencing partners in the
public, private and ‘third’ sectors.

On the fiscal side, the government ignored the recommendations of a major review
that had called for local authorities to raise a significantly higher proportion of their
revenue from their own local tax base (Lyons 2007). Total Place theoretically helped
resolve this dilemma. In each local area, the objective was for funding from the local
authority, health services, criminal justice, the Department for Work and Pensions
and other central departments to be pooled. Responsibility for the use of those funds
was then to be delegated to local decision-makers and professionals, and for services
to be commissioned at the local level using all the available resources. This would
reduce council financial dependence on the central Treasury.

Second, the agenda arose from a growing recognition that societal demands were
becoming more differentiated. While national-led improvement (through targets and
performance management) had resulted in some acknowledged advances, satisfaction
with local public services had stagnated, as had the productivity of those services

(Office of the Deputy Prime Minister 2006).

Total Place tapped into growing evidence that commissioning of many services —
such as family social services — was inefficient and unco-ordinated. Successful councils
pointed to the benefits of orchestrating interventions early, which could prevent
significant social and economic costs in the future. However, these relied on service
commissioners from different parts of government being ready to commission jointly.
Additionally the model of network government, which had thus far relied on councils
to persuade public service partners in their local area to collaborate voluntarily and
commission jointly, had been an inadequate response to these challenges. Although
public agencies and local authorities had been allowed — and indeed encouraged — to
pool budgets into common pots to spend on shared priorities, progress had been slow.
Take for example health and social care services, where in 2009 only 3.4 per cent
of funding was formally pooled (HM Treasury 2009). Although the introduction of
Local Strategic Partnerships had led to much closer collaboration between public
agencies, little pooled budgeting or joint commissioning had emerged, with central
prescription often cited as the barrier (Department for Communities and Local

Government 2009).

The Conservative opposition welcomed the scrutiny of regional government and
evidence of the costs of duplication across tiers of government. This strengthened its
case for the abolition of unelected government agencies (such as Regional Assemblies)
and the ending of the regional tier of government outside London (Conservative

Party 2009).
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Finally, these developments coincided with a realisation that major budget cuts would
have to be made to assist national fiscal consolidation; reductions that would dwarf
the efficiencies that local government had been making in previous years.

4.1.1 New areas of focus

The movement also focused on a number of new areas. The concept of ‘co-production’
took a central role, with public agencies seeking to act collectively and to encourage
citizens to contribute to social outcomes. There was also a growing recognition that
frontline professionals had been overlooked in the devolutionary journey (Cabinet Office
2009). New theories of leadership and management informed the pilots — there was
growing interest in ‘public value theory’ and ‘whole systems’ problem-solving techniques
(Benington and Hartley 2009). As the London Borough of Lewisham explained:

Decisions in relation to how resources are allocated are often taken at different
spatial levels and via different Government department or policy silos. However,
cost is often borne through the whole system, across a range of different individual
agencies working within that system (Lewisham Strategic Partnership 2010).

Understanding which agency was intervening at which points in the lives of citizens,
and how service decisions and investments were made, could allow for a much more
effective system of government.

4.1.2 The Total Place pilots

While only 13 official Total Place pilots were launched, the concept dominated the
sector’s thinking and a further 80 areas also ran unofficial programmes concurrently.

Pilots were made up of three activities:

e counting all the public money that went into an area;

e focusing on the needs of citizens and their journey through public services;
e changing the culture of public management and professionalism locally.

Each pilot looked at one or more specific service and/or delivery challenge. These
included integrated local approaches to assets; family services; drug and alcohol abuse;
offender management; re-employment programmes; and early years and maternity
services.

So what did the pilot studies discover? They reported back in March 2010 and
suggested that significant financial savings (approximately 10-15 per cent) could be
made across a whole range of services if councils and their partners were allowed to
centre services around local citizens’ needs, cut duplication of services and intervene
earlier to prevent rather than cure expensive problems. Reports from the pilots and
from independent research organisations called for major reforms to the systems of
government to unlock these opportunities and innovations.

The information gathered through the pilots allowed local authorities and their public
sector partners to map out customer journeys and understand how public services
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interacted with the user. Examples from London and Birmingham are presented in

Boxes 4.1 and 4.2.

Box 4.1 Reforms to English local government 2000-09

Many of the devolutionary reforms introduced in the decade beginning 2000
can be separated into the following categories:

Central-local relations

The 2007 Central Local Concordat sought to establish a series of principles that
would guide the relationship between national and local government. This
was complemented with the Sustainable Communities Act, which gave local
authorities a right to request additional specific freedoms or new powers from
the national government.

Place-shaping

The government led attempts to provide local authorities with a greater role
as the primary elected local agencies, so that they could influence programmes
outside their direct control. This included the ‘General Power of Well-being’ —
a power to do anything that promoted the economic, social or environmental
well-being of an area (Local Government Act 2000).

Joined-up government

Local Strategic Partnerships were set up to promote collaboration between all
public partners in a locality.?

Citizen-centred services

A series of policy changes sought to increase choice in public services, and
promote ‘double devolution’: from central to local government and then to
community-based service providers and individuals themselves.

Box 4.2 Total Place case studies

London Councils and commissioning

On behalf of the capital, London Councils (an organisation representing all
33 London boroughs) commissioned a report that set out major financial and
public service benefits, if responsibility for commissioning were devolved to
lower tiers of governance in London. Particular lessons included the benefits of

(continued)
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(continued)

early intervention in chronic health and diabetes — savings were estimated at
20 per cent. These would flow from treating people before conditions became so
acute that emergency health intervention was required. In anti-social behaviour
and youth offending a similar lesson emerged, namely that young people at risk
could be identified and supported and young offenders managed so that costly
criminal behaviour could be reduced. As the report noted:

London’s local authorities end up picking up many of the direct costs and an even
greater proportion of the indirect costs of this social problem. At the same time they
are the democratic bodies closest to their communities and with the best community
knowledge. We therefore propose that councils should have a much stronger role as a
unifying organisational link between the other bodies at work in this system (PwC and

London Councils 2010: 26).

London Councils’ research indicated that, as well as savings of some 23 per
cent flowing to local authorities in the capital from any change, the central
government’s National Health Service would also benefit, though to the lesser
degree of 10 per cent. London’s report called for integrated ‘case management’: a
flexible, end-to-end management and organisation of the public service support
required to meet an individual’s needs, overseen by a key worker.

Birmingham City Council and drug abuse

Birmingham City Council has a population of approximately 1 million. The
pilot project found that the city had about 11,000 people who had issues with
drug use. Each of its 6,400 drug addicts averaged £833,000 of social costs in
their lifetime. It was estimated that, for every £1 invested, £10 could be saved
if the right intervention were made by the right agency at the right time.
However, three quarters of the saving would accrue not to the council itself, but
to other public sector partners. Being able to access this money was, therefore,
fundamental to being able to make the additional investment in these services.

However, the pilots unearthed a series of barriers and problems that were preventing
effective joined-up government:

National targets, data requirements and processes forced different agencies to
follow their own set procedures for delivering services. The rigidity of existing
hierarchical reporting and accountability structures from agencies up to their
departmental chiefs was seen to undermine collective endeavour at the local
level.

Budgets allocated for specific services and institutional funding left little
flexibility to local government in spending decisions. In some instances it was
shown that local authorities controlled a mere 15 per cent of the public money
spent in an area.
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e London Councils’ analysis found that ‘a significant weakness in existing
arrangements is that insufficient attention is given to early interventions that
avoid greater and more expensive problems occurring later’ (PwC and London
Councils 2010: 40). This was replicated across all the pilot areas.

¢ Independent research illustrated the significant cultural barriers that divorced
different professional groups from each other (New Local Government Network

2010).

e Leadership and change experts argued that despite the financial analysis, many of
the challenges associated with the agenda were not static and resolvable through
conventional solutions (Grint 2010).

e Analysis estimated that in the sphere of economic development it cost national,
regional and local organisations some 135 million pounds sterling (£) to spend
£176 million on projects in the county, because of the multiple layers of
decision-making and bureaucracy (Leicester and Leicestershire Public Service

Board 2010).

At the heart of the issue sat the inability of local decision-makers and service
commissioners to access funding from across all areas of the public purse to intervene
at the right juncture before the costs of services escalated. However, the pilots
identified not only that other agencies (such as the health service) spent more money
than local authorities, but also that councils had little control over much of their own
spending; much bypassed them straight into the hands of citizens (such as through
personal budgets and welfare payments).

4.1.3 Implications and suggested reforms

Reports called for major reforms to the systems of government to unlock opportunities.
Suggested changes included:

e significant devolution of money from central departments and departmental
agencies to local councils or to local public service commissioning boards;

e new methods for pooling budgets locally;

e removal of all national prescriptions about how local budgets should be spent,
and abolition of national targets that told councils which policies to pursue; and

e changes to national and local governance so that ministers could delegate
accountability to local politicians.

Beyond this, the research had potential implications for the wider governance
of England. From 1997 there had been significant devolution to the assemblies in
Cardiff (Wales), Stormont (Northern Ireland) and Edinburgh (Scotland). However,
England did not have its own parliament. In this regard, the pilot projects suggested
an alternative route to delegate power, namely to city regions or subregions. While
creating the mayoralty of (Greater) London was assumed to have resolved many of
these anomalies in the capital, there remained little fiscal freedom and only limited
control over a whole range of public services. What is more, London Councils argued
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that many services should be commissioned and delivered at more localised levels

(PwC and London Councils 2010).
In London this culminated in a Manifesto for Londoners, which argued that:

Each of the [local political] parties ... has a common desire to better integrate
services at a local level within a framework of clear democratic accountability.
This manifesto explains why London should be in the first wave of change to a less
centralised and more joined up form of government ... We show how devolution
will allow a newly elected national government to move faster to reduce the

national debt (PwC and London Councils 2010).

Recommendations to promote effective commissioning included accountability for
non-acute care budgets to reside with the local council; worklessness programmes to
be commissioned by councils through a joint board across the economic subregions of
London; and that the Metropolitan Police Authority should devolve neighbourhood
policing budgets to London boroughs.

Elsewhere, in seeking to resolve public service challenges, the pilots discovered
benefits in geographic scale. In cases such as schools policy and drug and alcohol
abuse, councils sought to collaborate with neighbours in formal arrangements to
commission and regulate effectively. Therefore, the pilot projects presented options
for the devolution of significant responsibilities from the Westminster parliament to
subnational government across a whole range of public services.

4.2 The coalition government and the ‘Big Society’

These significant demands for devolution made the agenda heavily dependent on
major decentralisation from national politicians and Whitehall. In March 2010,
the early signs were that the Labour government was only ready to make piecemeal
rather than radical reforms: reducing some of the regulatory burdens which forced
different agencies to compete on priorities and for resources, and giving councils some
limited additional freedom over expenditure (HM Treasury 2010). However, Labour’s
commitment was not fully tested because, following a general election in May 2010,
the Conservatives and Liberal Democrats joined to form a new coalition government.

From the outset, the coalition sought to proclaim its localist beliefs. Many national
restrictions on council spendinghave been removed. Central performance management
has been reduced, and the national auditor that scrutinised local authorities abolished.
A review was set up to explore the case for the localisation of business rates, which
previously had been nationalised and then redistributed to councils as grants. The
report concluded that, in the future, councils should be able to retain some of the
proceeds of business rate growth in their areas. An influential parliamentary committee
has subsequently called for additional powers for councils to be codified in law (House
of Commons Political and Constitutional Reform Committee 2013).

Three specific strands of decentralisation can be detected in the government’s localism
strategy: municipalism; decentralisation through market-based public service reforms;
and direct democracy. These changes have taken place in the context of major cuts in



Decentralisation and Community Budgeting in England 65

central grants to local authorities of 28 per cent over four years, part of a wider effort
to reduce the government’s budget deficit (Table 4.1).

In seeking to boost contestability and competition in public services, there has been
a move to diversify provision to include private providers, civil society, public sector
mutuals and co-operatives. For instance, parents are being encouraged to set up
their own schools independent of local authority control, and general practitioner
doctors are being given greater control of commissioning in health. Meanwhile, the
prime minister’s vision of a ‘Big Society’ has encompassed a focus on the family as a
societal institution; neighbourhoods, communities and networks; and charities and
the voluntary sector (HM Government 2010).

Many of the coalition’s reforms deliberately bypass municipal government. Therefore,
head-teachers of ‘free schools’ are no longer overseen by the local authority and
citizens will have the right to a referendum if the Secretary of State considers that the
local authority is introducing an ‘excessive’ council tax rise.

These reforms have tended to fragment the previous public sector architecture.
Theoretically, this may make it harder to join up commissioning and funding across
public bodies. However, the coalition has also sought to pursue a policy similar in
concept to the Labour government’s Total Place initiative. In its October 2010
spending review, the coalition announced a series of ‘Community-Based Budgets’,
under which a neighbourhood would receive a complete pot of public money and be
left to decide how to prioritise expenditure and commission services:

By uprooting the silos, unlocking and relinquishing the spending controls
administered by Whitehall we can give towns and places the freedom to
direct spending to best meets the needs of the citizens within their boundaries
(Department for Communities and Local Government 2010a).

Although the terminology of Total Place was dropped, 16 somewhat similar pilots
were identified focusing on family services.

In 2011, the government committed in its Community Budget Prospectus to extend the
Community-Based Budget pilots through the second half of its resource review. Two
localities were allowed to pilot a comprehensive community budget approach. In June
2011, the government announced its desire to roll out the concept of Community-
Based Budgets more widely, with a review testing how Community-Based Budgets
can be used to ‘give communities and local people more power and control over local

Table 4.1 The coalition government’s decentralising reforms

Municipalism General Power of Competence for local government
Business rate retention by local authorities
Directly elected mayors

Marketisation Parents able to set up their own ‘free schools’
Healthcare commissioning delegated to groups of doctors
Citizen control Referendums

Neighbourhood control of planning decisions
Directly elected police commissioners




66 New Century Local Government

services and budgets, [and] develop outcomes, service solutions and a single budget, or
options for pooling and aligning resources, comprising all spending on public services
in an area’ (Department of Communities and Local Government 2011a).

A small number of pilots have also been established to explore how Community-Based
Budgets could function at the neighbourhood and municipal levels, and how central
government could facilitate them (HM Government 2011). As part of these, the
government has committed to providing funding to support both the administration
of the pilot projects, but also to ensure the involvement of Whitehall departments.
Joint teams comprising officials from Whitehall and local service providers have been
assembled to support the work locally (HM Government 2011).

The most significant step has been the government’s announcement that eight ‘City
Deals’ have been agreed with the biggest cities outside London. Although each of
these agreements differs, budgets and responsibilities devolved include transport, rail
franchising and workforce skills (Office of the Deputy Prime Minister 2012). The
government has pledged to extend this approach to other cities, with 14 additional
areas encouraged to participate in the next tranche.

4.3 Models for adopting area-based budgets

These attempts to reform public services through delegated area budgets have resulted
in a range of different approaches, described below. Each model offers routes to
connect budget decisions and commissioning at the local level, and each requires
different action at the centre of government to make them effective.

e Model 1: Agreement between national and local government, where
commissioning responsibilities and funding are devolved

¢ Model 2: Commissioning and contestability, which draws on the government’s
changes in the Localism Act and seeks to decentralise decisions

® Model 3: Informal networking, where service providers and other stakeholders are
left to align funding and services in their localities through personal relationships
and network governance

4.3.1 Model 1: Agreement

Model 1 draws on the philosophical premise that citizens themselves and each tier
of elected government are entitled to have a role in shaping the nature of provision
and the priorities within their jurisdiction. It requires significant buy-in from central
government departments, who have to be ready to hand over responsibility for
funding. The official pilots of both the Labour government and the coalition have
been founded on this principle of negotiation: local areas have made requests for
budgetary freedoms or public funding streams and, in return, have pledged to deliver
a series of agreed outcomes.

The City Deals represent this vision. For instance, in the Greater Manchester City
Deal, the authority has been given additional powers to promote the economy and
employment, while also receiving a share in the reward (Department of the Deputy
Prime Minister 2012) (Box 4.3).
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Box 4.3 The Greater Manchester City Deal

Greater Manchester will raise £1.2bn and invest it locally in the economy.
The City will be able to retain (or ‘earn back’) a share of the national tax take
created by this growth on a payment-by-results basis, and will reinvest ‘earned
back’ funds into further infrastructure projects.

A ‘Greater Manchester Investment Framework’ will be set up to channel
European, central government, private sector and council investment towards
projects that boost Gross Value Added in Manchester.

The City will boost the number of apprenticeships by 10 per cent in return for
greater influence over skills commissioning, including through use of incentives
for providers. The City Region will also receive responsibility for the Northern
rail franchise, and for local transport funding.

Adopting these agreements is likely to lead to a diverse range of devolutionary deals
across different localities. Greater local autonomy can be expected in some areas than
in others. First, different localities will pursue different outcomes. Second, the central
government may only negotiate with councils that it judges to meet specific criteria. In
England, initial emphasis was on negotiating only with large city regions, or only with
councils that have robust governance frameworks in place (Department of the Deputy
Prime Minister 2012). Subsequently, the City Deals have been expanded to include
smaller cities (Department of the Deputy Prime Minister 2013), but have continued
to exclude some areas from the opportunities. Third, these reforms will rely on each
locality being able to build up a strong and persuasive evidence base as to how public
money could be used more effectively. This was not always the case under the original
Total Place pilots. Fourth, for cautious central authorities negotiated settlements offer
a route to trial different approaches while limiting the risk to the national treasury,
because they operate as pilots of alternative commissioning arrangements.

There is also significant scope to pursue this model below the municipal authority
level. An aim of the last two governments has been to increase the proportion of
public expenditure managed directly by communities. Many of the initial Total Place
pilots were managerial in content and focus. However, as the London Borough of
Croydon acknowledged, ‘We [the state] do not have all the answers. Government
will need to become more porous: we are convinced that there is power in letting
people into the previously closed systems of policy making’ (Croydon Council 2010:
14). This strategy appeals particularly to the coalition government, with its desire to
rebalance from state to citizens.

Such approaches would require:

e central government to devolve significant portions of national departmental
expenditure to local areas;
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e arobust and trusted process for negotiating expenditure and the outcomes to be
achieved; and

® new governance arrangements to determine how ministers could step back
from decision-making, how money voted through parliament would be held
accountable and what the democratic decision-making structure across a locality

could look like.

Once these requirements were fulfilled, communities could be given spending power
in a number of ways, some of which are discussed briefly below.

Neighbourhood community budgets

Already, a number of councils in England operate small community budgets at the
electoral ward and parish level. These commonly consist of sums of between £10,000
and £100,000 devolved to decision-making groups at the neighbourhood level, where
they can decide how to shape their local environment. Given the specific nature of
neighbourhood challenges, authorities such as Birmingham City Council have argued
that this approach would allow communities to respond to the specific problems they
face through devolving budgets for all parts of state expenditure (Localis 2010).

The government has launched ten pilots to explore how citizens within a
neighbourhood can help design public service provision in their area and decide how
to spend their area budget. The aim is to understand what range and type of service
could be delivered in this way. The pilots are covering the following service areas:
family policy; health and well-being; community assets; housing; worklessness; social
enterprise; economic growth; anti-social behaviour; and gang violence (Department
for Communities and Local Government 2011b).

A number of methods could be employed to help manage risks, increase community
involvement and give credibility to community decisions; for instance, auditing
expenditure by community groups or decision-making bodies.

Participatory budgeting

Participatory budgeting offers a second option. Although a number of localities have
used the method, participatory budgeting is not widespread in England. Where such
budgets have been used, they have also tended to be marginal or discretionary sums —
an investment in community engagement rather than effective state budgeting for
efficiency. However, recent evaluations have shown that participatory budgeting
can increase levels of understanding between communities and service deliverers
(Department for Communities and Local Government 2010b).

Participatory budgeting could provide a tool to give credibility and strength to
Community-Based Budgets. If local communities were permitted to keep a specific
proportion of any savings made at the neighbourhood level, this could be added to
a community pot to create positive incentives for participation. Direct citizen input
would provide clarity and transparency about how decisions on spending revenue
from across a range of departments and agencies are prioritised and decided on, giving
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reassurance to ministers, civil servants and the public that this money was neither
being used fraudulently nor captured by bureaucracy.

4.3.2 Model 2: Contestability and commissioning

An alternative model for devolving funding to the local level is on a straightforward
commissioning basis. This is in sympathy with the government’s reform programme,
which is seeking to break up state provision by diversifying and outsourcing supply
(Cabinet Office 2011a).

The ‘community right to challenge’

As part of its Localism Act, the government has introduced a range of ‘rights’ to local
citizens and communities to break the public sector monopoly of provision and give
communities greater involvement in service delivery. These new ‘rights’ include:

® a‘community right to challenge’, which gives communities the right to submit an
‘expression of interest’ in taking over and running a council service;

® a‘community right to bid’, which allows communities to bid for ownership of local
assets if they are of importance to the community (Department for Communities
and Local Government 2012).

Under these initiatives, ‘communities’ include citizens, social enterprises, public
sector workers, charities, lower-tier (parish) councils and other local organisations.
However, major questions have been asked about how these rights would be exercised:
what would constitute a local asset that citizens could bid to take over? If a community
group started to run a service, how would the state ensure that access to the service is
not restricted and that quality is sustained?

Under the Localism Act, the government intends that local council services should
be opened up to contestability, so that community groups can take over local public
services. Any community group, co-operative or parish council can register a challenge
to run a service currently run by a local authority. The authority then has to consider
the challenge and, if it accepts it, run a tendering process. In the context of budget
reductions, initiatives where communities take responsibility for services are already
under way across the country, especially in relation to library and environmental services.
To encourage other community groups to come forward to use the right, the government
has set up a website as well as tailored support to help groups that wish to run services.

A local authority ‘right to challenge’?

Subsequently, some have argued that the government should widen the applicability
of the right to challenge to include all central government services, as well as those
of local authorities (New Local Government Network 2011a). Under this proposal,
councils as well as community groups would be able to bid to run services currently
delivered by national departments and agencies.

Such an approach would draw on the principle of subsidiarity — all parts of the
state apparatus would have to defer to forces at a lower level, a principle that the
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Prime Minister, David Cameron, has strongly endorsed (Cameron 2011). From a
practical point of view, a local authority right to challenge could allow them to
develop economies of scale and scope and to establish pooled budgets across a range
of service areas.

As noted earlier, theoretically Model 2 would simply be an alternative commissioning
process rather than central government ceding democratic control in any way. While
under Model 1 outcomes would be negotiated and agreed between national and
local governments, under Model 2 the outcomes would be determined nationally
and delivered locally. Central government is able to retain significant control of
the budgets released. Because a commissioning arrangement is maintained, lines of
financial accountability remain simpler with ministers accountable for spending that
is officially voted through by parliament.

4.3.3 Model 3: Informal networking

Without any governance, funding or commissioning reforms, local authorities are left
with a series of less transformative options for pursuing integration at the local level and
building public services around the needs of citizens and communities. Nevertheless,
some of these approaches offer scope for councils to reform public services locally.

Using new powers

Even without additional delegated budgets, the new General Power of Competence
may give councils additional leverage to bring public sector partners together. The
new power gives councils the right to undertake any activity that is not prohibited
expressly in law. As this power is being granted to councils but not to other parts of
the public sector, potential partner agencies may be motivated to commit to a joint
venture with the local authority to be able to make use of its additional freedoms to
trade and develop new services.

There is increased scope to pursue some of the lines of enquiry of joined-up government
without approval or authorisation from the centre. For instance, Kent County Council
has advanced specific practical policies that bring together local service deliverers. Its
‘Kent Card’ is a payment, service access and entitlement card that can be used across
all public agencies in the county. Meanwhile, the ‘Maidstone Gateway’ places all
public agencies under one roof for the convenience of residents as well as efficient use
of assets.

These are worthwhile initiatives. However, while a series of improvements and
efficiencies are possible, many parts of state funding (such as health, social security
expenditure and education) are likely to remain off-limits.

Market regulator and behaviour shaper

In a world where public service institutions and democratic control are more
fragmented, there are strong arguments to suggest that the most meaningful method
of building services around the needs of an individual is through market regulation
and behavioural change.
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The Cabinet Office is taking an increased interest in behaviour change, recently
setting up a Behavioural Insight Team. Policies in public health, pensions and climate
change have adopted approaches to influence more positive behaviour among citizens
(Cabinet Office 2011b). However, two opposing models of behaviour change are
emerging, which offer contrasting approaches to connecting decision-making and
investment decisions.

On the one hand, deliberative democracy as a collective educational tool is identified
as a means of developing community decisions that reflect shared consideration of a
problem. This can be powerful as a force for democratic engagement and participation,
but also as a method for the population to agree and adopt socially desirable outcomes

(John et al. 2011).

Alternatively, more traditional government-led behaviour change schemes may offer
more immediate routes forward. If local decision-makers have only limited influence
over the spending decisions of other public agencies, there remains scope to shape
the paths of citizens and how they interact with public services through ‘nudge’
approaches. By applying lessons from behavioural science, policy-makers can steer
citizens into more socially optimal activities. Carried out well, this approach may
allow the state to shape how individuals spend their personal budgets in areas such as
adult social care and health.

Social investment opportunities

The government’s Big Society agenda is putting significant store in social investment
as a means to access additional external finance to fund public services. Social Impact
Bonds are currently being piloted in Peterborough, seeking to attract investment
from the capital markets to run early intervention and prevention programmes,
while the state continues to fund traditional services. To help introduce social
investment, the government has established a ‘Big Society Bank’, which will seek to
fund small providers and facilitate social investment. At the same time, a number of
innovative local authorities are developing their own local Big Society Banks (New
Local Government Network 2011b). If social investment approaches are successful,
there may be opportunities to create virtuous pools of funds that can be invested,
built and re-invested in local preventative schemes. While these funds would not
match the level of investment that could stem from pooling all public sector budgets
across an area, they may represent opportunities to work towards area investments.
Alternatively, councils may be able to create funding pots which subsidise other
commissioning parties that are ready to commit budgets to shared commissioning
approaches.

4.4 Conclusion

With the advent of the coalition government, radical decentralisation has raised
complex questions about what decentralisation means, about the nature of
accountability and about how communities resource and provide for themselves.
Localism itself is becoming an increasingly contested concept. The differing concepts
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of decentralisation and localism put forward through Labour’s Total Place pilots,
and subsequently by the coalition government in the form of community Budgeting
and the Big Society, exhibit similarities as well as differences. Despite the change in
government, many local areas can continue to pursue their aspirations for locality-
based expenditure programmes and tailoring of services. There remain alternative
models for pursuing this objective. Both the coalition and the Labour governments
have ultimately sought to reach agreements between national and local commissioners.

Much remains unknown and there are evident risks in pursuing some of the policies
and approaches now being contemplated. Are central government departments
likely to act as willing partners? What are the implications for the purpose and role
of central government? How far will the expected outcomes and savings be delivered?
Yet, in times of economic hardship and fiscal constraint, UK governments appear to
think that the potential benefits of these new ways of managing, funding and joining
up services justify any risk involved.

Notes

1 English local government is made up of a range of single-tier local authorities (unitary authorities,
London boroughs and metropolitan boroughs) alongside two-tier structures (counties and districts in
rural areas).

2 Local Strategic Partnerships were convened in each local area by the council, with membership
comprising major public sector partners such as health and policing, alongside voluntary and private
sector partners.
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Chapter 5

Mike Bennett and Kevin Orr

There are two particular challenges in writing about the outlook for twenty-first century
local government in England, and the forces that may come into play, especially with
the implication that we are drawing lessons which might benefit local government in
the rest of the Commonwealth. The first is to avoid seeking to pre-empt events and
foresee trends that stretch into the future, inevitably beyond our own existences. The
second is to resist the temptation to describe our own time as somehow historically
special; a stage of history at which our successors’ destiny will be decided.

The task, therefore, is neither to overestimate our powers of foresight, nor the
exceptional nature of the pace of change. This has led to a stance of critical uncertainty.
Our foresight may be limited, but that does not excuse us from using the best of our
experience to try to prepare the future. We have, therefore, done our best to read the
runes of local government’s future destiny. In doing so, however, we have not sought
to deliver a classic, horizon-scanning survey of the ‘big issues’ (economic austerity,
social unrest, democratic disengagement, rise of political extremism and so on), nor
have we gone for a micro review of UK policy trends.! Instead we have interpreted
our commission quite broadly, by looking backwards rather more than looking
forwards. This approach also speaks to our understanding of local government not
as a homogenised institution about which there is a single, essential story to be told
(of past, present and future), but rather as a mélange of traditions, assumptions and
competing voices (local and national) which have jostled with each other over time.

If one theme is consistent, albeit recurring in different ways reflective of time and
circumstance, it is the ever-present tension between different levels of government.
We therefore begin our analysis with Eric Pickles, Member of Parliament (MP),
English Secretary of State for Communities. In doing so we consider how his political
interventions can be understood as drawing upon and perpetuating the longstanding
to-ing and fro-ing of traditions of centralisation and localism.

5.1 The irony of ‘localism, localism, localism’

Whatever happens in the rest of the twenty-first century, it is likely that Eric Pickles
MP will be remembered as a controversial politician in English local government. A
radical Thatcherite leader of metropolitan Bradford in the late 1980s, Pickles held a
number of shadow frontbench posts in opposition before he became Secretary of State
for Communities in David Cameron’s Conservative-led coalition in May 2010.
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Surrounded by his southern and privately educated colleagues, Pickles cuts a
distinctive figure on the Conservative frontbench. The ‘straight-talking northerner’
stereotype is one that he plays on knowingly and to good effect. In a speech to the
Conservative party conference in 2007, he prefaced his explanation of Conservative
local government policy with a statement of personal credo:

I used to be a blunt Yorkshireman, but now I am an Essex Boy.? There is one
thing that unites these two great counties, they like people who mean what they
say. So, let me tell you something straight. The long-term success of the next
Conservative government depends on giving people more opportunity and power
over their lives. We are passionate about transferring power to local authorities
and to do it in a way that will make it difficult for central government to ever
take those powers back. Councils will help us to dismantle the centrist state,
distributing its power to the people. Once that power is in their hands it will be
impossible to take away. We have optimism and trust in our councils. We live in a
new world where the destructive fringe that existed within some local authorities
in the 1980s has long gone. ... Conservatives will match this mood by giving
ALL Councils greater flexibility both in finance and functions. We are sure that
you can trust our Councils with funding without stipulating the way every single
penny must be spent. ... To do this you need to have a deep trust that communities
will set sensible priorities and govern themselves well, and if they don’t that the
electorate will have the good sense to kick them out (Pickles 2007).

This blunt statement of the party’s commitment to ‘localism’ could not have been
clearer. It describes a Conservative commitment to taking power away from the
central state, to diffusing power to councils because freedom demands it and, as
we will discuss later, it feeds off a long-established tradition of localism in the local
government milieu. Pickles’ intervention does not suggest that ‘localism’ would bypass
local government in the way that previous Communities Secretary David Miliband’s
‘double devolution’ envisaged devolving beyond councils to neighbourhoods and
communities. Furthermore, there is a strong, unqualified statement of belief in local
government’s competence. They are well run, there are no reasons not to trust them
and Pickles is saying that, philosophically speaking, central government has no right
to distrust democratic choices made by the electorate. It is not for central government
to intervene when the electorate has every right to choose and to change their local
leaders. This approach was further distilled into a joke that Pickles used repeatedly in
speeches while in opposition. ‘I have three priorities,” he used to say, ‘my first priority
is localism, my second priority is localism and my third priority is ... localism’.

Four years after this speech, now in government, having piloted the Localism Bill
through parliament and on the day it received Royal Assent, Pickles once again
asserted how his government had changed local government for good, and revisited
his campaign joke:

Since ancient times governments and politicians have sought to wield power,
which has always been about command and control ... [but] this Government is
leading the clarion call for more people power. ... Localism Localism Localism
has been our mantra for some time now. We entered Government listening to the
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people and we were clear localising power and information would be a priority.
Even as global problems mounted and dominated public attention, we remained
steadfast in our pursuit of localism ... And the compulsory imposition of Whitehall
knows best decisions have [sic] been shut off at the source. This act of localism is
an act of political realism. Gone are the days of top-down command and control
over communities — they have ceased — everybody is crossing the Rubicon into a
new era of people power and local say so (Pickles 2011).

Here Pickles’ claims are if anything even bolder. His thunderous blast reaches back
to ‘ancient times’ to say that until now things had always worked in a certain way.
Before the Conservative/Liberal Democrat coalition, governments had held power
back from citizens; power had always served that state. The administration to which
he belongs, however, has broken free of history, empowered the citizens and changed
the way that government works. ‘Crossing the Rubicon’ is an allusion to Julius Caesar,
who led his army over the river (Rubicon) towards Rome, launching an attack on
the Empire in full knowledge that, if he did not succeed, he and his army would
be condemned to death. What are we to make of such rhetoric? Is Pickles saying
that, if his localism policy does not succeed, then he knows he faces certain political
death? [s he comparing his own heroic leadership to that of Caesar’s? Or is deliberately
suggesting a radical break with history, even if he knows the truth is rather more
mundane? Either way, Pickles’ more literal assertions are uncompromising and his
claim to have changed the course of history unambiguous.

Yet, for all his straight talking, there is more than a hint of irony in his claims to
have entrenched localism beyond the point of no return. While some in the local
government sector appear to take the promise of localism at face value, there are
others who are more sceptical that Pickles really has crossed the Rubicon to fight
against centralism. At the very least, elements of localism seem to co-exist (uneasily)
with strands of centralism.

Some would begin, for example, by pointing to a letter written by Pickles to
Nottinghamshire County Council to complain that the council has made
‘disproportionate’ cuts to its funding of the voluntary and community sector. The
secretary of state, who in opposition railed against central interference as a bureaucratic
iron cage and who urged councils to ‘just say no’ to central guidance, now says:

I would be grateful if you could reconcile your council’s decision on funding the
voluntary and community sector to the strategic guidance (Pickles, in Butler 2012).

Sceptics may also submit the new stacks of guidance which the government is issuing
to local authorities on a wide range of issues including local tax rates, council pay
policies, neighbourhood bin collections, street parties and council prayers, and point
to the sometimes brutal way in which ministers criticise councils (Keeling 2012; Ross
2012) for choices with which they disagree. Indeed it appears that local government
ministers have alienated even the normally loyal Conservative council leaders who
have bypassed their secretary of state and written directly to the Prime Minister,
David Cameron, to warn that a ‘retrograde tendency towards greater centralism’
and ‘constant criticisms’ by ministers have left local activists ‘angry’ and possibly
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unwilling to help the party win the next general election (Keeling 2013). Finally,
sceptics look, with eyebrows raised, at the way in which the Localism Act centralises
power by providing ‘unprecedented ability for the Secretary of State to introduce
significant measures through secondary regulation’ (Local Government Information
Unit [LGIU] 2011). Many agree with Sir Merrick Cockell, Conservative Chair of the
Local Government Association (LGA), who says that ‘this bill actually centralised
more powers than it localised” (Cockell 2011), or again with Sir Howard Bernstein,
Chief Executive of Manchester City Council, when he says, ‘These are fundamentally
the same problems that we’ve had with successive governments over the last 20 years.
This current government is probably a little bit smarter because it has managed to
develop a headline or narrative around localism, which is meaningless in the context
of what it’s trying to do’ (cited in McCann 2012).

In other words, sceptics would point to a track record of centralising action that
provides a stark contrast to the localist talk. It was therefore no surprise to many
when the secretary of state began to talk about ‘guided localism’, notably in evidence
to a parliamentary select committee which subsequently labelled the government’s
approach to localism as incoherent and inconsistent, and its understanding of localism
as ‘elastic’ (Communities and Local Government Select Committee 2011). In response,
in September 2011, the Department for Communities and Local Government issued
a weighty statement which defended the government’s interpretation (Department
of Communities and Local Government 2011). Significantly, in that paper we see
the clear evolution of Pickles’ view. Now the definition of localism has apparently
reverted to the previous New Labour view ‘that power should belong at the lowest
appropriate level ... Whilst the most appropriate level will vary from service to
service, it is the Government’s clear view that, overall, power has accreted at too
high a level over the years and that a process of decentralisation is needed to give
power away’ (Department of Communities and Local Government 2011: 5). It adds,
by way of confirmation, ‘the Government believes decentralisation should go beyond
transferring power from central government to local government, important though
that is. There should be a parallel decentralisation of power from central government
to local government and to people and communities’ (Department of Communities

and Local Government 2011: 7).

While in opposition, Pickles’ straight talking made it very clear that localism was
about local government. Now the definition is much more qualified: it appears that
the focus for reform has moved from campaigning for local government as an insurgent
against the incumbents, to seeing local government itself as the incumbents that need
to be challenged. Indeed, the disjunction between what ministers say and what they
do in the name of localism suggests that the commitment to localism was part of
what Stoker and Taylor-Gooby call ‘politics as normal’ rather than an ideological
commitment to ‘high Tory romanticism of a more organic social order in which
individuals contribute to a common good through their own direct efforts’ (Stoker and
Taylor-Gooby 2011: 11-12). There is, therefore, a double irony in Pickles’ rhetorical
commitment to localism.? First, that the continuing deployment of localist rhetoric
is knowingly out of kilter with his action: we can never know his motives for this
approach, but it is worth noting that his strategy has been convincing, and remains
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popular in many influential non-local government Conservative circles. The second
irony is that, given the long history of reform narratives providing principled cover
for realist political manoeuvring, Pickles’ claims to localist policy while in opposition
were taken so uncritically.* For both these reasons, we speak of Eric Pickles as an
exemplary, contemporary proponent of ironic localism.’ The next sections consider
two antecedents of ironic reform discourse.

5.2 Jump-cutting through the long history of ‘reform’

Our first case study is Tudor England in the time of Henry VII, and the second is
the Reform Acts of 1832 and 1867. This unusual starting point represents an almost
exaggerated gesture designed to disrupt our idea that the ‘now’ is new. The narrative
is intended to perform an unsettling function, unpicking certainties and allowing a
fresh vision of present-day issues.

Using this approach, we want to look at the way in which leaders talk about ideas
of reform, how they contextualise the challenge of change and how they frame their
own responsibilities and those of others. In this way we aim to show that Pickles’ use
of the language of localism stands in a long pattern of ironic or tactical deployment of
commitment to reform.

This analysis, therefore, questions the view that the twenty-first century is a uniquely
localist moment and that there is an epoch-changing, paradigm-shifting collection of
circumstances that create the conditions for localism to flourish. Rather, the current
discourse of localism, when looked at in historical context, can be understood as a
government using the talk of change to retain the mantle of insurgents, rather than
become the established incumbents. This is, we suggest, a lesson worthy of study by
all who argue for local government ‘reform’.

5.2.1 The Tudors and central-local relations

Henry VII is well known as the founder of the Tudor dynasty in unifying the
warring factions in the Wars of the Roses, and for the way in which he built the
foundations of the British monarchy. But Henry’s constitutional agenda was much
broader than uniting the competing Houses of York and Lancaster. Under the feudal
system, the government of localities was dominated by rich landowners who had
the resources to resist central interference. However, following the Wars of the
Roses the local nobility could not compete with the King’s increased influence, and
Henry seized this opportunity to centralise power, while at the same time creating
elements of a recognisably modern form of local government built on common legal
foundations.

The key to this centralisation was the professionalisation of the office of Justice of
the Peace, seen as an essential condition for maintaining order in local communities,
for executing the King’s wishes and being held responsible when things went wrong
(Tanner 1951). The main legislative instrument was the 1489 Justices Act, which
was directed against the negligence and corruption of some Justices of the Peace in an
attempt to heighten their accountability and improve their performance.
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The Act proclaimed:

The King our Sovereign Lord considereth that by the negligence and
misdemeaning, favour, and other inordinate causes of the Justice of the Peace in
every shire of this his realm, the laws and ordinances made for the politic weal,
peace, and good rule ..., be not duly executed according to the tenor and effect
they were made and ordained for; wherefore his subjects be grievously hurt ...; for
to him is nothing more joyous than to know his subjects to live peaceably under
his laws and to increase in wealth and prosperity (cited in Tanner 1951: 465-8).

Henry’s Justices Act sets out a powerful case for reform in the local criminal justice
system, but gives us the perhaps ironic case of the Sovereign seemingly rendered
impotent by local bureaucracy. He conveyed the will to change the way things work,
but was frustrated that local justices did not do his bidding. He may have created the
British monarchy, but Henry portrayed his sovereignty as incomplete and divided.
Even at the height of his powers he claimed that his writ did not rule in the towns and
shires of England.

Faced with these limits to his power, Henry’s response is twofold. First, he constructs
a new legal framework, nominally for citizens to hold local justices to account. But
second, because of his inability to command the justices’ obedience, we also see Henry
appealing directly to his subjects, over the heads of local officials, mobilising public
opinion to place blame and responsibility firmly on others.

While the value system, attitudes and expectations of people in Tudor times towards
their ‘government’ are largely obscure to us at this distance, Henry’s renaissance reforms
embody a recognisably modern approach to politics. He promises his people that he
wants to improve their lives and he empathises with their problems. By demonstrating
his zeal for reform he places himself, discursively, outside the establishment that he
is criticising. He frames the challenge as one that can be achieved within existing
resources. He has done all that he can, he wants things to change and he is putting
pressure on others to show he is on the side of the people. As he says, the system
‘lacketh nothing but that said laws be put in due execution’ (Justices Act 1489, cited
in Tanner 1951: 466). In other words, where life does not improve as desired for his
subjects, where robbery or counterfeiting continues unchecked, it is clear from his
declaration that he will blame local officials for inefficiency and ineffectiveness in not
executing what he has ordained to be.

5.2.2 The nineteenth-century reform movement

Reform movements in local government (‘localism’ being an early twenty-first century
example) share key features with other narratives of parliamentary or democratic
reform, such as the nineteenth-century reform movement. While the so-called ‘Great’
Reform Act of 1832 is often looked back upon with nostalgia as one of the landmark
points in the growth of British democracy,® its architects would have been horrified
to think they would be remembered as such. Following the death of its leader, Lord
Liverpool, in 1828, factionalism and infighting within the Conservative Party and the
rise to the leadership of the hardliner Wellington saw the party suffer heavy electoral
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defeat in 1831. This dramatic change of political control, combined with increased
popular unrest calling for reform, led to a growing will for change. The House of Lords
initially resisted the Whig proposals that consisted largely of the reconfiguration of
parliamentary boundaries and constituencies, including representation of some large
industrial areas such as Birmingham, Leeds and Sheffield for the first time. To persuade
the Lords to back his measures, Prime Minister Earl Grey promised that change would
go no further:

If any persons suppose that this Reform will lead to ulterior measures, they are
mistaken; for there is no one more decided against annual parliaments, universal
suffrage, and the ballot, than I am. My object is not to favour, but to put an end
to such hopes and projects (cited in Evans 2000: 24).

But it was Robert Peel, leading the opposition to the bill, whose pessimistic analysis
turned out to be more insightful, saying that ‘my belief is, that neither the monarchy
nor the peerage can resist with effect the decrees of a House of Commons that is
immediately obedient to every popular impulse, and that professes to speak the

popular will’ (cited in Wright 1970: 118-20).
In a related debate, Peel argued that this reform was a slippery slope to democracy:

[t was surely absurd to say, that a man of ten thousand pounds a year should not
have more influence over the legislature of the country than a man of ten pounds
a year. Yet each was entitled to a single vote. How could this injustice, this glaring
inequality, be practically addressed ... How could the government end but in
democracy, if the influence were merely accorded to numbers (cited in Machin

2001: 25).

But, while the 1832 Act did somewhat increase the electoral franchise, the ‘increase
in the electorate had not brought the system much closer to anything resembling
democracy’ (Wood 1982: 85). As Lynch argued, ‘when the concessions were made in
the “Great” Reform Act of 1832, they were in the view of those who made them the
minimal required to assuage the most powerful groups amongst the disenfranchised
and to ensure that power remained in the same hands as before’ (1992: 386).

As counterintuitive as it now seems, the reform movement was fundamentally about
resisting greater change. Lang argued that ‘to modern eyes, what was wrong with
the unreformed parliament was that it was undemocratic; it is difficult to grasp that
that was, to the eighteenth-century eyes, including those of many reformers, one of
the system’s greatest assets’ (1999: 3), and Whig Thomas Macauley declared that he
‘support/[s] this measure as a measure of reform; but I support it still more as a measure
of conservation. That we may exclude those whom it is necessary to exclude, we must
admit those whom it may be safe to admit’ (cited in Wright 1970: 117-18).

The irony, therefore, is that those arguing for reform were doing so in order to preserve
as far as possible the status quo.

The subsequent 1867 Reform Act was another product of tactical, political
manoeuvring (what Stoker and Taylor-Gooby call ‘politics as normal’ [2011]). The
Conservatives were keen to correct the disadvantage that they had suffered since the
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previous Reform Act, but had to find a way of tying in the more moralistic reformers.
The Conservative leader Disraeli judged that, by including proposals for increased
suffrage, sufficient radical Whig support could be attracted to carry a bill which he
thought would increase electoral advantage for his party.

Thus, far from progressing logically from first principles towards democratic
emancipation, the Reform movement was significantly influenced by party
manoeuvring, the search for political advantage and a desire to change only so that
things could remain largely the same.

The history of nineteenth century parliamentary reform is not a story of stately
progress from the darkness of corrupt manipulation and highly restricted voting
rights to the broad sunlit uplands of open, participatory democracy. Britain
had its democrats in the late eighteenth and early nineteenth centuries, but
the overwhelming majority of reformers in parliament wanted change in order
to frustrate democracy and preserve what they saw as the essentials of good
government (Evans 2000: 92).

As with Pickles and Henry, here we see a telling example of ironic reform: politics
carried out in the name of change for the purposes of consolidation; politicians
assuming the mantle of the radical in order to preserve the status quo; and the language
of reform being used to play to an array of interest groups and constituencies to bolster
personal and political advantage.

5.3 Localism: the eternal return of the same?

So what does this analysis tell us about local government and where its future may lie
in the twenty-first century? One way of exploring the apparently eternal antagonism
within central-local relations is through the co-existence of interacting traditions of
governing. Local government is more than a collection of institutions and statutory
responsibilities. It is also a space for political sense-making and storytelling, in which
competing versions of its purpose are played out. Two of the most prominent of these
contested traditions can be described as localism and centralism, each of which
represents distinctive values and assumptions about what ought to be the proper
domain of local and central actors and institutions.

In this way, the localism tradition might be said to position local government as a
key vehicle for forming a sense of identity and direction for communities. This view
incorporates the notion of civic pride, or what Joseph Chamberlain (1885) called
‘local spirit’ or ‘municipal patriotism’. The localism tradition in the UK draws on
neo-Victorian narratives of trusted guardians and ‘city fathers’ who do the public
good in the locality. Those who have felt a sense of loss or perceived the diminution
of the institution have often spoken in terms of the erosion of localism, and such
anxieties are age-old. A long line of commentators has offered normative rationales
for the importance of the institution of local government based on the idea that
such ‘community-based’ organisations are better placed to assess and respond to the
needs of local people than are more remote central government ministries (Jones and

Stewart 1983; Stewart 2001).
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Aspects of New Labour’s ‘modernisation’ narrative carried echoes of this tradition
in calling for the ‘revitalisation’ of local government and communities (Blears
2007). The tradition also surfaced in the debate about the concept of ‘new localism’,
advocates of which have emphasised community leadership rather than a service-
delivery role for local government (Stoker and Wilson 2004; Bennett 2006). The
priorities for action that this tradition highlights are the need to nurture the local
economy, environment, culture and communities. It implies a correspondence of
interest between the institution and the locality, and emphasises councils’ roles in
shaping identity, protecting local interests and expressing local values. It creates a
sense of difference by defining places in relation to ‘the local’ and the ‘non-local’.

The centralism tradition portrays local government as subject to a central state which
tends to act in ways that delimit council autonomy (Keith-Lucas 1977; Burgess and
Travers 1980; Duncan and Goodwin 1988; Wilson and Game 1994; Rao and Young
1997). It emphasises the ways in which central control is exercised by, and power is
concentrated in, central government. Its antecedents appear to have existed as long
as local government itself. Alexander cited a frustrated local alderman as saying in the
1850s that ‘it was much to be regretted that Parliament, in passing measures urging
on public improvements, did not at the same time decrease the difficulty and expense
of carrying them out’ (Alexander 1985: 48). Jennings’ (1935) account of ‘Central
Control’ quoted Sydney and Beatrice Webb’s observation of Sir Robert Peel’s 1815
legislation requiring prison authorities to provide statistical reports of their gaols as:

the first that dictated to local authorities the detailed plan on which they were
to exercise a branch of their own local administration; the first that made it
obligatory to report, quarter by quarter, how their administration was actually being
conducted; and the first that definitely asserted the duty of a Central Department
to maintain a continuous supervision of the action of the local authorities in their

current administration (Webb and Webb 1922: 462).

Similarly, Joseph Chamberlain (1885) complained that Home Secretary Sir William
Harcourt’s 1885 bill for local government reform involved ‘immense centralisation’.

Almost a century later, the discourse of centralisation was just as pronounced, as one
councillor complained apocalyptically that:

Local government, I am saying quite frankly, has already declined in significance
since 1970. The reorganisation of local government has been the biggest con
trick ever played ... Housing has already been effectively taken over by national
government. Now we have got water and sewage disposal, which will be taken
away very soon. Before long, we will be able to see that the police, the fire brigades
and even education will follow suit ... I am telling you now — I am forecasting —
that before the end of this century local government will have effectively

disappeared and we shall have Government directives and appointed boards
(Phillips 1973: 51).7

Under the Blair government, the chair of the Local Government Association
described a wish to ‘achieve a dramatic reduction in the imposition of national targets,
standards and performance indicators on local government, a radical overhaul of the
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burdensome system of inspection and regulation, and to build a new way of managing
the central-local relationship’ (Bruce-Lockhart 2006: 22).

What emerges from this picture is a sense that localism and centralism have long been
co-existing concepts through which the lived experience of local government has been
interpreted. At different times in the twentieth century, we have had governments
elected with more or less localist manifestos or more or less centralist commitments.
We also see a litter of Royal Commissions and other inquiries looking at the proper
relation between central and local government. It is eye-opening to look back and see
that almost each decade seems to have undertaken a serious examination of reform.
The Royal Commission of 1925-28, the Local Government Boundary Commission of
1945, a Royal Commission of 1966-69, the 1972 Bains Report, the Local Government
Commission of 1992 and the Lyons Report of 2007, all wrestled with the ‘more
strategic, but more engaged with communities conundrum’ (Bennett 2006: 6); yet
none produced reforms which created an enduringly popular political settlement.

Seeing the eternal return of the same issues in central-local relations, the irony is
that the latest simulation of reform-as-localism under Eric Pickles has been taken so
uncritically by a range of local government leaders, central local government actors
and local government think tanks (Cox 2007; Coen and Raynes 2007; Keohane and
Scott-Smith 2010; NLGN 2011).

5.4 Local government and the internalisation of reform

Local government actors have developed new skills of camouflage as a form of
evolutionary survival. Following near extinction under Prime Minister Margaret
Thatcher in the 1980s, leading local government storytellers generated a new
capacity to tell tales which were more or less pleasing (or at least inoffensive) to new
ministers. By mimicking each new language and reproducing the narrative of reform
produced by successive governments, local strategists have enabled their councils to
blend into the new landscape, ensuring they cannot be charged with being beyond
the government’s pale (see Table 5.1).

The Conservative government of Margaret Thatcher is often said to have had a
radical reforming view of local authorities, seeing local government as ‘wasteful,
unaccountable and ultimately undesirable’ (Seldon and Collings 2000: 76). The
attempted introduction of outsourced contracts into a range of white- and blue-
collar services sought to take politics out of services and promoted a new vision of
local government purpose. Local government’s controversial behaviour, the ‘Looney-
Left’ and its commitment to disputed international causes, framed a critique of local
authorities as being too political, using local taxes to pursue non-local issues (‘South
Africa and nuclear policy’ [Ridley 1988: 35]) when really they existed in order to
secure value-for-money services for local people (Orr 2005). While the then Secretary
of State Nicholas Ridley’s objective that ‘enabling’ councils delegate ‘as much as
possible to the private sector’ (Ridley 1988: 29) did not come to pass in his lifetime,
the narrative of local government’s purpose did change as result of the Thatcher
years, and outsourcing has been widely embraced in some local government services

(Seymour Pierce 2013).
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Table 5.1 Interplay of central-local discourses

New Century Local Government

Government

Government discourses

Local government discourses

Thatcher
(1979-1990)

Major (1992—1997)

Early Blair
(1997-2005)

Late Blair/Brown
(2005-2010)
Cameron
(2010—present)

Market reforms, public sector crisis,
towards a residual role for local
government

Consensus through ‘consultation’,
value for money, top-down
re-organisation and choice through
citizen’s charter

Earned autonomy, performance
and regulation, Best Value, political
leadership reforms

Double devolution, communities
and neighbourhoods

‘Localism, localism, localism’,
guided localism, transparency, the

Resistance, collectivism — followed
by New Public Management,
enabling

Consolidation of mainstream,
reform of central bodies, desire for
consensus

Improvement and development,
self-criticism, partnership,
commissioning for outcomes
Localism, place-shaping, rejection
of regulation

Open access, open source,
localgov2.0, the Big Society, sharing,

Big Society, open public services, austerity

anti-officer

Although councils opposed much of the government’s policy agenda, local
government rationalised many of the government’s objectives and integrated the
principles of contracting-out into their new ways of working. While resisting Ridley’s
vision of a ‘residual role’, councils did adopt (and adapt) the government’s ‘enabling’
vocabulary.® Management by objectives, and the New Public Management, refreshed
local government’s narrative by providing a new focus on customers and users of
services.” Now councils talked about better management, about a mixed economy of
provision, about performance measurement and efficiency. The rise of managerialism
saw a decline of deference towards dominant professional groups in local government,
and opened up services to external scrutiny and challenge. This evolution involved
changing the relationship with service users, absorbing the language of customers and
consumers, introducing charters and choices.

Subsequently, under John Major, the next Conservative government pursued a more
emollient policy towards local government. Thatcher’s controversial ‘poll tax’ was
replaced and in came a concern with a more consensual approach. Indeed, as Wilson
and Game report, ‘In October 1992 Michael Howard, then Secretary of State at the
Department of the Environment, argued that “the old image of eternal central-local
conflict is out of date”. He maintained that ministers “have taken an entirely fresh
look at the way in which we bring local authorities into the Whitehall decision
making process™.!? In future, local authorities and their representatives could expect
to be consulted when government departments developed policies that put additional
burdens on councils. Indeed Wilson and Game go on to quote the Association of
County Councils’ Secretary Robin Wendt, who welcomed ‘a sign of a new partnership
which in government is indicative of an advance on where we were a year ago’ (Wilson
and Game 1994: 115). Clearly this optimistic assessment did not hold for long, but it
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shows the new minister’s wish to signal a move towards a softer stance, and the desire
of the corporate face of local government (by which we mean central bodies, umbrella
groups etc.) to speak positively and to act co-operatively.

The Major government pursued a policy of reorganisation, introducing unitary
authorities!'! in Scotland and Wales, as well as in parts of England. The 1992 Local
Government Act also gave significant new powers to the Audit Commission to ‘give
such directions as it thinks fit for requiring relevant bodies to publish such information
relating to their activities in any financial year as will, in that Commission’s opinion,
facilitate the making of appropriate comparisons (by reference to the criteria of
cost, economy, efficiency and effectiveness)’ (Local Government Act, 1992, Part 1,
Section 1).

These powers were later used by the Audit Commission under Blair’s governments
to put in place a powerful framework of public audit and inspection, which would
become one of the hallmarks of his government. Through this web of performance
information and public reporting, and along with a new duty to provide ‘Best Value’,
councils were graded in various ways and the results published. Such disciplines
formed part of a new narrative that local authorities could knuckle down and show
themselves responsible enough to be conceded further powers and responsibilities.
This formula evolved over time and went through different incarnations from ‘earned
autonomy’ to ‘pathfinder councils’ to ‘trailblazer councils’, and was supported in turn
by local government through the Improvement and Development Agency (IDeA).
While the criticism of councils from Blair’s hardline reformist message could be tough,
it seemed that many in local government agreed with it, and that the promise of
freedom to come motivated much of the sector to engage with the new approach.

Under the later Blair governments, and the short Brown administration, the energy
associated with early reforms seemed to drain away and was replaced by narratives on
community engagement and building social capital which, as objectives that no-one
could oppose, were easily adopted by local government. The key concept in Sir Michael
Lyons’ long-awaited report (2007) was ‘place-shaping’. This was a development of
the idea that local government politicians should be leaders of community, rather
than simply leaders of an organisation or deliverers of services. Place-shaping local
authorities exerted leadership to mobilise all the resources in their territory to deliver
outcomes for citizens. Lyons’ report was warmly welcomed in local government and its
language became fully integrated for a number of years.

On becoming shadow Secretary of State of Communities and Local Government in
David Cameron’s frontbench team, Eric Pickles purged ‘New Labour talk’ and the
Conservatives began to develop a new political language for local government: out
went efficiency, in came austerity (Laws 2010); out went social capital, in came the
‘Big Society’ (HM Government 2010); out went ‘Best Value’, in came ‘Open Public
Services’ (HM Government 2011). On coming to power he announced the abolition
of the Audit Commission — which, though a Tory creation, had become, ironically,
a symbol of Blairite centralism (Phillips 2011) — and put his focus on transparency,
basic services such as bins and tax collection, and reducing the pay and power of
local government senior officers. His measures on transparency seem to be the most
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far-reaching. Councils are now required to publish large amounts of spending data
(every transaction over £500), pay levels for senior staff are also published and pay
deals must be voted on by full council. The Localism Act also requires local authorities
to hold a referendum for any council tax increase over an amount deemed reasonable
by the secretary of state. The theme of many of these moves is (rather like Henry) to
appeal to public opinion to mediate professional judgement or political choice.

5.5 Local government into the twenty-first century:
stories of reform

Before the Conservatives came to power it was entirely possible to question whether
their commitment to ‘localism’ represented a commitment to local government
(Bennett 2009), but no one should have been surprised by Eric Pickles’ choice to
wrap himself in the localism flag. It has been for some time the reformist flag of choice.
Localism was Pickles’ cry for change in opposition, and he was determined to hold on
to its cutting edge in government.

It was Peter Mandelson who exhorted the Labour Party in 2009, at the end of its
period in office, to think like ‘insurgents, not incumbents’ (Mandelson 2009). This
is perhaps a lesson that some of David Cameron’s government, and certainly Eric
Pickles, have learned.

The journalist John Rentoul writes about the current government’s similarities to,
and differences from, the Blair governments. He has written that one of the strengths
of David Cameron is that ‘he understands the politics of impossible promises’ (2011).
Rentoul sees the Prime Minister’s ‘populism’ as more democratic than the ‘realism’
of other politicians. His promises may be empty (in the sense of unachievable) ‘but
it doesn’t seem to matter, because the Prime Minister’s impossible promise gives an
impression of what he wants to do’ (Rentoul 2011). Rentoul is suggesting that it is
not enough for a politician to have an analysis of what it is possible to do. Politicians
need to be able to empathise with what voters want to be done, whether that is
possible or not.

The ironic, tactical use of the language of reform is one such manoeuvre, and in
deploying it so forcefully Eric Pickles has, we argue, joined an illustrious political
tradition.

So what will this mean for the next century of English local government? Our
interpretation of the past suggests that local government is a robust, if contested, set
of institutions and ideas that has developed remarkable endurance over many years.

In our King Henry case study we see the King as a central authority reliant on local
government, which effectively limits his own power to rule. He ordains, but he cannot
execute. We see the sovereign who appears at the top of the hierarchy, but finds that,
when he legislates and makes his decrees, his policy can be subverted for one reason or
another. The sovereign is absolute perhaps in matters of war, but not in people’s heads,
their souls, their intimate lives. The sovereign’s power to influence the population,
people’s behaviour in society — that which is necessary to produce well-being, peace
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and good rule — is so limited that he is reduced to issuing decrees to influence public
opinion and to direct blame elsewhere. While the power of a Sovereign Lord to
punish may be absolute, his power to discipline, to influence a population’s behaviour,
is weak.

More recently, with Eric Pickles, we see how much he too is reliant on local authorities
to deliver basic services, and how much he and his team concentrate on influencing
the public, forcing local government into the sunlight of immediate public opinion.

In turn, twenty-first century local government will continue to adopt and adapt
these new discourses. Some of this is intellectual, not just embracing the argument
for transparency but also moving to spread the open data and open government
philosophy (localgov2.0); some will be economic, as reduced budgets lead to reduced
or reshaped services; some will be influenced by wider social and environmental
trends such as immigration, climate change, food security; some will be discursive, for
example, re-branding purged languages such as community cohesion and writing new
narratives such as the Big Society. We will see the durability of some traditions and
perhaps the fragility of others.

We can be sure that, in the course of the century to come, other narratives will develop
and other structural forms will be devised. What is unlikely is that local government
will cease to exist or that the struggle between central and local authority will become
any less fraught with tension, freighted with irony or laden with tradition. What is
likely is that politics as usual will continue between central and local actors and
institutions in their ongoing struggle to promote their own ideas and interests.

Notes

1 For roundups of this kind see O’Leary and Van Slyke (2010); Stoker and Wilson (2004); 20/20 Public
Services Commission (2010).

2 Before becoming MP for Brentwood and Ongar in Essex, Eric Pickles was leader of Bradford Council
in Yorkshire, 1988—1990.

3 By this first use of ‘irony’, we mean that Pickles deploys a rhetorical commitment to localism at times
knowingly out of kilter with his actions.

4 We have focused on Eric Pickles as the secretary of state in power today and of most relevance and
interest to readers. However, we could equally have written about Tony Blair’s New Labour party,
which was elected to govern in 1997 on a manifesto that criticised the British state as ‘centralised,
inefficient and bureaucratic’ and promised more ‘independent’ local government. Once in power,
he turned this discourse of reform from the central state he had criticised in opposition towards the
councils he had supported. Introducing the principle of ‘earned autonomy’ Blair wrote, ‘If you are
unwilling or unable to work to the modern agenda then the government will have to look to other
partners to take on your role’ (Tony Blair [1998], Leading the Way: A New Vision for Local Government,
Institute for Public Policy Research, London). However, as the government’s authority declined and
the Labour party lost power in local government, later Labour secretaries of state adopted far more
conciliatory language towards councils in order to try to regain their support.

5 The term ‘ironic localism’ has been used previously here: http://publicintelligence.co.uk/2011/08/26/
shapps-punch-and-judy-localism/ (accessed 15 May 2013).

6 See this celebration as part of Parliament Week, available at: www.parliamentweek.org/stories-of-
democracy/stories/from-the-archives-the-representation-of-the-people-act-1832/ (accessed 15 May 2013).

7 For further actor accounts, see Alexander (1982); Broadhead (1989); Campbell (1988); Beecham
(1986); Walton (1988).
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8 See Leach et al. (1994: 235) for discussion of good and bad enabling.

9 See Orr and Vince (2009) for a discussion of the ‘management tradition’ in local government.
10 Wilson and Game (1994: 115) quoting from Local Government Chronicle, 13 November 1992.
11 Single-tier local authorities that replaced separate regional/county and district councils.
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PART Il. LOCAL GOVERNMENT FINANCE AND ECONOMIC
DEVELOPMENT

Chapter 6

Om Prakash Mathur

This chapter is set in the context of two major initiatives to strengthen local
government in India: the 74th Constitution Amendment Act 1992, part of an overall
decentralisation strategy which aims at empowering municipalities; and the Jawaharlal
Nehru National Urban Renewal Mission (]NNURM), a central government initiative
designed to impart greater efficiency and transparency in the functioning of urban
local governments. The two initiatives mark a step forward for municipalities to meet
the contemporary challenges of growth, urbanisation and improved service delivery.
Positioned in this context, the chapter:

e discusses the challenges facing India’s municipal finance system;

e sets out the constitutional and legislative boundaries within which the municipal
finance system functions, including the changes that have been made therein in
recent years;

e provides a brief account of the state of the finances of municipalities; and

e presents a framework of suggestions that might prepare municipalities to address
future challenges.

6.1 Challenges for municipal finance

The central theme of this chapter is making municipal finance work for growth,
management of the urban agenda and improved service delivery. This theme represents
a key public policy challenge for India, and is discussed under three major subthemes.

6.1.1 Improving municipal finance is central to the achievement of India’s
economic growth objectives

Over the past 20 years, India has registered annual gross domestic product (GDP)
growth rates of more than 6.5 per cent — a major achievement in macroeconomic policy
management. The same period has witnessed a dramatic shift in India’s economic
structure, moving to create growth through knowledge-based, financial and other services.
As aresult, urban areas have come to account for 52 per cent of the net domestic product

(NDP, 2004-05), having risen from 45.7 per cent in 1993-94 (Tables 6.1 and 6.2).
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Table 6.1 GDP growth rates

Year Annual growth rate (%)
1971-1981 3.2
1981-1991 5.4
1991-2001 5.6
2001-2010 7.5

Source: Central Statistical Organisation, New Delhi, www.mospi.nic.in

Table 6.2 Urban share of net domestic product

Year Share (%)
1980-81 411
1993-94 45.7
1999-2000 51.9
2004-05 52.0

Source: Central Statistical Organisation, New Delhi, www.mospi.nic.in

While the economic base has shifted inexorably to cities, India’s recognition of the
role of cities in promoting and accelerating economic development, and subsequent
prioritisation of the municipal sector to manage the process of growth and urbanisation,
has proceeded slowly. As this chapter will demonstrate, municipal governments have
been at best a passive participant in the process of economic growth. Moreover,
they have experienced little success in consolidating reform measures to manage the
complex and interdependent dimensions of urbanisation. Municipalities have been
unable to capture the benefits of urban-based economic growth of recent decades, be
that its contribution to national and private incomes, or to government tax revenues.
There are questions about the sustainability of the existing system and its capacity to
achieve expected development outcomes, such as the maintenance of high economic
growth and poverty reduction. There exists a strong perception that the level of urban-
based growth in India is held back because of inadequate municipal infrastructure,
high regulatory costs and weak municipal institutions.

While there are no India-specific studies on the economy-wide effects of inadequate
municipal infrastructure, studies in other countries estimate such costs to be extremely
high, reducing both urban productivity and competitiveness, and resulting in increased
financial, economic and institutional pressures on the private sector (Anas, Lee and
Oh 1996).! These studies also show that poor municipal policy and institutional
performance in the provision of infrastructure and services contribute to the growth
of urban poverty and not to its alleviation. Reforming the system of municipal finance
is therefore a priority for both the central and state governments, which as the trends
indicate will increasingly depend on cities for accelerated growth and poverty reduction.

6.1.2 A robust municipal finance system is necessary for effective
implementation and management of India’s urban policy agenda

Opver the past two decades, several initiatives have been taken to open up India’s
urban sector, strengthen municipal institutions to face changing socio-economic
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realities, and put in place fresh governance structures for deepening local-level
decision-making. These initiatives include the 74th Constitution Amendment Act 1992;
an amendment to the Income Tax Act 1961, allowing municipalities to issue tax-free
bonds; and the Jawaharlal Nehru National Urban Renewal Mission (JNNURM). The
initiatives, which collectively constitute the broad parameters of the urban-municipal
reform agenda in India, comprise:

e aconstitutional status for municipalities;

e functional reform aimed at an enlarged role for municipalities;

e aninstitutional framework for redesigning central-state—municipal fiscal relations;
e inter-local government linkages and co-ordination;

e market-based financing of municipal services;

e incentives for municipalities to undertake reform of property taxation and the
system of user charges;

e public—private partnerships in the provision of municipal services;
e tenural security for slum dwellers;

e reform of the urban land and property market; and

e disclosure and transparency in municipal functioning.

Such changes amount to a prescription for a fundamental realignment of the
functions, finances and powers of municipal governments, primarily through the
state governments and to an extent via the central government. The notable
example of the latter has been the long-standing demand for formal constitutional
recognition of municipal governments as a full-fledged order of government,
which would be tantamount to a form of home-rule or ‘natural person powers’,
giving them greater autonomy in their relations with both central and state
governments.?

The process of municipal sector and finance reform has been set in motion. However,
progress on key aspects of the reform process has been tardy and uneven. The passage
of the 74th Constitution Amendment Act 1992, for instance, was intended to formally
recognise municipalities and delineate a space for them to play a larger role in the
Indian economy and deepen the process of decentralisation. In reality, however, there
is a motley array of institutional arrangements for undertaking several of the functions
envisioned for municipalities, resulting in ad hoc responses to the unprecedented
demand for urban infrastructure and services. Consequently, low-quality urbanisation
is observed in most parts of the country.

The municipal revenue base (property taxes and user charges) continues to suffer
from substantial inefficiencies and under-utilisation. Incentives for initiating reforms
that have a direct bearing on property taxes — such as the abolition of rent controls —
either have not worked or are clearly inadequate. Consequently, the municipal
finance system in India remains vulnerable to a broad range of both endogenous
and exogenous conditions, which result in poor performance and efficiency in the
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provision of local public goods. The entire process of reform needs to be deepened
and made more broadly based, in order to bring about long-run improvement in the
finances of municipalities and thus contribute to the achievement of India’s urban
policy agenda.

6.1.3 A sound municipal finance system is a pre-requisite
for improved service delivery

Most studies on Indian municipal finance point to the insufficiency of municipal
spending levels for providing and maintaining infrastructural services at normative
levels (Mathur et al. 2002; Mohanty et al. 2007). In 2007/08, municipal government
spending (both capital and revenue expenditure) on infrastructure and services such
as water supply, sewerage, solid waste treatment and disposal, storm water drainage,
city-wide roads and street lighting was placed at 470 billion Indian rupees (Rs;
approximately US$10.5 billion®) or 1.09 per cent of India’s GDP. It comprised Rs186
billion of expenditure to create new infrastructural assets (0.43 per cent of GDP)
and Rs284 billion for infrastructure maintenance, establishment charges and salaries
(0.66 per cent of GDP). A comparison of these spending levels with the norms
recently established by the High-Powered Expert Committee (HPEC) on estimating
urban infrastructure investment requirements indicates that municipalities in India
underspent to the tune of 1.04 per cent of GDP on infrastructure maintenance.*
In cash terms, this underspending amounted to Rs226 billion, or Rs731 per capita
(~US$16.5) — a phenomenal deficit by any measure. Further, the current level of
investment for creating infrastructural assets is a fraction of the amount needed,
both to wipe out an accumulated deficit placed at Rs12,376 billion and to meet the
infrastructural needs of urban population growth for the period 2012-2031 (Rs18,605
billion).>

Other estimates focusing on the aggregate demand for basic standards of infrastructure
and service provision also point to significant financing gaps. In their recent report,
India’s Urban Awakening: Building Inclusive Cities, Sustaining Economic Growth, the
McKinsey Global Institute (2010) estimated that India needed to invest US$1.2
trillion in capital expenditure in its cities and towns over the next 20 years, equivalent
to US$134 per capita per year. This is almost eight times the level of current spending.
They further estimate that more than half of this capital investment is necessary to
erase India’s infrastructure backlog and the balance to fund the future needs of cities.
Reforming the municipal finance system is thus a first requirement for mobilising the
scale of investment needed to improve infrastructure.

Currently, the capacity of municipalities to generate resources from their tax and
non-tax revenue bases is seriously limited. As noted previously, in 2007-08 municipal
own-source revenues accounted for a mere 0.54 per cent of GDP. In several states —
the majority of these being low income and mainly rural — municipal own-source
revenue was only half the national average. The municipal share of national tax
revenues continued to stagnate at 1.7 per cent, despite a country-wide trend towards an
improved tax to GDP ratio. Decentralisation, as embodied in the 74th Amendment,
has made little difference to the tax-raising efforts of municipalities; their tax base
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Table 6.3 Shares of tax revenues

Year Central States (%) Municipalities (%) Panchayats (%)
government (%)

(Rural local governments)
2002-03 441 53.2 2.5 0.2
2007-08 50.0 48.1 1.7 0.2

Sources: Government of India, Ministry of Finance, Indian Public Statistics; Thirteenth Finance
Commission (2009)

continues to be narrow and marked by low buoyancy. On the other hand, it has been
estimated (Mathur 2011) that municipalities have the potential to increase revenues
significantly (by about 110 per cent) without any fundamental change in the system
of property valuation or the structure of tax rates (Table 6.3).

With the increasing recognition of the contribution of urbanisation to economic
growth, the strengthening of the fiscal position of municipalities through finance
reforms has become a key component in the Government of India’s development
agenda. The Indian economy stands to benefit enormously from increases in the
rate of urbanisation over the next 50 years. While the overall urbanisation rate in
India has been comparatively low in relation to the economic growth patterns of the
past two decades, accelerations in the rate of internal migration and natural urban
population growth are predicted to increase the urban population from 364 million
to about 590 million within the next 20 years (United Nations 2009).¢ The country
is projected to have nearly 85 cities with populations of more than 1 million by 2030,
and will witness conversion of at least 1,000 villages into new towns if past trends are
any guide to the future (Table 6.4).

In summary, the challenges of urbanisation, of higher rates of economic growth, of
a shift in the composition of growth towards increasingly urban-based economic
activities, and of increasing global competition are unprecedented in their scale
and complexity, with enormous implications for municipal governments.” As the
country urbanises, cities will be required to respond more effectively to the needs
and preferences of citizens, business and industry. An effective response to these
challenges requires a municipal fiscal policy and strategy that can ensure and balance
long-term economic growth and welfare, delineating the respective roles of the three

Table 6.4 The scale of India’s future urbanisation

Year Urban population (million)
2010 364
2015 410
2020 463
2025 532
2030 590

Source: United Nations 2009



96 New Century Local Government

tiers of government in financing urban development and services, and establishing
fiscal rules that are consistent with the changing socio-economic realities.

Existing fiscal arrangements are inadequate for this purpose, even if current municipal
tax powers are utilised to their optimum level.® Municipal finance in the context of open
economies, decentralisation and globalisation is vastly different from that envisaged
in the past, when municipalities functioned in accordance with Dillon’s Rule” or
within the framework of John Stuart Mill’s initial formulation of the responsibilities
of local governments.!® International scholars have begun to emphasise that, ‘if
fiscal decentralisation is to produce sustainable net benefits in developing countries,
subnational governments require much more real taxing power than they now have’
(Bahl and Bird 2008: 1). In a country where reforms have barely touched this complex
subject, questions such as what is a local tax, what constitutes own-source revenue,
whether India follows the widely held principle that finance follows functions and
what explains current tax assignment choices have surfaced more pointedly than ever
before, raising doubts as to how far the principles that should guide municipal finance
have been translated into contemporary practice. As Bahl and Cyan (2010) write,
‘the story (about practice matching the theory) is more complicated and there is
much still to be learned about why governments (or constitutions) make the revenue
assignment decisions they do’. This chapter raises these questions in order to initiate
a larger debate on the municipal sector and municipal finance.

6.2 India’s municipal finance system: basic features

India is a union of 28 states and seven centrally administered territories. In this union,
the functions, finances and powers of the central government and state governments
are laid out in the seventh schedule of the Constitution of India, in what are known
as the Union List, State List and Concurrent List. While the constitution now
recognises municipalities as a tier of government and provides for their establishment
and continued existence, they remain subject to state governments in matters relating
to their powers, functions and responsibilities, and also the degree of autonomy that
they can exercise. Thus, from their own powers specified in the State List, state
governments assign certain functions and duties to municipalities. A municipality
has no inherent powers in the Indian set-up.!!

There have been periodic shifts and changes in the functional domain of
municipalities, due to the withdrawal of functions (such as water supply and sewerage)
in some states, and the assignment of new responsibilities (such as poverty alleviation
and planning for economic and social development) in others. The 74th Amendment
offered a different vision for municipalities by incorporating a new Schedule 12, which
provides a list of functions that is considered appropriate for municipal governments.
Although the list is illustrative rather than binding, it makes a strong commitment to
decentralisation. The significance of these Schedule 12 functions for municipalities
lies not so much in enlarging the scope of municipal operations as in the fact that
many of the functions have been drawn from the Concurrent List of the constitution.
At the minimum, it suggests that there is a group of functions where there exists
a concurrency of interests across all three tiers of government, including municipal
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governments. Also, many of the functions listed in Schedule 12 have distributional
and developmental attributes: thus their inclusion on the one hand represents an
important departure from the past, and on the other hand signals a deviation from
the typical Musgrave-Oates model (Oates 1972) of fiscal federalism, under which
redistribution is a function best performed at the higher tiers of government.

However, the 74th Amendment failed to spell out how these new functions might be
financed. Instead of providing an illustrative list of taxes considered appropriate for
municipalities, it mandates the states to constitute, once in every five years, a State
Finance Commission (SFC) for making recommendations on:

e the taxes, levies and duties that should be assigned to municipalities;

e the taxes, duties and levies that should be shared between the states and
municipalities;

® grants-in-aid to be provided to municipalities; and
e other measures that would augment the finances of municipalities.

In addition, recognising that this process may still leave unmet revenue needs, the
amendment requires the Central Finance Commission (CFC) to make supplementary
grants to municipalities.!? The evidence to date is that the SFCs have not been able
to bring about any noticeable change in the fiscal domain of municipalities, with the
result that municipal taxing authority remains limited to property taxation and a few
minor taxes such as advertisement taxes and a tax on non-motorised vehicles. The
fiscal base of municipalities is thus dominated by intergovernmental transfers, which
account for nearly 50 per cent of their revenues.

Thus the municipal fiscal framework that supports urban services in India has
remained largely unchanged, notwithstanding the fact that the macroeconomic
context has been transformed and the relationship between municipalities and other
tiers of government is in a phase of significant transformation whose implications are
still to be fully grasped. Many local taxes and the supporting user-charge system were
designed in the nineteenth- or early twentieth-century, and therefore for a different
time and a different context. Now they have lost their relevance and can hardly be
considered sufficient for meeting the needs of the new environment (United Cities
and Local Governments 2010).

6.3 Municipal finances: ground-level realities

Table 6.5 provides an overview of the finances of India’s 3,667 municipalities
aggregated across the 28 states. In 2007-08, total municipal revenue amounted to
Rs444 billion and total municipal expenditure to Rs470 billion. In per capita terms,
revenue was placed at Rs1,430 (approximately US$32) and expenditure at Rs1,513
(US$34). Own-source revenues provided 53 per cent of the total, with the balance
contributed by assignment, devolution and grants-in-aid from states (33.4 per cent),
central government grants (5.3 per cent) and grants from the finance commissions
(2.0 per cent). Operating expenditure accounted for 60.5 per cent of the total.
Municipalities recorded an operating surplus of approximately 37 per cent, but an
overall deficit of about 6 per cent once capital expenditure was included.!?
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Table 6.5 The finances of municipalities (all states)

2002-03 2007-08 CAGR (%)
Amount (Rs Rs per Amount (Rs Rs per
billion) capita billion) capita
Revenue
Own-tax revenue 88.38 311 152.78 492  11.57
Own non-tax revenue 44.42 156 82.44 265 13.16
Total own revenue 132.80 466 235.21 757 1211
Assignment and devolution 36.57 128 91.71 295  20.19
Grants-in-aid 22.60 79 56.76 183 20.23
Other grants 11.38 40 28.18 91 19.90
Transfers from central government 3.09 11 23.73 76 5035
Finance Commission transfers 2.77 10 8.69 28 25.74
Total expenditure 209.20 733 444.29 1430 16.26
Revenue expenditure 156.91 550 284.31 915 12.62
Capital expenditure 59.38 208 185.94 598  25.64
Total 216.30 758 470.26 1,513 16.80
GDP India 22,614.15 21,415 43,208.92 37,969 13.83
Own tax as % of GDP 0.39% 0.35%
Own revenue as % of GDP 0.59% 0.54%
Municipal expenditure as % of GDP 0.96% 1.09%

Note: GDP at factor cost (current prices); CAGR=compound average growth rate
Source: Thirteenth Finance Commission (2009)

Important changes took place in the structure of revenues and patterns of expenditure
over the period 2002-03 to 2007-08. First, the ratio of own-tax revenues to total
revenues declined from 42 per cent to 34 per cent, and the share of own non-tax
revenues also fell, from 21 per cent to 18 per cent, meaning that municipalities were
raising only a little over half of their total revenues. As a proportion of GDP, own-tax
yields dipped from 0.39 per cent to 0.35 per cent, and total own-source revenues from
0.59 per cent to 0.54 per cent.

This decline is a significant development. It is attributable in part to the widespread
abolition of Octroi,'* which was an important source of revenue for municipalities
(and still is in the municipal corporations in the state of Maharashtra), and in
part to the dilution of the property tax regime in several states, such as Haryana,
Punjab and Rajasthan, where large numbers of properties have been exempted from
paying property tax. It indicates that, unlike the reform of central and state taxes
undertaken in India in the mid-1990s, there has been no comprehensive effort to
modernise municipal taxes. It also speaks of the low level of buoyancy of municipal
tax instruments. While state municipal statutes enumerate close to 50 different
kinds of revenue instruments, most of them either are not in use or have extremely
low levels of productivity. Several are obsolete, with no relevance to modern
socio-economic realities and the changing economy of cities. At the same time,
several municipal taxes have been transferred to or appropriated by higher tiers of
government. Additionally, as municipalities face greater responsibilities, the issue of
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their access to central and state government taxes, such as the goods and services tax
(GST), needs deeper examination.!®

Second, despite the relatively slow growth of own-source revenues, total municipal
expenditure grew at a compound annual rate of 16.8 per cent, increasing on aggregate
from Rs216.29 billion to Rs470.26 billion. Moreover, capital expenditure rose at twice
the rate of revenue expenditure from 2002-03 to 2007-08. Thus, despite a decline in
own-source revenue as a proportion of GDP, total expenditure registered an increase
from 0.96 per cent of GDP in 2002-03 to 1.09 per cent in 2007-08. Nevertheless,
this figure remains low compared with other federal Commonwealth countries: for
example, an increase in total municipal expenditure of 2.3 per cent in Australia and
7.2 per cent in Canada (International Monetary Fund 2008).

The third important change that took place in the structure of revenues and patterns
of expenditure was that, in order to fill the local revenue gap and boost capital
expenditure, fiscal transfers from central and state governments rose from 36.5 per
cent of municipal revenues in 2002-03 to 47.1 per cent in 2007-08. At the state
level, grants-in-aid made to municipalities are used to correct imbalances in fiscal
capacity. Municipalities also have access to assignment and devolution grants, which
represent a share of state tax revenues. Transfers from the central government come
in the form of grants linked to performance and reforms, designated specifically for
asset creation and capital works. Intervention by the central government in the
municipal sector has, within a short span of time, altered the intergovernmental fiscal
framework. The Central Finance Commission determines grants-in-aid at five-yearly
intervals, which are allocated through the states to municipalities. These are used
to fill the revenue account gaps at local levels and are allocated according to a set of
weighted criteria that take into account factors such as urban population, geographic
area, level of development, local revenue effort, an index of decentralisation, an
index of deprivation and the extent to which states have devolved functions to
local government in accordance with the 74th Amendment. However, these criteria
may change with every Commission, and the Thirteenth Finance Commission put
forward some new ideas for funding municipalities that are outlined later in this
chapter.

As Table 6.5 shows, the period 2002-03 to 2007-08 witnessed an extraordinarily
large increase in transfers from the central government, which grew at an annual
compound rate of more than 50 per cent due to grants under the JNNURM, launched
in 2005.1 Significantly, the INNURM requires state governments and municipalities
to match the central government grants, and the procedure so established is likely to
have a long-term impact in leveraging market funds for municipal infrastructure.!?

This growth in transfers demonstrates that the central government has begun to
appreciate the key role of cities in the Indian economy, recognising that investment
in urban infrastructure is as much a central government responsibility as a municipal
one. It further recognises that macroeconomic trends have important implications
for municipal governments, warranting interventions by central government. Urban
growth management is thus beginning to be seen as a multilevel developmental

activity (Table 6.6).
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Table 6.6 Central government grants to municipalities

New Century Local Government

Year Amount (Rs billion) Year Amount (Rs billion)
2002-03 3.09 2005-06 33.69
200304 4.07 200607 122.19
2004-05 54.53 2007-08 237.29

Source: Thirteenth Finance Commission (2009)

However, notwithstanding the increased role of the central government, state policies
continue to shape and determine the fiscal space of municipalities. There is, therefore, an
enormous heterogeneity in revenue structures and arrangements, institutional systems
and economic conditions that affect municipal financial performance across different
states. Table 6.7 gives the state-level structure of municipal revenues and expenditure.

Table 6.7 State-level structure of municipal revenues and expenditures, 2007-08

States Per capita CAGRof Own- Per capita CAGR of
own-source own- source revenue revenue
revenue source share of expenditure expenditure,
(Rs) revenue total (Rs) 2002-07 (%)

2002-07 revenue
(%) (%)

Andhra Pradesh 748 13.0 58.5 1,060 18.5

Assam 143 4.8 38.2 205 10.8

Bihar 105 4.8 14.6 711 48.8

Chattisgarh 376 11.6 14.1 1,449 341

Goa 282 39 57.8 400 8.2

Gujarat 1,079 7.7 61.5 1,135 10.2

Haryana 281 3.6 33.5 328 2.9

Himachal Pradesh? 595 14.9 47.8 - -

Jammu & Kashmir 90 21.2 9.9 452 20.1

Jharkhand 86 12.6 20.2 134 15.5

Karnataka 545 6.4 34.2 750 10.5

Kerala 329 3.6 39.5 517 14.4

Madhya Pradesh 121 6.8 11.6 998 16.9

Maharashtra 2,600 11.7 76.1 2,237 13.8

Orissa 38 14.7 4.5 405 17.6

Punjab 1,049 7.2 89.1 925 10.6

Rajasthan 387 16.6 39.5 447 11.0

Tamil Nadu 396 7.4 38.4 665 8.1

Uttar Pradesh 94 2.1 14.8 245 2.1

Uttarakhand 116 0.6 21.8 330 8.6

West Bengal 394 10.4 51.7 574 6.3

Data relates to 2006—-07; CAGR=compound annual growth rate

Note: This and subsequent tables in this section provide finance data for only 21 states

Sources: Statistics of India, 200304 and 2008—09; Thirteenth Finance Commission (2009) (calculations

made by the author)
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The data in Table 6.7 reveal high and rising inter-state disparities in the management
of municipal finance. Although the coefficient of variation between states differs with
the different constituents of municipal revenues and expenditures, it is large and has
risen for all constituents except the state government grants-in-aid to municipalities
(see Table 6.8). Some states have evidently paid far greater attention to the municipal
tier than others: state policies hold the key to the reform of the municipal finance
system.

Of particular concern is the slow growth in own-source revenues in lower-income
states, and the fact that the own-source share of total revenue is often low and
declining. Increasing locally raised revenues should be seen as a prerequisite for the
future growth of municipalities in India. However, as the share of own-source revenues
declines, municipalities in several states are at a high risk of losing their fiscal identity
as the third tier of government.

While the abolition of octroi can be seen as a positive step,!® it and the dilution of
property tax regimes have caused severe erosion of the tax base of municipalities
in several states and have resulted in increasing dependence on state government
transfers and grants-in-aid. This is a matter of vital concern, touching upon the very
nature of the relationship between municipalities and state governments. In response,
the High Powered Expert Committee (2011) proposed the creation of an exclusive
list of taxes for municipalities, evidently to provide protection to their fiscal domain.
In addition, the Thirteenth Finance Commission (2009) proposed that each state
should set up a Property Tax Board, which in part will ensure that state governments
maintain property tax as the core revenue source for municipal governments and put
in place appropriate methods of property valuation and assessment.

This analysis adds up to five major conclusions:

¢ India’s municipal sector is small in relation to the position in other countries
and what is required to address urban challenges. With own-source revenues
equivalent to only 0.54 per cent of GDP and expenditures only 1.09 per cent, a

Table 6.8 Coefficient of variation in municipal revenues and expenditure

Per capita average Coefficient of variation
(Rs) ()
2002-03 2007-08 2002-03 2007-08
Own-tax revenue 311 492 125 154
Own non-tax revenue 156 265 89 97
Assignment and devolution 128 295 86 99
State grants-in-aid 79 183 104 83
Transfers from the central government 11 76 109 123
Finance Commission dispensation 10 28 57 61
Revenue expenditure 550 915 69 77
Total expenditure (includes capital) 758 1,513 64 76

Source: Thirteenth Finance Commission (2009) (calculations made by the author)



102 New Century Local Government

sector of this size cannot be expected to deliver services at adequate, standardised
levels.

e There are large-scale differences between states. These are partly attributable to
state policies — what fiscal powers they assign or devolve to municipalities — as well
as the efficacy with which municipalities exercise those powers. However, inter-
state differences have also arisen on account of factors over which municipalities
have little control; it is these exogenous economy-wide factors that have put
municipalities in several states at high risk.

e Smaller municipalities in much of the country have cost disabilities and are
characterised by a poor resource base, raising the vital issue of developing a
revenue model that will be able to address their fiscal problems.

e Decentralisation as embodied in the 74th Constitution Amendment, when
measured in terms of either resource generation or municipal expenditure,
has made little progress over the past two decades. There is a need for a fiscal
architecture that is consistent with the new functions of municipalities proposed

in the 12th Schedule.

e The financing of urban infrastructure and services has to be a multi-tier
responsibility.

It should also be noted that financial problems may be exacerbated by the limited
management capacity and skills of many municipalities. There are no performance
standards to be enforced — a major lacuna in the management structure. However,
such issues extend beyond the scope of this chapter.

6.4 A system of municipal finance for the twenty-first century

Municipal finance reforms are currently under way in a number of developing and
developed countries.!” Several countries have undertaken to reform the municipal
system in order to pursue and deepen decentralisation goals and objectives or put in
place the principle of subsidiarity; in others, reforms are being introduced to institute
a new system of local government. In some cases, reforms have resulted in devolution
of functions from the higher tiers to municipalities. In Central and Eastern Europe,
reforms have focused on local taxation, municipal property management, budget
formulation and budget implementation. Reforms in Canada have been designed to
advance several overarching goals, such as enhancing governance capacity, improved
intergovernmental relations between municipal governments and their respective
provincial governments, and improved relations between municipal governments and
local communities. However, these goals have not always been shared by all provinces

(Garcea and Le Sage 2005).

The Brazilian Constitution of 1988 is often cited as upgrading the political and
financial role of municipalities in the country. As Souza notes, ‘no Constitution prior
to 1988 has provided local governments with the amount of resources they now enjoy —
there is a consensus that Brazil is one of the most decentralised countries in the
developing world and that financial decentralisation has favoured the municipalities
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to a greater extent than the states’ (Souza 2003). However, Brazil has also put in place
a Fiscal Responsibility Law, which prohibits the bailing out by the federal government
of new debts contracted by local governments (Brazil Ministry of Planning, Budget

and Management 2000).

Beginning with the 74th Constitutional Amendment, India too has entered into an
important phase of municipal reform. The rationale for the amendment as embodied
in the Statement of Objects and Reasons is as follows:

In many states, local bodies have become weak and ineffective on account of
a variety of reasons, including the failure to hold regular elections, prolonged
supersession and inadequate devolution of powers and functions. As a result,
urban local bodies are not able to perform effectively as democratic units of self-
government. Having regard to these inadequacies it is considered necessary that
provisions relating to urban local bodies are incorporated in the Constitution
particularly for (i) putting on a firmer footing the relationship between the state
government and urban local bodies with respect to (a) the functions and taxation
powers, (b) arrangements for revenue sharing, (c) ensuring regular conduct of
elections, and (d) providing adequate representation to the weaker sections.

Underlying the statement is the argument that only with such wide-ranging initiatives,
in the form of constitutional support and enhanced financial jurisdiction and increased
access to financial resources, would municipal governments be able to perform their
governance and service delivery functions efficiently and effectively, and play the role
expected of them in the twenty-first century. With this, the constitution has laid the
foundation for reform of the municipal financial structure. Since the passage of the
74th Amendment, this objective has been advanced in several ways. The Income Tax

Act has been amended to provide for issuance of tax-free bonds by municipalities. In
2002, the Government of India established a fund called the Urban Reform Incentive
Fund (URIF), and the JNNURM established in 2005 now constitutes one of the largest

initiatives to reform, among other things, the finances and functioning of municipalities.

But what do these initiatives bring in by way of a municipal finance system that
addresses issues of growth, decentralisation and improved service delivery? Are they
adequate in relation to India’s changing socio-economic realities? What roles will
be required of the central and state governments in reinforcing the existing system?
This chapter cannot provide a comprehensive response to these questions — that
requires further primary research. What it can do, however, is to provide a framework
of suggestions to advance the existing reform agenda. This framework is in three
parts: broadening the fiscal domain of municipalities; institutional re-engineering for
improved municipal finance; and the role and participation of the central government
in municipal affairs.

6.4.1 Broadening the fiscal domain of municipalities

Broadening the current municipal fiscal domain is a key imperative for addressing
the challenges of growth, urbanisation and improved service delivery. This
involves first making the property tax system — the main tax instrument for
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municipalities — comprehensive, and restoring to municipalities those taxes that meet
the criterion of immobility. Several suggestions have been made from time to time
to reform the property tax system, the most recent being the Thirteenth Finance
Commission’s (TFC) proposal for state-level Property Tax Boards. As mentioned
previously, these boards are expected to assist municipalities in putting in place
independent and transparent procedures for assessing property tax.

Looking beyond property tax, it was shown earlier in this chapter that the fiscal
domain of municipalities is too narrow and has a low level of buoyancy. It has also
been stated that a key impediment to the devolution of 12th Schedule functions
is the lack of an appropriate revenue model. Several states currently share a pool
of their taxes with municipalities, albeit erratically. The TFC also suggested that
the proposed goods and services tax (GST) be shared with local governments. Its
recommendation is grounded in the fact that, since municipal governments now have
several redistributional functions within their fold, they should have access to taxes
that have greater buoyancy. This proposal warrants support.

6.4.2 Institutional re-engineering for improved municipal finance

Legislative and institutional changes are needed to ensure adoption of prudent
financial management practices in carrying out municipal functions. This is critical,
as unsustainable and populist fiscal policies often adopted by municipalities jeopardise
public service delivery and safety, as well as the viability of the financial system.

Given the reluctance or inability of municipalities to adjust tax rates and other
charges to the rising cost of delivering services, it may be necessary to establish a
municipal regulator with the responsibility of indexing taxes and charges against
costs, to ensure that the value of municipal revenue yields is maintained. Such a
body might, for example, be given the power to frame rules in respect of necessary
adjustments in tax rates and charges, as well as to penalise municipalities for not
adhering to those rules.

6.4.3 The role and participation of the central
government in municipal affairs

Thus far the central government has intervened in municipal affairs cautiously, on
the grounds that urban development is the domain of the states. The JNNURM,
however, brings home the crucial point that cities make a significant contribution
to the national economy, and that their growth (or lack of it) has important
macroeconomic implications. It thus appears necessary to introduce more proactive
policies that involve the central government in urban development matters. Like
municipal finance, urban development is emerging as a multilevel responsibility.

Municipal governments in India have in recent years changed phenomenally in
terms of the roles and functions they perform. The prognosis is that the next 20 years
will see changes of extraordinary significance in the way municipal governments are
organised, in their functions and responsibilities, as also in their fiscal and financial
architecture. The global evidence attests to the likelihood of such changes. This fact
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alone requires that the municipal system be continually monitored and adjusted in
order to be able to respond to the changes that are occurring both domestically and
worldwide, and to prepare municipalities to address the new situations and realities.
[t places enormous responsibility on the Indian polity to begin to build far more trust
and accountability in the functioning of municipal governments.

Notes

1

[O8)

10

11

12

According to a recent paper on ‘Infrastructure and city competitiveness in India’, the supply of
local infrastructural services such as municipal roads, street lighting, water supply and drainage has
a positive and significant effect on city-level attractiveness to investment. According to the paper
these effects are robust across econometric specifications and estimation procedures (Lall et al. 2010).
This is an elegant device for municipalities to conduct a wide range of activities with less encumbrance
from legislations and other statutory regulations.

US$1 equals approximately Rs45 (2009 conversion rate).

In 2008, the Government of India constituted a High-Powered Expert Committee and tasked it to
estimate the investment requirements for urban infrastructure. The norms of expenditure as set by
the HPEC are at 2009-10 prices. These have been adjusted to 2007-08 level.

See High-Powered Expert Committee (2011). The estimates include the proposed investment needs
for water supply, sewerage, solid waste management, urban roads, storm water drains, urban transport,
traffic support infrastructure and street lighting.

The 2011 Census of India places India’s urban population at 377 million. A distinguishing feature of
the 2011 Census results is that, for the first time, the net increase in urban population was marginally
higher than the net increase in rural population during the decade of 2001-2011.

Recent literature on local government finance dwells on the impact of the global crises on subnational
government finance and subnational dimension of stimulus packages. See Barcelona Economics
Institute (2009).

Richard Bird’s observations in this regard are pertinent. He writes: ‘If the appropriate expenditure
role for subnational governments is simply to provide a few minor local services and perhaps to act as
delivery agents for nationally determined public expenditures, the revenue assignment questions turn
out to be relatively simple. However, if subnational governments are expected to deliver important
(and costly) public services and have some discretion in deciding how and to what extent they do so,
determining the appropriate revenue assignment is much more difficult’ (2010: 1).

Dillon’s Rule is a judicial interpretation derived from a written decision by Judge John F Dillon of
[owa in 1868, and states that a municipality may only exercise powers conferred explicitly by the
statutes of a superior level or order of government (Dillon 1911).

Dealing with the question regarding the powers of local authorities, Mill expounded: ‘It is obvious to
begin with, that all business purely local, all which concerns a single locality, should devolve upon
the local authorities. The paving, lighting, and cleaning of the streets of a town, and in ordinary
circumstances the draining of its houses, are of little consequence to any but to its inhabitants. But
among the duties classed as local or performed by local functionaries, there are many which might
with equal propriety be termed national, being the share, belonging to the locality, of some branch
of the public administration in the efficiency of which the whole nation is alike interested: the gaols,
for instance — the local police — the local administration of justice’ (Mill 1910: 354).

Most federal countries give the control over municipalities to provinces or states. Therefore, the
powers a municipality possesses depend almost entirely on the powers the province wishes to grant.
In Canada, for example, municipalities in some provinces operate legislation that spells out every
power. By contrast, Alberta gives ‘natural person powers’ to its municipalities, and British Columbia
has created what amounts to a ‘bill of rights’ for municipalities. In other cases, major urban areas are
recognised in various ways as being different from other municipalities. For example, Toronto has
been given additional powers under the City of Toronto Act 2006.

Article 280(3)(c) of the Constitution of India requires the Finance Commission to make
recommendations on the measures needed to augment the Consolidated Fund of a state to
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supplement the resources of the municipalities on the basis of the recommendations made by the
Finance Commission of the State.

13 Surplus of municipal revenue over expenditure should be read with caution: first, revenue income,
according to the classification in which the finance data have been compiled, includes central
government transfers which are meant for asset creation; and, second, most state governments require
municipalities to either maintain a balanced budget or post a budget surplus.

14 Octroi is a tax on the entry of goods into a local area for consumption, use or sale. It has been
abolished in all states excepting the municipal corporations in Maharashtra.

15 In Belgium, Germany and Switzerland, more than 80 per cent of local tax revenues are derived from
personal and corporate income taxes. More than 80 per cent of local government tax revenues in
Australia, Canada and the USA are derived from property taxation. Sales taxes are levied mainly by
cities in the USA, and there is a mix of local taxes in Austria (30 per cent revenue from sales tax)
and Spain (40 per cent revenues from sales tax). See Slack (2010).

16 Reference to the INNURM grants here includes central government support under the submissions
of Urban Infrastructure and Governance (UIG), Basic Services to the Urban Poor (BSUP), Urban
Infrastructure Development Scheme for Small and Medium Towns (UIDSSMT) and Integrated
Housing and Slum Development Programme (IHSDP).

17 Municipalities can raise resources in the capital market to finance infrastructure. Their powers
to borrow are laid down in the Local Authorities Loans Act 1914, provisions of which have been
incorporated in the respective state-level statutes. Further, taking note of developments in the
country’s capital market, the Government of India has issued regulations for issuance of tax-free
municipal bonds. Fourteen municipal corporations and local authorities have issued such bonds.
They are not supported by sovereign guarantees, and municipalities must set aside funds for their
redemption.

18 Octroi tended to inhibit free internal mobility of goods and services, with adverse effects on the
economy. See Rao et al. 1985.

19 Guess (2003); Celina (2003).
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Chapter 7

Jaap de Visser’

When local governments impose property taxes, their primary objective is to fund
their expenditure. However, the role of local government can be seen as far more than
simply the provision of local public services. Local government can be an agent of its
community, responsible for using its authority in a manner that creatively responds to
local needs and thereby enhances the well-being of its area. This chapter asks if this
interpretation of the role of municipalities has consequences for the manner in which
they tax properties.

South African municipalities have recently been equipped with a new property rates
framework, which permits them to differentiate between categories of properties and
to legislate for various kinds of property rates discounts. This framework presents a
new approach to the use of property rating, by positioning it as an instrument with a
stated developmental objective in addition to its revenue-raising function.

This chapter therefore examines to what extent and how South African municipalities
actually use their power to levy property rates as a developmental instrument.
Do they use property rates as an instrument to reduce poverty, facilitate access to
economic opportunities and encourage sustainable use of resources? Or does property
tax remain an instrument primarily deployed to raise revenue that funds service
delivery? In attempting to answer these questions, the author was limited by the lack
of independent research on this topic, and draws primarily from official reports.

First, a brief introduction to local government in South Africa is given. An overview of
the legal and policy framework for the levying of property rates then follows, including
the expectation implicit in that framework that municipalities should use property
rating in a developmental manner. The chapter then proceeds with a discussion of
some of the limits and concerns with respect to such use of property taxation. Finally,
it canvasses some of the policy innovations in municipal property rating.

7.1 Local government in South Africa

Before 1994, local government in South Africa was designed to implement apartheid.
Local government institutions were racially determined and the black majority was
denied democratic rights. White municipalities were self-serving entities; they were
given exclusive power to tax properties in well-resourced and viable commercial
centres, without any obligation to use the revenue to improve the lives of township
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dwellers. Black municipalities were undemocratic and starved of income and authority.
They became the subject of large-scale service boycotts in the 1980s.2

The 1993 constitution introduced major reforms: local government was given
constitutional recognition and various local government institutions were merged
(Steytler and De Visser 2007). Even more fundamental change came with the 1996
constitution, which further entrenched the role of local government. The new
system was put into operation in 2000, and now comprises a democratically elected
political leadership (section 157 of the constitution) with constitutionally guaranteed
authority over listed functional areas (section 156). The constitution also secures
local government’s authority with regard to certain important financial matters. It
empowers municipalities to impose surcharges on fees for services provided and to
impose property rates (section 229), and entitles local government to an ‘equitable’
share of nationally generated revenue (section 214).

7.1.1 Developmental local government

As an unequivocal response to the destructive role played by local government in
the past, the constitution posits local government as a sphere of government that is
responsible for important developmental matters. The constitutional ‘objects of local
government’:

e provide democratic and accountable government for local communities;
e ensure provision of services to communities in a sustainable manner;

e promote social and economic development;

e promote a safe and healthy environment; and

e encourage the involvement of communities and community organisations in the
matters of local government (section 152).

Municipalities are furthermore instructed to give priority to the basic needs of the
community (section 153). The 1998 White Paper on Local Government defined this
developmental mandate as ‘local government committed to working with citizens
and groups within the community to find sustainable ways to meet their social,
economic and material needs and improve the quality of their lives’ (Department
of Constitutional Development 1998: 17). According to the White Paper, the main
characteristics of developmental local government are:

® maximising social development and economic growth — stimulating local
economies and job creation;

® integrating and co-ordinating the efforts of all developmental actors — mainly
through integrated development planning;

e democratising development — harnessing the input and energy of local citizens;
and

¢ leading and learning — building social capital at the local level to enable local
solutions to development problems (ibid: 18).
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The key outcomes that the White Paper envisages developmental local government
achieving are:

e provision of household infrastructure and services;
e creation of liveable, integrated cities, towns and rural areas;
e Jocal economic development; and

® community empowerment and redistribution.

7.1.2 Local government institutions

South Africa’s land mass spans around 1.2 million square kilometres, inhabited by
close to 48 million people (Statistics South Africa 2007). Yet the country has only
278 municipalities, making South Africa home to some of the world’s largest local
governments in terms of both area and population.’

There are three types of municipalities: metropolitan, district and local. There are
eight metropolitan municipalities, which are single-tier local government structures.
Outside these areas the country is divided into 44 district municipalities. Each district
comprises a number of local municipalities, usually between three and five. There are
226 local municipalities in total.

Municipalities are responsible for important services such as water and sanitation,
local roads, refuse removal, town planning, electricity reticulation and environmental
health services. They develop and maintain parks, recreational facilities, markets and
local transport facilities. In addition to these constitutionally guaranteed functions,
they often perform further functions including housing delivery, primary healthcare
and community services such as developing and running libraries and museums. Taken
together, these functions position local government at the epicentre of much-needed
physical and social development in South Africa.

As directed in the Local Government: Municipal Systems Act (2000), municipalities
must produce and annually review Integrated Development Plans (IDPs), which are
intended to be the building blocks for the entire government’s service delivery and
infrastructure planning.

Property taxation

Property taxation is an important source of revenue for municipal services and,
as indicated earlier, has been constitutionally guaranteed as a taxing power for
municipalities. Historically, property rates have always been an important mechanism
to fund municipal services, albeit as part of a diversified basket of revenue sources
and not across the board. Kihato and Berrisford (2006: 33) note that under apartheid
tax collection in white municipalities was ‘generally high and well received’, in
part because residential owners enjoyed generous rebates and the substantial profits
generated from the provision of electricity and water made up for the loss of income.
Property taxation in rural areas was largely non-existent before the recent changes
to the local government and property-rating regime. The White Paper remarks that
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‘while [it] is by no means the sole source of municipal revenue, it is an important
source of discretionary own revenue’ (Department of Constitutional Development
1998: 114). Municipalities rely on property rate income to fund other services, access
to which is not limited to specific consumers.

Nevertheless, the White Paper expects municipalities to use their powers to levy
property rates for more than simply raising revenue. It refers to the ‘need to develop the
criteria for evaluating alternative property valuation systems, within the framework of
alleviating and addressing poverty’ (ibid: 115). It also warns that this must be subject
to clear policies and procedures, and that any tax relief ‘should be clearly indicated
in a transparent and consistent manner in the budget of a municipality’ (ibid).
Furthermore, the White Paper noted the importance of latitude for municipalities
‘to make certain decisions concerning the nature of the property tax in their area of
jurisdiction, which reflect their unique circumstances and local economic objectives’
(ibid). By 1998 the policy intention was thus that municipalities would deploy the
instrument strategically to achieve developmental outcomes. As discussed below,
the legal framework still leaves considerable discretion to municipalities to make
decisions in this regard.

7.1.3 The current context: local government ‘in distress’

The constitutional, statutory and policy framework for local government in South
Africa is sound and the progress made to date is impressive.* However, the challenges
remain daunting. Many municipalities battle huge service delivery and backlog
problems. Communication and accountability relationships with communities are
often poor, and many municipalities experience internal governance issues and
sometimes even corruption and fraud (Department of Cooperative Governance and
Traditional Affairs 2009). Municipalities are often characterised by poor financial
management, resulting in negative audit opinions (Department of Cooperative
Governance and Traditional Affairs 2009). A lack of scarce skills such as engineering,
financial management and planning seriously frustrates the ability of municipalities
to implement their developmental mandate (ibid). Communities across South
Africa are dissatisfied with the progress made. The image of communities protesting
against service delivery backlogs, maladministration and corruption has become a
common occurrence. Recent research indicates that, from 2007 to 2011, there was
an average of 11.6 protests per month in South Africa, but the first eight months
of 2012 averaged 28.3 protests. Not only is the number of protests on the increase,
they are also becoming more violent, with 79.2 per cent of protests turning violent
in the first eight months of 2012 (De Visser and Powell 2012). It is clear that local

government is in distress.

Another manifestation of dissatisfaction with local government performance is the
phenomenon of ratepayers withholding the payment of property rates and service
fees. While community protests generally originate in the townships, the withholding
of payments is led by well-organised ratepayers’ associations, generally comprising
middle- and upper-class residents. In response to administrative malaise and the lack
of service delivery, ratepayers declare disputes with the municipality and cease paying
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their taxes. Instead, the moneys are paid into a common bank account and released to
the municipality only when service delivery improves (Powell et al. 2009).5

Property rating by municipalities thus takes place within a context of a promising
institutional framework, but with serious problems in terms of local government’s
capacity to implement the system effectively. Indeed, many rural municipalities do not
levy any property rates at all, despite their constitutional authority to do so. High levels
of poverty and the difficulties of valuing properties and administering the tax are cited
as reasons for the absence of property rating in rural areas (National Treasury 2011).

7.2 Legal and policy framework for property rating

As noted earlier, section 229 of the constitution empowers a municipality to impose
rates on property. This constitutional guarantee manifests itself in at least two ways:

® First, the power of a municipality to impose a rate on property stems from the
. . . 6 . . . . ¢ . y
constitution itself® and is described by the Constitutional Court as an ‘original
power.” Before the interim constitution, all municipal powers, including the
rating power, were ‘delegated’ powers conferred on a local authority by another
organ of state.’

e Second, even though the constitution also enables the national government to
regulate this power, such regulation must respect municipal discretion to establish
policy and determine rates. For example, legislation in the Eastern Cape which
required provincial permission for the imposition of a rate of over two cents
in the rand was struck down in CDA Boerdery (Edms) Bpk v Nelson Mandela
Metropolitaanse Munisipaliteit. The Supreme Court of Appeal held that this
requirement was a product of the pre-1994 dispensation, ‘tailored to its hierarchy
and matched to the Administrator’s supervisory control over municipalities and
his executive role in relation to them.” Under the 1996 constitution, the judge
continued, the Premier enjoys no ‘special supervisory powers over the exercise of
local government functions, or special duties in relation to the determination of
rates.’!0

This does not mean that the municipality’s power is unfettered. Section 229 of the
constitution itself provides that the rating power ‘may not be exercised in a way
that materially and unreasonably prejudices national economic policies, economic
activities across municipal boundaries, or the national mobility of goods, services,
capital or labour’. Second, the Local Government: Municipal Property Rates Act
(MPRA) of 2004 contains a framework within which municipalities must perform the
property rating function.

Under the MPRA, only metropolitan and local municipalities may levy property
rates. Rates are levied on land and improvements, and the owner of immovable
property is liable to pay the property rates to the municipality. The market value of
the property is the basis for valuation, which is carried out by professional valuers.
Municipalities determine the tax rate and, importantly, the rate may differ from one
category of properties to another. However, as indicated above, municipal discretion
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is subject to certain limitations imposed by the constitution and national government.
For example, under the MPRA national government may set an upper limit on the
percentage by which rates in the rand (R) for specific categories may increase. The
national government may also set an upper limit on the percentage by which the total
revenue derived from rates in all or specific categories may increase. Furthermore,
the national government may determine maximum ratios with respect to differential
rating and has indeed promulgated those.

7.2.1 Reliance on property rates

User charges (electricity, water, sanitation and refuse) are by far the largest contributors
to municipal revenue (National Treasury 2011: 58; 2007: 13; Tshangana-Hickey 2009:
5). National transfers are the second largest source of revenue for local government,
calculated at 32.6 per cent in the 2009/10 budget year (National Treasury 2011: 59).
Property rates come in third, but the fact that a large proportion of user charges levied
by municipalities has to be paid over to bulk providers (National Treasury 2011: 58)
and that a significant proportion of national transfers are conditional'! emphasises
the important role that property rates income plays in the municipal budget. The
municipality depends on this income to fund services for which no user charge can be
levied. Examples are municipal roads, parks, street lighting and storm-water systems
(National Treasury 2011: 40).

Broadly, property rates form about one fifth of the operating budget of a metropolitan
municipality and about 15 per cent of the operating budget of a local municipality
(National Treasury 2007: 14, 17; Tshangana-Hickey 2009: 5). Income from property
rates grew at a modest pace between 2001 and 2009, and this income stream held up
well during the Global Financial Crisis (National Treasury 2011: 58-59). Property
rates as a percentage of the country’s gross domestic product (GDP) have remained
constant at about 1 per cent (National Treasury 2011: 50).

The introduction of the MPRA, with its full effects felt only from 2008, is predicted
to accelerate the growth of property rates income. The National Treasury expected a
10 per cent increase in property rates income in the medium term (National Treasury

2007: 14, 17; 2011: 60).

The extent to which municipalities actually collect the property rates that are due to
them is difficult to measure for a number of reasons. First, municipalities generally issue
a composite account, which may comprise water, sewage and electricity charges along
with property rates. Defaults on that account are not immediately attributed to any
specific item, so that reporting on fiscal efficiency does not separate property taxation
from service charges. Second, both the system and scope of property valuation have
undergone drastic changes in recent years. Comparisons between the potential of
these new valuation rolls and the actual collection of property rates have hardly been
made yet, let alone aggregated to figures that represent general trends.

However, while the specific rates portion of consumer debt may not be easily identified,
there is ample evidence for the assertion that the overall debt (including both property
rates and service charges) is massive.!? This consumer debt is a serious impediment
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to municipal operations. It can be attributed to a combination of failing revenue
management (integrity and accuracy of billing systems) on the part of municipalities
(National Treasury 2011: 68); unwillingness to pay on the part of consumers
(National Treasury 2011: 209) and sometimes government departments; but also to
the impact of poverty on the ability to pay. Any municipal efforts to use property
rating for developmental purposes will need to be accompanied by improvements in
fiscal efficiency.’?

7.2.2 Municipal property rates policies

The MRPA requires every council to adopt a binding property rates policy, which
must contain and give insight into policy choices the municipality is making when
levying rates. The MPRA also instructs municipalities to pursue local, social and
economic development in their property rates policies. The law thus envisages that
municipalities use their property rates policies in a developmental manner. The
MPRA more specifically places a number of demands on the content of the policy. For
example, the policy must take into account the effect of rates on the poor!# and include
appropriate measures to alleviate their rates burden.!® Relief cannot be granted other
than in accordance with the policy. The impact on public benefit organisations must
also be considered, and the policy must take into account the effect of rates on public
infrastructure.'® In addition, the Act requires special consideration of agricultural
properties: the extent to which they receive services, contribute to the local economy
and assist in meeting development obligations, and the contribution that is made by
them to the welfare of farm workers, a particularly vulnerable group in South Africa.

The policy must furthermore set out the system of differential rates for different
categories of properties,!” and provide criteria for any differentiation between
categories of properties or owners of properties for the purposes of rates exemptions,
rebates or reductions, or increases in rates. Exemptions, rebates and reductions must be
identified and motivated in the policy.!® Finally, the policy must provide information
about the impact that the MPRA and the municipality’s own policy decisions will
have on the level of rates revenue.

On the adoption of a rates policy, the municipality must pass a by-law to give effect
to its implementation. This ensures that the choices made in the policy can be made
legally binding on the municipal community. The policy and the by-law are long-term
strategies. Actual rates are determined annually with the passing of a property rates
resolution setting the rates for the different property categories.

This chapter focuses on the use of property rates as an instrument to facilitate
development. It is therefore prudent to briefly introduce the menu of instruments
from which a municipality may choose to differentiate or provide tax relief.

7.2.3 Differential rating

As indicated earlier, the law allows municipalities to apply differential rates, and
municipalities have significant leeway in adopting differential rating regimes. They
may choose amethod of identifying categories, identify categories from a predetermined
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list and add their own categories (Steytler and De Visser 2007: 13—-34). Forthcoming
changes to the MPRA suggest this leeway will be reduced in that municipalities will
be limited to choosing from a predetermined list of categories (Local Government:
Municipal Property Rates Bill 2011). Also as noted previously, the extent to which
the rating may differ across categories is curtailed by the promulgation of maximum
ratios by the national government.

Bird and Slack identify three grounds to justify differentiated taxes. First, fairness
may dictate that the tax should correlate to the benefits received from local public
services (Bird and Slack 2004: 37). This is true for South Africa. Certain categories
of properties, such as agricultural properties, tend to receive fewer benefits from local
public services than residential properties or business properties. Second, the local
government may want to impose a higher tax on the tax base that is ‘least elastic’
(Bird and Slack 2004: 37). In South Africa, the identification of business properties
as a distinct category that is ‘less elastic’ has enabled municipalities to impose a
higher rate on those properties. The third justification mentioned by Bird and Slack
is particularly relevant in the context of this chapter, namely that variation can be
used to achieve land use objectives (Bird and Slack 2004: 37). Property taxation then
moves beyond the mere collection and redistribution of income to attempting to
influence behaviour. The most common example in South Africa is the imposition of
a higher rate on vacant land as a distinct category, in order to stimulate development
and discourage speculation.

7.2.4 Exemptions

As with any property rating system, certain properties are exempt from rating.
Municipalities may identify specific categories of properties or property owners for
exemption, while some exemptions are already granted by the national government.
The MPRA defines certain generic exemptions, such as nature reserves, mineral rights
and places of worship.

Exemptions have been criticised in international literature because they narrow the
tax base of municipalities. Therefore, the taxes on the remaining taxpayers must
be increased or the level of local services must be decreased. Additionally, they are
likely to result in disproportionate tax burdens. This is troublesome, especially when a
higher-level government determines what is exempt (Bird and Slack 2004: 26).

In South Africa, it is becoming common for the national government to pursue its
national policy objectives by imposing exemptions which municipalities are then
obliged to follow. Its constitutional power to ‘regulate’ property taxation permits
national government to do this. For example, nature conservation, a responsibility of
national and provincial governments, may be pursued by prohibiting municipalities
from levying property rates on property classified as such. This is discussed further below.

7.2.5 Reduction

As indicated earlier, rates are calculated annually on the full market value of a
property. However, the municipality may, with respect to a category of properties or
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property owners, subtract an amount from the market value, thereby reducing the
rates liability.!” Some reductions are mandatory, but the municipality may also, in
terms of its rates policy, add to the list.

In terms of developmental objectives, an important generic reduction is the so-called
‘residential exclusion’. The MPRA excludes the first R15,000 of every residential
property from the rateable value of that property, and thus introduces a very mild
form of graduated property rates.

7.2.6 Rebates

Municipalities may grant rebates to specific categories of properties or property
owners. These do not affect the rateable value of the property or the rate that applies
to it. Rather, they are discounts granted by the municipality on the ultimate rates
liability with respect to a specific property. Rebates are often granted on the basis
of an application made to the municipality and may therefore involve considerable
administrative effort. It is usually the profile of the owner, rather than the profile
of the property, that attracts the rebate (Steytler and De Visser 2007: 13-39). The
municipality must set out criteria for rebates in its rates policy. It is free to formulate
its own categories, but the Act lists owners that are indigent, dependent on social
welfare, temporarily without income or struck by disaster as examples of categories of
owners that may be considered for rebates. Importantly, the Act also lists ‘bona fide
farmers’ as possible recipients of rebates.

7.2.7 Accounting for discounts

Transparency and accountability in the reduction of property rates liability for
specific categories is critical (Bird and Slack 2004: 26). Bird and Slack advise that
the properties in question should still be valued so that the municipality can be clear
about the taxes that could have been collected.

This principle was already expressed in the 1998 White Paper (see above) and is
followed in South African law. The MPRA requires all exemptions, reductions and
rebates granted by the municipality to be listed and tabled by the municipal council.
The municipality must indicate the implicit cost of all exemptions and rebates in an
annual statement, and projections regarding revenue to be foregone must be included
in the annual budget.

7.2.8 Expectations: South African national and provincial policy frameworks

Various national and provincial policy frameworks are expressing the expectation
that municipalities use property rating as an instrument to stimulate local economic
development. The White Paper on Local Government and its reference to the
developmental use of property rating was discussed earlier in this chapter. The
National Framework for Local Economic Development, a more recent policy
statement, remarks that ‘in promoting the local economy, the primary focus of
municipalities should be upon [among other things] managing a progressive property
tax system’ (Department of Provincial and Local Government 2005). Furthermore,
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the framework lists property rating as an instrument that municipalities can use when
they compete among themselves ‘to get the best out of each area’ (Department of
Provincial and Local Government 2005: 15). The framework itself does not provide
any advice to municipalities as to how best to use property rating to achieve these
objectives.

Another example is the Western Cape Rural Land Use Planning and Management
Guidelines, which envisage that municipalities will incentivise the consolidation of
conservation estates through property rates discounts (Western Cape Department
of Environmental Affairs and Development Planning 2009: 23). Therefore, there is
an expectation that municipalities will choose to forfeit revenue to achieve nature
conservation objectives, despite the fact that nature conservation is not part of a
municipality’s mandate.

7.3 Arguments against using property rates for
developmental purposes

It is clear that South African municipalities must use their power to differentiate
and offer property rates discounts in a balanced manner. However, the international
literature appears to view differentiation and the granting of property rates relief with
a dose of scepticism. Some of the most important arguments used to caution against
liberal use of property rates differentiation and discounts are discussed below.

One of the most important determinants of a successful property rates regime is the
administration of it. According to Bird and Slack, ‘[n]o area of taxation is more
dependent on administration’ (2004: 41). A property rating system should thus
not be unduly complicated and it should be relatively easy for local officials to
administer. The imposition of a myriad of different rates and instruments for granting
tax relief could complicate the rating system. This dimension is particularly relevant
in the South African context. The property rates regime is new, and skilful and
experienced administrators, necessary to implement and administer complicated tax
relief instruments, are in desperately short supply.

Transparency and certainty are also key values in property rating (Bird and Slack
2004: 40). If differentiation and tax discounts result in a lack of transparency and their
administration is vulnerable to capture by local groups or individuals, they may become
an instrument to benefit individuals or individual institutions rather than a strategy to
achieve development. Similarly, property taxpayers should be able to ascertain, with
a degree of certainty, how the property tax regime operates and how the criteria for
differentiation or discounts will be applied to them. A lack of certainty will generally
disadvantage taxpayers, and incentives do not work if it is unclear when they apply.

[t is sometimes argued that property rates differentiation and rates relief are likely to
create unwanted distortions. First, the differentiation is not always based on the level
of municipal services received. Therefore, landowners may face different treatment
while using the same level of municipal services. Second, the differentiation may have
implications for economic competition: differential treatment means that owners or
managers of taxed properties face higher costs than those of exempt properties (Bird

and Slack 2004: 5).
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Municipalities may want to use property rates relief to encourage activities that are
particularly desirable from a developmental point of view. While acknowledging
the need for favouring certain property holders to encourage their presence in the
local community, Bird and Slack argue against the use of property tax exemptions to
achieve this: they express a preference for direct grants in that context (2004).

Attempts to incentivise behaviour and mitigate rates liability often reduce the
municipality’s revenue from rates. It may be argued that local revenue generation
is too precious a commuodity to sacrifice at the altar of local policy-making and local
redistribution. Local revenue generation is not only critical to enable the funding of
local public services, but also indispensable to establish local accountability for those
public services. Yet local governments are often the first to be requested or instructed
to give up their own revenue, be it in response to national anxiety or as part of a tax
relief effort.

One of the reasons for municipalities to use property rates differentiation or
discounts is to redistribute resources from wealthier to poorer communities within
their areas. However, in intergovernmental fiscal policy circles it is often argued that
redistributive efforts are best administered at the central level. Decentralisation of
revenue generation has the potential to aggravate regional inequity (Fjelstad 2001:
148), and sceptics of redistribution at the local level argue that localised decision-
making surrounding revenue generation tends to ignore externalities (Ajam 2001:
126; Prud’ Homme 1994: 15). Even property taxation, as an immovable tax, is not
immune from that effect. For example, higher property taxation of businesses may
make sense from a redistributive perspective, but the cost impact of that taxation may
be exported to consumers of the relevant goods and services outside the municipality

(Bird and Slack 2004: 39).

On the other hand, it may be argued that an outright rejection of any redistributive
role for local government can no longer be supported, given the momentum towards
a role for municipalities that moves beyond the quest for the most efficient retailer of
services into a broader well-being or developmental objective that inevitably implies
redistributive elements.?°

In South Africa, both the policy context and the size of municipalities signal a clear
departure from the position that local governments have no redistributive role.
Policy and legislative instruments governing local government in South Africa are
awash with references to redistribution. The White Paper on Local Government lists
‘community empowerment and redistribution’ as one of the developmental outcomes
of local government.?! Municipal boundaries must be demarcated with ‘the need to
share and redistribute financial and administrative resources’ in mind.?* Indeed, a
radical transformation of local government boundaries has followed, as illustrated by

Table 7.1.

As noted earlier, South Africa’s municipalities rank among the world’s largest and
arguably are thus well positioned to perform a redistributive role. However, while the
attempt to influence behaviour with taxation policy may be a dominant feature of
national taxes, the same may not hold true for property taxation by local governments.
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Table 7.1 Total number of municipalities in South Africa

Timeline 1994 1994/95 2000 2006 2011

Number of municipalities > 2,000 842 284 283 278

Bird and Slack argue that the level of property rates is generally set to make up the
shortfall between expenditure requirements and revenue from other sources: ‘Local
governments first determine their expenditure requirements. They then subtract non-
property tax revenues available ... from their expenditure requirements to determine
how much they need to raise from property tax revenues. The resulting property tax
requirements are divided by the taxable assessment to determine the property tax
rate’ (2004: 33; see also Steytler and De Visser 2007: 13). If property taxation is thus
primarily aimed at ensuring that the municipality is able to fund service delivery
and developmental activities from the expenditure side of its budget, the room to
manoeuvre is necessarily limited when it comes to the setting of differential rates and
the determination of tax relief measures.

This approach to setting a specific tax rate undoubtedly rings true for many local
government practitioners in South Africa. Nevertheless, it is clear that the
constitutional and legal framework expects more. Municipalities are tasked to
carefully consider and consult communities on a property rates policy and pursue
developmental objectives in that policy. This policy will have set the scene before the
specific tax rate or differential tax rates can be set by the municipality.

Another concern is the danger of expecting too much impact from property rates
variation and relief on, for example, business decisions (Bird and Slack 2004: 39).
If property rates account for a small proportion of business costs, a tax variation or
discount is unlikely to prompt businesses to change their behaviour or their location.
In that context, it is important to note that in South Africa the overall municipal
account (including rates and tariffs) falls below the international benchmark of 15
per cent of household income (Tshangana-Hickey 2009: 8). It is not unreasonable
to deduce from that that property rates are also unlikely to take up large chunks of
business expenditure.

In addition, the extent to which municipalities can link the property rates instrument
to local economic development may be limited by the regulatory framework. For
example, in South Africa municipalities are prohibited from rating any below-ground
structures used for mining. This puts a large section of the economy beyond their
reach. It prohibits municipalities from reaping the benefits of underground value and
limits the municipality’s ability to influence a mining company’s decision-making
through taxation policy.

7.4 A review of current South African practices

In order to examine how South African municipalities are making use of the
opportunities for property rates differentiation and rates relief, and how they are
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mitigating the risks and concerns mentioned above, the policies of the 20 largest
municipalities were examined. Policy strategies were organised into those that impact
the demand side (efforts to mitigate rates liability for vulnerable groups) or the supply
side (efforts to support or stimulate certain behaviour or enterprise) of the property
market.

The analysis reveals from the outset that the new system of the MPRA, with its closely
defined instruments for differentiation, has not yet fully translated into coherent
property rates policies across the board. Some of the policies make use of the various
instruments in a confusing manner. For example, when Ethekwini?} promises to rate
sporting bodies only on their buildings, this appears to be contrary to the MPRA’s
principle of rating land and improvements. A more innocuous example is Cape
Town’s 100 per cent rebate on religious properties, which is eclipsed by the MPRA’s
statutory exemption of religious properties. These are indications that municipalities
are still coming to terms with the instruments contained in the MPRA property rates
framework.

Many of the policies contain discretionary rebates, but often the actual discount
offered by the municipality appears to be a matter decided on the basis of criteria that
are not included in the property rates policy. This may give rise to disagreements, but
more importantly it detracts from the transparency of the property rates scheme. For
municipalities to maintain a credible property taxation system, more clarity needs to
be provided in the policies themselves — lest the discount become simply a matter of
negotiation between the property owner and the municipality.

What becomes clear upon comparing the policies is that, with regard to certain issues,
there is considerable variation in approaches among municipalities. For example, some
municipalities (such as Emfuleni and Mbombela)?* impose a higher rate on vacant land
in order to stimulate development and discourage speculation. However, municipalities
such as Msunduzi?® and Ethekwini appear to do the opposite by reducing the tax burden
on vacant land. Another example is the treatment of state property: some municipalities
offer rebates to state institutions (Johannesburg) while others levy additional rates
(Emfuleni, Mbombela). Assuming that this variation is a result of well-considered
policy choices, the importance and usefulness of local discretion is underscored.

Few municipalities appear to use property rates as an instrument to influence behaviour
related to specific geographically determined areas within the municipality. In other
words, few use property rating as a spatial planning instrument. Most geographically
targeted discounts refer to areas that have been struck by disaster. The sample
included only three rebates for property in designated areas such as industrial zones
or urban development zones (Mbombela, Emahlahleni, Mangaung).?® The City of
Johannesburg’s policy includes an incentive for people to move into the inner city:
rezoning into residential use in the inner city is awarded with a rebate.

The property rates policies contain a variety of measures to mitigate the rates burden
on institutions that perform activities that are socially desirable, such as:

e caring for the aged;

e offering education (public and private schools, universities);
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e culture and history (museums, libraries, monuments, art galleries);
e performing charity and welfare activities;

e caring for animals; and

e providing sports activities.

Many municipalities in the sample include measures that target vulnerable groups.
Most policies contain exemptions or rebates for indigent persons. Often, qualification
for these rebates is linked to registration on the municipality’s indigent register —
a comprehensive list of residents maintained by the municipality to enable it to
differentiate when it collects fees for services. Additional criteria (such as a maximum
property value) may sometimes apply.

The extension of the statutory residential exclusion of R15,000 to a more generous
level is a common occurrence in the sampled municipalities. This is a measure
designed to mitigate rates liability for poor households. In an extreme case, Cape
Town has increased the exclusion to R200,000. A number of other municipalities

have set the level between R40,000 and R80,000.

Hickey-Tshangana discusses the residential exclusion and concludes that the effect
is that many poor households escape the rates burden altogether. She concludes that
the residential exclusion is by far the easiest form of rates relief to administer and
that it is reasonably effective in targeting the poor. She also concludes that the effect
on revenue generated is minimal, as the rates income from that property segment
is modest. For example, while the residential exclusion in Johannesburg removed
almost a third of the number of properties from the radar screen, their combined
property value represented no more than 2 per cent of the entire valuation roll
(Hickey-Tshangana 2009: 17). The conclusion may be that residential exclusions
are a particularly attractive ‘poverty alleviation’ tool in a developing context. First,
the demands on tax administration are modest. Second, large income and wealth
disparities work in the municipality’s favour by producing a large pool of beneficiaries
while limiting impact on revenue.

Sometimes, specific vulnerable groups are identified in the policies that were
reviewed. For example, 7 of the 20 policies contain specific rebates or exemptions
for child-headed households, a particularly pernicious phenomenon often associated
with under-development, migrant labour and the HIV/AIDS pandemic. Even more
common is the rebate for pensioners and people with disabilities.

7.4.1 Encouraging developmental behaviour

Direct encouragement of ‘developmental behaviour’ can be found in the treatment of
agricultural properties. Municipalities clearly attempt to incentivise decent treatment
of farm workers, a particularly vulnerable group in South Africa. The sample includes
rebates for:

e offering permanent employment (one case);

e providing housing to farm workers (four cases);
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e providing water to farm workers (five cases);
e providing electricity to farm workers (five cases); and

e providing other educational/recreational services (four cases).

7.4.2 Stimulating local economic development

The sample includes a number of measures that are aimed at stimulating local
economic development by reducing the rates liability of particular enterprises.
Ethekwini and Mbombela encourage the tourism industry by including a rebate
for bed and breakfasts and guesthouses. Mbombela also offers a rebate to micro
businesses, plus one for farming activity that contributes to the local economy. Three
local municipalities (Makhado, Matjabeng and King Sabata Dalindyebo)?? have a
rebate for enterprises that conform to their local social and economic development
policies.

However, these examples of rates discounts that aim to directly stimulate economic
development are not encouraging. Apart from the rebate for tourism accommodation,
the discounts are loosely defined. It is not clear what a ‘micro business’ is. Similarly, a
farmer’s contribution to the local economy appears to be either a given or extremely
hard to determine. Finally, it is unlikely that a local business will be able to make
an informed assessment of whether it perhaps conforms to the social and economic
development policy of the municipality and should therefore apply for a rebate, let
alone include the rebate in its business calculations.

The sample also includes an interesting measure in Mbombela Municipality, which
assists property owners to weather the storm of a recession by offering a rebate ‘to
assist owners with the current economic situation’.

7.5 Summary and assessment

The constitutional and statutory framework for property rates in South Africa
permits and expects municipalities to use their authority to levy property rates in a
developmental manner. In South Africa, property rates differentiation and rates relief
are viewed as an expression of a developmental state, which is expected to intervene
in a balanced manner to correct distortions in the economy and society. These include
serious distortions in the South African economy, including gross racial imbalances,
huge income disparities and a dominance of large economic institutions (African
National Congress 2007). Municipalities thus operate from a firm ideological and
policy basis when they engage in making policy on property rating.

International literature cautions against overzealous use of property rating to achieve
developmental outcomes, and emphasises the need for municipalities to protect and
carefully administer their revenue sources. However, the review of the property rates
policies of the 20 largest municipalities shows that they are indeed making use of the
opportunity offered by the legal framework to differentiate and offer rates relief to
achieve policy objectives. The policies reveal a considerable array of differentiation
between property categories, often with a view to redistribute resources. They also
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include a number of tax relief measures aimed at poverty alleviation and the promotion
of economic, social and cultural development.

The policies can be critiqued for often employing differentiation and tax relief measures
without a clearly stated policy rationale. The effectiveness of these instruments also
varies. The exclusion of an initial amount of residential property value from rating
is easy to administer and appears to assist in reducing poverty without resulting in
huge amounts of revenue being lost to the municipality, particularly as part of the
exclusion is for rates that the municipality would in all likelihood not be able to
collect in any event. Some of the rebates to encourage local economic development
are not particularly well designed and probably not realistic. Common criteria such
as ‘compliance with the local social and economic policy’ and ‘making a contribution
to the local economy’ are somewhat arbitrary and difficult to implement. From a tax
administration point of view, they appear problematic and are not likely to go far in
facilitating local economic development.

By providing relief to institutions that provide important social or cultural services,
municipalities may encourage their presence and facilitate their work. These
relief measures are not necessarily new and probably compare well with how local
governments elsewhere levy property rates (albeit usually through centrally imposed
limitations). The measures adopted to encourage the decent treatment of farm workers
are examples of innovative use of the rebate instrument. It is important to note,
however, that these mechanisms are suggested in the MPRA itself. This indicates
that municipalities still rely heavily on the national framework for ideas.

Apart from the occasional reward for densification, few municipalities have included
instruments directly aimed at encouraging sustainable use of resources. This appears
to be an area where more policy innovation may be possible.

The apparent reluctance on the part of municipalities to innovate must be understood
within its context. First, this assessment may have come too early. The property rates
regime is new and required municipalities to implement significant technical reforms
in, among other things, property valuation. To date, no comprehensive evaluation
has been conducted of the impact of the new property rates regime and the policy
objectives it is meant to serve. It is expected that over time attention will shift from
managing the transition to exploiting the scope for policy innovation.

Second, a key question is to what extent the use of exemptions, rebates and exclusions
is actually costing municipalities revenue. As indicated earlier, the municipality is
instructed to make provision in its budget for revenue to be foregone as a result of
rates alleviation, and to report on this item. Research on the computation of these
municipal figures has not yet been conducted and falls outside the scope of this
chapter. A system-wide assessment is thus difficult to make. However, it does appear
that municipalities are reporting significant ‘revenue costs’ in the form of revenue
foregone as a result of rates alleviation.?®

Third, while municipalities in South Africa may enjoy constitutional protection,
their own revenue sources are continuously under threat. For example, the
national government seriously considered removing electricity distribution from
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local government. The perennial challenge of debt owed to municipalities may
also make municipalities reluctant to be liberal with tax relief.?’

Fourth, there are serious institutional constraints that prevent municipalities from
using property taxation to its full potential. Property rating in rural areas is still in
its infancy, given the levels of poverty, the difficulties in valuing properties and the
challenge in administering the tax (National Treasury 2011: 208). The low level of
trust in municipalities,’® which has resulted in widespread unwillingness to pay, also
seriously undermines property rating as a means to generate revenue and influence

behaviour (National Treasury 2011: 209).

Fifth, many municipalities face capacity constraints in the area of financial
management. The National Treasury bemoans ‘a general lack of the technical skills
and knowledge necessary for performing key duties in financial management from
an operational perspective’ prevalent in ‘most’ municipalities (National Treasury
2011: 87). Clearly, this lack of technical skills seriously hampers the policy-making
potential of municipalities in the area of property taxation. However, it is suggested
that the national and provincial governments are also partly to blame for the
deficiencies in property rates policies. The constitution is clear that national and
provincial governments must support local government in developing its capacity
(sections 154 and 155), and the national government is usually quick to boast about
the co-operative nature of its system of decentralisation. Yet the reality is that the
national government is unable to reach all municipalities with effective tailor-made
capacity building. Meanwhile provincial governments, which are better suited to
provide direct hands-on assistance, have not provided any meaningful support with
regard to property rating, because it is not an area where they have developed any real
capacity themselves.’! The result has been that most municipalities have had to rely
on their own inadequate resources and capacity to craft property rates policies.

A more adequate system of supporting municipalities in drafting property rates policies
would be likely to result in a more creative use of the scope offered by the MPRA.
This support should take the form of not only training, guidelines and standardised
templates, but also practical assistance to municipalities in making the necessary
calculations and predictions in order to take informed policy decisions surrounding
property rating.

The examination of municipality policies in this research project suggests that it
may have been rather ambitious to expect them to make considered choices about
the potential of property rating to influence specific behaviour relevant to the
developmental trajectory of their areas. It may also have been a tall order to expect
municipalities to implement and justify those choices in a refined policy, and even
predict and weigh up the budgetary consequences of those choices without access to
advanced policy-making and modelling capacity. Nevertheless, municipalities may
over time further explore the possibilities offered by the constitutional and policy
framework, moving towards a more progressive and developmental system of property
rating.

Thus a key lesson for other jurisdictions would be that the successful deployment of
property rating as a developmental instrument is contingent on the provision of strong



Property rates as an instrument for development 125

support to municipalities. This should include a robust legal framework that provides the
necessary tools to creatively use property rating, insists on transparent policy-making
and demands good administration. However, because expertise in rating administration
is hard to come by, particularly in a developmental context, support needs to go further.
The South African experience shows that local discretion in designing rating policies
may be desirable from a local democracy perspective, and offers opportunities for the
adoption of policies that are tailored to local circumstances. But it also makes clear
that the responsible design and implementation of instruments for rates alleviation
that have a genuine developmental impact is a complicated task that may go beyond
the capabilities of many a local authority. It is an activity that requires considerable
capacity building through sector-wide initiatives and the close involvement of central
(national or provincial) governments or international development bodies.

Notes

1 The author wishes to thank Jelani Karamoko, research intern from Harvard Law School, who
provided invaluable research assistance, and Tinashe Chigwata for editorial assistance. The research
for this contribution was made possible by South Africa’s National Research Foundation, the Ford
Foundation and the Charles Stewart Mott Foundation.

2 For a discussion of the history of local government and apartheid, see Steytler and De Visser (2007),
De Visser (2005) and Ismail and Mpaisha (1997).

3 Compare, for example, Spain, with a population size of 44 million and a total number of 8,108
municipalities.

4 For example, access to electricity has increased by 10 per cent since 2001, flush toilets by 6 per cent
and water by 4 per cent (Department of Cooperative Governance and Traditional Affairs 2009: 34).

5 The National Treasury cites a ‘weak social contract at the local level, which finds expression in
widespread unwillingness to pay for services’ as a factor that compromises local government’s ability
to levy property rates (National Treasury 2011: 209). See also pages 23, 45 and 70 for references to
the actions of ratepayer associations.

6 City of Cape Town v Robertson 2005 (3) BCLR 199 (CC) at para 62; CDA Boerdery (Edms) Bpk en 'n
Ander v Nelson Mandela Metropolitaanse Munisipaliteit en Andere [2005] JOL 14785 (SE) at para 6.

7 City of Cape Town v Robertson 2005 (3) BCLR 199 (CC) at para 56.

8 Fedsure Life Assurance Ltd and Others v Greater Johannesburg Transitional Metropolitan Council and
Others 1998 (12) BCLR 1458 (CC) at para 39.

9 CDA Boerdery (SCA) at para 35.

10 CDA Boerdery (SCA) at para 40.

11 The ratio between conditional and unconditional grants has moved from 35/65 in the 2006/2007
financial year to 45/55 in 2008/2009 financial year (National Treasury 2011: 56).

12 At the end of 2010, municipalities were owed a total of R62.3 billion, an increase of 10.8 per cent
from the same month in 2009 (National Treasury 2011: 61). However, both the National Treasury
(2011: 61) and the Financial and Fiscal Commission (2011: 45) note that municipalities are making
inroads in managing consumer debt.

13 This is buttressed by a warning in the constitution that ‘fiscal capacity and efficiency’ of municipalities
must be taken into account in the calculation of their share of nationally generated income (see
Constitution of the Republic of South Africa 1996, section 214(2)(e)). The fact that fiscal capacity
and efficiency has not yet found a place in the equitable share formula points towards a failure to
implement this constitutional instruction.

14 It has been suggested that municipalities should exempt owners who are recipients of old age or
disability grants (Department of Provincial and Local Government [DPLG] 2005: 8).

15 For example, it has been suggested that indigents’ properties should not be attached and sold because
of their inability to settle rates liabilities (DPLG 2005: 7).
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16 The Department of Provincial and Local Government (DPLG) suggests that excessive rating of public
service infrastructure may compromise the ‘competitiveness of the local (municipal) economies and
the entire South African economy vis-a-vis the international economy’ (2005: 9).

17 Section 8(2) of the MPRA includes a list of categories, including categories such as residential,
industrial, business and commercial, farm properties, smallholdings, state-owned properties,
public service infrastructure, state trust land, communal land, properties owned by public benefit
organisations etc. However, municipalities are free to determine their own categories, based on use,
permitted use or geographical location.

18 S 3(3)(e) MPRA as amended by s 21(a) Local Government Law Amendment Act 19 of 2008.

19 See s 1(1) ‘reduction’ MPRA.

20 See, for example, McKinlay Douglas (2006: 39-46) for an overview of the criticism of the public
choice theory as the single platform for explaining local government’s use. Section 2(1) of England’s
Local Government Act 2000 (c.22) postulates the economic, social and environmental well-being of
the area of jurisdiction as the object for which local governments ought to use their powers. Section
174 of the recently adopted Constitution of Kenya posits ‘equitable sharing of national and local
resources throughout Kenya’ as one of the objects of devolution of government. See also De Visser
(2005: 19-32).

21 See, for example, Department of Constitutional Development (1998, paragraph 2).

22 S 25(d) Local Government: Municipal Demarcation Act 27 of 1998.

23 A large metropolitan municipality incorporating Durban.

24 Emfuleni is one of three local municipalities comprising the Sedibeng District Municipality situated
in Gauteng Province. Mbomela (Nelspruit) is a middle-sized municipality and capital of Mpumalanga
Province.

25 Msunduzi (Richard’s Bay) is a large coastal municipality in KwaZulu-Natal.

26 Emalahleni is a local municipality situated in Mpumalanga Province, and is one of six in the Nkangala
District Municipality. Mangaung (Bloemfontein) is a metropolitan municipality and capital of the
Free State Province.

27 Makhado (Louis Trichardt) is in Limpopo province. King Sabata Dalindyebo (Umthata) is a middle-
sized municipality in the Eastern Cape. Matjhabeng (Welkom) is in the Free State.

28 For example, during the 2010-11 financial year the City of Cape Town forfeited R840 million in
property rates revenue, which amounts to 16 per cent of its total property rates income. Its neighbour,
Drakenstein Municipality, reported having foregone close to R41 million, which amounts to 21
per cent of its total property rates income. See City of Cape Town (2011: 167) and Drakenstein
Municipality (2011: 165).

29 As at 31 December 2010, municipalities were owed a total of R62.3 billion. See National Treasury
(2011: 60).

30 Confidence levels in local government are lower than in national and provincial governments, and
have not been higher than 50 per cent since 2006. See Lefko-Everett et al. (2011: 14).

31 The proposed Local Government: Municipal Property Rates Amendment Bill (9 June 2011, Government
Gagette 34357) includes provisions to compel provincial governments to take a greater interest in
supporting municipal property rating. The Explanatory Memorandum is telling in that it predicts that,
in order to implement these provisions, provincial departments responsible for local government ‘will
have to augment their establishments ... to perform hands-on monitoring of municipal implementation
of the Act’. At the same time, the memorandum emphasises that they ‘should ideally [already] have
commensurate establishments if they are to fulfil their constitutional monitoring and support role’. See
page 48 of the Bill. At the time of writing, the Bill had not been passed.
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Chapter 8

Alison Brown

This chapter addresses the crucial relationship between local government and the
urban informal economy, both to support local economic development and in the
fight against poverty. The chapter focuses on street vending as one of the most visible
and contested domains of the informal economy, which the author has studied over
many years (see, for example, Brown 2006; 2010; Brown et al. 2010).

Widespread informality has now become a structural characteristic of low-income
urban economies and contributes significantly to gross domestic product (GDP; see
International Labour Organization [ILO] 2007: 8). In many cities of the developing
world, the informal economy provides 60-70 per cent of urban jobs and up to 90
per cent of new jobs (ILO 2011). Informal work provides a crucial source of urban
livelihoods, particularly for young people entering the job market and new migrants
to cities. Although individual incomes are often low, cumulatively these activities
make important contributions to urban economies.

The term ‘informal economy’ embraces a wide range of occupations: the street traders
and porters of Asia, Africa and Latin America; service workers such as transport
operators, domestics or waste pickers; construction workers employed on day rates;
or home-based workers undertaking manufacturing piecework. An enterprise-based
description includes legal activities taking place either fully or partly outside formal
regulatory frameworks (Chen et al. 2002), such as enterprises that are not registered
or do not maintain formal accounts (ILO 2011). This includes, for example, selling
vegetables or T-shirts without a trading permit or site license. The term excludes
criminal activities, such as drug peddling or prostitution. Many informal enterprises
are small, with fewer than 10 workers, although not all micro-enterprises are informal.
The worker-based definition of the International Labour Organization (ILO) includes
non-wage, own-account workers, the self-employed in micro-enterprises and disguised
wage workers such as home-based and sweatshop workers, working in either the

formal or the informal sector, who generally lack social or legal protection (ILO 2002:
3; 2011; Carr and Chen 2001).

Local governments are at the forefront of managing informal economies, and in most
jurisdictions have significant legal and management responsibilities that impinge
on the urban working poor. Typically these include market management, highway
maintenance and safety, public health, public order and policing, town planning
regulations and local economic development. However, local governments are
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often heavily constrained in the creative management of local economies because
of fragmented departmental responsibilities, weak management capacity, outdated or
conflicting legislation or erratic financing. Policy is often poorly co-ordinated, with
several local authority departments having competing responsibilities, and as a result
many of the working poor face erratic enforcement, fines, bribes or evictions which
increase their vulnerability.

Within globalised economies, city governments have only limited scope to influence
local economic development, because external factors influence where investments
are made. However, what matters for urban poverty reduction is the extent to which
economic growth is labour-intensive and benefits local micro- and medium-sized
enterprises (Devas 2004). City governments have a critical role in ensuring access to
basic infrastructure and a secure place of operation if the economic potential of micro-
enterprises is to be realised (ibid), but there are major challenges for those faced with
large informal economies and competing claims over city space. The vested interests
of powerful property owners and developers, and aspirations to create a modern city
image, give little priority to the enterprise of the poor, whose potential to contribute
to a vibrant local economy is sometimes forgotten. It is easy to destroy jobs, but much
more difficult to create them.

The lack of reliable data on the scale of the informal economy — its employment
potential and economic contribution — means that policy and practice is often
ad hoc, with a limited information base on which to address needs and priorities.
The complexity of the informal economy is rarely understood — both the value
chains within which workers operate and their extended network of dependents.
The claim that those involved in the informal economy are not taxed is often
untrue — many pay daily fees and tolls to municipal collectors for the space they use.
Unfortunately there are few examples of good management practices on which to
draw as precedent, and where these exist they are easily reversed with a change in
political power.

This chapter first establishes a theoretical basis for examining relationships between
local government and informal economy workers, discussing urban regime theory
and debates on modernity and post-modernity as a conceptual framework. It then
explores approaches to managing the informal economy and street vending in the
Commonwealth countries of Tanzania, South Africa and India, asking why gains
which initially seemed favourable to informal economy workers were so difficult to
sustain.

In making recommendations for strengthening local government’s role in improved
management of the urban informal economy, the chapter draws on the work of
the global advocacy network — Women in Informal Employment: Globalizing and
Organizing (WIEGO), a network of member-based organisations of poor workers
(MBOs) supported by researchers, statisticians, practitioners and development
agencies — which campaigns for improved visibility and recognition for the working

poor, especially women (WIEGO 2012). WIEGO’s MBO groups are active in Asia,

Africa and Latin America, and together represent around 3 million workers.
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8.1 Conceptualising governance contexts

Why is it that from Dar es Salaam to Durban to Delhi street vendors are under threat?
Or, as Cross and Karides ask, what makes it acceptable to sell oranges from a shop
but not from a stall in the street (2007)? The concept of ‘governance’, referring to
the ‘mechanisms, processes, relationships and institutions through which citizens and
groups articulate their interests’ (United Nations Development Programme [UNDP]
1997, ch. 1), is used here to mean the collective institutions and mechanisms,
both formal and informal, through which decisions over urban management and
development take place. This section explores how urban regime theory! and debates
on economic modernisation explain the persistent exclusion of the informal economy
from urban policy agendas.

Urban regime theory, first introduced by Stone (1989) in his study of Atlanta,
Georgia, has become the dominant paradigm for describing the relationship between
governance and urban economies. Stone (2001) defined an urban regime as the ‘set of
arrangements through which a community is governed’, including the key elements of
a ‘purpose’ or slogan, and a governing ‘coalition of interests’, often between the local
state and private actors, that goes beyond a single organisation with no overall chain
of command and where power is seen as fragmented (Stone 2001; Elkin 1987: 18).

Stone (1989; 2005) suggests that governing arrangements stem from an alignment of
strategic connections in which elections, although important, are not the defining
factor. Such alignments have four key elements:

e an agenda or purpose addressing a distinct set of problems;

® a governing coalition formed around the agenda, often with both government
and non-government members;

e resources for addressing the agenda; and

e ascheme of co-operation through which the governing coalition’s members align
their contributions.

Thus power is exercised by elites who have the resources to pursue agendas, and, while
the composition of power may vary over different issues, elite power has an ongoing
existence and commonality.

In addressing the persistence of social inequalities, Stone argues that lower-status
groups are weakly positioned to contribute to governance (2005). Thus, developing
agendas that effectively tackle social problems requires an understanding of two key
questions: first, how can lower-status populations mobilise as active partners for change;
and, second, under what conditions can local government and non-government actors
partner to expand opportunities? Many measures by governments intended to reduce
inequality are merely token efforts rather than a genuine long-term expansion of
opportunity (Stone 2005).

Critics have highlighted the limitations of urban regime theory, first in analysing local
governance where politicians, rather than the local administration, are dominant
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(Dowding 2001; Dowding et al. 1999); and second because of its focus on the developed
world. Some argue that the theory’s original application in examining public—private
sector relationships was useful, but its use to study societal settings and the make-up of
governing coalitions is less appropriate (Mossberger and Stoker 2001; Stoker 1998).
Of note in urban regime theory is the assumption that the market economy is the
best economic system available, but that social equity is not a dominant objective
(Davies 2002). Nevertheless, the notions of ‘elite power’ and ‘coalitions of interests’
in analysing local economies are useful in exploring why gains initially supportive for
the urban poor are so hard to sustain.

Debates on modernity and post-modernity also suggest an agenda of exclusion of
informal economy workers from development agendas. Modernisation theory is based
on seventeenth-century ideals of the Enlightenment. From a Marxist perspective,
the industrial revolution and modernised economic growth mobilised the masses. A
competing version of modernisation was based on capitalism, although both ideologies
were based on the idea of economic growth. More recently the term has become
associated with the modernisation of industrial processes and the specialisation of
production.

Within the modernisation project, the role of the state was to foster economic growth
through large-scale industrial investment, with a view that small-scale enterprises
are inherently inefficient and thus not part of the modern dream (Cross and Karides
2007). The powerful alliance of interests between the state, land-owning classes and
capitalism drove the modernisation project forward. The petty economy was seen
either as ‘parallel’ or as a ‘transient’ phenomenon that would disappear once industrial-
led growth prevailed. Although there is now more emphasis on the potential of small
businesses to contribute to local economic development, this does not usually stretch
to encompass the ‘street entrepreneurs’ identified by Cross and Morales (2007).

Urban planning was among a number of instruments developed to enable
modernisation, with a belief that towns could be designed and planned by an
interventionist state. In the late nineteenth century, ‘modern’ urban planning
emerged to support the privatisation of urban land, and as a response to the
unsanitary conditions of early industrial cities (UN Human Settlement Programme
[UN-HABITAT] 2009: 10). Planning was seen as a technical and design-led process
often implemented through the legal instrument of the zoning plan, particularly in
the United States and many other planning regimes, which served the coalition of
power between city governments and elite economic and land-owning interests to the
exclusion of the mixed-use activities of poor neighbourhoods.

Post-modernity, argue Cross and Morales, represents an economic change resulting
in increasingly flexible systems of exchange and fragmented power relations, a
movement in which individuals attempt to regain control over their lives, reflected
in the renewed growth of small businesses since the 1980s (Cross and Morales 2007;
Inglehart and Welzel 2005). Far from being ‘backward, inefficient and detrimental
to national development’ as often perceived, Cross and Morales see informal
economy workers as ‘adopting reasoned reactions to local manifestations of today’s
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economic, cultural and social world’, partly a response to over-regulation which forces
entrepreneurs to circumvent the rules (Cross and Morales 2007: 7-10).

The key issue here is how local governments manage large numbers of independent
operators, and how informal economy actors create coalitions of interest as a basis
for negotiation. It is difficult for poorly resourced local governments to process large
numbers of small transactions — for example, collecting fees from street vendors —
and for the disparate enterprises in the informal economy to combine interests:
their bargaining power is often weak, and in general they lose out from major urban
development and the privatisation of public services. For example, street vendors
are often dispossessed in historic area improvements (Crossa 2009; Middleton 2003;
Walton 1998; Bromley and Mackie 2009), or by the introduction of new urban
freeways and rapid transit routes.

Furthermore, as is apparent from the case studies, participatory planning does not
always achieve lasting change, as powerful coalitions act to block the voices of the
poor. In Dar es Salaam, Durban and Delhi, participatory processes that gained fleeting
influence for grassroots organisations have established only fragile leverage in the
alliance of interests between state, land-owning classes and capitalist entrepreneurs.
Local governments continue to miss out on the potential for economic growth, while
the modernisation agenda does not allow space for micro-enterprises or recognise
their actions as a post-modern and ‘reasoned’ reaction to economic trends.

8.2 Approaches to the informal economy and street vending

The examples in this chapter examine initiatives in three different Commonwealth
countries to legitimise and manage the informal economy and street vending. Each
case demonstrates willingness by local government to innovate through enabling
national or city-level policies, but all have suffered setbacks in implementation
when broader interests came into play. The case studies also illustrate the crucial
problems of a vision that excludes the informal economy, and the lack of evidence
to demonstrate its innovation and reach. In Dar es Salaam an innovative pilot and
national formalisation project faltered; in Durban environmental improvement
projects have taken precedence over street vending; and in India a top-down national
policy is proving controversial in its implementation.

8.2.1 Petty trade in Dar es Salaam

In Tanzania, national and local policy towards street vending has fluctuated with
economic and political change. The 1967 Arusha Declaration heralded a process of
‘socialism and self-reliance’ that led to the nationalisation of major industries and the
introduction of a one-party state. Local government was abolished in 1972. However,
following a decline in local services, elected local government was re-established
in 1984, as was a national multiparty system in 1992. In most urban areas, local
government is a single-tier system (municipal, city or town level) supported by
administrative committees at ward and street (mtaa) level (Prime Minister’s Office

[PMQO] 2008).
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By-laws dating from the 1960s and 1970s made petty trading illegal, but the 1980s
economic crisis forced some accommodation, facilitated by three key factors (Brown
et al. 2010). First, the 1983 Human Resources Deployment Act required every able-
bodied person to work, and established the nguvu kazi hawker license (Tripp 1997).
Second, the Sustainable Dar es Salaam Project (SDP), a strategic planning project
initiated by UNDP and UN-HABITAT with Dar es Salaam City Council, heralded
a participatory approach to city planning. The SDP’s 1992 city consultation defined
‘petty trading’ as one of nine critical urban issues, leading to physical and management
innovations for street vending and a strengthening of traders’ associations (Nnkya
2004; Msoka 2007). Third, the near bankruptcy and suspension of Dar es Salaam
City Council in 1996 was followed in 2000 by the division of the city into three
new district municipalities, Ilala, Temeke and Kinondoni, which took over land-use
planning and market management, leaving the city council with reduced influence

(Brown 2006: 71).

In recent years Tanzania has seen strong economic performance, recording 52 per
cent cumulative growth of GDP between 2001 and 2007. Although the proportion of
people living in ‘basic needs’ poverty declined from 38 per cent in 1991/92 to 33 per
cent in 2006/07, persistent poverty among specific groups drives further urbanisation
and informalisation (United Republic of Tanzania [URT] 2002; Tideman 2009). The
2001 Labour Force Survey estimated that 34 per cent of male and 30 per cent of
female household heads worked in the informal economy (Lerise and Kyessi 2002).

From the late 1990s, several important reports on the informal economy pursued an
agenda of formalisation. The ILO’s Roadmap Study (ILO et al. 1999) highlighted the
costs and complexity of business registration, and sought to simplify registration and
absorb informal enterprises into the mainstream. In 2005 the well-known Peruvian
economist and strong proponent of land titling Hernando de Soto visited Tanzania.
His consultancy ILD undertook a major study of small-scale enterprise, finding that
that 98 per cent of all businesses in Tanzania operated ‘extra-legally’ and providing
recommendations that encouraged legalisation (ILD 2005a, 2005b). Meanwhile,
attitudes towards street vending hardened; it was seen by municipal officials both as
a public health risk and as undermining trade in designated markets (Mfaume and
Leonard 2004). In 2003 the nguvu kazi was cancelled, effectively making street vending
illegal, and from 2006 widespread evictions were ordered. In Temeke Municipality
alone there were 40,000 prosecutions of street vendors (out of an estimated population

of 250,000 vendors) in the six months from February 2007 (Lyons with Msoka 2007).

Several major new projects are now shaping the face of Dar es Salaam. Construction
contracts are being established for the Dar Rapid Transit system (DART), a
21-kilometre bus-based system running along major arterial roads, with costs for
Phase 1 estimated at US$92 million (ITDP 2008). The routing through busy markets
has displaced street vendors. In a commercial initiative designed to solve the problem
of street vending, Dar es Salaam City Council constructed a new 12-storey market
building for street vendors, but this is not located near a main pedestrian route and
vendors are reluctant to move in; it remained largely empty several months after
completion (Tangania Daily News 2011).
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The new district municipalities in Dar es Salaam lack capacity, and, despite the gains
of the 1990s and the revenue raised in market fees, street vending is seen by municipal
government as a management problem rather than a potential growth sector. A recent
study suggests that poverty eradication policies in Tanzania have not paid enough
attention to the growth of poor and very poor people’s incomes, and that the poor
operate in labour, service and commodity markets which are over-subscribed and lack
institutional support (Shepherd 2010).

8.2.2 South Africa and Durban’s informal economy policy

In South Africa a similar story of ambivalent policy on informal business is evident,
as illustrated through the struggles of Durban. From the late 1980s growing political
awareness in South Africa culminated in the 1991 Business Act, which removed the
barriers to informal activities and prohibited use of the ‘move-on’ regulations. This
resulted in a dramatic increase of street vending in all major cities (Lund and Skinner
2004; Skinner 2008). Local authorities reacted by calling for more powers of control,
and in 1993 an amendment to the Act permitted by-laws that designated ‘restricted’
and ‘prohibited’ trading zones, which enhanced local authorities’ ability to regulate
street vending and restrict the areas in which traders operate (Yale Law School 2011).

After the African National Congress (ANC) government was elected in 1994
there was considerable emphasis on rethinking the role and constitution of local
government, and in Durban from 1996 various transitional arrangements were put in
place. At first this was a series of local councils and a metropolitan council, leading to
the interim UniCity in 1999 and finally to the establishment of the unitary eThekwini
Municipality in 2000. The emerging municipality put considerable emphasis on
economic development, preparing a set of policy papers including the 1996 Green Paper
on Economic Development (Robbins 2005). The Economic Development Department
was created in 1998, and between 1999 and 2004 an ‘economic development flagship
fund’ and ‘regeneration fund’, with a peak operating budget of more than 350 million
rand (R) in 2002/03, supported capital investment in more than 30 projects, about
half of which were pro-poor in intent (Robbins 2005).

The emphasis of this programme was influenced by early work at Warwick Junction,
a major city centre market near the bus and railway terminals, which attracts perhaps
300,000 commuters a day. In the late 1980s trading at Warwick Junction had grown
rapidly, and by the mid-1990s a special team was set up to address the chaos in the
area. Officials rapidly concluded that the use of public space for trading was essential
to the future of the precinct, and embarked on an urban renewal programme based on
extensive consultation between city officials and traders (Robbins 2005).

The innovative programme at Warwick Junction included the provision of shelters,
a series of pedestrian walkways over dual carriageways, closure of a street to increase
trading space, a market for traditional medicine sellers and improvements to the fresh
produce market. By the mid-2000s Warwick Junction accommodated around 4,000

traders, generating an estimated annual turnover of R1 billion (Devey et al. 2006;
Lund and Skinner 2004; Skinner 2008).
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The success of initiatives at Warwick Junction encouraged the newly formed Economic
Development Unit to allocate significant research funds to a pioneering study into
informal traders in the city, which in 1997 identified 19,301 street vendors, of whom
about 10,000 were in the city centre and the majority (59 per cent) were women
(Skinner 2008).

The city council also developed the 2001 Durban Informal Economy Policy through
a participatory process, which recognised that the informal economy was critical to
economic development and should be recognised in the city’s economic strategy. The
policy committed the city to providing support for very small enterprises, recognising
the importance of worker organisations and exploring improved management practices
(Lund and Skinner 2004). For street traders the policy sought easier registration, site
allocation and area-based management based on experience at Warwick Junction.

Unfortunately the policy was not translated into effective implementation, while at
Warwick Junction lack of ongoing management and internal restructuring within
the municipality resulted in erratic enforcement and poor communication between
the municipality and traders (Robbins 2005). In November 2004 a Public Realm
Management Project was allocated major funding, and 50 additional police officers
were appointed to improve the image of the city. By 2005 armed constables were
deployed to stop ‘illegal, unlicensed street trading’, evicting all traders without
permits — although only 872 permits had been issued for the estimated 19,000 traders
(Horn 2005).

Activists see the 2004 announcement that South Africa was to host the 2010 soccer
World Cup as a turning point, although the press cited conflict with city centre
businesses as the reason for the crackdown. In response, street vendor organisations
launched a ‘World Class Cities for All’ campaign, and mounted a successful legal
challenge to redevelopment plans that would have replaced part of the Warwick
Junction trading space with a mall (StreetNet 2006).

8.2.3 India’s national street vendor policy

In India, management of street vending is a state function. The federal government
has been proactive in establishing a new policy context in response to lobbying by
street vendors, but its implementation is erratic. In October 2010 the Indian Supreme
Court affirmed that hawking is a fundamental right under the Indian Constitution,
requiring the enactment of new legislation on street vending to respect that right
(Yale Law School 2011). The judgement came after more than a decade of action by
street vendors, providing new legitimacy in the relationship between street vendors
and the state.

The National Association of Street Vendors of India (NASVI) was formed in 1998
with the objective of achieving national recognition for India’s estimated 10 million
street vendors. NASVI is a coalition of more than 540 trade unions and community-
based organisations of street vendors, representing more than 3.5 million vendors.
Over the last decade NASVI has successfully lobbied for the introduction of a
National Policy for Urban Street Vendors (NPUSV), published in 2004 and revised in
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2009 (Ministry of Housing and Urban Poverty Alleviation [MHUPA] 2009), and it

is now campaigning for the introduction of legislation protecting street vendors. The
NPUSV draws on Articles 39a and 39b in the Indian Constitution, stating that:

e citizens, men and women equally, have the right to an adequate means of

livelihood; and

e ownership and control of the material resources of the community are so
distributed as to best serve the common good.

The aim of the policy is to recognise the contribution of street vendors to society, and
to respect street vending as a major initiative for urban poverty alleviation (MHUPA
2009). Its objectives include:

e giving vendors legal status through amending relevant laws and regulations;

e providing legitimate hawking zones with nominal fee-based regulation;

¢ including spaces for street vending in urban development and zoning plans; and
® encouraging participatory conduct of urban vending activities.

The policy introduces an interesting concept of ‘natural markets’, where a significant
flow of pedestrians or general traffic creates a commercial demand (e.g. at bus stations).
The policy recognises that demand for street vendors’ wares is often at highly specific
locations, and argues that city authorities should provide for natural markets in layout
plans and that hawking should be permitted elsewhere except in areas designated as
‘no-vending zones’. Designation is established by a town vending committee, made
up of representatives from municipal government, traffic and local police, and market
and vendors’ organisations (MHUPA 2009). Unfortunately the ‘no-vending zones’
can be quite extensive and have been used as a prohibitive tool, rather than as part of
a wider enabling approach.

The 2009 draft of the National Policy was accompanied by model legislation, which
has to be enacted by states. NASVI has been critical of the lack of progress, as the
policy was implemented in only eight states by 2010. Meanwhile in New Delhi
the 2010 Commonwealth Games was used to justify evictions, which are explicitly
prohibited by the policy (Yale Law School 2011). About 50 street-vending sites were
closed and around half of these have not been re-established.

The crucial importance of the National Policy is its recognition that vending is
a legitimate urban activity to be supported in the process of urban development.
However, the policy leaves much unresolved. The relationship between state,
urban local bodies and town vending committees is unclear, and the balance of
trader interests on the vending committees is not specified. The policy suggests
a simple process of registration for a nominal fee without quota restrictions or
prior residential requirements, which may be difficult to enforce. However, local
designation may lead to large swathes of land where street trading, once tolerated, is
now prohibited. The choice of department with enforcement powers is also crucial,
as eviction is the threat that most traders fear. As Skinner has said, ‘moving street
trading responsibilities from the traffic department is essential if local authorities



138 New Century Local Government

are to manage and develop the informal sector, rather than simply enforce by-laws’
(1999: 27), yet effective enforcement is often carried out by traffic police under s.283
of the Indian Penal Code 1860.

8.3 Developing capabilities

[t is evident from the case studies that local governments have a number of problems in
managing informal economies. First is the difficulty of finding ways to generate revenue
from the informal economy, as street vending and other informal work is usually
managed by the lowest tier of local government, which may be the least well equipped
to collect fees or set up accessible licensing processes. Many street vendors, for example,
can only afford to pay daily fees, but collecting the fees and payment details is difficult
when authorities themselves lack capacity (such as access to computers).

Second is the problem of conflicting responsibilities of different local government
agencies. For example, municipal police may wish to keep streets open for traffic
circulation but, as in Durban, economic development policy may favour use of the
public realm by micro-enterprises.

Third is the lack of data on the informal economy, which is usually difficult to capture
because of the large number of small operations involved. WIEGO has developed
programmes on urban policies and statistics to improve understanding of the
potential role that the informal economy can play in local economic development,
and to strengthen the capacity of local government in effective and pro-poor
urban management (WIEGO 2012). But measurement of the informal economy
is inherently difficult, partly because of definitional problems and partly because of
paucity of data. Residual methods are being developed to combine statistical data
from economic surveys measuring formal employment, and household surveys or
census data (labour force surveys or population censuses). Informal employment is
calculated as the difference between total employment and formal employment (in
non-agricultural sectors). Sometimes data can be disaggregated to show employees

and the self-employed (Heniz and Vanek 2010; Wills 2009).

WIEGO’s urban policies programme is undertaking informal economy budget
analyses which, drawing on traditions of participatory budgeting, explore how
different government budgets address the needs and interests of informal workers, and
identify opportunities for informal workers to participate during budget preparation
(Budlender 2009). Pilot studies have been undertaken in Belo Horizonte, Brazil; Ravi
Town, Lahore, Pakistan; Quezon City, the Philippines; and Lima, Peru. Different
methodologies are adopted for different contexts, and the analysis covers central,
state and local programmes (Budlender 2009; Budlender et al. 2004).

The programme is also exploring how training curricula can equip the next generation
of urban professionals to support the informal economy, and WIEGO has signed a
Memorandum of Understanding with the Association of African Planning Schools
to provide training support. However, the most crucial problem is the political will
to explore the needs of informal economy workers, and recognise their economic
potential.
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8.4 Conclusion

The challenges for ‘new century’ local government are legion, and the case studies
demonstrate the extraordinary difficulties of embedding pro-poor approaches to the
informal economy in municipal policy development. Mayors and city directors often
strive to improve the quality of life for their citizens, but the discourse of modernisation
based on notions of order imported from the developed world ignores reality on the
ground, and tentative gains are often reversed where more powerful coalitions of
interest come into play.

Lack of effective fee collection means that the revenue potential of the informal
economy is not fully exploited. Although local officials may see the informal economy
as avoiding taxation, in practice street vendors and others pay significant amounts in
local authority fees or bribes. Vendors often indicate a willingness to pay more for the
security to trade and access to basic services. The challenge is to capture payments
within the local government revenue stream — for example, through co-operative or
private management of major trading sites or through the creation of an arms-length
body with a specific mandate to promote the informal economy and generate revenue
to cover its costs.

In Durban success was based on the existence of a fairly well-resourced unitary
authority, a strong political emphasis on economic development and excellent pilot
work undertaken in partnership with street vendors at the busiest vending location
in the city. By contrast, in Dar es Salaam the creation of a two-tier system of local
government meant that powers to manage the informal economy were mostly moved
to the less well-resourced lower tiers, and the emphasis on business formalisation
created a new coalition of interest between elite businesses and government that gave
less priority to urban street vendors. In India street vending comes under a state/local
government jurisdiction, so the well-researched federal policy is only advisory.

All three case studies illustrate fluctuating commitment towards the informal
economy, which may be tolerated or even accommodated until it comes into collision
with more powerful interests. As was especially the case in Durban and Dar es Salaam,
tentative measures to accommodate street vending eventually reverted to a more
conventional elite-focused role. This illustrates both the potential and the difficulties
of embedding pro-poor approaches to development in municipal policy development,
and the importance of understanding how elite power may undermine innovative
local government initiatives.

Urban regime theory suggests that strong coalitions of socially excluded groups
combined with a fundamental rethinking of the role of local government are essential
to consolidate effective pro-poor change. A shift by local authorities from ‘government’
to ‘governance’ would require a corresponding attitudinal change in the exercise of
their powers and responsibilities, so that local government’s role goes beyond mere
service delivery to holding powers in trust for communities and supporting them in
pursuing their goals. This also means a shift from positioning local government as
an outpost of central administrations, to one of community leadership in enhancing
local well-being.
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The crucial issue remains that the informal economy is too often perceived as
backward, marginal and disconnected from economic innovation and global value
chains. Yet in many instances the reverse is true. Many street vendors adopt flexible
strategies to survive and adapt to changing trading patterns and demands, provide
outlets for locally produced goods or are linked into global value chains (Lyons et al.
2008). Local government is potentially the single most important catalyst to support
this community-level change, but unleashing its potential requires a rethinking of
its role through practical demonstrations of the new agenda if the potential of the
informal economy to contribute to local economic development is to be realised.

Notes

1 Asaframework for analysing power relations between the state and other actors.
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PART 11l. NEW APPROACHES TO GOVERNANCE
Chapter 9

Brian Walisser, Gary Paget and Michelle Dann’

Across the globe, there is considerable interest in federated local government systems
(Slack 2007; Fahim 2009). In the Canadian province of British Columbia (BC),
institutions for federated regional governance — known as regional districts (RDs) —
date back more than four decades. When established, RDs were not viewed as
‘sovernments’, but were heralded merely as forums to reduce the transaction costs of
inter-local co-operation for mutual benefit in service delivery. This chapter initially
examines these institutions, explaining why regional districts on the whole have been
successful with their service delivery mission.

Some regional districts in BC have sought to build on their success with service
delivery to take on more of a governance orientation (while still maintaining their
service mission). For instance, using 1995 legislation, ten urbanised regions have
developed ‘regional growth strategies’, policy documents that are negotiated in the
context not of mutual benefit but of unequal implications for the localities affected.
The experience of such regions — those attempting to migrate from the administration
of services to the governance of issues with differential impacts — must be interpreted
through a different lens.

Therefore, this chapter will secondly widen its focus and rise to a higher plane: it goes on
to discuss what happens when matters requiring a regional response cannot be addressed
purely on the basis of inter-local co-operation for mutual benefit. Such matters may
cut across numerous localities, diverging interests, multiple institutions and a complex
regional geography. New pathways are presented that, if implemented, might enable
jurisdictions to more successfully tackle regional issues that are contested and political —
issues often verging on irresolvable when approached using customary governance
techniques. On this higher plane, regional governance is invariably polycentric, such
that the quest for good governance must move beyond co-operation for mutual benefit
to the quest for acceptable decision outcomes, even when local interests are unaligned
and no single institution is, or can ever be, ‘in charge’ (Torfing et al. 2012).

9.1 British Columbia’s layered system for local governance

Canada is a federal state with ten provinces and three province-like territories.
Provinces have exclusive jurisdiction for the varying architecture of the local
government systems within their boundaries, and there is no national statute for local
government per se. However, the federal government has an interest in urban (as
opposed to strictly municipal) issues and has used its considerable spending power
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over the past two decades to address local government infrastructure challenges in
fields such as environmental and energy sustainability, water and air quality, and
transportation (Berdahl 2006).

In most parts of Canada local governments have similar roles in providing core
community services, including transportation and communications, water/wastewater,
refuse collection/disposal, recreation and culture, land use planning and building
regulation. Fire and police protection are local responsibilities, although in most
provinces a national police force is available to provide local policing by contract.
Local government spending on health, education and social services is minimal, as
these services have, with the exception of Ontario, been taken over by provinces

(Commonwealth Local Government Forum [CLGEF] 2009; Kitchen and Slack 2006;
Kitchen 2002).2

9.1.1 Creating British Columbia’s regional districts

British Columbia, on Canada’s west coast, is large and mountainous. Only a small
fraction of the land mass is suitable for settlement. About three-quarters of BC’s 4.5
million residents are concentrated into three urbanised territories: the Vancouver area,
known as the Lower Mainland; the area around the provincial capital, Victoria, on
Vancouver Island; and the Okanagan Valley in the south-central interior. Elsewhere,
municipalities and rural communities are scattered mostly along the river valleys that
carve through the province. The typical municipality is small, the median population
among the roughly 160 municipalities being a mere 5,000 persons.

After a comprehensive, decade-long search for a politically palatable regional
governance system, legislation to establish a federated framework for regional service
delivery was adopted in 1965 (Brown 1968; Collier 1972; Tennant and Zirnhelt
1972, 1973; Ministry of Community, Sport and Cultural Development [MCD] 2010).
Through a series of intergovernmental negotiations in the late 1960s, each region was
established with local consent (Local Government Knowledge Partnership [LGKP]
2009). Expressly designed for BC, the legislation relied on local choice not only for
establishing individual RDs, but also for determining their functions thereafter. The
philosophy of the system required that there be little in the way of mandated service
responsibilities. Rather the legislative framework would embody a ‘strategy of gentle
imposition’: it would enable regions to tailor functions to their own evolving needs
(Tennant and Zirnhelt 1973; MCD 2010). Today, through incremental decisions
based on a region’s unique characteristics and service needs, each RD has been able to
develop a distinct service personality.

9.1.2 Attributes of British Columbia’s regional districts

More than 40 years on, much of the philosophy that guided the creation of RDs
remains relevant, and they have become integral to BC’s local government landscape.
Nevertheless, the RD system is misunderstood by many and is underappreciated for
the role it plays in arranging solutions to what had been troubling gaps in service
provision. Bish (2002, 2006) points out that, while the system is difficult to fit into
the standard lexicon of regional governance, its capacity to provide any service, at any
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scale, using any mode of provision, offers a practical set of institutional arrangements
for dealing with a variety of boundary issues. He judges the system to have fostered
fiscal equivalence, lowered inter-local co-operation costs and improved the overall
performance of BC’s local government system.

Except for the remote north, 27 regional districts blanket the province, layered
over the pre-existing system of municipalities. All municipalities are now federated
within one of these regions. RDs serve three hybrid purposes. First, they provide a
region-wide forum for members to discuss issues while capturing scale economies
by delivering large-scale services. Second, they provide the principal framework for
inter-local service delivery in both metropolitan and non-metropolitan areas. Third,
they provide democratic representation and local community services for populations
residing outside municipalities (MCD 2006).

Like municipal governments, RDs provide a range of services including utilities
and other infrastructure, recreation and culture, and regulatory services (Bish and
Clemens 2008). An essential element of the RD model is that different services may
have different boundaries, which also act as financial and decision-making boundaries,
helping minimise ‘free-rider’ problems. Each service is independent and there is no
cross-subsidisation; service areas are tantamount to ‘special districts’ (Phares 2009).
However, all such ‘special districts’ inside any particular RD are managed by a common
board of directors, thus also minimising problems of political fragmentation.

As federations, regional district boards (known collectively as ‘directors’) are
composed of councillors appointed from member municipalities plus directly elected
representatives from unincorporated members outside municipalities. To ensure
municipal and non-municipal members are fairly represented in regional decision-
making, the number of directors is made roughly proportional to each member’s
population, and then multiple votes are assigned to directors from the more populous
members to better reflect population differences. System-wide legislation prescribes
how unweighted votes and weighted votes (used primarily for money matters) are
employed.

Despite sharinga common legislative foundation, the 27 RDs are far from homogeneous.
In land area, they vary in size from around 2,000 to about 120,000 km?. They range
in population up to 2.4 million for the Greater Vancouver Regional District;® five
other RDs have populations exceeding 100,000. Together, the six most populous RDs
contained 77 per cent of the total BC population in 2012. By contrast, the ten least
populous RDs are each 40,000 or fewer in population and together account for just 6
per cent of the BC total population.

9.2 Inside three regional districts

Looking in depth at regional districts is the best way to understand the differences
in their character and the manner in which they have implemented their power of
self-organisation. Three RDs of varying size and with distinctive service personalities
are discussed in detail this section: Columbia Shuswap Regional District (CSRD),
Thompson Nicola Regional District (TNRD), and Capital Regional District (CapRD)
(Tables 9.1 and 9.2).
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9.2.1 Geography, demographics and corporate composition

CSRD crosses three mountain ranges, making it a region of subregions. Its large rural
population is clustered mainly around four non-contiguous municipalities. Each
subregion is centred on a municipality, but no municipality is a dominant political
actor in the region as a whole: the board is well balanced between municipal and
rural members in terms of the number of directors and their respective voting power.
CSRD accounts for about 44 per cent of all local government spending in this region
(in Canadian currency, about C$451/person).

By land size, TNRD is the largest of the three regional districts discussed here. Its
population is split among 10 rural members and 11 non-contiguous municipalities —
with Kamloops accounting for about two thirds of the TNRD total. In contrast, all
but one of the remaining municipalities has a population of less than 5,000. Reflecting
the uneven population distribution, Kamloops alone appoints 20 per cent of the
25-member TNRD board and its representatives together control more than 50 per
cent of weighted votes. TNRD accounts for about 22 per cent of all local government
spending in this region (C$304/person).

CapRD is a mid-sized metropolis with an overwhelmingly urban population of 354,000
on a land area just 5 per cent that of TNRD. The populations of its 13 contiguous
municipalities range from fewer than 2,500 to more than 110,000. Its central city,
Victoria, is the capital of British Columbia. CapRD can be imagined as three
concentric rings, resulting in a divided service personality. Four larger municipalities
form an urban core wielding a majority of weighted votes. A surrounding suburban
ring consists of nine smaller municipalities, casting about a third of weighted votes.
Finally, there is an outer ring of rural and island communities. CapRD accounts for
about 27 per cent of all local government spending within this region (about C$370/
person). Its staff total of 750 far exceeds that of the other two regions profiled here. One
idiosyncrasy is that the urban core municipalities have a long history of co-operation
on certain joint services that were not folded into CapRD upon its creation, and these
continue to operate without RD participation.

9.2.2 Self-organised service profiles

Table 9.2 shows that the service profiles of the three regions reflect incremental choices
made in response to differing circumstances. CSRD’s service personality is explained
largely by its geography and subregional population clusters. It has a strong rural
services role in both land-use planning and regulation, while also being instrumental
in the provision of basic local services such as water supply. At a subregional level,
CSRD delivers services such as recreation and fire protection.

Being composed of one large regional centre and many small towns and rural
communities, TNRD tends to be focused on the issues faced by its smaller jurisdictions,
which have challenges achieving scale economies and attracting technical staff in
areas such as planning and engineering. The region aspires to be a ‘regional service
bureau’ for its smaller members. At the same time, TNRD performs important region-
wide roles such as operating the regional library system and having responsibility for
the regional growth strategy.
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As might be expected the CapRD narrative is rather complex, given that it faces
the need to intervene in service provision and issue management in both rural and
metropolitan domains (Capital Regional District 2012). Region-wide, members expect
strategic leadership from CapRD and have given it responsibility for a robust set of
key region-shaping services, including regional land-use and transportation planning,
regional water supply and sewage treatment. While benefiting from these region-wide
activities, the suburban ring has additionally defined a clear inter-local role for the
RD, for example, providing recreation facilities and household water and sewerage
services. Finally, within the outer ring of small or island communities, CapRD has
assumed an important role in arranging local or rural services, such as water, sewerage
and fire protection.

9.3 Responding to place, need and scale

There are 27 different stories about BC regional districts — and, since those districts
continue to evolve, the stories are not final. Across BC, more than 3,000 local and
partnership services have been formed, operating at different scales and employing
different modes of provision.

The RD system’s characteristic flexibility has been achieved through enabling
rather than prescriptive legislation. As shown in Table 9.3, RDs employ a structured
decision methodology when establishing a new local or partnership service. The first
step is to define the service and service component of interest: they have discretion
not only to choose the service spheres in which they will be active, but also to
select the precise components of a service that will be produced or provided. For
example, in the case of fire services the distinct components of the service include
administration, procurement, regulation, inspection, prevention, investigation,
training and suppression — any combination of which could be regionalised.

The second and third steps in the methodology involve defining service scale and
service mode respectively. Services may be established at a local or rural scale,
serving single communities, or at an inter-local or regional scale, serving multiple
communities. More rarely, services can be created at a multi-RD scale if warranted by
circumstances. In terms of service mode, alternative service delivery methods include
direct production, public—public or public—private contracting, and production
through an autonomous entity with an arm’s-length relationship to the RD.

Table 9.3 also presents a selection of individual service arrangements from across BC
revealing scale differences, differences in mode or services not typically associated
with local governments. The examples were chosen from regions with vastly different
characteristics. The self-organising behaviour of individual regional districts is
apparent. One example is the case of fire services provided by the Columbia Shuswap
Regional District; this shows how individual RDs have handled different components
of the same service using different scales and modes. A second example contrasts
transit services in the RDs serving the Central Okanagan and Nanaimo regions
respectively; this shows that the same service may be delivered in different ways
depending on regional circumstances.
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9.4 Coping with complex, divisive issues at a regional scale

The institutional architecture of the BC regional district system has had its greatest
success in the service delivery sphere (MCD 2010). However it was inevitable that
some RDs, especially the more urbanised, would eventually encounter the need or
opportunity to face issues more conflicted or inherently political in nature. These are
issues where benefits and costs are not equally distributed among localities. Examples
from BC include the development and implementation of regional growth strategies,
regional transportation planning, affordable housing and economic development.
Entry into these conflicted, more political spheres of activity has proved challenging.
Such challenges are commonplace across the globe — examples abound of inter-
institutional rivalries and contested decision-making in the regional domain. Thus
the remainder of this chapter widens its focus beyond regional service delivery to
regional governance. Governance requirements are reconsidered in the case where
regional issues cannot be handled on the basis of inter-local co-operation to achieve
mutual benefit, and nor can they be addressed by any single institution.

9.4.1 How polycentricity and rivalry affects decision-making

Decision-makers struggle when the incentive of mutual benefit cannot overcome
the barrier of legitimate differences in interests — as so often happens regionally. In
such cases, questions of ‘who gets, who pays and who decides’ might well provoke
intense inter-local rivalries and disagreements, potentially leading to decision-
making stalemate and perceived failures in regional governance.* Further, there is an
especially complex mix of interests and institutions, both public and private, with a
stake in decision outcomes. ‘The basic point is that no single actor can alone account
for contemporary governance’ (Torfing et al. 2012: 5).

A region is an elastic concept that is always in flux. Any given region takes meaning
from context and circumstance, and therefore has different meanings at particular
times and for certain purposes. Political boundaries seldom coincide with those of
social, economic and environmental territories. Governance systems must therefore
cope with many ‘regions’, which co-exist, overlap and at times even collide (Seltzer

and Carbonell 2011).

Regional governance is always a problem regardless of how responsibilities are divided
among public institutions, either de jure or de facto. Many of the most challenging issues
on the domestic agenda play out in the regional space — not locally within individual
municipalities or at the territorial span of central governments. Such issues typically
include heavy infrastructure for water and sewage treatment; transit and arterial
transportation; aspects of protective services; environment, conservation and farmland
preservation; competitiveness and economic development planning; affordable
housing; and hospitals, health and social service systems. Major regional issues of this
kind tend to present themselves in different ways to the multiple local communities of
interest that together form a region. Such issues have differential implications across
space. Since costs and benefits are seldom distributed in a perfectly even fashion,
regional decisions tend to create area-based winners and losers. Thus the issues are
inherently tough or ‘wicked” and, when problems arise, are difficult to resolve.
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9.4.2 How polycentricity and rivalry affects system architecture

The example of Canada illustrates a common occurrence — that the regional level
is typically the most weakly developed and variable component of the governance
apparatus (Sancton 2009). Canadians seem not to have settled how they want their
regions to be governed: each province differs in the allocation of provincial and local
responsibilities. Where they exist, the form of regional institutions varies; a considerable
amount of experimentation in regional governance continues (while experimentation
in relation to municipal governance is comparatively rare); and, finally, individual
provincial governments play a highly variable role in regional decision-making.

Although this seldom seems to be fully appreciated, architects of regional governance
systems almost always face three quite distinct problems:

e establishing institutions capable of delivering physical services at an economic
scale larger than municipalities;

e designing regional institutions capable of resolving major boundary-crossing
problems in a legitimate and democratic manner; and

e where the nature of their issues causes them to intersect, linking various
institutions operating in the same regional space to achieve joined-up governance
horizontally and vertically.

In our experience as public officials, it is clear that the first and easiest of these
challenges tends to receive the most emphasis. The two latter challenges, however,
need more focused attention.

Weriting on how metropolitan areas blend into mega-regions, Innes et al. observed
that, despite their many linkages and interdependencies, mega-regions are poorly
linked in terms of governance:

Hundreds of jurisdictions, federal and state sectoral agencies, and regulatory
bodies make independent and conflicting decisions. The result is a complex
system without a government or public agency that focuses on the metropolitan
region’s overall welfare much less on that of a mega-region. Instead the policy
decisions of one agency or jurisdiction often push their problems onto others.
In addition a myriad of public and private players whose actions have large and
small impacts on the region have no incentive to work together to address shared
problems. The result is a region that is unable to adapt to changing conditions in
a productive way and unable to be resilient in the face of stressors (2009: 2).

Virtually all regional territories to some degree share the governance attributes Innes
and colleagues described.

The extent of the natural, inevitable fracturing of regional space is easy to illustrate
with Canadian examples. At some point over the past half-century, initiatives
have been taken in most Canadian provinces to rationalise or consolidate regional
governance (Sancton 1993, 2011; Lightbody 2006). As heroic as such efforts may be,
they inevitably address only a fraction of the institutions engaged in making the most
significant regional decisions.
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One example is from Ontario, where Toronto is the major city. The modern City
of Toronto was consolidated in 1998 by the legislated merger of all municipalities
in the former federated regional organisation. However, recent data shows that the
consolidated city now represents less than half the population of the Toronto census
metropolitan area, and less than a third of the population covered by the Ontario
government’s growth plan for the wider Toronto region. A multitude of institutions
still vie for influence within southern Ontario.

In a second example, a tally of local governance institutions was undertaken in two
economic regions in BC. Both the Lower Mainland (anchored by Vancouver) and
the Thompson-Okanagan (anchored by Kelowna and Kamloops) have a complex
organisation of regional space. A range of entities has been identified covering the
spectrum from municipal governments with a full suite of responsibilities to numerous
functional or subregional institutions having a single role. There are at least 75
relatively autonomous bodies contributing to governance in each of the two regions.

Such examples suggest that the notion of all key regional-scale decisions flowing
through a single, overarching political forum is simply unreal. Regional space is
inevitably carved up by a plethora of institutions, large or small, multi-functional
or uni-functional, democratic or otherwise. Horizontal and vertical bonds between
institutions are often weak and usually fragile — and, if reliance is placed solely on
traditional governance techniques, these bonds are subject to degradation or failure
at any time and for any number of reasons.

9.4.3 Regions as ‘arenas of contention’

[t will by now be clear that polycentric regional governance unfolds in ‘arenas of
contention’. Decision-making in the context of complex, divisive regional issues is
one of the hardest things asked of our domestic political system. The governance
requirements for an arena of contention can be described generically. A governance
architecture is needed that copes with at least these requirements:

e the motivation (either ‘natural’ or ‘manufactured’) to coalesce;

® an inter-institutional forum: a place for regional dialogue and decision-making
based on balancing contending institutional and area-based interests in the
context of regional strategies;

® 2 ‘brain’ to undertake situational assessments and planning, and to communicate
visions, issues, threats, opportunities and accomplishments;

® provision (possibly vicarious) for implementation capacity;

e the ‘glue’ to hold the regional coalition together in the face of contention and
stress of implementation; and

® the capacity over time to adapt to new circumstances and regenerate.

These criteria presuppose neither a particular governance strategy nor any fixed
structural solution.
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In British Columbia, several RDs have been building their regional governance
capacity, even while perpetuating their responsibilities for regional service delivery.
As one example, 10 of the 13 RDs in the most heavily urbanised parts of BC,
representing 83 per cent of the total provincial population, have adopted regional
growth strategies. Those strategies link the planning interests of municipalities with
larger regional and provincial interests. The legislation establishes RD boards as
forums for cross-region dialogue and decision-making, while avoiding traditional
hierarchical relationships between regional and municipal governments. It has not
always been ‘plain sailing’ for regional districts: some growth-related issues have
naturally triggered inter-local disputes. These have been addressed with ‘soft-power’
tools such as facilitation and mediation, plus ‘harder’ tools such as arbitration.
Participants have been able to enact growth strategies and complementary local
plans, even in a divisive setting.

Another example is an issue that cuts across social, economic and environmental
sectors and political boundaries: affordable housing. Inherently regional in scope, the
issue intersects with regional planning, job location, public transit, transportation and
greenhouse gas emissions. In BC, however, the issue comes into focus primarily at a
local rather than regional level. The issue can be divisive: suburban municipalities
tend to favour sprawling, low-density residential and commercial development
patterns yielding good property tax returns, while central cities face high land costs,
densification pressures and, increasingly, the effects of poverty and homelessness.
Meanwhile, dispersal of jobs and houses puts tremendous pressure on transportation
and transit. Although local interests are not harmonious, the Capital Regional District
has achieved a measure of success in addressing housing regionally. It has tackled this
issue by establishing a ‘housing trust’, which redistributes capital resources contributed
by members to the most needy municipalities, and by ensuring that regional land-use,
transportation and social policy are integrated with housing solutions.

9.5 New pathways for regional governance

The literature on governance of complex systems (Innes et al. 2009: 13-18) and
interactive governance (Torfing et al. 2012) is growing. Around the globe, much
attention is being given to designing effective regional governance arrangements.
However, genuine success stories are comparatively rare (Sancton 2008).6

A feature of complex regions is the inability of any single institution to successfully
act unilaterally — none has the requisite span of control and all are subject to vital
interdependencies. As the complexity of regional decision-making environments
increases and the relative influence of individual institutions declines, the more likely
it is that decisions will actually emerge from self-organising networks of institutions.
According to Innes and colleagues, such networks are fluid in terms of space, time
and membership. When simple, traditional governance processes fail, networks are
needed to strengthen linkages between people, ideas and knowledge. ‘These linkages
facilitate the self-organisation of nodes of interaction, dialogue and collaboration to
address emerging problems or crises’ (2009: 14).
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Network linkages must be established and sustained in both horizontal and vertical
planes. Respecting vertical linkages, Innes, Torfing and their respective colleagues
both cite the need for central government to play new roles (Innes et al. 2009: 16-17;
Torfing et al. 2012: 122-44). Central governments must adopt a meta-governance
paradigm in their interactions with regions, seeking influence without reverting to
traditional statist forms of top-down control and command (Sgrensen and Torfing
2012:9). In this context, ‘meta-governance’ refers to the orchestration of complexity
and plurality, that is, co-ordinated actions to encourage self-organisation and build
capacity. Primary capacity-building mechanisms include such things as offering
incentives for co-operation, creating forums for dialogue on multi-party issues, and
establishing visions and expectations for regional development. Torfing et al. refer to
this as the ‘art of governing interactive governance’ (2012: 122).

Confronting wicked issues in the regional space is unlikely to be successful if action
is predicated on the governance environment being simple and static. Rudimentary
remedies are often attempted involving such things as changing governance
structures, adjusting the allocation of functions and powers among the various
orders of government, and redefining the service mandates of different institutions.
These are conventional or ‘hard-power’ solutions. Such measures have met with a
degree of success since, it is true, dysfunctional structures and illogical allocations
of functions must indeed be addressed. However, merely rearranging institutions or
resorting mandates will not ordinarily change the character of underlying issues.
As shown in Figure 9.1, it is more realistic to view the regional space as a complex
and dynamic governance arena compartmentalised by legitimate differences in
interests. In a complex arena, the need for high levels of vertical and horizontal
co-ordination must be anticipated. In arenas of contention, governance approaches
must move beyond conventional ‘hard-power’ remedies and toward issue-focused
‘soft-power’ solutions. New pathways to effective regional governance must
enhance leadership and co-ordination, expand the regional decision toolkit and
enable meta-governance.

Aware of the challenges of importing solutions from abroad — generally only the
kernel of an idea is transportable, a kernel that will require moulding for the culture
and circumstances of any adopting jurisdiction — a set of case studies is presented
below, designed to suggest ways forward. The case studies are brief. They sketch the

Figure 9.1 Making the shift: governance in arenas of contention

SHIFT FROM...

Assumes:

Simple, static governance environment
Low levels of inter-local conflict
Institutions are independent

Focus on:

Structure / functions / mandates

Conventional tools optimised for localities (not
regions)

Traditional governance mechanisms

SHIFT TO...

Anticipates:

Complex, dynamic governance environment
Inter-local conflict normal and legitimate
Vital need for inter-institutional co-ordination

Focus on:

Enhancing regional leadership and co-ordination

Enhancing regional decision-making using tools
optimised for regions (not localities)

Meta-governance: vertical facilitation
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relevant issue or problem, identify the need for a new approach, and paint a picture
of new pathways in action, together with pointers to further information. The case
studies explore a number of ideas, principally that regions need:

e more astute regional leadership and improved mechanisms for co-ordinating
decisions, both horizontally and vertically;

e ‘smart’ incentives and ‘smart’ procedures designed to make decisions for regional
betterment more feasible and realistic for those asked to make tough choices or
resolve issues at the regional level; and

e deft, enabling and supportive interventions by central governments.

9.5.1 Enhancing regional leadership and co-ordination
Leadership

The complex, conflict-ridden problems facing regions demand an understanding of
polycentricity. Leadership training must emphasise horizontal relationships, influence
management, and processes of negotiation and mediation (Innes and Booher 2010).
Canadian elected officials get scant training of this sort; for non-elected officials,
leadership training generally focuses merely on the needs of unitary organisations and
emphasises hierarchy, central planning, control and direction.

Thomas, Foster and Siegel” have complementary ideas about the skills for working
or forging agreements in polycentric regional governance settings. Thomas argues
for a curriculum emphasising the smart use of power, relations between elected and
non-elected officials, and horizontal governance. Foster seeks proficiency in crossing
jurisdictional, functional and sectoral borders. Siegel emphasises the importance
of moving past the traditional notion of ‘leading downward’: leaders must now add
‘leading upward’ and ‘outward’ to their repertoire.

Both Georgia and British Columbia provide complementary illustrations.® The
Regional Leadership Institute is mandated to reach beyond elected officials to include
Atlanta’s business, education and social sectors. The curriculum combines training in
leadership skills, application to concrete regional problems, and developing regional
awareness. BC’s Local Government Leadership Academy has a specific mandate to
cultivate the leadership competencies of elected and senior non-elected officials.
Developing skills in intergovernmental relations and in negotiation and conflict
management are emphasised.

Co-operation

Regions usually must fend for themselves in their efforts to forge viable internal and
external relationships. Lack of co-ordination vertically with central governments,
and horizontally among local governments and between sectors, prevents regions
from reaching their full potential.

Effective management of issues in the regional space requires ‘joined-up governance’.
Without intergovernmental and cross-sector involvement, regions are severely
limited in their ability to develop and implement viable plans. Horizontal and vertical
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co-ordination is needed. Central governments in particular must focus on improving
both intergovernmental and inter-ministry co-ordination practices to help make
‘joined-up governance’ a reality.

[llustrating this approach, Québec brings provincial, regional and local elected
officials together to achieve ‘joined-up’ decision-making in its regions and at the
centre. Regional co-ordination occurs through 21 regional conferences of elected
officers — which may also include delegates from the economic, culture, education and
science sectors. In addition, an oversight body has been created, the Table Québec-
régions (TQR), formed by the presidents of the regional conferences and Québec’s
local government minister.”

Articulation of regional interests

With their passion and commitment, local officials are often ‘local patriots’,
assiduously defending the interests of their community. Local patriotism is a healthy,
natural phenomenon unless it manifests as parochialism or complete insensitivity
toward broader regional interests. However, there is often another factor at play: what
if nobody has the opportunity or responsibility to articulate regional interests?

Regions are complex spaces where communities, institutions, interests and
governments interact. Amid such complexity, it is often difficult (even where formal
regional governance mechanisms do exist) to clearly articulate regional interests.
McDavid and Vakil!® ask probing questions about one region endowed with formal
institutions: Greater Vancouver. In regions without the benefit of formal institutions,
the challenge of articulating regional interests escalates. The architecture of regional
governance systems must somehow enable regional interests to be heard amid the
cacophony of locally oriented demands and ambitions.

[llustrating the capacity to span multiple local and regional institutions, the Columbia
Basin Trust has oversight in a territory heavily impacted by hydroelectric infrastructure.
In practice, the governance model effectively balances local interests in the context
of regional strategies.!! According to Travers,!? the Greater London Authority (GLA)
shows the pivotal role of regional strategies. Boroughs retain local service responsibility,
yet the GLA has vital responsibilities to articulate region-wide strategies for the
environment, planning, transport, economic development and culture. This model
appears to enable articulation of regional interests better than most.

9.5.2 Enhancing regional decision-making
Challenge grants and rewards for results

In contentious policy arenas, decisions protecting local interests more often than
not win out over regional betterment. A second problem is that regional decisions
are often unrewarding or politically punishing to the officials who make them: the
benefits from a ‘tough’ regional choice may be enjoyed in windfall fashion in other
jurisdictions or by other orders of government.

Regions need mechanisms to reliably capture benefits derived from their decisions.
They also need incentives designed to support regional betterment and thus make
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it feasible for decision-makers to set aside their natural inclination toward local
protectionism. Challenge grants have this purpose and thus have preconditions
attached to them: grants are issued on a competitive basis only to those localities
able to ‘join-up’ and demonstrate they possess a common vision and have agreed on
objectives, co-ordinating mechanisms and implementation plans.

The UK and US governments show how regional decision-making can be enhanced
in this way. The UK government is concluding City Deals'? with the largest and
fastest-growing regional centres in England. The objectives are to accelerate the
pace of decentralisation and unlock new and innovative ways to drive growth.
Avoiding top-down imposition, each deal is customised and could represent a genuine
transaction — with ‘asks’ and ‘offers’ from both sides. Significantly, the City Deal for
Greater Manchester includes an earn-back or ‘rewards-for-results’ model — the region
will capture tax receipts from the added economic activity resulting from its actions.
Meanwhile, the US government’s Jobs and Innovation Accelerator Challenge!* seeks
to stimulate collaborative, cluster-based regional growth. To win a subsidy, applicants
must be self-organised and present a ‘united front’. They must also articulate a clear
plan and measurable outcomes.

Dispute resolution and streamlining co-operation

With ever-changing demographics, service economics, institutions and politics,
self-organisation of working relationships in regional environments sometimes
needs a boost. Once relationships are established, relentless change is likely.
Lacking the requisite resilience, bitter conflicts can ensue within and between
institutions. The absence of formal procedures can make it difficult to resolve such
differences.

Formal dispute resolution systems can aid in ‘manufacturing’ agreement, despite
differences in narrow, local interests. In order to sweep away barriers to co-operation,
the root of the obstacle must first be identified. Only after understanding a barrier
can it be matched with a specific remedy. For example, legal obstacles may come to
light only as a result of failed attempts at solving a problem. In such cases, legislative
amendments may be required. However, addressing capacity issues may also include
incentives for neighbouring communities or municipalities to team up.

Supported by provincial advice and subsidies, British Columbia uses alternative
dispute resolution (ADR) to resolve differences in developing, implementing and
updating regional growth strategies and in operating regional services."” As another
example, arcane federal regulations or an inability to contact the right people were
found to create barriers for US city halls when accessing federal support. The Strong
Cities, Strong Communities (SC2) initiative is designed to streamline co-operation
in six economically struggling cities. SC2 also seeks to help the cities create and
maintain critical regional partnerships.!¢

Mandates, structures, functions

Central governments often resort to such ‘hard-power’ solutions, such as imposing
spending mandates or forcing reform of structures and allocation of functions — often
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with disappointing results. Regional issues tend to be too complex to be addressed
with simplistic, directive interventions.

Nevertheless, regional officials may sometimes recognise circumstances where central
government leadership via imposed mandates can be beneficial. The recognition is,
however, circumscribed. Typically, mandates are viewed positively only where the
matter is of genuine strategic importance, is accompanied by provisions addressing
resource impacts, and leaves regions with some flexibility to manage implementation.
Similarly, central leadership in structural or functional realignment, while not seen as
a panacea, can facilitate (rather than force) agreement on difficult structural issues.

Revealing an instinct toward ‘soft-power’ intervention, the BC government resorted
to strategic use of provincial mandates in the case of solid-waste planning. Initially
controversial, opposition to compulsory planning was tempered by provincial
incentives and technical assistance. Strategic restructuring has been used when
existing structures are a clear barrier to performance. The Fraser Valley Regional
District is the result of one such intervention. Service realignment is another, albeit
rare, intervention strategy. Provincial leadership was instrumental when consolidating
an old, independent water delivery agency with the Capital Regional District.!?

9.5.3 Meta-governance role of central governments

Often regions are left on their own to deal with their polycentric, conflict-ridden
decision-making setting. They lack the active support and engagement of a central
order of government.

Resolution of the complex challenges facing regions requires deft, but not domineering,
support and engagement from central government. Engagement must be enabling in
nature and supportive of self-organisation at the regional level — what is termed ‘meta-
governance’ or the governance of plurality and complexity (Innes et al. 2009: 16-18).
Central governments can build regional capacity in a variety of ways including
establishing a vision, setting targets and direction, providing incentives and creating
forums for direct action.

As an example, Québec’s flexible, leading-edge Politique nationale de la ruralité (rural
strategy) began developing in 2002. Partnership-focused, it is designed to foster
bottom-up innovation. The strategy models meta-governance: a provincial policy
framework guides progress while maintaining a voluntary, democratic, facilitative
approach. More than inspirational, the policy is backed up by customised institutional
processes that seek to harness or ‘join-up’ energies across a broad spectrum of parties
with a stake or interest in rural development.!8

9.6 Effective regional governance for the twenty-first century

9.6.1 Reflections on effective regional service delivery

To deliver inter-local and regional services for mutual benefit among localities, the BC
government created an innovative system of regional districts that has been relatively
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successful in its service-oriented mission. RDs have resolved hundreds of inter-local
servicing problems. This is a singular achievement in that, while often encouraged
in local government systems worldwide, successful implementation of joint servicing
schemes is comparatively rare. Based on the BC experience, we contend that an
effective system for regionalised (inter-local) service delivery must be:

e Self-organised and capable. Top-down imposition of standardised service
solutions will often fail to produce service schemes adapted to the widely varying
circumstances encountered in different regions. A better approach revolves
around self-organised solutions, where partnerships and financial/operational
parameters are set by local participants. At the same time, self-organisation is a
near insurmountable hurdle if it means every detail of each individual inter-local
service must be negotiated from a zero-base; thus built-in measures are necessary
to sharply reduce the cost of negotiation (e.g. templates for agreements).

¢ Evolving and resilient. The environment for regional service delivery is dynamic.
Systems must be designed to enable regional servicing issues to be addressed as
they arise, case-by-case, in a process of continuous, system-wide evolution.
However, a solution once adopted also exists in a dynamic environment, and so
over time, if conditions change sufficiently, service solutions may need adaptive
rearrangement. Service systems therefore need to have learning capacity.

e Sustainable. Durable service partnerships will exist only if collective action is seen
to be fair (successful service solutions are usually fiscally equivalent), rewarding
(scale economies are captured) and accountable (to the partners).

¢ Connected and intelligent. An enormous challenge is to arrange for satisfactory
co-ordination among individual joint servicing schemes — since one may affect
others and excessive service fragmentation can itself become a problem. While
many approaches are theoretically viable, BC’s strategy of managing distinct
individual services under a common board has proved to have merit: (a) as a
means for accumulating collective regional intelligence; (b) by providing a
political forum for issue identification and problem resolution among partners;
(c) by acting as a channel for vertical co-ordination; and (d) by facilitating the
provision of expert, professional administration of even the smallest individual
services.

While the design objectives cited can be met by systems of near unlimited diversity,
it nevertheless will be vital for adopting jurisdictions to carefully consider the extent
of institutionalisation required for effective joint service provision. There are critical
choices about the necessary degree (amount of structure) and nature (amount of hard
power or authority) of institutionalisation. There are three generic approaches:

e ‘Light’ institutions — weak authority. In the first case, central governments may
use persuasion to bring about joint service delivery, but the local participants
have only soft-power tools at their disposal. Some will overcome institutional
limitations and, with sufficient entrepreneurial leadership, devise creative and
practical ways to provide inter-local services. However, since this is an almost
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purely laissez-faire strategy, regional partnerships will generally emerge only after
protracted, sometimes fraught, negotiations — or will fail to emerge at all.

e ‘Heavy’ institutions — strong authority. In the second case, joint service delivery
may be strongly encouraged or even mandated by central government. The
frameworks will generally be legislated, with regional service delivery institutions
imbued with considerable statutory authority vis-a-vis localities. This is a
challenging approach in jurisdictions with strong local self-rule traditions and, if
attempted, a degree of instability must be anticipated due to incessant regional/
local conflict of a type ‘power’ cannot resolve.

® ‘Heavy’ institutions — weak authority. The third case is a consensus-based rather
than power-based approach — effectively a middle path between the first and
second cases. This is the path followed by British Columbia. It institutionalises
inter-local service delivery at a regional scale, but through a loosely coupled,
consensus-based federation of localities that is designed to deal with issues best
managed co-operatively.

Success at regionalism does not necessarily depend on having a formal regional
government structure. Many of the factors that make BC’s regional districts successful
could be replicated in the absence of formal regional institutions. A problem-by-
problem, service-by-service, incremental approach can lead in effect to a ‘virtual
region’ or ‘regionalism without regions’. Derived from BC’s experience and other
Canadian-based research (Martin et al. 2012), practical suggestions for any lightly
institutionalised strategy include the following:

e BC’s approach substantially reduces the costs of negotiation by employing
default ‘templates’ for joint service agreements, defined statutorily. If statutory
mechanisms are impractical, ‘implementation kits’ and ‘self-help guides’ can be
substituted, together with the provision of best practice advice through central
governments and/or local government associations.

e Central government and local government associations can agree on a strategy
of collaborative steering of joint service systems. Collaborative steering can speed
innovation and enable efficient issue resolution. Ideally, a ‘regionalism without
regions’ strategy will use incremental adaptation as a strategy for avoiding
cataclysmic disruptions.

e (Central government impetus and support in terms of direction can speed
implementation. Well-thought-out and sensitively delivered mandates can
accelerate inter-local collaboration. Well-designed incentives can make it feasible
for local elected officials to represent regional betterment positively to sceptical
local voters.

9.6.2 Reflections on effective governance in arenas of contention

As noted earlier, some of the more urbanised regional districts in British Columbia
have begun to migrate from their original mission, the administration of services,
to a more challenging endeavour, regional governance. Not every regional matter
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lends itself to resolution through co-operation for mutual benefit. When matters are
controversial or costly, or when the impacts of decisions have important differential
effects on localities, interests or people — thus creating ‘winners’ and ‘losers’ — problems
can turn ‘wicked’ and become resistant to resolution. Such problems we find will
stubbornly remain if any central, regional or local government relies exclusively on
hard-power mechanisms to force desired outcomes.

Looking broadly at the experience of RDs throughout British Columbia, it is by no
means clear that success in arranging for co-operative services will necessarily position
regional institutions for success in regional governance. Regional governance is often
fraught and, with the elastic boundaries of regions and the potential for clashing
interests, is inherently difficult. The BC experience strongly suggests the journey
toward regional governance is arduous — and will not be accomplished successfully
without a fundamental rethinking of how regional governance might be approached.

In our estimation, success in regional governance demands a paradigm shift —
reorienting the entire regional governance system to enable deft, astute and
prolonged action toward region building.!” This involves strengthening an element
of the governance apparatus that, in Canada and perhaps elsewhere, has received far
less attention than it deserves. Merely to construct institutions is insufficient. More
importantly, institutions with a slice of regional decision-making authority must be
able to continuously assemble, confront wicked issues and negotiate durable solutions.
Region building means anticipating and taking action on the simultaneous need for
vertical and horizontal co-ordination. It also means moving beyond conventional
‘hard-power’ remedies. Issue-focused ‘soft-power’ solutions must be advanced — i.e.,
solutions must be designed to coax better outcomes from regional decision-makers,
without depriving them of the opportunity to be creative and without exhausting
their local political capital. Solutions arrived at in this manner will have more chance
of success than those imposed from above.

Thus while we have no clear blueprint for the future, our analysis suggests that future
pathways to effective regional governance must focus on enhancing leadership and
co-ordination, expanding the regional decision toolkit, and meta-governance or the
orchestration of complexity and plurality. Unless governance systems improve along
those three dimensions, struggles with regional decision-making will persist.

Notes

1 The views expressed are those of the authors and do not reflect the views of the Government of
British Columbia or Ministry of Community, Sport & Cultural Development. The authors benefited
and appropriated certain insights from two anonymous reviewers.

2 In Canada, school districts are treated as part of the system of local government for statistical and
other purposes. In this chapter, ‘local government’ is used with only its municipal connotation.

3 The Greater Vancouver Regional District (GVRD) has in recent years operated under the brand
name Metro Vancouver. The official corporate name for Metro Vancouver (metrovancouver.org)
remains the GVRD.

4 An anonymous reviewer has pointed out that stalemate is not an unusual or remarkable outcome in
a voluntary system in the absence of mutual benefits that create incentives to conclude agreements;
nor is there empirical evidence that a stalemate may not be the best outcome. True as this is, a state
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of government in apparent paralysis is in the authors’ experience rarely an acceptable outcome in the
partisan political environments that generally prevail. For this reason, government officials rarely
have the luxury of defending stalemated decisions as being optimal purely in economic terms.

5 In the Lower Mainland: 30 municipal governments, 12 first-nation (aboriginal) governments, all or
part of 3 regional districts, and 36 functional regional or subregional entities (such as regional hospital
districts and other like service entities, council-controlled bodies, economic development entities,
school districts and so forth). In the Thompson Okanagan: 23 municipal governments, 18 first-nation
governments, all or part of 5 regional districts, and 29 functional regional or subregional entities.

6 However, both Sancton (2011) and Bish (2002, 2006) credit the BC system of regional districts as
being comparatively successful in a Canadian or North American context.

7 Several sources for further information have been identified. See Paul Thomas, available at: www.
ipac.ca/2008/docs/presentation/2608PM-Paul-Thomas-LeadingPublicSector.pdf (accessed February
2013). Kathryn Foster published ‘A Region of One’s Own’ in Regional Planning in America by Seltzer
and Carbonell (Eds. 2011). David Siegel’s ‘Leadership Role of the Municipal CAO’ is in Canadian
Public Administration Vol. 53 No. 2, 139-161, June 2010.

8 The training institutions discussed here have websites available at: rli.atlantaregional.com/rli and
lgla.ca respectively (both accessed February 2013).

9 La Conférence de 'Outaouais, one specific example of a regional conference, is available at: www.
cre-o.qc.caf/index.php. La Table Québec-régions (TQR) is at www.mamrot.gouv.qc.ca/ministere/
table-quebec-regions (both accessed February 2013).

10 Regarding Greater Vancouver, Jim McDavid and Thea Vakil have an analysis of decision-making
available at: www.uvic.ca/hsd/publicadmin/professionalDevelopment/home/localgovernment/Gov_
conf2011.php (accessed February 2013).

11 For information about the Columbia Basin Trust, see: cbt.org (accessed February 2013).

12 An analysis of Greater London by Tony Travers is available at: http://78.41.128.130/
dataoecd/52/63/35565616.pdf (accessed February 2013).

13 For information on City Deals, see: www.dpm.cabinetoffice.gov.uk/resource-library/wave-1-city-
deals. From there, follow links to information on Wave 2 deals and other ancillary sources. On the
Manchester ‘earn-back’ scheme, see: www.lgcplus.com/budget-2012-manchester-earn-back-details-
emerge/5043169.article (all accessed February 2013).

14 The Centre for Cities, available at: www.centreforcities.org also has a wealth of relevant information.
Information about the Accelerator Challenge is available at: www.eda.gov/challenges/jobsaccelerator
(both accessed February 2013).

15 Dispute resolution is the subject of two publications from British Columbia: the first is available
at: http://cscd.gov.be.caflgd/intergov_relations/library/Reaching_Agreement_Growth_Strategies.pdf; the
second is available at: http://cscd.gov.be.ca/lgd/intergov_relations/library/Reaching_Agreement_
Services_2005.pdf (both accessed February 2013).

16 For further information use the search term ‘epa strong cities communities’ in a search engine.

17 See: http://env.gov.be.ca/epd/mun-waste/index.htm for an illustration of the strategic use of provincial
mandates. For strategic use of restructuring, see: www.fvrd.bc.ca. Information about the strategic use
of service realignment is available at: www.crd.bc.ca/water/index.htm (all accessed February 2013).

18 Use the search term ‘quebec national policy rurality’ in a search engine to access information on
Québec’s 2006 rural policy framework. A 2008 discussion of the policy framework will be found by
navigating from: www.muniscope.ca/home/Symposium/index.php (accessed February 2013).

19 Katz (2009) suggests a similar strategy with reference to American metropolitan areas, inviting policy
designers to imagine a reversal of federal interventions. Instead of operating traditional locality-focused
and application-based programmes which overlook the regional nature of most challenges facing urban
America, he proposes shifting federal interventions to a regionally focused and results-based strategy.
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Chapter 10

Michael Reid

Strategic planning is a management tool introduced during the recent period
of public sector reform intended to improve the efficacy and efficiency of public
organisations. Councils in New Zealand, like elsewhere, were quick and enthusiastic
adopters and a range of innovative approaches was developed. However, 20 years
on, that innovation is at risk of being lost because of an increasing emphasis on
accountability and compliance.! Long-term council planning is required to address
multiple objectives, with the risk that ‘strategy’ will be crowded out. It is not clear
whether the emphasis on accountability and financial planning allows sufficient space
for innovative engagement with citizens about possible futures.

While we treat strategic planning as a relatively new technique, one of a bundle of
tools loosely termed ‘New Public Management’ (Rhodes 1997), it would be a mistake
to assume that local government has never engaged in long-term planning. Since
their creation councils have planned for, and invested in, the future development of
infrastructure and amenities that growing settlements will require. Yet formal strategic
planning is a recent phenomenon, appearing in New Zealand local government only
after the comprehensive reform of the sector in 1988/89, which both modernised its
processes and created larger and more competent units.? One legacy of reform was a
much smaller number of local councils, and these larger authorities were willing and
able to experiment with new and innovative approaches to organisational matters.
Strategic planning (entirely discretionary) was one of those innovations, with almost
all councils having produced some form of strategic plan by the mid-1990s.

Strategic planning can be understood as the ‘disciplined effort to produce fundamental
decisions and actions that shape and guide what an organisation (or other entity) is,
what it does, and why it does it’ (Bryson 2004: 6). In the public sector, strategic
planning is commonplace, and sits among the tools that local governments employ to
ensure they provide the appropriate services at the right quality level in order to meet
the expectations of their publics. It is one of a suite of related techniques that include
strategic management and strategic thinking. The terms are closely interrelated: while
strategic management is concerned with developing a continuing commitment to the
mission and vision of the organisation and ensuring a clear focus on the organisation’s
strategic agenda, strategic thinking is more concerned with synthesis, questioning
conventional assumptions and seeking integration around broadly crafted visions

(Local Futures 2006).

Some form of requirement to undertake strategic planning in local government can be
found in most national jurisdictions; however, the way this is done varies considerably,
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with obvious implications for council practice. One area of diversity is the degree of
prescription; does empowering legislation spell out in detail how strategic planning
should occur or are provisions broadly written, leaving room for innovation? Nowhere
is this question better realised than the way in which New Zealand councils have
approached strategic planning. In the space of 20 years, strategic planning has gone
from a matter of local authority discretion, under which councils developed approaches
framed to address the circumstances of their communities, to a prescribed tool which
requires all councils to follow the same template. The change from a discretionary
to mandatory approach, and what this means in practice, has broad lessons for local
authorities and their governments internationally.

10.1 The New Zealand local government system

New Zealand local government exists within a parliamentary democracy with a
single house of parliament. As it is one of three countries in the developed world
that does not have a written constitution, powers and roles are defined by statute
and consequently lack the protection often found in countries with constitutional
recognition. For most of its existence local government’s power was defined by the
ultra vires principle (councils were allowed to undertake only roles defined in statute),
but with the Local Government Act 2002 tightly prescribed powers were replaced by a
form of general competence, an approach commonly found in other OECD countries.

The local government sector consists of 78 local authorities. These include 11 regional
councils and 67 ‘territorial’ authorities (cities and districts). Regional councils are
responsible for environmental policy, pest control and in some cases public transport,
regional parks and bulk water supply. Territorial authorities provide local services
including roads, water reticulation, sewerage and refuse collection, libraries, parks,
recreation services, local regulations and community leadership. Six of the territorial
councils also have regional council functions and are known as ‘unitary’ councils.
Total expenditure in local government is approximately 4 per cent of gross domestic
product and just under 10 per cent of all public spending. Local government has
a low ‘task’ profile (activities such as the police, education and social services are
provided by the national government), but a high level of autonomy — councils
raise approximately 90 per cent of their own income. Reflecting this narrow range
of mandatory local functions, The Economist has described New Zealand as the most

centralised state in the OECD (The Economist 2009: 59).

While the sector’s mandatory tasks are minimal, councils have considerable autonomy
from central government due to their ability to levy property taxes. To enhance
accountability, parliament has prescribed detailed processes to ensure that citizens’
views are taken into account in council decision-making, such as when adopting
annual budgets and work programmes. The predominant role of councils is one of
place-shaping® (Lyons 2007) and, except for a small number of regulatory functions
undertaken on behalf of the central government, legally made council decisions
cannot be overturned by the central government without legislation. Councils are
also responsible for undertaking a number of plans and policies that provide coherent
and joined-up governance at the local level. These include, for example, annual
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plans, district plans (for land use), regional policy statements, land transport plans,
emergency management plans, gaming strategies and long-term plans. More recently
some areas have developed regional spatial strategies, and in New Zealand’s largest
city — Auckland — the adoption of a spatial plan* is mandatory.

10.2 The rise of strategic planning

Over the last few decades successive governments in New Zealand have endorsed a
programme of public sector reform, which has sought to shift public agencies from a
narrow focus on services to a more strategic view of the outcomes services are intended
to achieve. In addition, a new focus on effectiveness has required public organisations
to better align their activities to the goals and outcomes articulated by government
ministers and, in local government’s case, communities. The 2002 Act required
councils, in a manner similar to the framework applied to government agencies, to
take a more strategic view towards their roles and functions, and ultimately their
focus. A new range of competencies was required, including an ability to apply new
techniques for fostering community participation and leveraging other actors in order
to ensure a more joined-up approach to the achievement of community well-being.

Strategic planning was one of those techniques. Often discussed in terms of New
Public Management or modernisation (Boston et al. 1996; Naschold 1997), it is one
of a menu of tools that governments have adopted to improve responsiveness and
ensure scarce resources are employed efficiently and effectively.’ In New Zealand the
modernisation process began with the election of the fourth Labour Government
in 1984, and reflected a view that ‘at least from the standpoint of management, the
differences between the public and private sectors are not generally significant; hence
public and private organisations can, and should, be managed on more or less the
same basis’ (Boston et al. 1996: 26). The modernisation applied to both central and
local government.

The modernisation project set out to organise the bureaucracy so that departments:
had clear and consistent objectives; had a high standard of accountability; made trade-
offs transparently; were less likely to be ‘captured’ (unduly influenced) by the service
providers they were supposed to regulate, monitor or commission; and operated trading
activities in a manner which was free from direct political control. As Boston says,
changes to the machinery of government sought to achieve ‘consistency, accountability,
transparency, contestability, complementarity, co-ordination, economy, efficiency, the
minimisation of capture and improved bureaucratic representation for dis-advantaged
groups’ (Boston 1991: 239). In short, the objective was a public sector that was more
likely to be responsive, arranged in a way that reflected a greater plurality of voices
and more focused on outcomes.

In this context the introduction of strategic planning enabled local public decision-
makers to focus on outcomes and take a more discerning approach when considering
the outputs and inputs required to achieve them. It represented an attempt to
reconcile the ‘rational’ approach to decision-making with the predominantly
‘political’ approach to decision-making found in public organisations (see Figure 10.1).
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Figure 10.1 Rational planning and political decision-making models

Rational planning model Political decision-making model
Goals [ Most general policies
Policies More general policies
P Policies and
rogrammes F?—l programmes
Actions l l l 1 Issue area
e Based on organisation o Starts with issues across boundaries
o Key decision-makers are internal, facilitating co- e Involving conflict, not consensus

ordination and reconciling differences - ) .
e Politically rational policies and programmes emerge

e More generalised policies emerge over time to capture,
frame, shape or guide programmes

e ‘Policy as Treaty’ — policies represent reasonable level of
agreement between parties

Source: Bryson (2004: 18-20)

Rational decision-making is a deductive process that begins with a clear statement of
goals from which policies, programmes and actions to achieve those goals are then
‘deduced’ (Bryson 2004). A precondition for the model to work is agreement on the
overall goals; this is an assumption not always found in public organisations, which
reflect diverse views about the ‘good life’. Political decision-making on the other hand
is inductive; it begins with issues that inevitably involve disagreement. In contrast
to the rational approach, decisions made in the political model emerge through the
political process itself. This process requires agreement among key stakeholders and a
degree of consensus building. Bryson describes the resulting policies and programmes
as essentially ‘treaties’ negotiated between various stakeholder groups.

Promoters of strategic planning argue that it marries both the rational and political
decision-making models by focusing on identifying and resolving what they describe as
‘strategic issues’. Political decision-making is essential in order to achieve agreement
on the programmes and policies to address key issues, while the rational planning
approach provides a framework to recast that agreement in terms of goals, policies
and actions. Strategic planning provides tools for addressing and resolving the issues
that political decision-making identifies. In doing so it highlights inconsistencies
where different approaches might have been adopted to address issues and achieve
goals. In contrast to the purely rational approach, strategic planning does not assume
a consensus. Rather, it provides a process that involves stakeholders and interested
parties in a negotiation or conversation that takes into account interests and issues,
and so ensures that actions agreed upon are more likely to be ‘politically wise’ (Bryson

2004: 20).

While modernisation has been a major driver behind reform in many developed
countries, the way in which strategic planning frameworks have been designed for local
governments varies considerably. Some countries have broadly worded requirements
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that allow for local experimentation and innovation, while others — for example,
England and New Zealand — have adopted more prescriptive approaches that have
resulted in a greater consistency of approach. In the New Zealand case, strategic planning
developed voluntarily after the reorganisation of local government in 1989 and was
regarded as an example of good practice (see Local Futures 2006). Strategic planning
complemented a statutory corporate planning framework, which was based on a regime
of annual planning. The reforms of 1989 required councils to publish a draft annual plan
and budget, outlining major activities planned for the coming 12 months, and to seek
community views on the draft before adoption. A further obligation was the publication
of an annual report describing whether budgetary and work-plan forecasts were met
or not, including performance measures. Annual reports were also made subject to an
official audit by the Office of the Auditor General, with results reported to parliament.

The requirement to publish an annual plan and budget was the first step towards
making the business of local government transparent, so as to enable citizens to have
a greater say on council priorities. Unfortunately it also encouraged councils to think
and plan on an annual basis, which was a problem given that many activities, such as
providing infrastructure, require long-term decision-making. Consequently, councils
began to turn to strategic planning as a mechanism to help elected members and
officials think about the ‘big picture’ and to provide a long-term context for annual
plans. Some councils sought to be innovative — for example, Porirua City Council and
Manukau City Council, which used their new strategic plans not only to help their
own decision-makers think about the longterm, but also to help focus non-council
agencies, such as government departments, align their priorities with those of the
city as a whole. Waitakere City, for instance, was well known for its ‘eco city’ theme,
which sought to examine not only the council’s activities but those of other agencies
as well through a sustainability lens.

10.3 Long-term council community plans

While councils experimented with strategic plans as a way of providing decision-makers
with a context for their annual planning, the government had concerns about a lack of
long-term infrastructure planning at the local level. In particular there was a concern
about a growing infrastructural deficit, and in 1996 the government passed the Local
Government Amendment Act (No. 3) to address the issue. This Act was remarkable
in a number of respects, in particular for its requirement that councils develop and
publish long-term financial strategies based on financial forecasts for the forthcoming
ten years and revised every three years. While long-term financial strategies were to
be based on assumptions about future growth or decline, underpinned by detailed
asset management plans and environmental scans, they were not in themselves
strategic plans as understood in this chapter. Their primary goal was to make councils’
performance in asset maintenance more transparent and to provide citizens and
elected members with information about the fiscal implications of current decisions —
ultimately strengthening the ability of citizens to hold their elected members to
account. In practice, these financial strategies sat alongside council strategic plans
with little if any acknowledgement.



174 New Century Local Government

A change of government at the end of 1999 signalled a new approach to local
government policy, and almost immediately work began on a full rewrite of the
Local Government Act. The cabinet was sympathetic to requests from some in local
government that the new legislation should make strategic planning mandatory, but
was reluctant to create yet more planning obligations. Its solution was to enhance the
long-term financial strategies (LTFS) by creating a strategic ‘front end’, a requirement
that councils identify ‘community outcomes’ (longer-term goals for the city or district
articulated through extensive community consultation) and show how the activities
in the LTFS contribute to those outcomes. As the Cabinet Policy Committee
commented, the LTFS failed to:

...recognise and integrate the Council’s social, cultural and environmental
reasons for undertaking activities. As a result, the way that these social, cultural
and environmental plans and activities fit into the whole Council programme is
not clear (Cabinet Policy Committee 2001).

The Cabinet Policy Committee was concerned that the LTFS placed too much
reliance on fiscal matters and failed to integrate social, cultural and environmental
considerations. In the cabinet’s mind the shortcoming of the LTFS was its failure to
provide a sufficiently broad strategic framework to steer council activity, particularly
in relation to citizen expectations and the promotion of community well-being. It
believed that councils should be engaging in dialogue with their communities, and
that local government was a crucial leader in determining how community assets
should be used. This issue was addressed with the passage of the new Local Government
Act 2002 (LGAO2), which was a full rewrite of the sector’s empowering legislation.
The new statute reframed the purpose of local government to emphasise democratic
local decision-making by, and on behalf of, communities, and stressed councils’
roles in promoting the social, economic, environmental and cultural well-being of
communities — in the present and for the future. The critical mechanism for delivering
on this new purpose was the Long-Term Council Community Plan (LTCCP), the
successor to the LTFS.¢ Unlike the LTFS, which emphasised financial accountability,
the purpose of the LTCCP was to:

e set out the community outcomes and the local authority’s intended contribution
to those outcomes;

e set out the things the local authority will be doing over the life of the plan;

e co-ordinate the activities of the local authority;

e provide a long-term focus for the local authority;

e provide a means for communities to hold the local authority accountable; and

e provide an opportunity (potentially the primary opportunity) for the public to
participate in local decision-making (LGNZ 2003: 32).

The LTCCP contains most of the elements of the LTFES, but with a number of
enhancements. Like the LTFS the LTCCP has a planning horizon of at least ten
years, with a review period of at least once every three years. A key difference was
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the introduction of community outcomes in order to provide a strategic context for
council financial strategies, a gap identified by cabinet. The new statute was quite
specific that councils should undertake a process at least once every six years to enable
the community to identify their outcomes; in contrast, the LTCCP must be reviewed
every three years. As envisaged in the LGA02, the council’s role when identifying
outcomes should be one of facilitator, enabling communities to determine their own
outcomes. The nature of the process led some commentators to suggest that the
community outcomes process was a forum for community governance (Leonard and

Memon 2008).

Underpinning the design of the LTCCP was a concern held by ministers that elected
members and/or their officials might seek to control or at least influence the outcome-
setting process, and substitute a community’s aspirations with their own. Consequently
the legislation required councils to invite other organisations to assist with both the
design of the process for identifying outcomes and its implementation. This provision
resulted in a view that the new framework heralded a shift to a more participative form
of democracy, in which elected representatives were likely to be sidelined (Thomas
and Memon 2007). A more considered view described the new framework as a form
of community strategic planning and drew parallels with the approach to community
strategic planning prevalent in English and Welsh councils:

The community governance mandate in the LGA has opened a window of
opportunity for community engagement and intergovernmental collaboration
to an extent that has not been witnessed before in New Zealand (Leonard and

Memon 2008: 44).

10.4 Identifying community outcomes
Following the passage of the LGAO2 and the introduction of the new LTCCP with

the requirement to identify community outcomes, the LTCCP essentially became a
council’s strategic plan. Within a few years only a handful of councils were doing
any other form of strategic planning. A critical aspect of the new model concerned
the way in which councils went about identifying community outcomes. A number
of observations can be made, including that practice has varied — some councils
have clustered together and taken a regional approach to the community outcomes
process, while others have been happy to manage the whole process within their
own jurisdictions. Other councils have placed greater emphasis on the inter-agency
nature of the process, and have invested in strong collaborative relationships with the
not-for-profit sector and government agencies. By focusing on outcomes rather than
council or organisational services, the new strategic planning model was inherently
collaborative, encouraging councils to work with other agencies that contributed to
the achievement of outcomes.

The way in which the provisions were drafted encouraged councils to experiment
and use a range of initiatives to identify the issues their citizens considered important.
Suggestions included using focus groups to develop draft outcomes, which could then
be used as a basis for more traditional public consultation processes. Kapiti District
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Council, a medium-sized semi-rural local authority north of Wellington, was one
council that designed an innovative community-based process to assist residents
think about the district’s future. Called ‘Choosing Futures’, the project departed
from traditional approaches to consultation by involving citizens as both leaders and
participants in the strategic planning process, with independent facilitators engaged
to run more than 40 community meetings, many held in local neighbourhoods.
One of the techniques employed was to encourage residents to talk about their own
neighbourhoods and the issues that were important to them before thinking about
the issues facing the district as a whole. Results were collated into an overall vision
for the district, which set out the council’s leadership role, how it would work with
the community and suggested investment priorities for the next 20 years (Burke
2004). Copies were sent to all residents, along with information on what the council
intended to do to achieve the vision.

Following the passage of the LGA02, Manukau City, a large urban city in the Auckland
metropolitan area (now part of the new single Auckland Council), was able to utilise
its existing strategic plan, “Tomorrow’s Manukau’, as the basis for consultation on
community outcomes. To identify the issues facing the city, the council developed a
consultation strategy that operated at a number of levels and involved numerous public
meetings and a survey of approximately 1,000 residents. The survey was undertaken
to provide not only a broad public perspective, but to understand the preferences
of the city’s various population groups. Leadership roles were given to government
agencies and not-for-profit organisations, the latter to improve engagement with
more marginalised groups in the city. The council’s process goals were to stimulate a
sense of direction for the city; to identify what was important to citizens; to ensure a
participative process; and to take a multi-stakeholder approach (Burke 2004). Seven
high-level outcomes were identified, ranging from an ‘educated and knowledgeable
population’ to a ‘thriving economy’. To advance each of the outcome areas, teams of
council officials and external stakeholders were formed to lead specific action plans.
Manukau City Council sought to use the new LTCCP as a vehicle not only to integrate
the council’s different services towards a common objective, but also to encourage the
broad range of public and non-public agencies active in the city to work towards the
same aspirational goals.

By 2006 all councils had completed their first LTCCP, including having identified
community outcomes. The similarity of outcomes is worth noting. Many were of
the general ‘healthy, wealthy and wise’ style of outcome and it was often difficult to
distinguish between cities and districts, although the frequency with which some
outcomes arose probably reflects citizens’ common aspirations to live in safe, healthy
and comfortable communities. Some councils approached the exercise by starting
with a blank slate and simply asking citizens what they wanted to see. Others prepared
a list of draft outcomes and asked local citizens to rank them and give preference.
While the blank page approach was seen to reduce the risk of council ‘capture’, in
practice council officials played a critical role in shaping outcomes, regardless of the
approach taken. What was often lacking, however, was any sense of the strategies
required to achieve aspirational outcomes, particularly since councils themselves
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were often minor players in relation to the achievement of goals that involved other
agencies.’

In setting outcomes not just for councils but for communities, the LTCCP could
only be an effective form of strategic planning to the degree that the organisations
and agencies that actually took part were able to influence the achievement of those
outcomes. Previous discussion in this chapter noted that, under the LGA02, councils
had an obligation to invite other agencies — those able to influence the achievement
of outcomes — to assist with the design and implementation of the outcomes process.
Ensuring that such agencies contributed to outcome achievement was another
challenge, as councils have few statutory levers to require them to do so. Despite the
difficulty, a range of models has been developed through which councils and agencies
seek to align local, regional and national priorities in order to bring about community
outcomes, many of which are still in operation.®

Following the enactment of the LGA02, the central government, despite failing to
require its departments to contribute to the achievement of outcomes, actively sought
to encourage them. This took the form of appointing lead agencies for each of the four
well-being areas — social, cultural, economic and environmental; forming a deputy
secretaries group to oversee local—central government collaboration; and establishing
a small group of advisers whose task was to facilitate the involvement of government
departments in the community outcome process, essentially helping councils make
contact with departments.

Not surprisingly collaboration was easier in some areas, particularly large urban
jurisdictions, than others. One rural council, Rangitikei District Council, found it
had little government presence in its district, so organised a seminar for relevant
government departments in the capital, Wellington, at which a presentation on the
council’s community outcomes was given. The exercise engaged government officials
in a conversation about the future of the district, including concerns highlighted by
local citizens about the lack tertiary education opportunities, in a way that had never
before occurred.

10.5 The problem of complexity

With the enactment of the LGAQ2, the LTCCP became councils’ primary strategic
planning document, with previous strategic plans essentially folded into the new
framework. The LTCCP, however, is a consolidated framework with multiple
objectives, only one of which could be said to be strategic planning; it also
contains elements of a corporate plan, financial plan and accountability document.
Consequently it faces the classic dilemma faced by any enterprise seeking to achieve
multiple objectives; that is, it risks achieving none. The difference between the
discretionary strategic plans prepared before 2002 and the multi-objective long-term
council community plan is well illustrated by Ashburton District Council, a medium-
sized council of approximately 30,000 residents situated in the centre of the South
Island. The council’s first strategic plan was published in 1995 and revised in 2000.
Comparing the 2000 strategic plan with its 2009-2019 LTCCP illustrates the problem.
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The 2000 strategic plan is a focused document containing the type of material you
would expect in a strategic plan, namely:

® mission, vision, strategic goals, strategies and actions;
e an assessment of the targets achieved from the 1995 strategic plan;
® an environmental scan; and

® a description of the council’s main activities, grouped under five strategic goals
with key performance indicators.

The process used to adopt the strategic plan involved a series of elected member and
staff workshops; consultation was not a statutory requirement. The plan was 31 pages
long. In contrast, the 2009 LTCCP consists of 372 pages divided into two volumes.
The content of the LTCCP includes:

e information about the council and its community;

e the results of the recent round of public submissions on the draft LTCCP (the
LTCCP also acts as an annual plan in the year that it is adopted);

e astatement of community outcomes, strategic objectives and the council activities
that contribute to each;

e the council’s strategic vision (adapted from the 2000 strategic plan);
® 3 community outcomes monitoring report;
e akey issues and major projects section;

e adescription of planned council activities grouped under five headings (similar to
the strategic plan);

e aschedule of fees and charges;

e afinancial strategy;

e financial policies (40 pages);

e adevelopment contribution policy (23 pages);
e forecasting assumptions; and

® the Auditor General’s report.

There are certainly significant strategic elements contained within Ashburton’s
LTCCP; however, they are spread throughout the 372 pages. Although councils have
discretion as to how they structure their plans, and most attempt to separate out the
‘strategic’ content from the purely administrative and financial material, there is a
constant risk that the strategic elements will be lost in the detail. While the Ashburton
District Council attempts to address this risk by publishing a ‘strategic’ volume, this
still stretches to more than 200 pages. Many councils have made the decision to
divide their LTCCPs into discrete volumes to make them more accessible to readers,
but the law requires that councils also publish a summary LTCCP. The summaries are
the documents that most citizens read and respond to. They contain information on



Long-term Strategic Planning in New Zealand 179

the major issues facing each community, a description of the community outcomes,
major projects proposed by the council and a summary of the council’s finances. While
more accessible, and more obviously future-focused, the LTCCP summary is still some
distance away from being a strategic plan.

Not surprisingly given the diversity of the local government sector, the New
Zealand approach to community planning has resulted in variable practice. Some
councils have sought to be innovative, collaborative and inclusive, while others
have treated the exercise as a matter of compliance which simply gets in way of the
important business of providing services. Part of the challenge facing councils is the
complexity of the LTCCP itself, and the decision by parliament to aggregate diverse
planning and accountability documents into the one process. While aggregation is
attractive because it brings information and material together into one place, it risks
overwhelming readers with the amount of information provided and encouraging a
focus on compliance as opposed to innovation. Other countries have made different
choices, and the next section discusses some of this international experience.

10.6 International experience

Jurisdictions with similar local government systems to New Zealand, and which
require their councils to undertake strategic planning, include New South Wales

(NSW) in Australia, England and South Africa.

10.6.1 New South Wales

In New South Wales, the Local Government Act 1993 specifies the way in which
councils should undertake their planning and reporting functions. The framework,
which previously involved separate social and management plans, was recently
amended to include a community strategic plan with a focus of ten or more years;
a resourcing strategy that focuses on financial and asset management, as well as
workforce planning; a four-year delivery programme covering the term of each
elected council; and an operational plan which is essentially based on the budget,
sets out in detail the individual programmes and activities that will be undertaken,
and is reviewed annually. Councils must also adopt an engagement strategy, which
determines their approach to engaging citizens and communities. One purpose of
the framework is to draw existing plans together in an integrated framework, such as
social, environmental and infrastructure plans.

Official guidelines describe the community strategic plan as the highest-level plan
that a council will prepare, intended to identify the community’s main priorities and
aspirations for the future and plan strategies for achieving these goals (Department
of Local Government 2010). As with New Zealand, there is no assumption that the
council should be wholly responsible for the implementation of the strategic plan, as
other partners — for example, state agencies and community organisations — are likely
to have similar objectives and will need to take the lead on particular issues. Key
features of the NSW community strategic plans include:

¢ the main priorities and aspirations for the future of the local government area;
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e strategic objectives together with strategies to achieve those objectives;

® social, environmental, economic and civic leadership issues and how they will be
addressed in an integrated manner;

e the social justice principles of equity, access, participation and rights; and
e due regard to the State Plan and other relevant state and regional plans.

Councils’ community strategic plans must be reviewed every four years (local
government has a four-year term in NSW), with reviews completed by 30 June in the
year following local government elections. As noted above, plans are accompanied
by a resourcing strategy comprising three other documents: a long-term financial
plan; an asset management plan; and a workforce plan. The resourcing strategy is
primarily, but not entirely, inward-focused on matters that are council responsibilities.
While the long-term financial plans and the asset management plans are similar to
the requirements found in New Zealand, there is no New Zealand equivalent to the
workforce plan.

10.6.2 England

Under the Local Government Act 2000, councils in England were required to
develop community strategies, later modified to become ‘sustainable’ community
strategies.” The purpose of these strategies was to enhance the quality of life of local
communities, as well as contribute to the achievement of sustainable development
by improving the economic, social and environmental well-being of the area and its
inhabitants (ODPM 2004). In order to meet this purpose, a sustainable community
strategy was to:

e allow local communities to articulate their aspirations, needs and priorities;

e co-ordinate the actions of the council and of the public, private and community
organisations that operate in the council’s area;

e focus and shape existing and future activity of those organisations, so that they
effectively meet community needs and aspirations; and

e contribute to the achievement of sustainable development with local goals and
priorities relating, where appropriate, to regional, national and even global aim:s.

The legislation required a community strategy to include four components: a long-
term vision for the area focusing on outcomes; an action plan identifying shorter-
term priorities and activities that will contribute to the achievement of long-term
outcomes; a shared commitment for implementing the action plan; and arrangements
for monitoring and review (ODPM 2004). Compared with the approaches taken
in New Zealand and New South Wales, the English approach was less concerned
with the financial implications of its strategy and more focused on aligning agencies
towards the achievement of identified outcomes — what might be described as a
‘community governance approach’. An additional difference was the requirement to
form local strategic partnerships (LSP), a joined-up approach with local agencies to
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develop and implement each community strategy. LSPs can be viewed as over-arching
local institutions within a multilevel governance framework, and were mandatory if
localities wished to access various national funding streams and to secure a whole-of-
government response to addressing local priorities and targets. An example of good
practice identified by the Egan Committee (ODPM 2004) was Manchester City.
Its approach consisted of three tiers, ranging from regional to neighbourhood — see

Table 10.1.

Sustainable community strategies can be described as a form of meta-governance;
that is, umbrella processes designed to deal with the ‘highly fragmented jungle of
organisations and institutions which have grown up over the past two decades’
(Geddes 2005: 6). By setting out the strategic vision for localities, community
strategies provided a mechanism for addressing difficult cross-cutting issues. As
indicated, when preparing strategies, councils were expected to consult with local
citizens, communities and the voluntary, community and private sectors; to reflect the
views of other partner agencies; to take into account key local and regional plans; and
to have regard to the government’s national sustainable development strategy. While
the framework was very much the creation of the former New Labour government, the
underlying concepts continue to apply insofar as they fit with the new government’s
approach to localism.

10.6.3 South Africa
Strategic planning in South Africa is guided by the Municipal Systems Act 2000 (MSA

2000). It requires each municipal council to have a single, inclusive strategic plan
for the development of the municipality (Section 25, MSA 2000). The emphasis on
inclusiveness highlights the importance the government places on what it refers to
as integrated development planning (IDP), essentially the preparation of a ‘super
plan’ able to provide an overall framework for development.!® The plans are required
to consider the economic and social development of specific areas, with particular
emphasis on how land should be used, necessary infrastructure and services, and
environmental protection.!!

IDPs must be prepared by all municipalities, but are not limited to municipal
concerns. Other stakeholders — those who can impact on and/or benefit from

Table 10.1 The Manchester City approach

Tier One Describes regeneration strategies, set at the level of each participating local
authority, which connect opportunities for economic and infrastructure
development to regional and subregional strategies

Tier Two For each local authority, themed strategies and quality of life partnerships are
developed, focusing on, for example, public safety, transport and housing
Tier Three Operates at the ward or neighbourhood level, where the partnerships are

brought together in various forms of joined-up service delivery initiatives

Source: ODPM (2004: 37)
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development — must be invited to contribute. In this way the plan is intended
to align and enhance co-operation between the three spheres of government —
national, provincial and local. It seeks to promote policy coherence among agencies
and across common issues. IDPs are therefore essentially an attempt to create a
joined-up approach to tackling local, provincial and national issues (Padarath
2006). As well as alignment and integration within councils, and with external
stakeholders, the plan is also a key mechanism for citizen participation.

The IDP is designed to be a comprehensive tool, with councils required to follow a
standard process which begins, as with many strategic planning exercises, with the
definition of a vision and mission; the identification of key objectives and priorities;
and the development of strategies to address the issues and priorities identified
(Padarath 2006). Like New Zealand’s LTCCP, the IDP is expected to provide a
context for all other municipal plans and projects, as well as influencing the plans of
government departments in each area. It must be reviewed annually and has a lifespan
of five years, consistent with the political term of councils. Thus, as in NSW, one of
the first tasks facing each incoming council is the future of the IDP, which can be
adopted, reviewed or amended.

The task of addressing cross-cutting and co-ordinating multiple stakeholders has,
however, made the planning framework increasingly complex to manage. Padarath
(2006) argues that harmonisation is made more difficult by the fact that federal and
provincial governments operate on different timeframes to local governments; do not
have a shared approach to analysis and information; and struggle to participate in
a joined-up way. In other words sector priorities can often conflict with the goal of
integrated planning, an issue which has also been identified with the LTCCP in New
Zealand and its attempt to create a more joined-up approach to local governance

(Leonard and Memon 2008; Local Futures 2006).

10.7 Balancing compliance and performance

Strategic planning frameworks have a number of common themes, including
identifying community aspirations, articulating goals and priorities, and integrating
existing plans and policies towards the achievement of those goals. Current thinking
about strategic planning frequently eschews mechanical or rational approaches, which
treat the exercise as a technical one of mapping out linear steps to goal achievement
(Bryson 2004). Rather, strategic planning tends to be regarded as a more organic
and pluralistic exercise, in which diverse values and goals are subject to compromise
and adjustment. To be effective it requires effective engagement with citizens and
stakeholder organisations, and a willingness to focus on a limited number of significant
matters. This is an issue for the New Zealand strategic planning framework, given its
multiple objectives and agglomeration.

The complexity and size of LTCCPs creates a challenge for councils that seek
to engage citizens in strategic conversations about possible futures, a challenge
recognised by the Office of the Auditor General (OAG). In its 2010 report on
the 2009-2019 Long-Term Council Community Plans, the office highlights
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the importance of engaging communities in the ‘right debate’. This, according
to the office, involves consulting citizens on the major issues affecting their
communities:

An important role of the LTCCP is to provide information about significant issues
facing a community so that the community can provide feedback on the choices
facing it ... local authorities still need to improve how they present and explain

their financial strategies (OAG 2010: 9).

In the view of the Auditor General, information should be presented so that strategic
and other major issues are presented first; choices and options for addressing the issues
should be presented next; and these should be followed by the implications of those
choices, namely implications for financial strategy, levels of service and impact on
well-being. Only by engaging communities in a discussion on these strategic issues and
their implications will the right debate be seen to have taken place. Yet the existence
of the audit regime itself is not without effect. LTCCPs are subject to an audit opinion
commenting on the underlying assumptions of the plan, financial efficacy and the
accuracy and quality of its performance management system. The approach taken to
the audit, and in particular the requirements of the International Financial Reporting
Standards (IFRS), has diminished the ability of councils to promote strategic
conversations with citizens, often because legislative compliance takes precedence
over deliberative strategy.!? Again, the size and sheer detail contained within the
draft LTCCPs limits the ability of councils to engage in open-ended discussions
of a strategic nature; the exception are those councils that go beyond the defined
requirements of the LGAO2 and develop ‘bottom-up’ strategies to engage citizens in
discussions about their future.

Despite the OAG’s desire to have councils focus on the ‘right debate’, it has also
acknowledged the tendency of some councils to take a risk-averse approach. ...
an LTCCP is a large document containing a great deal of detail. Therefore, local
authorities need to effectively communicate the strategic and other important issues,
choices, and implications so that these are readily apparent to the community’ (OAG
2010: 10). Reflecting a similar theme, Leonard and Memon (2008), who based
their analysis on the 2006-2016 LTCCPs, identified a number of shortcomings that
diminished performance, namely:

e A failure by both local and central government to understand the full significance
of the paradigm shift that was the LGAO2. As a result the promise of the
community outcomes process has not been realised.

e A failure to appreciate the importance of taking a participatory approach to
the community outcomes process and to develop ‘intermediate’ outcomes
which would better replicate the ‘managing for outcomes’ approach of central
government departments.

e A failure to ensure those participating in the community outcomes process, such
as elected members and staff, were adequately informed ‘of the substantive issues

in the community’ (OAG 2010: xii).
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e A lack of understanding, by the community and business sectors, about the
collective ownership of community outcomes and a lack of resourcing for these
sectors, including Maori organisations, to adequately participate in the process of
identifying outcomes (ibid.: p xii).

Underpinning many of these concerns is a belief that councils were not given
sufficient guidance to implement the new focus on outcomes adequately, and that
there was a lack of national leadership to champion the new community outcomes
paradigm, within both central and local government and in the community (Leonard
and Memon 2008). It was suggested that the approach to framing outcomes taken
by most councils resulted in ‘high level outcomes [which] cannot provide effective
tools for guiding local decision-making’ (Local Futures 2006: 208). Local Futures also
expressed concern that the majority of councils tended to use passive methods for
identifying outcomes, such as surveys, rather than deliberative processes involving
extensive citizen engagement, the result being akin to a list of issues, rather than a
considered vision of the future.

The complexity and size of LTCCPs also has implications for the cost of preparing
plans, with officials beginning work at least 18 months before adoption. A survey
undertaken by Local Government New Zealand (the national association of councils)
found that councils in total spent 897,629 hours on the preparation of their 2009—
2019 long-term plans (LGNZ 2009).1 It is an exercise that involves almost every
aspect of a local authority’s organisation, administratively and politically, a problem
that began with the decision in 2002 to go with an aggregated model of planning. It
is interesting to compare the New Zealand approach with that taken by the state of
Victoria in Australia, in which councils’ long-term financial strategies and strategic
plans are stand-alone separate documents. The City of Bayside in Melbourne, for
example, has a strategic planning framework that includes a number of stand-alone
documents:

¢ the municipal strategic statement;

® the council plan/strategic resource plan (18 pages);
® budget (56 pages);

® an annual action plan (11 pages); and

e the Long-Term Financial Plan (86 pages).

In comparison to an average LTCCP, Bayside’s strategies are clear and focused, with
each placing emphasis on a single objective, resulting in documents that are easy to
read and engage with.

New Zealand councils have sought to address the problems caused by the scale
and complexity of the aggregated long-term plan by placing more emphasis on the
community outcomes process, such as the process used by the Kapiti Coast District
Council, or by enhancing the quality of the summaries. Yet aggregation has not only
caused administrative challenges for councils and ‘readability’ challenges for citizens:
it has also been less successful than some of its supporters had hoped in terms of
integrating the plans and policies of other agencies.
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In their work on community strategic planning, Leonard and Memon (2008) argue
that both local and central government have failed to understand the full significance
of the paradigm shift that was the LGAO2. In their view the new emphasis on
community well-being, sustainable development and participatory democracy has
been overlooked, with the effect that the promise of the community outcomes process
has not in fact been realised. In addition, councils faced challenges when seeking
commitments from government departments and other agencies towards making
outcomes real.

10.8 Strategic planning: where is it heading?

In a global world, cities and towns are forced to compete to attract new investment
and skilled populations. Local authorities in particular must ensure that their
localities have the physical infrastructure, amenities and social capital that make
them attractive to skilled migrants. Strategic planning is critical if councils are to
prepare their communities for the challenge of the future — it is one of the ways by
which councils and communities differentiate themselves and make choices about
the sort of place they wish to be. It is an essential tool for place-shaping (Lyons 2007).

Councils in New Zealand were quick to utilise strategic planning and related
techniques as a way of better understanding the environment in which they work
and the unique roles that local authorities play, and of identifying the objectives
to which citizens and communities might aspire. Policy-makers saw the revision of
the Local Government Act in 2002 as an opportunity to cement strategic planning
into the fabric of the new statute. The decision was made to combine it with the
previous requirement to develop long-term financial strategies, disclosure policies and
a performance framework to create the LTCCP. The result was a plan that, while
having strategic elements, was dominated by objectives primarily concerned with
accountability, transparency and prudent stewardship of assets — a document that
practice has shown as being relatively unwieldy and far from sympathetic to average
citizens. The weight of the accountability requirements, in terms of the information
collected and presented in the LTCCP, effectively hinders efforts by local authorities
seeking to undertake innovative strategic planning.

To some degree the complexity of the LTCCP and its inhibiting effect on citizen
engagement was identified by the National Party-led government elected in 2008.
The then Minister of Local Government, the Hon. Rodney Hide, stated:

The LTCCP purpose was to address strategic planning issues. However, most
LTCCPs include large amounts of detail, have multiple volumes and contain
hundreds of pages. Even with summaries documents of this size and complexity
make it harder for ratepayers and citizens to engage on strategic issues (Hide

2009).

Unfortunately for the minister, his solution to improve transparency, accountability
and fiscal management involved an inherent tension:'* how do you deliver better
engagement on strategic issues while also enhancing transparency, accountability and
fiscal management? New Zealand has not yet found a solution to the multiple objectives
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issue. Councils already have the authority to go beyond statutory requirements and
undertake good participatory strategic planning, and a number have shown themselves
ready to use it. However, only a minority appear willing to go this extra mile, while
the majority appear to be constrained by the scope of the statutory long-term plan and
the degree to which it is subject to an inspection regime. The policy question that
arises concerns the impact of specific frameworks on institutional behaviours, and the
degree to which higher authorities are prepared to relax prescription to encourage
both innovation and more ‘bottom-up’ approaches.

Strategic planning is essentially a technique to assist councils to think about and plan
for the future of their communities. That local governments should be leading the
strategic discussion in localities is not a new idea; they are ideally placed to foster and
facilitate a place-based vision for their communities, as well as to promote alignment
between public, private and third sector organisations. However, countries such as
New Zealand, which have minimalist task profiles for local government, face unique
challenges, as many of the significant players in their communities are national
government departments, and their willingness to participate in local strategic
conversations and be bound by desired local outcomes is far from certain. In addition,
local strategic planning frameworks do not always align with strategic planning
approaches taken nationally, and this is also the case in New Zealand. It is not easy to
deliver future-focused strategic plans with minimal information on the future plans of
higher-level governments and what they might mean for localities.

Finally, the success or failure of strategic planning will be heavily influenced by the
manner in which higher governments ‘craft’ particular obligations. This chapter has
highlighted the issue of aggregation and inspection as factors in the performance of
the New Zealand framework, especially its ability to move beyond formal planning to
the more deliberative practice of strategic thinking. The greater the degree to which
strategic plans are seen as mechanisms for accountability and financial management
and seek to achieve multiple objectives, the greater the risk that real ‘strategy’ will be
pushed to the background.

Notes

1 The LGA 2002, in particular, took local government strategic plans and recast them as a significant
accountability tool by focusing on asset management, long-term financial planning and a range of
financial and performance disclosures. A more recent reform, the LGA 2002 Amendment Act 2010,
sought to streamline the process but left the fundamental elements intact.

2 Reform reduced the previous 850 local bodies to 86 multi-functional local authorities, and introduced
a range of internal reforms intended to strengthen transparency and accountability.

3 ‘Place-shaping’ is the ‘creative use of powers to promote the general well-being of a community
and its citizens’ (Lyons 2007: 60). Among its key features are building and shaping local identity;
representing the community, including in discussions with higher levels of government; maintaining
the cohesiveness of the community; making the local economy successful to support the creation
of new businesses; and working with other bodies to respond to complex challenges — a form of
community governance.

4 A ‘spatial plan’ as defined in the Local Government (Auckland Council) Amendment Act 2010
is meant to contribute to the social, economic, environmental and cultural well-being of the city
through a comprehensive and long-term (20- to 30-year) city-wide strategy.
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5 Other techniques include corporate planning, contestability and the separation of governance and
administration.

6 One of the more symbolic actions of the new government was to insert the word ‘community’ into
the title to reinforce the impression that the plan was not just the council’s and that the council
worked for the community.

7 Typically outcomes dealt with a desire for better health, safer communities and employment — all
issues that are the responsibility of central government more than local government.

8 See: www.cobop.govt.nz (accessed July 2011).

9 It is understood that this requirement is being removed, but community strategies and the associated
policy framework are nevertheless instructive examples of strategic planning practice.

10 See the Community Organisers’ Toolbox, available at: www.etu.org.zaftoolbox/localgov.html
(accessed August 2011).

11 The framework has a number of similarities to spatial plans, which have been introduced in New
Zealand’s largest city, Auckland.

12 For example, councils are required to include future inflation assumptions in their long-term financial
strategies, resulting in widespread concern from citizens who expressed their opposition to what
appeared to be excessive future rate increases, even though up to half the figures were inflation estimates.

13 The survey was conducted by PricewaterhouseCoopers and had a participation rate of 70 per cent.

14 In 2010, the government made a number of changes to the LTCCP including shortening its title to
Long Term Plan (LTP), removing the requirement to use a separate process to identify community
outcomes and removing some of the less relevant policies from each plan in a bid to shorten the
documents. Unfortunately the changes also added new material in order to improve accountability,
which further extended the length of the documents.
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Chapter 11

Peter McKinlay

This chapter explores the potential for greater use of local authority-owned companies
and other council-controlled, arm’s-length entities to manage local government assets
and services. It looks at the opportunities, risks and implications for accountability and
local democracy, with an emphasis on arrangements for post-incorporation governance.
These are considered not just from the conventional perspective of good corporate
governance including risk management, but also in terms of how they can contribute
to strengthening local democracy and community participation in decision-making.

The chapter begins with a brief overview of experiences in Europe, England, Canada
and Australia. It then discusses the unique model emerging within New Zealand,
where there has been a particular focus on the post-incorporation governance regime.
The origins of the New Zealand model are presented, together with a series of case
studies and recent developments in the city of Auckland.

The considerable, and potentially beneficial, implications for the role of elected
members and for enhanced local democratic accountability are also discussed. The
chapter concludes with a discussion of the relevance of arm’s-length entities to
building local capability and strengthening community governance.

11.1 Local authority-owned companies: global examples

11.1.1 Europe

The use of local authority-owned companies in Europe varies widely between
jurisdictions, as do attitudes towards the appropriateness of companies as vehicles for
service delivery or other activity within democratically accountable organisations.

A 2005 survey by the European bank Dexia provided an overview of local government
use of public companies within the then 25 countries of the European Union (Dexia
2005). It found that only in three countries — Luxembourg, Cyprus and Malta — did
local governments not form companies as a means of undertaking part of their activity.

Some relatively common features emerge. It is usual for elected members and/or local
civil servants to be appointed to the governing body of such companies. This can be
seen as reflecting cultural and constitutional differences, identified by Torres and Pina
(2002), between European and Anglo-Saxon jurisdictions, with Europeans being
much more comfortable with the concept of elected members or senior managers
sitting on the boards of council-controlled companies. Through European eyes this
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can be a useful way of ensuring appropriate alignment between the council owner and
the company. By contrast, through Anglo-Saxon and especially Westminster tradition
eyes, current good practice sees appointing elected members to boards as creating an
inherent conflict of interest: the performance of the local authority’s companies is
placed in the hands of the very people who should be responsible for monitoring that
performance.

Grossi and Reichard (2008) provide an overview of governance arrangements
and practice for local authority-owned companies in Germany and Italy, where it
is common for local authorities to own a number of companies: on average, large
German cities own nearly 90 companies and large Italian cities own 25. Councils
have autonomy in the decision on whether to establish companies, and there are
no public sector-specific governance requirements. Instead, governance of council-
owned companies is a matter for the general law.

Portuguese local governments only gained the power to establish companies in 1988.
Tavares and Camdes report that:

... in Portugal, it is generally accepted that these new forms of local governance
are the result of an attempt to improve financial management, relax public
procurement rules and circumvent civil service laws and their implications for
personnel management, contract agreements and organization. Rigorous controls
imposed by national institutions such as the Accounting Court, the General
Inspection of Territorial Administration and the General Inspection of Finances,
as well as the requirements of civil service laws are avoided by these new forms
of governance, even though this does not mean the complete subordination to
general labour laws applied to the private sector (2010: 588).

Swedish experience reflects Torres and Pina’s (2002) observations on different cultural
and institutional understandings. Take for example healthcare services, which in
Sweden are the responsibility of county councils. The late 1990s saw a strong emphasis
on restructuring health service delivery in order to improve efficiency, increase access
and reduce waiting times (Hjertqvist 2002). Central to the process of change, which
included both the corporatisation and in a number of instances the contracting
out or privatising of the provision of individual services, was that the basic values
and individual entitlements of Sweden’s public healthcare system should remain
unchanged. Reforms were about changing incentives for people working within
the system, including opportunities for employees to set up their own healthcare
businesses, not about changing values or entitlements. This offers a key lesson for other
jurisdictions: it is most important to ensure public confidence that the values on which
a service is based will be maintained through the reform process, and the purpose of
reform should be to reinforce the core values of the system (Hjertqvist 2002).

11.1.2 British Columbia, Canada

In British Columbia, the Community Charter 2003 empowers municipalities or regional
districts to form or acquire shares in corporations, but only with the consent of the
Inspector of Municipalities.! In 2006 the Ministry of Community Services published
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Launching and Maintaining a Local Government Corporation: A Guide for Local Officials,
prepared with the support and direction of the inspector. The purpose of the guide is
to assist municipalities in deciding to form a corporation, including whether that is
the best means of pursuing the municipality’s objective. The guide notes that, over
the 30 years until 2005, 78 requests for the formation of corporations were received,
of which only two had ultimately been declined. Requests covered a wide variety of
activities, as detailed in Figure 11.1.

The guide is written primarily from a compliance rather than a policy/strategic
perspective. It provides a useful counterpoint to the emerging New Zealand practice
of treating council establishment and ownership of a corporation as fundamentally
a matter of relationship management rather than legal compliance, albeit without
understating the importance of compliance in its proper place.

11.1.3 England

In England, practice has varied significantly over recent decades. In the 1980s
councils used provisions in the Local Government Act 1972 to create companies for a
wide range of purposes (Public—Private Partnerships Programme 2005). However, in
the late 1980s the Conservative government established a complex regulatory regime
restricting the use of companies, based on a combination of the nature of the company
and a control test. The introduction of the ‘well-being power’, which authorised
councils to do anything they believed would promote community well-being, by the
Local Government Act 2000 was seen as extending the ability of local authorities to
create companies, but this was subsequently limited by the Local Government Act
2003, which restricted the power to form companies to those authorities meeting Best
Value standards; in essence, the power to form companies became a reward for good
performance. The power was also inhibited by litigation risk, as council decisions
were subject to judicial review on the grounds of failure to follow due process.

The recently enacted Localism Act 2011 includes a ‘general power of competence’.
This is described by the UK Department of Communities and Local Government as
giving ‘local authorities the legal capacity to do anything an individual can do that

Figure 11.1 Types of corporations considered by local governments, 1976 to 2005

Other business Housing 4 Miscellaneous 7

;

Forestry
enterprise 12

Economic
development 11

Municipal utility 3

Source: Ministry of Community Services (2006)
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isn’t specifically prohibited; they will not, for example, be able to impose new taxes,
as an individual has no power to tax’.?

Notably, the focus in the different legislative and regulatory provisions in England has
been on a combination of the power to form companies, and the implications for local
government financial management (Public—Private Partnerships Programme 2005).
Much less attention has been paid to the governance of those companies, including
measures which might be seen as desirable to mitigate potential risks associated with
carrying out activities through a company form.

11.1.4 Australia

In Australia the power to regulate local government is reserved to the individual
states. Legislation covering the formation of council-owned companies varies from
state to state but only one, Queensland, makes any provision for post-establishment
governance.

In Queensland two legislative regimes operate, one for the City of Brisbane and
the other for local government generally. Both now include a power to establish
‘beneficial enterprises’.> This requires a judgement by the council on whether any
particular activity is ‘beneficial’, raising the prospect of judicial review, as occurred
with the well-being power in England. This may act as a disincentive to use of the
‘beneficial enterprise’ model, although the responsible state government department
does provide extensive guidance, which should minimise the legal risk.

The Queensland legislation is not specific that an enterprise should be a company;
indeed it is clear that the local authority has the discretion to choose what legal
form a ‘beneficial enterprise’ should take. In terms of post-establishment governance,
the Queensland framework follows in broad terms the long-established New Zealand
practice of requiring a statement of corporate intent, which sets out the objectives,
operating principles, and reporting and accountability obligations that the entity will
observe. However, these provisions have only been in place for a short period of time
and it is too early to assess practice and outcomes.

11.2 Local authority-owned companies in New Zealand

Between 1984 and 1990 New Zealand’s public sector underwent massive structural,
organisational and management changes (Boston et al. 1991). The government
embarked upon a comprehensive process of reform across the entire public sector,
which included restructuring government trading activities as companies, known as
state-owned enterprises (SOEs). At the heart of the reform process for the entire public
sector, not just trading activities, was a focus on accountability and on developing
incentive arrangements that were both appropriate to the nature of the activity, and
which minimised any inherent conflicts.

Government ministers for their part were concerned that they could continue to
exercise influence, despite the transfer from departmental to company form. As
a consequence, a set of arrangements was designed to ensure that the directors of
state-owned enterprises remained strongly accountable to shareholding ministers,
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and through them to the government. At the heart of these arrangements was what
became known as a ‘statement of (corporate) intent’, negotiated between directors
and shareholding ministers. The purpose of this document was to set out the business
intentions, performance measures and reporting arrangements under which enterprises
operate.

The role of the shareholding ministers is supported by a specialist monitoring and
advisory unit located within the New Zealand Treasury.* The unit manages an annual
cycle of monitoring and reporting (see Table 11.1). This begins with the outlook
letter to each SOE board detailing the information requirements, the timing and any
specific issues the company is expected to address during the business planning round.
The board has to respond with first, a strategic issues letter outlining its perspectives,
and later its business plan for the forthcoming financial year, plus a draft statement
of corporate intent. Once those are agreed with the shareholder representative(s),
the board is required to manage the business in accordance with the statement of
corporate intent.

In the late 1980s, the government’s reforming zeal turned to the local government
sector. The same basic principles were applied, including legislating to enable the use
of companies to manage trading activities. Three major categories of local government
were affected: harbour boards and electric power boards, both of which were special-
purpose authorities, and general-purpose local authorities.

11.2.1 Harbour boards and electricity distribution

The government’s agenda reflected an economy-wide approach to reform based on
a strongly held set of theoretical beliefs about the proper way of structuring and
governing different types of activity. Its reforms of the two sets of special-purpose local
authorities, harbour boards and electric power boards, were each part of a broader
agenda of reforming a particular sector — transport and electricity respectively. In each
case the government of the day was focused on putting in place a set of ownership,
governance and accountability provisions which it believed would facilitate the
effective governance and management of the business activities involved.

The commercial activities of both harbour boards and electric power boards were
vested in new special-purpose companies for each. Ownership arrangements were
complex, but for those that remained in public ownership, their governing legislation
required broadly the same governance arrangements as for state-owned enterprises

(McKinlay 1999).

11.2.2 General-purpose local authorities

The 1989 reforms of local government went much further than simply enabling
councils to form companies: they included a substantial rationalisation of the
number and scale of local authorities, a shift from cash to accrual accounting, marked
changes in accountability and the introduction of a split between elected members,
responsible for policy, and a chief executive (as the sole employer of staff), responsible
for implementation.
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In respect of companies, new legislation provided for the formation of what were
known as local authority trading enterprises (LATEs): council-owned companies that
could undertake what were essentially the business activities of local authorities. The
legislation required public consultation on any proposal to establish a LATE, and
to transfer an undertaking to it. It also included basically the same requirement as
existed for SOEs for the preparation of a statement of corporate intent, with which
the board of directors must then comply.

For the most part, the government chose not to require local authorities to corporatise
any activities. There were some exceptions, mainly in the transport sector. For
example, councils that operated public passenger transport services, and wished to
continue receiving government subsidy, were required to corporatise the services. This
gave a greater assurance of transparency, which came from establishing the service as a
separate entity with its own balance sheet and financial statements.

When New Zealand’s Local Government Act was rewritten in 2002, the opportunity
was taken to extend the coverage of the provisions affecting local authority-owned
companies. Instead of LATEs, the new legislation uses the concept of council-controlled
organisations (CCOs). These are defined as any entity in respect of which one or more
local authorities owns 50 per cent or more of any equity, or is entitled to appoint 50 per
cent or more of any governing body. This brought within the ambit of the legislation
bodies such as local authority-controlled trusts, which had previously been established
under the exercise of general powers to promote community development.

The SOE requirement for the preparation of a statement of corporate intent (termed
simply ‘a statement of intent’ in the case of CCOs) was carried forward, but with some
amendment. The members of a CCO board are required by legislation to run the
entity in accordance with the statement of intent. In addition, the parent council or
councils may amend the statement of intent by resolution at any time and the board
is required to adopt that amendment. The statement of intent thus gives a council
significant influence over any CCOs it owns.

11.2.3 Policy implications

Apart from setting the statutory framework, including the provision for the statement
of intent, the government did not prescribe how local authorities should manage
their relations with any companies that they owned or any other entities they
controlled. Rather than requiring that councils should, for example, adopt the same
general approach for monitoring and advisory support as the government itself had
in place, it was simply left to individual councils to determine what they should do.
Issues such as whether or not elected members could be appointed to the boards of
council-owned companies or council-controlled trusts, the process for appointment
of directors, the nature of dividend and other financial policies, and the nature of any
reporting requirements over and above standard financial reporting, were all left to
the discretion of individual councils.

With hindsight, this situation has been somewhat problematic. As will be clear
from the brief case studies that follow, practice and understandings differed widely.
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Few councils had available to them in-house the professional expertise and market
knowledge needed to monitor the performance of what were often quite substantial
businesses, notably some of New Zealand’s largest ports and electricity networks.
Instead, there has been considerable ‘learning-by-doing’, compounded by the fact that
many of the most significant council-owned companies had come into existence not
because of conscious decisions by councils that this was the appropriate way in which
to run an activity, but because the government had directed restructuring as part of its
own economic reforms.

Part of the learning process has been a gradual shift from the use of arm’s-length
entities purely as a presumed means of improving efficiency, to a greater understanding
of the public value which different structures can add because of their inherent
characteristics, so long as this value is properly understood and appropriate measures
are put in place to secure the benefits sought. In this respect, the New Zealand
approach can be seen as melding the presumed strengths of ‘new public management’
with ‘public value’ considerations.’ This is emerging more clearly in respect of major
local government activities as the result of recent experience in Auckland’s CCOs,
discussed later in the chapter.

11.3 Case studies

This section considers four New Zealand councils and one multi-council-owned
company. The case studies highlight both the variety of approaches different councils
have taken to the choice of structure and governance arrangements, and differences of
practice in important areas of corporate governance, including managing conflicts of
interest. They also illustrate the growing maturity of the model, with recent practice
placing a strong emphasis on good corporate governance and relying significantly on
the experience of central government with its SOEs, as well as the guidance of bodies
such as the Institute of Directors.

11.3.1 Dunedin City Council

Dunedin City Council became the owner of a substantial council-owned company
as the result of the Energy Companies Act 1992, which required the corporatisation of
its then municipal electricity department. As a consequence of financial advice, the
council decided to use a holding company structure, Dunedin City Holdings Ltd. At the
same time it established Dunedin City Treasury Ltd to manage the council’s borrowing
and funding activity. This structure gave the council certain financial advantages, and
took its borrowing outside the then regulatory arrangements for local authorities.

The energy company was restructured as two separate businesses:

e  Aurora Energy Ltd, which owns the city’s electricity distribution network and that
of Central Electric Ltd (an adjoining company which it acquired by takeover);
and

e Delta Utility Services Ltd, which undertakes network and other maintenance
services for Aurora Energy and other service providers in the South Island.
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Dunedin City Holdings Ltd also holds three other companies:
e City Forests Ltd, the owner of substantial forestry plantation interests;

e 3 half share of Dunedin International Airport Ltd, a joint venture with the New
Zealand government; and

e Citibus Ltd.

The holding company, at the behest of its shareholder, has placed a strong emphasis
on providing cash returns, sometimes to the detriment of its subsidiary companies,
as its chairman’s report in the annual report for the year ending 30 June 2010 makes
clear:

The strategy of the Dunedin City Holdings Limited board has been to pursue
opportunities for growth where we see the potential to develop or extend our
existing businesses. However, this year with the need to support the shareholder’s

capital expenditure programme the group’s capital expenditure has been down
(Dunedin City Holdings Ltd 2010: 4).

In 2011, the city council commissioned a governance review of the holding company
and its subsidiaries. The resulting report (Larsen 2012: 9-12) made a number of
critical findings, including:

e Conflicts of interest arising from the appointment of councillors on the board
of the holding company, and appointment of holding company directors to
the boards of subsidiary companies. In each case the central issue was placing
people in a situation in which it was their obligation in one role to monitor their
performance in another.

e Conflict between the council’s objective of extracting maximum cash from the
holding company and its subsidiaries, and the long-term needs of the businesses.
A specific issue was the implicit challenge to the statutory obligation of directors
to act in ‘the best interests of the company’.

Recommendations included:

e No one should be both an elected member and appointed director on either the
holding company or any subsidiary board. Council managers should be ineligible
for director positions.

¢ The holding company and the council should adopt a standard dividend policy of
paying out 50-70 per cent of tax paid profits.

® A review of all council-owned companies with the objective of determining their
fit with council cash flow and ‘risk appetite’ boundaries. Any entity falling outside
the boundary should be considered for sale.

e Provision of in-house governance training for elected council members.

The Dunedin experience is an example of what can happen when a council fails to
give informed consideration to the good governance issues associated with being the
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owner of companies undertaking significant business activities (or, if it has given such
consideration, to apply it). Dunedin was not the only council in which appointment
as a director of a council-owned company was seen as an attractive addition to
councillor remuneration, or which regarded its companies as a potential cash flow
source to the detriment of the investment needs of the businesses. Arguably the
concerns raised in Dunedin can be seen as a consequence of the failure to accompany
a statutory framework for local authority-owned companies with adequate guidance
on good practice in governance.

11.3.2 Christchurch City Council

As with Dunedin, the Christchurch City Council became the owner of significant
council-owned companies through restructuring initiatives required as a result of
central government legislation. This included the corporatisation of Christchurch’s
municipal electricity undertaking (which also absorbed the electricity undertakings of
two nearby local authorities); the inheritance of a majority shareholding in the port
of Lyttelton; corporatisation of the council-owned public transport undertaking; and
ownership of 75 per cent of Christchurch International Airport Ltd (with the New
Zealand government as the minority shareholder).

These entities are owned through Christchurch City Holdings Led (CCHL). Its
website states that ‘CCHL was set up in 1993 in response to calls for a confidential
independent non-political buffer between the Council and the companies it owned.
CCHL therefore ensures that a commercial approach is taken to managing the
interface with the Council's companies’ (CCHL 2012). Another factor in CCHL’s
establishment was the same financial analysis as led to the establishment of Dunedin
City Holdings Ltd: the recognition that the use of a holding company structure would
improve access to capital markets and potentially reduce borrowing costs for the
council group as a whole.

Today, the principal companies in the CCHL group include:

e  Orion New Zealand Limited (89.3 per cent owned), which owns and operates the
electricity distribution network within Christchurch City and surrounding areas;

e Lyttelton Port Company Ltd (79.3 per cent owned);
e  Christchurch International Airport Ltd (75 per cent owned);

e Red Bus Ltd (100 per cent owned), a major public transport provider within
Christchurch; and

e Enable Services Ltd (100 per cent owned), a broadband provider.

CCHL has the strategic objective of ‘playing a more proactive role in supporting the
council’s aim of making Christchurch a “world class boutique city” by investing in,
or promoting the establishment of, key infrastructure assets in a commercially viable
manner. Areas such as high-speed telecommunications, water, security of energy supply
and integrated transport have been identified as key regional infrastructure priorities’

(see CCHL website: www.cchl.co.nz/cchl/about-cchl [accessed 17 February 2012]).
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CCHL management argues that long-term council ownership gives it an ability to
make future-oriented investments in a way that might not be undertaken by a purely
commercial owner. As an example, it supported the redevelopment of Christchurch
International Airport five years ahead of the time at which conventional cost-benefit
analysis would have suggested making the investment. From the CCHL perspective,
and that of the parent council, the early investment was an important initiative
in building Christchurch’s attractiveness as a destination and point of entry to the
South Island. Similarly, CCHL has become a significant investor in ultrahigh-speed
broadband, having established Enable Services Ltd in 2007 to develop a broadband
network. In 2011, the company became the government’s partner in the rollout of its
ultrafast broadband project in Christchurch.

11.3.3 New Plymouth District Council

New Plymouth provides an example of a council that has taken a deliberative approach
to the use of CCOs, including considering the different reasons why a council might
wish to use an arm’s-length organisation rather than undertake an activity in-house.

The council’s major involvement began with the compulsory corporatisation of its
municipal electricity department. This was merged with the energy company serving
the surrounding rural area, and the merged company then listed on the New Zealand
stock exchange. When the company was first listed, the value of the council’s
shareholding was NZ$90 million. Ten years later the council sold its shareholding
for NZ$259 million. During those years, the council had been supportive of a
commercial approach to the management of the business, including its growth
through acquisitions.

The sale proceeds were used by the council ‘to set up a Perpetual Investment Fund
to diversify its investment and retain it for all generations to come — many golden
eggs in the basket’ (Taylor 2010). To assist with the management of the fund, the
council established a CCO, Taranaki Investment Management Ltd (TIML), initially
in a purely advisory role, but latterly with an investment management capacity.
TIML operates within a corporate governance framework designed to make clear the
respective responsibilities of the council and the board. The council has adopted a
policy on the appointment and remuneration of directors drawn substantially from
private sector practice, and, to avoid conflicts of interest, councillors and managers
are precluded from becoming directors.

TIML is an example of a CCO with a structure designed to support and enable a
fully commercial approach to the management of a significant activity, in this case
an investment fund. The council itself recognises that CCOs may be formed for a
number of different purposes, and that commercial performance is only one such
purpose and not always the most significant. This reflects the fact that the CCO
model is an extremely flexible one which allows elected members to determine what
objectives they wish to optimise, and what trade-offs they wish to make; for example,
between revenue/value enhancement, delivery of service, engaging the community in
the governance of specific activities, or bringing in scarce skills not available through
normal recruitment and employment means.
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Among the council’s other CCOs are special-purpose trusts in areas such as
sports and event venues, and arts and cultural activities. One objective of these
trusts is to recruit board members with particular skills, commitment and knowledge
of the sector, who would not otherwise be part of the governance framework.
In some of these activities, the use of a CCO can almost be seen as a means of
facilitating co-production, bringing in essentially volunteer but expert people to
support the facility concerned. The next case study provides a specific example of
this approach.

11.3.4 Horowhenua District Council

Horowhenua is a small district council serving one significant township and an
otherwise largely rural and coastal area with a number of smaller townships. Some
years ago it acknowledged a resourcing issue with its library services, recognising that
they were underfunded.

A decision was taken to create a council-controlled trust, with trustees drawn
from the community and with the objective of enabling the library to draw
on community resources and support in a way that would not be possible for
the council itself. Based on the chairman’s report in the trust’s annual report
for 2010/11 (see: http://issuu.com/joransom/docs/annualreport_2010_2011_final
[accessed 12 March 2012]) that objective has been achieved. More importantly,
the most significant benefit turned out to be the freedom to operate under its
own governance structure, being responsible to people who are committed to the
library service itself. As the trust website comments:

In Horowhenua, library users have benefited from more money being spent on
new books, libraries open for longer hours and extensions to the premises of one
of our libraries. But the biggest advantage is a different attitude. We now have a
more empowered approach to library service — if something is worth doing, we
find a way to get it done (Horowhenua Library Trust 2012).

Innovations have included developing new open source software, Kete, for the
management of small libraries, which is now in wide use internationally. Overall,
Horowhenua’s experience confirms that one of the real benefits of using arm’s-length
entities to undertake services that the community itself values is the unleashing of
community and staff energy and commitment.

11.3.5 Bay of Plenty Local Authority Shared Services (BOPLASS Ltd)

BOPLASS Ltd is jointly owned by the eight ‘territorial’ (local) authorities and
Regional Council across the Bay of Plenty region, plus two adjoining areas. It was
established to promote the development of shared services among the partner
councils. Relationships between council shareholders are governed by a shareholders’
agreement.

The company structure was chosen quite deliberately in order to set a different
incentive framework from more common local authority shared services arrangements,
such as a joint committee. Typically, accountability is directly back to participating
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councils so that decisions taken around the ‘board table’ normally require a mandate
from each partner. By contrast, BOPLASS operates on the principle that directors are
responsible for the management of the company (a statutory provision which courts
have held prevents shareholders from intervening in management), and have a duty

to act in good faith in the best interests of the company, rather than the best interests
of shareholders.”

The result is that BOPLASS has real power to act. The board has been developing
a culture of decision-making which reinforces the understanding that the directors,
who are either the chief executive or his/her nominee from each of the shareholder
councils, act in accordance with their directorial responsibilities and not as a
shareholder or customer representative. Participants report that this has a major
impact on BOPLASS’s ability to make decisions, especially in situations where one
or more shareholder councils may not have been supportive of a particular course of
action. Its ability to develop shared services initiatives has also been helped by other
characteristics of the way BOPLASS operates, including:

e Rather than taking service delivery and control away from councils, it has adopted
a ‘centres of excellence’ approach under which individual shared services will be
developed by one of the shareholder councils and utilised by all.

e It has conceptualised the essence of shared services as being management of and
access to information. Partner councils are linked by high-speed broadband and
have real-time access to their own information wherever it is held. This removes
the common fear that a shared services approach may result in a loss of control
over a council’s own information.

e A recognition that, even given the relative strength which directors have in a
decision-making capacity, long-term success does depend on taking their council
shareholders with them; it is not just a matter of maintaining shareholders’
confidence in the board as such, but of retaining their support for utilising the
initiatives which result from the company’s activities.

11.4 Fast forward: the Auckland Council experience

One of the principal drivers for the recent sweeping reform of local government in
the city and region of Auckland was the belief that existing council service delivery
arrangements were relatively inefficient, often failed to exploit potential economies
of scale and were unduly prone to direct political interference. This was considered by
the Royal Commission on Auckland Governance, which without specifying particular
services commented that ‘the Commission expects that, in future, the Auckland
Council’s major commercial trading and infrastructure activities will be undertaken
through CCOs, to enable the Council to access the best commercial and engineering
expertise and resources’ (Royal Commission 2009 volume 1: 13).

The government built on this suggestion. In creating a single unitary authority for the
whole of the Auckland region, it determined that major commercial activities and
major service delivery functions should be placed within council-owned companies.®
This decision was strongly contested in public submissions on the legislation to
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establish the new ‘super council’, and in public debate through the media. Typical of
this was an editorial in the New Zealand Herald for 14 March 2010, which observed
that ‘by their very nature, CCOs are designed to take control away from politicians
and the public in the interests of greater speed and efficiency’ and ‘as matters stand,
the CCO model is anathema to the idea of democracy and is not what anyone in the
region signed up for’.

This reaction reflected an inherent distrust of corporatisation stemming from state
sector reforms in the late 1980s and early 1990s. This made it easy for a public and a
media, both predisposed to see corporatisation as a first step to privatisation, to assume
that this was indeed the government’s agenda. Little consideration was given to the
possibility that the regulatory framework for CCOs could actually enable elected
members to exercise more effective oversight, or to the likely alternative, namely that
the activities involved would become large business units within the Auckland Council
bureaucracy, reporting to elected members only through a single chief executive.

The remainder of this chapter will explore the details of the Auckland experience to
date, including the extensive measures being taken to ensure that the seven CCOs not
only remain accountable to the Auckland Council itself, but are also required to be
publicly transparent in their deliberations (except when commercial confidentiality
requires otherwise), and to engage closely with Auckland’s 21 local boards. Lessons
will be drawn for the use of this model within other councils and other jurisdictions.

First, however, it is useful to clarify the role of the Auckland Council itself. Despite
the fact that much of its service delivery activity is now the responsibility of CCOs,
it is the Auckland Council that remains responsible for policy. CCOs are explicitly
required to comply with the terms of relevant Auckland Council plans, including its
Long Term Plan, which sets out proposed activities, expected outcomes and budgetary
arrangements. The legislation establishing the council includes power for it to require
a CCO to prepare and adopt a plan covering a period of at least ten years that describes
how the organisation intends to:

® manage, maintain, and invest in its assets;

® maintain or improve service levels;

® respond to population growth and other changing environmental factors; and
e give effect to the council’s strategy, plans and priorities.

The seven major CCOs are:

e Auckland Council Investments Ltd, which holds the council’s 22 per cent
shareholding in Auckland International Airport Ltd, and owns 100 per cent of
Ports of Auckland Ltd;

e Auckland City Properties Ltd, which owns and manages the council’s general
property portfolio;

e Auckland Tourism Events and Economic Development Ltd;
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e Auckland Transport, a statutory corporation responsible for transport planning,
local and regional roads and the delivery of public transport services;

e Auckland Waterfront Development Agency Limited, which holds the council’s
property interests in the city’s downtown waterfront and is responsible for its
ongoing development;

e Regional Facilities Auckland Limited, which owns and manages major arts,
cultural and recreational facilities, including museums, art galleries, the city’s zoo,
stadia, event centres and theatres; and

e  Watercare Services Ltd, which is responsible for bulk and retail water and
wastewater services for the region (with one or two minor exceptions from legacy
arrangements entered into by previous councils).

The Local Government (Auckland Council) Act 2009 defines the seven entities as
‘substantive CCOs’. Under the Act the council is required to adopt an accountability
policy for substantive CCOs covering matters such as alignment between their
activities and council plans, the council’s expectations in terms of their contribution
to government policy, and accountability to the wider community. The Act also
requires that the board of each Auckland Council CCO must nominate two of its
meetings during that year to be open to members of the public.

Arguably all of these requirements could have been imposed under the catch-all
provision in the standard legislation for statements of intent for CCOs that covers
‘any other matter agreed between the shareholder and the board’ (clause 9, schedule
8, Local Government Act 2002). However, the government clearly recognised the
need to respond to public concern that the CCOs might not be properly accountable,
hence the additional legislative requirements.

The Act also prohibits the appointment of any elected member to the board of a
substantive CCO, with the exception that two could be appointed to the board
of Auckland Transport. Interestingly, it does not prohibit the appointment of any
employee of the council.

The establishment of Auckland’s seven CCOs is the first instance in which specific
major restructuring of local government service delivery through the use of arm’s-
length entities has been imposed by central government. To ensure continuity of
service delivery, the CCOs needed to be in place, with boards appointed, on the
same date as the new Auckland Council came into office (1 November 2010). This
meant that both the organisational design and the governance arrangements for the
CCOs were put in place under government supervision, rather than being dealt with
by the new Auckland Council. As a result, there was a strong public expectation that
the new council would act to ensure that concerns about lack of accountability were
immediately and effectively addressed.® The incoming council was aware that the
performance of the CCOs would play a major role in the quality of its relationship
with residents and ratepayers, because many of their transactions would be with
one or more of the CCOs rather than with the council itself. This strengthened the
incentive for elected members to ensure that individual CCOs were both responsive
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to the publics they serve and appropriately accountable. Thus the arrangements made
for Auckland’s CCOs inevitably saw a strong focus on the governance relationship
between them and the council.

The council recognised the need for specialist advisory and monitoring services and
established its own internal unit, complemented by a position in the mayor’s office
advising him on CCO-related matters. It has also largely adopted the practice followed
by central government in establishing an annual accountability cycle between the
council as shareholder and the CCOs. The annual cycle begins with a letter of
expectations to the board of each CCO, setting out what the council expects over
the next financial year. The letter serves as the basis for developing the statement of
intent, which is to be delivered in draft form by 1 March and agreed by 30 June. The
council has also followed central government practice by developing a shareholder’s
expectations manual, which provides the detailed background and rationale for the
way in which the council will work with its CCOs, and the expectations which the
council has of the relationships.

However, there is one significant difference from central government practice: a
requirement that CCOs provide all necessary information in a timely manner to
ensure council planning processes can be completed. CCOs need to provide financial
information somewhat earlier than would be the case for SOEs in order to feed into
council long-term plans and annual plans, first drafts of which are normally completed
by December for the financial year beginning the following 1 July.

The organisational structure for Auckland Council also includes 21 elected ‘local
boards’, which are intended to have an input into decision-making on local matters
affecting the communities they represent. Those boards have a keen interest in the
workings of the CCOs, and both the letters of expectation and the statements of
intent for each CCO reflect a council objective that they will also be accountable to
local communities. This applies particularly in the case of roads and transport.

The current letter of expectations for Auckland Transport requires it to have regard
to transport-related matters identified in local board plans, and its statement of intent
requires the development of a Local Board Engagement Plan.!° The plan is to show
how Auckland Transport intends to:

e support each local board to effectively represent the interests of local communities
in local transport issues;

e ensure that Auckland Transport is responsive on local issues;
e contribute to the development of Local Board Engagement Plans;

e give effect to any Local Board Agreement to the extent the agreement requires
actions by Auckland Transport; and

® gain input from local boards, via the mayor and councillors, on Auckland
Transport’s priorities and direction.

In practice it is now usual for a representative of Auckland Transport to attend each
meeting of every local board in order to deal with transport-related issues.
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11.4.1 Working with CCOs

Although it is still relatively early in the evolution of the relationship between the
council and its new CCOs, experience suggests that the CCOs are now significantly
more accountable to the communities they serve than were their predecessor
councils. This is more than a function of the practices outlined above; it flows from
the fact that, rather than being individual business units with financial statements
and performance data often ‘buried’ within that for the council as a whole, each CCO
now has its own separate financial statements and its own performance requirements
against which it reports.

None of these provisions erase the difficulties of dealing with ‘wicked issues’ — for
example, decision-making over a major infrastructure investment that may be
beneficial for the region as a whole, but will have significant negative impacts on some
localities. The processes in place for resolving those challenges lie outside individual
CCOs themselves. They are found within the planning and accountability processes
of Auckland Council, including its spatial plan and Long Term Plan. Complex
challenges of necessity require a political response: structural change cannot by itself
resolve inherent differences within a community.

Enhanced accountability is evidence of Auckland Council’s constitution placing
a strong emphasis on ensuring good governance. One possibly unanticipated
consequence is the way in which this has changed the skills that both councillors
and CCO board members need in order to function effectively within the new
environment. The recent controversy surrounding Ports of Auckland Ltd (POAL),
still unfolding at the time this chapter was written, illustrates this point.

POAL is wholly owned by Auckland Council Investments Ltd (ACIL), the council’s
investment CCO. As part of its statement of intent with the council, ACIL has agreed
to quite aggressive targets for increasing port revenues and productivity. The board
of POAL has determined that, in order to do so, it needs to put in place different
employment arrangements for a large number of its staff — traditional waterside
workers who have carried out the port’s stevedoring work for many years. It is unclear
whether the council was aware when it agreed to the statement of intent that the port
company would see shifting to contracting-out to be an integral part of its strategy for
meeting targets.

The immediate result of POAL changing its employment arrangements has been a
serious and ongoing industrial dispute with the Maritime Union of New Zealand.
The usual response within a council-owned business would be for political pressure
to force a settlement protecting the status quo. In this case, however, Auckland
Council has made it clear that dealing with the dispute is the responsibility of ACIL,
and ACIL in turn has made it clear that managing the port business to achieve the
required improvement in profitability and productivity is the responsibility of the

POAL board.

Both those responses are consistent with the formal requirements of the CCO model,
and both may be creating difficulties for elected members and directors respectively. It
seems clear that elected members, including the mayor, had not foreseen the industrial
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dispute, or the widespread public support for the view that the council has an ultimate
‘good employer’ responsibility to the staff of its CCOs. It also seems that elected
members may not have fully understood the powers they have to change the mandate
for a CCO board, by amending the statement of intent either to rule out particular
practices or to require changes in the way in which they are implemented.!! Equally,
it seems clear that the board of POAL has not sufficiently understood the sensitivities
associated with public ownership. These include an emerging public value expectation
that even commercial businesses owned by a council should act somewhat differently
and in a more employee-friendly manner than private companies.

11.5 Reflections on the New Zealand experience

There are four separate elements of the New Zealand experience which merit reflection,
both for the ongoing development of the CCO regime within New Zealand and to
offer lessons for local government in other Westminster jurisdictions. These relate
to corporate governance; monitoring and support; accountability; and flexibility/
co-production and capability development.

11.5.1 Corporate governance

The private sector has evolved its understanding of best practice in corporate
governance over a number of years, beginning with the UK’s Cadbury Report (Cadbury
et al. 1992). The result is that expected practice and understanding of the separate
roles of shareholders, directors and executive management are now well embedded in
the sector. Issues such as conflict of interest, the obligation of directors to act in the
best interests of the company and the importance of accountability are all now part of
‘this is how we do things around here’ for well-performing boards.

In New Zealand, that practice has been largely embedded in the SOE environment.
This is in part because of the use of a specialist monitoring and advisory unit, and in
part because the shareholder’s representatives (government ministers) are common
for all major SOEs. In contrast, there is no consistency of practice as yet within local
government.

As noted earlier, New Plymouth District Council’s Director Remuneration and
Appointment Policy prohibits the appointment of elected members or staff as directors
on the grounds of conflict of interest. In contrast, Dunedin City Council’s policy
allowed the appointment of elected members or staff, and the appointment of elected
members has been a common practice.

New Plymouth has benefited significantly through the high performance of its fund
manager, Taranaki Investment Management Ltd, and its recruitment of independent
directors. Dunedin City Council encountered something of a crisis in the management
of its CCOs as the result of a policy of treating the parent council’s cash requirements
(including minimising property tax increases) as a priority over and above the need for
the CCOs to invest in the continuing development of their businesses. This approach
was seen to be facilitated by the presence of elected members on the board of Dunedin
City Holdings.
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However, local government practice does appear to be evolving towards recognising
the importance of good corporate governance. As a result of the Larsen review (Larsen
2012), Dunedin has moved away from appointing elected members. In Auckland,
there is a statutory prohibition in respect of substantive CCOs.

Related to the question of good corporate governance is that of how monitoring and
advisory services are provided, especially in terms of reconciling the broader objectives
councils may have with the demands of running a commercial enterprise. The need
for appropriate training for elected members is also now being recognised — it was one
of the recommendations to the Dunedin City Council in the Larsen review.

This need is emphasised by the Auckland Council’s experience with the POAL
dispute. It seems clear that elected members are still on a relatively steep learning
curve in terms of the powers they have, and how they should be exercised. It is also
clear that at least some CCO directors need to better understand how best to operate
in a public ownership environment.

None of this is to suggest that the model itself has any inherent defects. Rather,
because the very purpose of the CCO model is to put a much greater emphasis on the
nature and quality of performance, it needs to be complemented by ensuring that the
people involved, especially elected members, have the necessary understanding and
experience.

11.5.2 Monitoring and support

Monitoring of CCOs and support of shareholder councils in managing their
relationships with them is a highly skilled and specialist activity. Frequently CCOs
are engaged in activities that are at the leading edge in terms of technology, regulatory
innovation or business practice. Examples within the local government environment
include electricity undertakings, investment management and transport.

The central government recognised early on that monitoring and support of SOEs
(including advice on the appointment of directors) required specialist capability and
a critical mass of activity, both to attract and retain skilled advisors, and to ensure
that they remained aware of developments within their areas of responsibility. It also
recognised the merits of applying a consistent approach across a portfolio of SOEs to
minimise, for example, the potential for conflicts of understanding about required
performance and how that might be measured.

There is no equivalent for local government, in part because the central government
simply left it to local authorities to establish whatever arrangements they saw fit.
This helps explain why different councils have different approaches on issues such as
conflict of interest, the eligibility of elected members to be appointed to boards, and
how to measure the performance of entities that may undertake similar activities but
have different local government owners.

One lesson from the New Zealand experience is that other jurisdictions contemplating
a similar approach should consider establishing a monitoring and support service for
councils. This will help provide the critical mass required for effective performance of
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the role, which most councils would find difficult to support as a stand-alone activity.
[t would also ensure a useful measure of independence from any one council.

11.5.3 Accountability

Accountability has been one of the most interesting and in many ways exciting
aspects of New Zealand’s CCO regime. The conventional wisdom has been that
placing public sector activity within a company structure undermines community
accountability. In the words of the New Zealand Herald editorial, ‘by their very nature,
CCOs are designed to take control away from politicians and the public in the
interests of greater speed and efficiency’ (New Zealand Herald 14 March 2010). This
comment reflects both public understanding of the nature of companies as a means of
undertaking activity, and experience from New Zealand’s state sector corporatisation
and privatisation in the late 1980s and early 1990s.

In contrast, a close examination of the CCO model suggests that it may be the best
option for combining production efficiency with a public value approach. The CCO
model provides comprehensive provisions for public accountability. It requires that
councils have a good understanding of corporate governance, and of the reasonable
measures that need to be in place for the monitoring and oversight of arm’s-length
entities. This should result in greater accountability, including the strengthening of
local democracy. Reasons for this improvement include:

e The CCO activity, rather than being a business unit potentially buried within
‘whole-of-council’ reporting, has its own separate legal identity, balance sheet,
financial statements and performance measures, both financial and non-financial.
The result is an improvement in transparency.

e The CCO is directly accountable to elected members, rather than being
accountable through the council chief executive, along with all the other matters
for which the chief executive is responsible. The terms of the statement of intent
are negotiated between elected members and the CCO board (typically with the
support of advice from officials, as in the case of the Auckland Council with its
specialist governance and monitoring unit).

e The statement of intent process provides the means for elected members to
look not just at standard financial/commercial performance, but also at other
potentially non-commercial outcomes. Additionally, the process ensures that any
non-commercial outcomes are transparent and appropriately costed.

e The statement of intent can, as with Auckland’s CCOs, include specific
requirements for involvement with local communities.

e Finally, the incentives that elected members face are quite different between
CCO structures and council business units. With a business unit the incentive
for elected members is to resist transparency, because they are likely themselves
to be held responsible for any shortcomings in performance. In a CCO structure
the incentive is reversed. Elected members become accountable for ensuring that
CCOs either achieve expected performance or explain to the council and the
public why they have not done so.
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11.5.4 Flexibility/co-production and capability development

Not all CCOs are inherently commercial in their purpose, or responsible for the
management of large assets on behalf of a council. CCOs also include a number of
trusts and other non-commercial entities responsible for managing services, where
there is a strong public or merit good element. Often the rationale for using a CCO
structure is to engage the community itself, both in terms of governance and other
involvement (such as volunteering to help with arts, cultural or recreational facilities),
and to strengthen resourcing (as with the Horowhenua Library Trust). CCOs can play
an important role in developing capability within the community by providing an
opportunity for people to take part in the governance of community-focused entities.

Finally, as the BOPLASS case study shows, CCOs can help bring about much needed
change in the culture of engagement within and between local authorities, and thus
help break down persistent barriers to new ways of delivering services.

11.6 Conclusion

The New Zealand experiment with the use of CCOs is still in its early stages. There are
obvious areas for further development in terms of building common understandings
of corporate governance, accountability and what is required for effective monitoring
and support. Despite this, it represents the most successful regime among Westminster
jurisdictions for post-establishment governance of local authority-owned entities, not
just in the commercial sphere but as a means for improving community engagement
and facilitating co-production. It is well worth close examination by other jurisdictions
considering whether to create, extend or review the power of local authorities to
undertake activity through companies or other arm’s-length entities.

Understanding the New Zealand process depends on recognising that the focus of
the post-establishment regime should be on separating political and performance
accountability. It is the elected members who make the political judgements about
the operating objectives and framework for the CCO. It is the board of the CCO
that has the performance accountability for determining how to deliver within
the framework established in agreement with elected members. The model is both
flexible and relationship-based. Fully understanding its potential requires setting aside
conventional perceptions of the operation of the different corporate forms which an
arm’s length-entity may take (especially the company form), and focusing instead on
the potential of the model to balance political and performance accountability in a
way which reinforces both.

Notes

1 A statutory official who has a variety of approval and oversight functions in relation to local
government.

2 See:www.communities.gov.uk/localgovernment/decentralisation/localismbill/keymeasures/ (accessed
12 March 2012).

3 The original City of Brisbane Act gave the council a power of general competence, which enabled it
to form companies without further authority. The rewritten Act is accordingly more restrictive.
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4 Formerly the Crown Companies Monitoring and Advisory Unit; now the Crown Ownership
Monitoring Unit.

5 It should be noted that a public value approach has been much more evident, although not
necessarily clearly articulated, in the use of council-controlled trusts than in council-controlled
companies. For a useful discussion of the shift from new public management to public value see
O’Flynn (2007).

6 See the council’s policy on Appointment and Remuneration of Directors of Council Organisations,
available at: www.newplymouthnz.com/CouncilDocuments/Policies/AppointmentAnd
RemunerationOfDirectorsOfCouncilOrganisations.htm (accessed 20 February 2012).

7 Interpretation of the duty has been a matter of case law rather than statute. For a recent discussion of
the duty asitapplies in Australia (and would in New Zealand), see: http://corporatelawandgovernance.
blogspot.co.nz/2008/11/australia-directors-duty-to-act-in-best.html (accessed 21 November 2012).
In England the law was recently and controversially changed so that a director of a company must
act in a way that he considers, in good faith, would be most likely to promote the success of the
company for the benefit of its members as a whole, and in so doing, to have regard to a number of
other interests, including those of stakeholders (see Keay 2010).

8 This still left the Auckland Council itself with a significant range of functions, including spatial,
environmental, transport and land-use planning, local regulation, building control, libraries, local
and regional parks and overall corporate and strategic planning for the Auckland Council group,
including CCOs.

9 In some respects this was a less daunting task than it may have appeared, because a number of the
concerns were relatively ill founded — largely because the public did not understand the full range of
tools that the council had available to it for ensuring effective control over its CCOs.

10 These requirements are common to each of the seven CCOs.

11 At the time of writing the advice that elected members had received was still confidential, so these
comments are necessarily somewhat speculative.
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Chapter 12

Graham Sansom

This final chapter! revisits some of the principal themes of this book through the lens
of the role of mayors. In so doing it reflects Quirk’s (2011: 137) view that:

Elected politicians set the tone for public institutions. The style and substance of their
leadership is central to how public institutions are viewed by their staff, their service
users and their stakeholders. Their conduct and their behaviour set the atmosphere, the
microclimate in which the institution functions. Their role in governing the institution is
vital — they lead, they speak for the public, and they choose direction and strategy. They
set the intent of policy and they also choose the instrument of policy. They decide what is
to be done and often how it is to be done.

The early years of the twenty-first century have seen significant developments in
the role of mayors in several Commonwealth countries. For example, legislation has
provided for mayors with substantial executive powers in both England and South
Africa; in New Zealand, the mayor of the new Auckland ‘super city’ has been handed
considerably greater responsibilities and authority than his counterparts across the
rest of the country; while in Australia recent or proposed legislative amendments in
three states have reflected emerging ideas on this issue.

Discussion here focuses on the Australian experience, but with reference also to recent
practice and debates in England and New Zealand. The chapter draws on literature,
case studies and interviews with mayors,? senior local government managers and
commentators in each of the three countries, and seeks to:

e place emerging practice within a conceptual framework of governance, strategic
planning and leadership;

e summarise the ‘state of play’ in Australia;

e consider the lessons to be learned from recent developments in England and New

Zealand; and

e develop a model for directly elected, (semi)executive mayors that would be
appropriate across Australia and might usefully be applied elsewhere.

Opver recent decades, Australian local governments have been subject to wide-ranging
reforms imposed or urged by the state governments that establish and control them (e.g.
Marshall 2008; Australian Centre of Excellence for Local Government [ACELG] 2011).
These have focused on structure and efficiency (amalgamations, regional collaboration
and resource sharing); aspects of the New Public Management (separation of powers



The Evolving Role of Mayors: An Australian Perspective 213

between the body politic and management, councillors as a ‘board of directors’); strategic
and corporate planning (requirements for long-term strategic plans and ‘delivery
programmes’, improved asset and financial management, workforce plans); greater
community engagement and accountability (in part through community-focused and
place-based strategic planning); and corporate governance (probity, risk management).

However, little attention has been given to how the intended direction of these
reforms — especially the pursuit of efficiency, effectiveness and community engagement
through strategic and corporate planning — interacts with frameworks for political and
community governance. Changes to local government Acts over the past two decades
have largely adopted (and adapted) the managerialist provisions of equivalent New
Zealand legislation. There too the issue of political governance appears to have
received scant attention, at least until the recent creation of the Auckland ‘super
city’ (see below).

This contrasts markedly with the strong focus on trends in local politics evident in the
United States, United Kingdom and Europe. In those countries, particular attention
has been given to the role of directly elected mayors, and there has been extensive
debate about, among other things, how the functions of mayors should be structured
and evolve, as well as the relative merits of different models of governance (e.g. Svara

2006; Borraz and John 2004; Elcock and Fenwick 2007).

12.1 Governance, planning and leadership

Recent trends in the election and role of mayors have reflected the widening
international discourse on local governance and civic leadership. New functions and
enhanced authority for mayors are part of broader changes sweeping through local
government. These include the increasing emphasis on governance as opposed to
government; the introduction of new forms of strategic and corporate planning; the
growing importance of closer engagement with a broad range of stakeholders — notably
local communities, nearby councils and central governments; and the perceived need
for stronger political and community leadership. There is now an extensive literature
on these issues, some of which has been canvassed in previous chapters. What follows
is a brief summary of some key themes that are taken up in later sections of this chapter.

In Australia, an early discussion of local and community governance was provided by
Sproats (1997). He argued that the ‘largely instrumental reform agenda’ of the time —
focused on local government’s role as a service deliverer, efficiency and effectiveness
in achieving outcomes, performance excellence and value for money — needed to be
balanced by ‘engagement of an informed citizenry in collectively solving community
problems’ (ibid.:3). Better local management should thus be matched by better local
governance, with greater emphasis on local people and social, as well as physical and
financial, capital. Sproats applied Osborne and Gaebler’s (1993: 24) definition of
community governance as ‘the process by which we collectively solve our problems
and meet our society’s needs’. His ideas are summarised in Figure 12.1.

More recent thinking about governance has focused on the increasing fragmentation
of public and democratic institutions (Borraz and John 2004: 110) and the perceived
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Figure 12.1 Sproats’ components of local governance

Better local management

Corporate governance + Community governance
Customers/clients + Citizens

Management + Leadership

Public opinion + Public judgement
Financial and physical capital + Social capital

= Better local governance

Source: Modified from Sproats (1997: 5)

inability of governments to address all the complex issues and ‘wicked’ problems
facing modern societies, especially in a globalised world. Hambleton (2011: 13) thus
argues that ‘governance’

... involves government plus the looser processes of influencing and negotiating with a
range of public and private sector agencies to achieve desired outcomes. A governance
perspective encourages collaboration between the public, private and non-profit sectors ...
Whilst the hierarchical power of the state does not vanish, the emphasis in governance is
on steering, influencing and co-ordinating the actions of others.

This view of governance, in turn, highlights the importance of partnerships, planning and
leadership. Collaboration — partnerships — requires a foundation, a basis for agreement on
what needs to be done and how to go about achieving agreed objectives: in other words,
a plan. At the local level, the tenets of urban and regional planning, environmental
conservation and the New Public Management were already being applied in the later
years of the twentieth century to require local governments to prepare a range of strategic
and corporate plans. It was a short step to apply such planning concepts to a partnership
approach to governance, thus giving rise to mechanisms such as long-term ‘whole-of-
community’ and ‘whole-of-government’ strategic plans, and multisector partnerships.
Previous chapters have outlined initiatives such as New Zealand’s Long-Term Council
Community Plans and ‘Community Outcomes’ process; South Africa’s Integrated
Development Plans; and Local Strategic Partnerships and ‘Total Place’ in the UK.

These models suggest a need for what has been described as local ‘facilitative
leadership’ (Stoker et al. 2007) in order to:

® engage the community and other local stakeholders in the planning process;
e negotiate with central government agencies and neighbouring local governments;

e secure political support within the council for the adoption and concerted,
consistent implementation of strategic plans and associated budgets; and

® maintain ongoing partnerships with others involved in implementation, especially
sound intergovernment relations in which the local voice is heard and respected.
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Hambleton (2011) has added the notion of ‘place-based leadership’. This refers to the
importance of concerted action by a range of players at the local level to counterbalance
potential adverse impacts of ‘place-less’ leadership: globalised corporations and central
governments that may care little for community well-being and the qualities of local
places. Hambleton (2009: 538) has also set out indicators of good political leadership
that draw together the various concepts of governance and leadership outlined above

(Box 12.1).

A further consideration is how the different players in local governance each contribute
to civic leadership. Hambleton (2009: 522-523) argues that civic leadership comprises
three important groups: political (elected), managerial and community (civil society)
leaders. However, as Sproats (1997: 8-9) makes clear, while management and
leadership should be complementary, the central tenets of the two are quite different.
Managers may be good leaders, but the skills of community leadership — even when
exercised in part by managers — are inherently political (see Figure 12.2).

This leads to the question of whether a ‘separation of powers’ is meaningful and
appropriate in the local government context — the idea that elected members should

Box 12.1 Indicators of good political leadership

® Articulating a clear vision for the area

Setting out an agenda of what the future of the area should be and developing
strategic policy direction; listening to local people and leading initiatives

® Promoting the qualities of the area

Building civic pride, promoting the benefits of the locality and attracting inward
investment

®  Winning resources

Winning power and funding from higher levels of government and maximising
income from a variety of sources

® Developing partnerships

Fostering a range of partnerships, both internal and external, working to a
shared view of the needs of the local community

e Addressing complex social issues

Taking the broader view and bringing together the right mix of agencies to
tackle a particular problem

® Maintaining support and cohesion

Managing disparate interests and keeping people on board

Source: Adapted from Hambleton and Bullock (1996)
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Figure 12.2 Comparing management and leadership

Management Leadership

Plans and budgets Vision and strategy
Organising and staffing Communicating and aligning
Controlling and problem solving Motivating and inspiring
Minimising risk Taking risks

Source: Based on Sproats (1997: 9)

set policy and strategy and monitor performance, while management should be
otherwise left alone to deal with implementation of policies and plans and service
delivery. It is debatable whether such an approach is either workable or desirable
given the often fine line between policy and practice across many local government
functions, the often small scale of local authorities, the representative role of elected
members in addressing specific community and individual needs, and the valuable
skills and local knowledge elected members may offer in support of management (e.g.
Munro 2000; Sansom 2001; Svara 2006). Hambleton (2009: 532—-533) provides a brief
overview of recent research on this issue and describes the idea of a sharp separation
of roles between politicians and officers as a ‘longstanding myth’. Following Peters
(1995), he suggests that the ‘dichotomy idea shields administrators from scrutiny and
serves the interest of politicians who can pass responsibility for unpopular decisions
to administrators’.

12.2 Australian context and practice

A key distinguishing feature of Australian local government is its diversity. Australia
currently has around 560 local councils: the count varies slightly depending on
whether or not some non-elected special purpose bodies are also included. Because
Australia is a federation, those councils are divided into seven different systems: one
for each of the founding states plus an emerging system in the Northern Territory.

Opver time the total number of councils has fallen dramatically due to amalgamation
and/or restructuring of local government areas. As a result, the average population
of Australian local governments is now around 40,000 — small by comparison with
the United Kingdom or South Africa, but considerably larger than across much
of Europe. However, this masks a huge diversity in size of both populations and
geographical areas: there are still many rural and remote local government areas
with populations of fewer than 5,000, but also some 50 large urban centres with
populations in excess of 120,000, including Gold Coast City with more than
500,000 and Brisbane City with more than 1 million. This diversity militates against
‘one size fits all’ approaches to issues of roles, responsibilities and governance, even
within state or territory systems.
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Since the 1990s, increasing emphasis has been placed on the potential for larger
units to improve the capacity and viability of local governments, notably in relation
to the widespread restructuring that took place in Queensland in early 2008 (Local
Government Reform Commission 2007). This is linked to a growing expectation that
local government will contribute to the achievement of national- and state-level policy
goals, such as regional development, addressing climate change, reducing indigenous
disadvantage etc. Since the late 1970s, the federal government has been the largest
external provider of funding for local government, and there has been progressively
closer engagement between the two. Local government is now represented on the
peak federal forum, the Council of Australian Governments, alongside the federal
government, states and territories. It also has a seat in a number of intergovernment
ministerial councils dealing with different aspects of public policy. This implies a
need for more capable local governments that can make a substantial contribution to
tackling complex local, regional and intergovernment agendas.

As noted earlier, a great deal of attention has been given to what these changing
expectations of local government might mean in terms of structures, strategic planning
and various aspects of corporate management, but the need for new approaches to
political governance has received little consideration. Here too, the Australian
scene is marked by enormous diversity: ratios of electors to councillors vary greatly
(from fewer than 100:1 to more than 40,000:1); councillors may be elected ‘at large’
in a single electorate across the whole local government area, or by wards (local
electoral divisions); the number of councillors per ward may be one, two, three or
more; elections may be conducted for the whole council every four years, or for half
the councillors every two years; voting may be compulsory or optional, in person or
by post; mayors and deputy mayors may be elected directly by all voters, or indirectly
by and from the councillors; the term of mayors varies from one to four years; the
legislated role of a mayor may be largely ceremonial or semi executive; and so on.

Table 12.1 provides a summary of how mayors (and their equivalents) are elected
in each state and the Northern Territory, as well as their designated roles and
responsibilities and how they relate to those of the other councillors. Substantial
variations are evident both between and within states.’ In Queensland and Tasmania,
plus urban areas of the Northern Territory and most of the central capital cities, mayors
must be directly elected. In New South Wales (NSW), South Australia, Western
Australia and the rest of the Northern Territory, local councils or their electors can
choose between popular and indirect election — but only in South Australia has a
large proportion favoured popular election. In Victoria, legislation generally specifies
indirect election and only two councils — the central capital city of Melbourne and
the large regional centre of Geelong — have directly elected mayors. Thus popular
election is compulsory or available by choice in all states except Victoria, but operates
in fewer than 40 per cent of all Australian councils.

The role of mayors — as defined by legislation — is clearly strongest in Queensland, where
all mayors are directly elected and voting is compulsory. This is reinforced in many
cases by the relatively large size and budgets of the local governments they lead. The
Queensland Local Government Act was amended in 2009 and again in 2012 to extend to
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all mayors a modified version of the established powers and responsibilities of the Lord
Mayor of Brisbane. The Lord Mayor’s powers are truly executive in nature; they extend
to leading and controlling (emphasis added) the business of the council; implementing
the policies adopted by the council; and developing and implementing other policies.

Tasmania is the only other state where legislation gives all mayors an added degree of
authority within the body politic. Again, all mayors are directly elected, but voting
is optional.* Section 27 of the Local Government Act requires Tasmanian mayors,
among other things, to:

e act as a leader of the community of the municipal area;

e liaise with the general manager on the activities of the council and the performance
of its functions and exercise of its powers; and

e oversee the councillors in the performance of their functions and in the exercise
of their powers.

Elsewhere in Australia, local government Acts typically limit the prerogatives of the
mayor to presiding at council meetings, having the right to sit on any committee, and
carrying out civic and ceremonial duties. This applies whether mayors are directly
or indirectly elected. Moreover, only in NSW, South Australia and the City of
Melbourne do councils have an explicit power to delegate additional functions to the
mayor. In practice, however, mayors often play a significantly greater role and exercise
more authority than the legislation implies.

First, the mayors of the seven ‘capital city’ councils® in Australia’s metropolitan
regions are well-known, high-profile figures and to varying degrees exercise power or
influence significantly greater than indicated by the relevant provisions of the Local
Government Act — even in the case of Brisbane, where the mayor’s legal powers are
already considerable. This reflects their personal mandates — all are directly elected —
as well as the importance of their councils as home to the country’s major business
centres and public facilities of state and sometimes national importance. The Lord
Mayors of Melbourne and Sydney are especially prominent, although lacking specific
powers under the relevant Acts. In the case of Melbourne, the council’s power to
delegate additional responsibilities to the Lord Mayor is very limited. However, under
the NSW Local Government Act, councils may delegate a wide range of functions to
the mayor, and current delegations to the Lord Mayor of Sydney confer what might
be described as semi-executive status (see Box 12.2). In addition, the Lord Mayor is
ex officio chair of the Central Sydney Planning Committee (a joint committee of the
council and the state government).

The City of Adelaide Act gives two additional responsibilities to the Lord Mayor ‘as the
principal elected member of the council representing the capital city of South Australia’.
These include a unique (in Australia) reference to intergovernment relations:

® to provide leadership and guidance to the City of Adelaide community; and

® to participate in the maintenance of intergovernmental relationships at regional,
state and national levels.
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Box 12.2 Examples of council delegations to the Lord Mayor of Sydney

(to be exercised in a manner consistent with council’s policies and decisions as
applicable from time to time)

e Exercise, during recesses of council, the powers, authorities, duties and
functions of council other than those reserved to the council itself or

delegated to the Chief Executive Officer

e Direct the Chief Executive Officer, except as otherwise provided by the
Local Government Act

® Review, approve and implement governance and accountability structures
and processes for the performance of the organisation, and oversee the
performance of the Chief Executive Officer

e Make changes to the organisational structure which the Lord Mayor
reasonably considers to be minor

* Approve all expenditure from contingency funds (excluding the Chief
Executive Officer’s contingency fund) provided it is within the terms of the

budget adopted by council, and after consultation with the Chief Executive
Officer

e Determine who should represent council on external organisations and
committees and inter-agency working parties, and at civic ceremonial and
social functions

e Direct that council’s internal auditor to carry out a review or audit

e Obtain direct and independent advice (including legal advice) relevant to
council functions

e In respect of the Office of the Lord Mayor, determine the structure, allocate
expenditure, and direct staff and allocate tasks in consultation with the

Chief Executive Officer
Source: City of Sydney Delegations to the Lord Mayor, current at August 2012

Second, there are many other mayors across Australia who, regardless of their
method of election, exercise considerable authority and provide forceful leadership,
irrespective of the precise wording of legislation. This may be as the strong leader of a
dominant party-political or other grouping of councillors, or by dint of their personal
qualities and acknowledged skills and experience. Some have occupied the position
of mayor for a decade or more.

A third significant factor is the emergence of influential groupings of mayors. Two
stand out: the Council of Capital City Lord Mayors (CCCLM) and the South East
Queensland (SEQ) Council of Mayors. CCCLM has a small secretariat based in the
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national capital, Canberra, and represents the seven councils mentioned earlier,
plus the government of the Australian Capital Territory.® It also includes a few large
regional cities as ‘associate’ members. In particular, CCCLM has sought to develop
a close relationship with the federal government on matters of urban policy. In
that regard, it is to some extent a rival of local government’s ‘official’ peak national
organisation, the Australian Local Government Association, which is a joint body of
the seven state and territory associations.

The Council of Mayors (SEQ) was established in September 2005. It covers
Australia’s fastest-growing metropolitan region, centred on Brisbane, comprising
11 local government areas with a combined population of around 2.7 million. The
organisation is chaired by the Lord Mayor of Brisbane, and most of its members
are high-profile mayors of (by Australian standards) very large councils: South
East Queensland contains Australia’s four most populous councils. Like CCCLM,
the primary goal of the Council of Mayors is political — to influence federal and
state government policy and funding priorities — and it plays a significant role in
intergovernment relations.

Nevertheless, despite these developments there has been minimal discussion about
the status and role of Australian mayors and how that role appears to be changing.
This may reflect an assumption on the part of most people that mayors already
exercise considerable authority; this would be reinforced by popular election and
the regular appearances of prominent mayors in the media. However, one recent
issue that did generate considerable debate was the move by the state government
of Victoria to legislate for popular election of the mayor of Geelong, Victoria’s
largest regional city, with a population of around 220,000. The government issued a
discussion paper in March 2011 proposing a directly elected mayor on the grounds

that (Victoria Department of Planning and Community Development [DPCD]
2011a: 2):

e allowing the voters of Greater Geelong to directly elect their mayor will recognise
the state and regional significance of the city;

e a directly elected mayor will have a high public profile and clear public
endorsement, and this allows him or her to provide strong leadership for the
council and the community; and

® a mayor elected for the full four-year term of the council can also contribute to
providing stability of government for the city.

The proposal attracted considerable public and media interest. Most responses,
especially those from business groups, favoured a directly elected mayor in some form
(DPCD 2011b: 2). In its submission, the Geelong Chamber of Commerce (2011: 4-5)
also set out what it regarded as the key expectations of the mayor in office. These
included:

e setting up an effective governance structure and presiding over decision-making;

® managing the councillors and building a cohesive team;
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e providing motivation and leadership to the administration to convey a strong
sense of what is important (but not managing the staff, which is the chief executive
officer’s role);

e effectively positioning the council in its strategic relationships with federal and
state governments, key agencies and institutions, community organisations and

stakeholders;

® bringing people together around a specific vision for the future and acting as a
catalyst for inding the best solutions to issues;

¢ aiding co-ordination and cohesion; and

® being the spokesperson for the council and making public statements which
project a positive image.

The Committee for Geelong, also strongly business-based, argued that the mayor
should be given additional powers, at least commensurate with those of the Lord
Mayor of Melbourne, but preferably also including the power to establish a ‘small
decision-making executive’, perhaps comprising the chairs of major committees.’
The Committee for Geelong asserted that this would free up other councillors to
be community representatives, rather than being expected to function as a ‘board of
directors’ (Committee for Geelong 2011: 9).

By contrast, the two main representative bodies for local government, the Municipal
Association of Victoria (MAV) and the Victorian Local Governance Association
(VLGA), adopted a cautious approach, arguing that the case for change had not been
made and that further research and/or an inquiry was required. The MAV sought ‘a
clear and detailed discussion of the benefits and any disbenefits on democracy and
governance, and the additional cost to the community and council...” (MAV 2011: 1).
However, the state government announced in November 2011 that it would be going

ahead with the change (DPCD 2011c).

In summary, and apart from Queensland, approaches to the role of mayors across
Australia could best be described as ambivalent. There is an evident reluctance to
institutionalise strong local leadership through the office of mayor. Only in Tasmania,
Western Australia and the City of Adelaide are mayors specifically tasked with
community leadership. In NSW, Queensland, the Northern Territory and the rest of
South Australia, that role is given to all the councillors individually and collectively.
In Victoria it is not mentioned at all. Yet calls for more effective local leadership
abound. The remainder of this chapter considers how they might be answered.

12.3 Developments in England and New Zealand

Governments in both England and New Zealand have recently addressed the role
that mayors should play and amended legislation accordingly. A move to introduce
directly elected mayors with semi-executive powers was part of broader reforms of
English local government undertaken by the Blair Labour government around the
turn of the century. The prompt for similar action in New Zealand was a decision in
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2007 by the then Labour-led government to hold a Royal Commission into the future
governance of Auckland.

12.3.1 England

In England, the decisive step towards new forms of mayoral leadership was the creation
in 2000 of the Greater London Authority (GLA), headed by a directly elected Mayor
of London. This followed a successful referendum to establish the new arrangements.
The GLA is a regional authority that operates at a strategic level in conjunction with
the 32 London borough councils. The mayor is answerable to an assembly of 25 elected
members which scrutinises the authority’s activities, spending and performance, and
can — by a two-thirds majority — amend the mayor’s proposed budget.

The mayor exercises the executive functions of the GLA. His/her role encompasses:
e promoting a vision for economic, social and environmental improvement;

e formulating plans and policies covering transport, planning and development,
housing, economic development and regeneration, culture, health inequalities,
and a range of environmental issues including climate change, biodiversity and
environmental quality;

e ensuring those plans and policies contribute to sustainable development and the
health of Londoners;

e responsibilities for culture and tourism, including managing Trafalgar Square and
Parliament Square;

e setting the annual budget for the Greater London Authority and the wider GLA
group, which includes the Metropolitan Police, Transport for London and the
London Fire Brigade;

e appointments to the boards of the Metropolitan Police Authority, Transport for
London, and the London Fire and Emergency Planning Authority, and chairing
those boards if s/he so chooses.®

Subsequently, the Local Government Act 2000 introduced new governance options
for all local authorities, including one of a directly elected, semi-executive mayor —
as opposed to the previously universal model of a ‘leader’ elected by and from the
councillors, with decision-making in the hands of a series of committees. The position
of mayor had previously been essentially ceremonial and subservient to that of the
leader. Local authorities were required to hold a local referendum if they wished to
adopt the new mayoral model: only 37 out of 353 did so, and only 12 succeeded. The
overwhelming majority of authorities selected a governance option that retained or
was similar to previous arrangements (Stevens 2010).

The 2000 Act did not detail the role and powers of elected mayors, beyond those of
appointing a deputy and members of an executive group of councillors that would
manage the local authority in conjunction with the mayor, chief executive and
senior officers. The underlying concept here was that of a ministerial and cabinet
system, with other ‘backbench’ councillors acting as community representatives and
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scrutinising the work of the executive — a major departure from previous practice and
one aimed at more decisive, innovative and responsive local leadership.

The specific functions and decision-making powers of the mayor and executive were
to be the subject of ministerial regulations and/or individual council constitutions.
Thus they can and do vary considerably from one authority to another. In the London
Borough of Lewisham, for example, the council constitution sets out the role of the
mayor as follows (London Borough of Lewisham 2011: 47):

e 0 be the council’s principal spokesperson;

e to give overall political direction to the council;

e toappoint (and dismiss) the executive;

e o decide on a schedule of delegation of executive functions;
e to chair meetings of the executive;

e to represent the council on external bodies that deal with executive functions;
and

e t0 be the council’s lead member for children’s services.

The key point here is the mayor’s power to allocate and delegate ‘executive functions’,
i.e. the wide range of decision-making powers vested in himself and the executive. In
Lewisham, he may delegate any of those powers to:

e the executive as a whole or a committee of the executive;
e an individual member of the executive;

e an officer;

® an area committee;

® 3 joint committee;

e an individual ward councillor, to the extent the function is exercisable within the
ward; or

e another local authority.

The mayor is also responsible for leading the preparation of a number of key strategic
and corporate plans, and of the annual budget. The council as a whole may amend
the budget submitted by the mayor and executive, but requires a two-thirds majority
to do so.

Debate continues in England over the merits or otherwise of elected mayors: Stevens
(2010) provides a pithy summary:

Depending on your preference or affiliation, elected mayors are, like reform of local
finance, destined to remain either a desirable panacea for declining rates of participation
and underperformance by local councils, or an aspirin in search of a headache. What
has been shown is that mayors, like council leaders possibly, have mostly been capable of
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putting their local authority on an improvement jowrney, which in some cases has shown
dramatic turnarounds (Hackney, North Tyneside) and in other cases simply steady
progress (Lewisham). Whereas some mayors have provided stability after considerable
chaos (Hackney) or underperformance (Torbay), others have simply got on with the
job and been recognised for it (Hartlepool, Middlesbrough). And where they haven'’t,
the electorate have had their say (Doncaster, Stoke on Trent). Either way, they’ve got
people talking about local government, which remains in most people’s eyes a municipal
theme park of mayors’ chains of office, dull committee meetings behind closed doors and
possibly even irrelevance.

Interestingly, the key point for debate has not been the concept of replacing the old
committee system with a strong council executive, but rather whether the head of
that executive should be a directly elected mayor or an indirectly elected leader.
Amendments to the Local Government Act since 2000 have given leaders similar
roles and powers to those of mayors, and this is used by some to argue that there is
no need for popular election. The central issue thus becomes one of whether the
presiding member of a council should enjoy a popular mandate, and the value to
a locality of having a clearly identified ‘first citizen’ with significant political and
executive authority.

Further fuel was added to the debate by the decision of the Conservative-Liberal
Democrat government elected in 2010 to seek to extend the system to another 12
major city councils across the country. Two of those councils (Liverpool and Salford)
voluntarily adopted the model; referenda were held in the other 10 cities in May
2012, but only one (in Bristol) succeeded. Elsewhere majorities against elected mayors
ranged from 53 to 63 per cent (Wilks-Heeg 2012). This may represent a decisive
rejection of the model, although voter turnout was very low (nowhere more than 35
per cent) and a number of other contributing factors can be identified (ibid.). These
include the lack of an effective ‘yes’ campaign, especially by the government itself; the
wording of the question, which appeared to favour the status quo; the lack of clarity
around the proposed powers of a mayor; and the failure to pursue a metropolitan
regional model like the GLA.

12.3.2 New Zealand

All mayors in New Zealand have been directly elected for many years, but they have
had no specific powers beyond chairing council meetings. Even when the Local
Government Act was comprehensively reviewed and rewritten in 2002 it seems that
little or no thought was given to moving away from the prevailing ‘weak mayor’ model.
The 2002 Act does contain a provision (section 40) for ‘governance statements’
that, together with the use of delegations, could be used to codify and extend the
mayor’s role, but the provision does not appear to have been used in that way (Local
Government New Zealand undated: 51-52). As in Australia, lack of formal powers
does not necessarily preclude the emergence of ‘strong’ mayors, and New Zealand
provides many examples of forceful and effective civic leadership based on the mayor’s

popular mandate and personal qualities (Royal Commission on Auckland Governance
2009: 423).
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However the Royal Commission, established in October 2007 to review the
governance of the Auckland metropolitan region, saw a need for a much more
structured approach. In recommending establishment of a ‘super city’ council covering
the entire metropolitan area and with a population of around 1.4 million, and drawing
to a significant extent on the English model of elected mayors, it argued as follows

(ibid. p. 8):

Auckland needs an inspirational leader, inclusive in approach and decisive in action.
Auckland needs a person who is able to articulate and deliver on a shared wvision, and
who can speak for the region, and deliver regional priorities decisively.

The Auckland Council will be led by a mayor who is elected by all Aucklanders. The
Mayor of Auckland will have greater executive powers than currently provided under the
Local Government Act 2002, although these additional powers will still be more modest
than in many international models of mayoralty. The additional powers will be limited
to three key abilities:

e appointment of the deputy mayor and committee chairpersons
e proposal of the Auckland Council budget and initiation of policy
e establishment and maintenance of an appropriately staffed Mayoral Office.

The Mayor will be expected to chart and lead an agenda for Auckland. To ensure
the Mayor remains fully accountable, dall policy will need to be approved by the full
Auckland Council. There will also be additional obligations on the Mayor to engage
with the people of Auckland through regular ‘Mayor’s Days’ and an annual ‘State of the
Region’ address.

In the event, the government decided to go somewhat further. It rejected the Royal
Commission’s recommendation for six ‘sub-councils’ and instead further strengthened
the role of the over-arching ‘super city’. The functions of the mayor were also
expanded, and articulated in section 9 of the Local Government (Auckland Council)

Act 2009 as follows:
e articulate and promote a vision for Auckland;

e provide leadership for the purpose of achieving objectives that will contribute to
that vision;

® lead the development of council plans (including the LTCCP? and the annual
plan), policies and budgets for consideration by the governing body;

e establish processes and mechanisms to engage with the people of Auckland,
whether generally or particularly (for example, the people of a cultural, ethnic,
geographic or other community of interest);

e gappoint the deputy mayor, establish committees of the governing body and
appoint the chairperson of each committee; and

e establish and maintain an appropriately staffed office of the mayor, with an
annual budget not less than 0.2 per cent of the council’s total budgeted operating
expenditure for that year.
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While this set of powers and functions falls short of creating an executive mayor
(McKinlay 2011), it clearly establishes a new benchmark for New Zealand local
government, in the same way that the powers of the Lord Mayor of Brisbane were seen
as a point of reference for other Queensland mayors. In March 2012 the New Zealand
Government (2012) launched a new wave of local government reform proposals
under the banner ‘Better Local Government’. Those proposals included the following
statement on mayoral powers (ibid.: 8):

Mayors are the public face of councils and publicly carry the responsibility for their
decisions. The problem is that there is a mismatch in the current local government
framework between the high level of public interest, scrutiny and engagement in mayoral
elections, where they are elected for an entire city or district, and their limited formal
powers over the governing body of a council. Mayors need the capacity to provide clearer
and stronger leadership.

This was recognised with the Auckland council reform. The Local Government ( Auckland
Council) Act 2009 provides Auckland’s mayor with governance powers not available
to other mayors, although substantial decision-making remains with the full council. It
makes good sense for mayors across New Zealand to have similar governance powers.

Subsequent amendments to the Local Government Act mean that from late 2013 all
mayors will be able to lead the development of council plans, policies and budgets;
appoint the deputy mayor; establish council committees; and appoint chairpersons
to council committees. However, councils will be able to reverse mayoral decisions
on establishing committees and appointing chairpersons, thus requiring a consensus
approach.!®

12.4 A future model

We now turn to the central issue of defining a model for the future role that mayors
could and should play in the Australian context, but one that might also be applied
elsewhere. Based on the literature overview and other material presented above, six
key dimensions have been identified for further consideration. These comprise:

e the merits of popular election;

e the need for stronger community leadership;

® ensuring effective strategic and corporate planning;

® enhancing political governance;

e the respective roles of mayors and chief executives; and

® intergovernment relations.

12.4.1 The merits of popular election

In New Zealand, Queensland and Tasmania, there is no evident debate about whether
mayors should be directly elected, and all the mayors interviewed in those jurisdictions
affirmed the value and importance of having a personal mandate. Even though mayors
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may not enjoy specific additional powers, and may sometimes find themselves in a
minority within the elected council, a personal mandate was seen to enable them to
appeal directly to constituents, to represent a diverse range of community interests, to
work more effectively with central governments, business and other key partners, and
to exercise more influence within the council organisation, both in negotiations with
other councillors and with senior management. Similar arguments were advanced by
all the other directly elected mayors interviewed.

In England, debate still rages on the merits of popular election. Some claim that
elected mayors have provided more visible and accountable ‘facilitative leadership’,
improved the performance of their councils and established a platform for devolution
of authority from central government (Kenny and Lodge 2008). Fenwick and Elcock
(2005: 64) similarly concluded that the English mayoral system was beginning to
exhibit gains in terms of clear local leadership, a concentration on strategic issues
and an engagement with the wider governance role. The contrary view is that an
indirectly elected ‘council leader’ (the head of the controlling political party or group)
can and does achieve similar results; that indirect election avoids personality politics
and ensures leaders have sound local government experience; and that effective
devolution requires broader systemic change (Kemp 2006). Elcock and Fenwick
(2007: 236-237) found a lack of evidence that directly elected mayors increase public
interest and involvement in local government.

In a similar vein, some of those opposed to the popular election of the mayor of
Geelong pointed to the dangers of personality politics and the potential for candidates
with greater resources to ‘buy’ the mayoralty. Other concerns were that the mayor
might veer ‘out of control’, running a purely personal agenda, or conversely that there
could be gridlock between the mayor and an opposing majority of councillors. Such
concerns reflect the need to ensure that the mayor’s powers and responsibilities are
articulated in sufficient detail to establish clear ‘rules of the game’ — either by statute or
through a mechanism such as a council constitution or specific delegation of decision-
making authority. This is recognised most clearly in Brisbane (and to a lesser extent
the rest of Queensland), Sydney (in terms of the delegation from the council) and
England (through council constitutions). Also, in Tasmania section 27 (1A) of the
Local Government Act requires the mayor to ‘represent accurately the policies and
decisions of the council’ in performing his or her functions.

Where a popularly elected mayor exercises considerable executive authority, regular
and effective scrutiny of his or her performance is also essential. This is normally
inherent in the way Australian local governments operate, but more structured and
rigorous processes may need to be introduced if there is a risk of corruption (Elcock
and Fenwick 2007: 236), or that the representative role of other councillors may be
unduly impaired. National or subnational (state or provincial) governments commonly
exercise close oversight and supervision of local councils, and such processes could be
extended to monitoring the performance of directly elected mayors and intervening
when necessary. Another option would be to introduce ‘recall’ provisions, empowering
the electors and/or the councillors to remove the mayor by referendum or, say, a two-
thirds majority vote, but such provisions may introduce unwarranted disruption and
instability.
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An alternative approach favoured by some is for the mayor to be indirectly elected,
but with a guaranteed term of not less than two years or possibly the whole of the
council’s term. This would ameliorate the problem of mayors having to be re-elected
every 12 months, with the attendant risks of inaction or instability in the lead-up to
each annual election, as well as that of deals being done to share the role of mayor
among three or four councillors over the life of the council, diminishing the authority
and effectiveness of the position. However, unless the mayor is the unqualified leader
of a dominant political grouping within the council, as often occurs in the UK, it is
difficult to see how indirect election for extended periods would be democratically
justified or work in practice.

12.4.2 The need for stronger community leadership

Entwined with the issue of popular election is the commonly perceived need for
decisive and effective community leadership (Denters and Rose 2005: 254). There
appears to be widespread agreement on this point: it was an explicit objective of
government moves to introduce elected mayors in England, Auckland and Geelong,
and is supported by the literature on facilitative and place-based leadership. The
question that arises, however, is how best to construct such leadership: to what extent
should the power to lead be vested in the mayor as opposed to a broader collective
of councillors and indeed other non-elected community representatives. This was a
key issue raised in the Geelong debate. Certainly, the provisions of Australian local
government Acts, apart from Queensland, suggest a reluctance to move away from
the collective council decision-making model, even though councils are frequently
criticised for indecision and lack of strategy.

All the mayors interviewed for this study emphasised the need to build consensus
and none saw any value in operating as a ‘one man band’. However, they also agreed
that someone had to be responsible for taking the lead, both in proposing action
and in seeking consensus. All saw themselves as playing a leadership role in liaising
with a broad range of government and non-government stakeholders to promote the
interests of their locality and its communities. Again, few local government Acts
explicitly confer such responsibilities on the mayor.

Of special relevance here is the increasing emphasis placed on community consultation
and engagement. This may be linked specifically to preparation of plans and policies
(discussed below) or expressed more broadly. The wording of the Auckland City Act
is particularly interesting, requiring the mayor to ‘establish processes and mechanisms
to engage with the people of Auckland, whether generally or particularly’. The Mayor
of London is similarly charged with consulting Londoners. By contrast, no Australian
local government Act gives mayors any special role in community engagement:
where communication or consultation with the local community is mentioned, it is
listed as one of the responsibilities of all councillors. The inherent risk is of this loose
approach that engagement becomes largely ad hoc and administrative: what should
be seen as a continuous political function is instead treated as a matter of compliance
when specified plans and policies are being prepared, and is conducted principally by
managers.
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A further issue is whether or not central governments are serious about enabling local
leadership. One of the arguments put forward by those opposed to elected mayors in
England is that they cannot make any real difference unless there is genuine devolution
of authority from central to local government (Kemp 2006). To a significant extent,
that may be a chicken-and-egg issue: devolution (legislative or de facto) may be more
likely if local leadership is more effective and better able to exercise greater authority.
The experience of Brisbane City Council and more recently the Greater London
Authority and Mayor of London appears to support such an argument.

Interestingly, the head of the UK’s New Local Government Network recently linked
the need for devolution to a call for compulsory voting in local elections (Parker

2012). He argued that:

This is a way to solve the localist’s dilemma: councils complain that nobody votes for them
because they have no power, but Whitehall refuses to pass down more power because
councils are not fully accountable. Compulsory voting would transform the practice of
local politics, forcing parties to appeal to a much wider range of voters.

In Australia, voting in local elections is already compulsory in the three largest states
and there is little doubt that this adds significantly to the authority of directly elected
mayors.

12.4.3 Ensuring effective strategic and corporate planning

Following the New Zealand model, recent amendments to most Australian local
government Acts have placed considerable emphasis on the importance of long-term
strategic plans, typically linked to goals of well-being and sustainability, and prepared in
consultation with a broad range of stakeholders. These strategies are then to be translated
into a series of shorter-term corporate plans; in NSW the term ‘delivery programme’ is
used to make the purpose clear. The purpose of all this is to make councils more policy-
and future-focused, committed to the ongoing pursuit of agreed community objectives
and to sound management of assets, finances and human resources.

However, only in NSW and Tasmania does the legislation indicate explicitly that one
of the functions of councillors is to involve themselves in the preparation of strategic
plans, and none of the Acts suggests leadership by the mayor in this regard. Only the
Queensland Act gives mayors associated functions: to give strategic direction to the
CEOQO and to prepare the budget. In the case of the City of Brisbane, these functions
are extended to developing policies.

This situation contrasts markedly with New Zealand and England, where mayors (and
now also indirectly elected council leaders) are variously charged with formulating
and promoting a vision for their city or area, and with leading the preparation of
plans and budgets — in part to give effect to that vision. Like community engagement,
strategic planning is fundamentally political rather than technical: it is about
community preferences and expectations, setting objectives and balancing competing
claims on resources. If legislation requires such planning but does not require and
enable elected representatives to lead the process, then it is not difficult to understand
why plans prepared largely by officials are adopted by councillors without sufficient
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consideration of their implications and with little solid commitment to their
implementation. The same applies to annual or multi-year budgets.

12.4.4 Enhancing political governance

An underlying theme in the evolving role of mayors is the need for enhanced political
governance. This relates to the goal of effective leadership discussed earlier and
involves issues of ‘good governance’: the way the body politic of the council organises
and conducts itself to ensure sound decision-making.

A number of interesting developments are apparent. First, mayors in England, Auckland
and (subject to the necessary delegation) Melbourne are variously responsible for
appointing their deputy, delegating decision-making, determining the committee
structure, and appointing councillors to internal committees (including as chair)
and as representatives of the council on outside bodies. In other words, the mayor is
empowered to set up the structure of political governance in such a way as to reflect his
or her vision and priorities (and potentially, of course, to reward his or her supporters).

From interviews with mayors, the selection and role of deputies emerged as particularly
important. All emphasised the need for a close and trustful working relationship: having
adeputy they could rely on to ‘fll in’ where necessary and, importantly to liaise with other
councillors and help secure votes in the council on key issues. While some thought that
removing the right of councillors to elect the deputy could prove counterproductive, the
majority felt that the benefits of being able to appoint a trusted colleague or strategic ally
outweighed the risk. In the case of Melbourne, the requirement for candidates for mayor
and deputy to stand for election together is designed to ensure an effective leadership
team, although relationships may not always last the distance.

Second, the mayor may be expected to take the lead in ensuring probity and appropriate
behaviour on the part of all councillors. In Tasmania, for example, the Local
Government Act requires the mayor to ‘oversee the councillors in their functions’,
and the mayor plays a key role when complaints are made against councillors. This
can be seen as an important element of civic leadership: in its submission supporting a
directly elected mayor, the Geelong Chamber of Commerce (2011) identified a need
for the mayor to ‘manage’ the councillors and build a cohesive team.

12.4.5 The respective roles of mayors and chief executives

The relationship between mayors and chief executives is a complex and often vexed
issue: it lies at the heart of the debate about whether and to what extent mayors should
exercise executive powers. This is a particularly sensitive question in Australia, where
the general trend of local government legislation over the past two decades has been
to apply the concept of ‘separation of powers’. The responsibilities and prerogatives
of chief executives are described in as much detail as those of mayors and councillors,
or more, typically such that they become (officially at least) the sole point of contact
between the body politic and the administration, entrusted with all aspects of the
‘day-to-day’ management of the organisation, including appointment of all staff, and
allowed considerable discretion in the implementation of council policies.
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In legal terms, the only significant departures from this model in Australia are
Queensland, where the Act now empowers mayors to direct senior staff and prepare
the budget, and Sydney, where the Lord Mayor may direct the chief executive under a
delegation from the council, together with the power to make ‘minor’ adjustments to
the organisation structure. Elsewhere, legislation limits mayors to ‘advising’ or ‘liaising
with’ their chief executives. However, this does not necessarily prevent a politically
powerful mayor from exercising a considerable measure of de facto executive authority,
especially when senior managers are employed under fixed-term, performance-based
contracts.

The situation in New Zealand is generally similar to that in Australia: even the new
mayor of Auckland has not been given explicit executive powers. However, as noted
earlier, he or she does ‘lead the development’ of strategic and corporate plans and,
perhaps most importantly, the budget. Moreover, the mayor has dedicated support
staff and a guaranteed minimum budget to maintain that office.

In England, elected mayors (and indirectly elected council leaders) may have much
more explicit and extensive executive authority, depending on their council’s
constitution and scheme of delegations. The London mayor is also able to exercise
powerful influence, if not executive authority as such, by appointing and chairing the
boards of key service-delivery organisations, such as Transport for London.

None of the mayors interviewed for this study expressed a desire to administer the
day-to-day operations of their council organisation: all saw their primary focus as on
the one hand looking outward (formulating strategy, engaging the community and
stakeholders and working with partner organisations); and on the other ‘political
management’ (creating an enabling environment within the council so that agreed
objectives are achieved). However, in most cases it was evident that this ‘hands-
off’ approach to administration was conditional on having a chief executive who
appreciated the mayoral role and mandate, and did not seek to apply ‘separation of
powers’ in a literal and rigid manner. In this regard, there appears to be considerable
merit in the English concept of a council constitution that can be negotiated
and updated after each election, and that sets out the important ‘rules’ governing
operations and key relationships. This would apply equally to issues of political
governance discussed previously.

While having a separate chief executive remains the norm, some English councils
are now experimenting with the ‘mayor as CEO’ model (Stevens 2011), and
downgrading the position of chief executive to ‘chief operating officer’ or ‘head of
paid service’ or the like. In some instances this follows the advent of a mayor or
council leader who wishes to be the dominant authority, but elsewhere it may reflect
a view that the head of the body politic ought to deal directly as required with all
the senior officers (as is now the case with all Queensland mayors), and that granting
the title ‘chief executive officer’ to an appointed official is inappropriate (although
Queensland retains that terminology). In the UK, the need to reduce expenditure is
also a significant factor: eliminating the separate position of CEO and making one
of the senior officers ‘head of paid service’ may be seen as a worthwhile saving in the
current environment of severe cuts to local government budgets.
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12.4.6 Intergovernment relations

A necessary corollary of community leadership and strategic planning is involvement
in intergovernment relations. All the mayors interviewed spoke about their role in
dealing with and advocating to central governments on behalf of their local area. As
noted earlier, the Auckland Royal Commission highlighted the need for someone to
‘speak for the region’.

Only two Australian local government Acts specifically mention intergovernment
relations. The City of Adelaide Act includes the strongest reference, making it a duty
of the mayor ‘to participate in the maintenance of intergovernmental relationships
at regional, State and national levels’ (section 21). The Queensland Act includes
a somewhat odd requirement for the mayor to provide information to the minister
about the local government area. In addition, the Northern Territory Act makes the
mayor the ‘principal representative’ of the council, while, as noted earlier, Sydney’s
Lord Mayor chairs the joint state—council Central Sydney Planning Committee, an
important intergovernment mechanism.

Regardless of legislation, it is evident that Australian mayors are generally expected
to play a significant role in intergovernment relations. When the Rudd federal
government established an ‘Australian Council of Local Government’ in 2008, its
nominal membership (and annual plenary gathering) consisted of all the country’s
mayors (or equivalents). Similarly, a recent move by the NSW government to launch
ongoing reform and revitalisation of local government began with a meeting of all
the state’s mayors and council general managers (chief executives). This suggests that
some codification of the mayor’s intergovernment role, along the lines of the Adelaide
Act, would be appropriate.

12.5 Conclusion: a framework for legislation

This concluding section builds on the lessons drawn in this chapter about key elements
of the evolving role of mayors, to suggest a framework of legislative provisions that might
be applied in Australia and perhaps elsewhere. Its starting point is that the evidence
reviewed points to the value of mayors who are directly elected and thus enabled to
exercise strong, facilitative community leadership. At the same time, however, popular
election of mayors makes it more important that their roles be defined in some detail so
that their powers and responsibilities are clear and suitably balanced, and in order for
them to be held to account by their fellow councillors and constituents. Based on that
approach, Table 12.2 proposes a set of principal mayoral functions and prerogatives,
and legislative provisions that would give effect to them. The suggested provisions draw
principally on those contained in Australian local government Acts, as previously
summarised in Table 12.1, plus some from New Zealand.

While the legislative provisions suggested in Table 12.2 would considerably strengthen
the role of most Australian mayors, they are by no means radical in the international
context and stop short of conferring executive powers in the commonly accepted sense
of the term. Indeed, it may well be that greater executive authority is seen as desirable in
some cases, such as currently applies in Brisbane and Sydney (the latter under delegation).
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Table 12.2 Suggested framework of mayoral roles and legislative provisions

Function or prerogative

Legislative provision (and origin)

Principal member of
the council

Lead and control the business of the council (Brisbane)
Chair and manage meetings (all Australian Acts)

Speak on behalf of the council as the council’s principal
representative (Northern Territory)

Conduct civic and ceremonial functions (all Australian Acts)

Community leadership
provisions of various
Australian and New
Zealand and
engagement

Articulate and promote a vision for the area (Auckland)
Provide leadership and guidance to the community
(Adelaide)

Establish processes and mechanisms to engage with the
community (Auckland)

Selection of deputy
mayor

Appoint the deputy mayor (New Zealand) or
Mayor and deputy to stand for election as a team (Melbourne)

Effective political
governance

Establish committees of the governing body and appoint the
chairperson of each committee (New Zealand)

Oversee the councillors in the performance of their functions
and in the exercise of their powers (Tasmania)

Represent accurately the policies and decisions of the council
(Tasmania)

Strategic and corporate
planning

Lead the development and implementation of council plans,
policies and budgets (New Zealand/Queensland)
Prepare the budget (Queensland)

Guiding the chief * Lead, manage and provide advice and strategic direction to
executive the chief executive officer on the implementation of council
policies (Queensland/South Australia)
» Direct the chief executive officer and senior staff in
accordance with council policies (Queensland)
» Exercise, in cases of necessity, the policy-making functions of
the governing body of the council between meetings (New
South Wales)
* Liaise with the chief executive officer on behalf of the other
councillors (Tasmania)
* Conduct performance appraisals of the chief executive officer
(Queensland)
Intergovernment  Participate in intergovernmental relationships at regional,
relations state and national levels (Adelaide)
Exercise delegated » Exercise such other functions as the council determines (New
authority South Wales/South Australia)

On the other hand, there is perhaps little need for change in many of Australia’s thinly
populated rural and remote local governments that discharge only limited functions.
Such distinctions might well apply in other Commonwealth countries.

Nevertheless, packaging existing provisions of various Australian and New Zealand
local government Acts in the manner suggested would probably be seen as a significant
change of direction, particularly granting mayors powers to appoint their deputy,
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to establish committees and appoint chairs, and to direct the chief executive and
other senior staff. As discussed earlier, such changes would need to be accompanied
by arrangements to ensure effective scrutiny of the mayor’s actions by the council
as a whole, plus, if necessary, external oversight (perhaps by an independent local
government board or commission). This might also involve enabling councillors to
overturn some mayoral decisions: in England mayoral budgets can be amended by a
two-thirds majority, and in New Zealand councils can reverse mayoral decisions on
establishing committees and appointing chairpersons.

If mayors are to do more, they will need increased resources and support. The Auckland
model, under which there is a legislative guarantee that the mayor will have an adequately
resourced personal office, appears desirable in the case of large urban local governments.
Mayoral offices have been established in a number of Australian city councils.

Essentially, what is being suggested here is that the functions of mayors — who are
already generally acknowledged as the principal member of their councils — should
be updated and recodified to match other changes that have occurred in local
government structures and processes. The Australian experience is that, with the
exception of Queensland, the frameworks and norms of political governance have
largely failed to keep pace with the expanded functions of local government, and
especially the growing expectation that councils will act more strategically to reflect
and represent the needs and aspirations of their communities. These goals cannot be
achieved unless the political arm of local government has the capacity to discharge its
responsibilities effectively alongside those of management. To build that capacity, the
role of the mayor seems a good place to start.

Notes

1 An earlier version of this chapter was released by the Australian Centre of Excellence for Local
Government under the title ‘Australian Mayors: What can and should they do?” Comments received
and issues raised in ensuing discussions on that paper have been incorporated into the chapter.

2 Nine semi-structured interviews were conducted with mayors and former mayors, along with
numerous informal discussions.

3 Henceforth ‘states’ should be read to include the Northern Territory.

4 At the time of writing, the Tasmanian government had introduced legislation to extend the term
of mayors and deputy mayors to the full four-year term of the council, and to introduce the option
of compulsory voting where supported by the council concerned. See: www.dpac.tas.gov.au/__data/
assets/pdf_file/0007/186685/SummaryOfAmendments_LocalGovernmentAmendment_Elections_
Bill2013.pdf (accessed 10 June 2013).

5 Brisbane, Sydney, Melbourne, Hobart, Adelaide, Perth, Darwin. Except for Brisbane, these councils
cover only the central business district and, to varying degrees, adjoining inner suburbs. Metropolitan
governance is a state responsibility. There is no local council for the national capital, Canberra,
which is administered directly by the government of the Australian Capital Territory (ACT).

6 The ACT consists largely of the city of Canberra and is a ‘city-state’ of around 400,000 people with
no separate local government.

7 This would be a similar arrangement to the City of Brisbane’s longstanding ‘civic cabinet’
structure.

8 See: www.london.gov.uk/who-runs-london/mayor/role (accessed 19 August 2012).

9 Long-Term Council Community Plan — a wide-ranging strategic and financial plan.

10 See: www.dia.govt.nz/pubforms.nsf/URL/BLG-Fact-Sheet-Mayoral-Powers-November-2012.pdf/$file/
BLG-Fact-Sheet-Mayoral-Powers-November-2012.pdf (accessed 10 June 2013).
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