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POWERS AND RESPONSIBILITIES
FOCUS
This Chapter is concerned with the responsibilities for providing services and the powers to
regulate local people and enterprises conferred on local governments. It is concerned with what
local government does and the ways it does it.

THE STRUCTURAL CONTEXT
Types of decentralisation
This volume is not primarily about local government organisation. There is no standard
international structure of local government, however, and the many variations in terms of the size
and levels of local government, and relations both between urban and rural areas and with state
administration have a major impact on the devolution of powers and responsibilities. It is these
which this section will describe.
The literature on pubic administration normally distinguishes between three types of
decentralisation:


Deconcentration to bodies of state administration, subordinated to national government,
but located at regional or local level



Delegation to agencies which may be legally autonomous but still discharge functions
under state direction



Devolution to representative institutions at regional or local level.

This volume is concerned with this last: devolution to regional and local governments . These are
defined in turn as having independent legal status, owning property, managing budgets and
employing staff in their own right; they are also governed by assemblies which are directly or
indirectly elected by the inhabitants of the areas within their jurisdiction. Main variables relating to
functions concern rural urban relations, sizes and levels of local government and the degree of coexistence with local state administration.
Rural/urban relations
Historically, self government in Europe started in towns with corporations of citizens gaining royal
charters giving them powers to levy certain revenues, regulate trades and administer specific
functions within their boundaries, independent of the feudal or ecclesiastical administration of the
surrounding rural areas. These traditions survive in several countries such as Turkey where
municipal government operates in urban areas, leaving the rural hinterland under largely state
administration. In most European countries all areas now have representative local governments,
but in some states larger towns still have separate jurisdictions from their surrounding rural areas.
In some cases, also, cities have greater power than other local governments.
These European traditions have been exported to other continents by colonial administration. Many
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systems in other continents perpetuate the role of municipal authorities as urban “islands, even
though separate local representative bodies have been established in rural areas. In most of Africa,
South Asia and Thailand local government has a different legal status in urban and rural areas,
involving variations in powers, functions, revenues and central controls; in India, for example, the
urban municipal corporations and councils and the rural hierarchy of districts and panchayats are
governed by different articles of the Constitution.
Colonial legacies have had a contrasting impact in Latin America and the Philippines where
traditional Hispanic concepts of the municipio libre generally combine urban settlements with their
rural hinterlands.
Separating the administration of a town (particularly where it is confined within historic borders)
from that of its rural hinterland can cause problems. It may inhibit the planning of urban growth,
and the sharing of services such as water supply, sanitation and public transport. It may also deprive
peri-urban settlements of access to a city’s tax base to which they contribute indirectly. It also
complicates the funding of city services like schools and hospitals which serve a wider catchment
area.
Levels of local government
Some countries like France, India and Poland may have as many as three tiers of local government.
Others like Bulgaria or Mexico function with only a single tier of municipal government.
Much depends on size – the size of the country and the average size of the lowest level of local
government. Three levels tend to occur in the largest countries like France, Germany or Poland,
with the upper levels having a provincial/regional character (including the status of a federal unit in
federations such as Germany). Rural India has three tiers of panchayat below the state.
In three level systems, large city governments usually combine lower and middle tier status and
functions (e.g. German kreisfreistadte).
Two/three level systems occur also where many small communities (usually rural villages) have
local government status. Of 36,000 French communes, less than 2,000 exceed 5,000 people; 1,000
communes have less than 50 people. At least one higher level is needed to provide adequate
economies of scale and catchment areas for most services. In contrast Bulgarian municipalities have
an average population of 28,000, 90% of them over 5,000; one level of local government suffices.
Ad hoc cooperation or special single purpose agencies can operate services needing larger areas.
The desirability of small jurisdictions is controversial. Small municipalities lack scale economies and
incur higher per capita overhead costs. Access to professional expertise may well be limited. On the
other hand voter turnouts and opinion surveys suggest a higher degree of popular identification
with the smaller municipalities ( although not below 500 population); this may enhance democratic
quality, though not necessarily so. During the 1960s and 1970s there were widespread
amalgamations of small authorities in northern Europe in pursuit of scale economy, as also in the
then Communist bloc. These were reversed in a number of former Communist states after 1989,
being resented both for political imposition and for the effect of central place planning policies
which deprived smaller communities of amenities and chances to develop.

Relations with Local State Administration
3

How much responsibility is undertaken by local government depends to some extent on the
presence of state machinery at local level.
Much is due to history. In Europe there are particular differences in tradition between


southern European/Mediterranian countries where the State has maintained both a
prefectorial administration and field technical services which have provided many services
directly as well as supervising and assisting the provision of local government services, and



northern European countries where the State has not maintained much executive capacity
outside the capital, and has relied on local government to undertake most service delivery.
Technical specialists are more likely to be employed by local rather than national
government.

Colonial governments tended to reproduce the southern European model of prefectorial
administration and state controlled technical field agencies in their overseas possessions. Their
survival under independent governments has differed substantially, still strong in much of South
Asia, but largely abandoned in countries like Indonesia or South Africa which have undergone a
radical and recent process of political transformation.
The impact of structure on functions
These structural variables clearly influence the amount of responsibility entrusted to local
government and the amount of discretion it has in managing it. Larger local governments by
population or area are likely to have more capacity, technical and financial, to provide services and
more appropriate catchment areas for services with scale economies. Cities are generally better
resourced than rural areas and may in consequence exercise more powers if these are defined
differently by law. If the state has a parallel bureaucracy and technical apparatus at local level, this
may curtail the responsibilities given to local government or subject them to more oversight.

LOCAL GOVERNMENT FUNCTIONS: RATIONALE AND CRITERIA
Reasons for devolution
There is so much variety in the distribution of competences between state and local government
that it is very difficult to identify any guiding principles. One can only list common arguments.
There a number of standard reasons for devolving responsibility to regional/local self
government:


the advantage of local discretion in adapting services to local conditions and preferences



ability to harness local resources including taxes, knowledge and social responsibility



the opportunity for innovation with only localised risks, but potentially national benefits



increased accountability, i.e. local pressure on officials to behave promptly, courteously,
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fairly, honestly etc


potential for coordination of services and investments which may deal with a common
clientele (e.g.the elderly) or problem (e.g. unemployment)



efficiency savings from sharing of common services (offices, receptionists, equipment etc)

Risks of devolution
There are some obvious risks in devolving responsibility to local government. These include


disparities in standards of service whose uniformity or equality of opportunity are desirable
(e.g education)



neglect of wider or national interests; e.g. failure to protect air or water quality



excessive political interference in processes which should be impartial



excessive "producer" interests e.g. local politicians may not be strong enough to enforce
accountability on teachers, doctors, unionised labour etc.



local government jurisdictions may be too small to fit service catchment areas or employ
sufficient expertise.

None of these reasons need be insuperable. Inter-municipal cooperation, the assignment of
functions to higher tiers or contracting out may overcome the weaknesses of small jurisdictions.
Regional or local disparities may be overcome by financial equalisation.
There is no standard pattern of local government competences, nor of their distribution between
levels of administration.. The following paragraphs summarise the position in respect of major
competencies. The list includes functions assigned to higher tiers of local government, except those
exercised as federal units.

LOCAL GOVERNMENT FUNCTIONS: ASSIGNMENTS
Universal State Functions
The State is always responsible for external relations, defence and macro-economic policy.
The following field services are normally operated by State agencies:


Services which are located in regions but do not specially serve local populations, e.g.
universities, research institutions.



Administration of national taxes. (In the former Soviet Union and China local
administrations assessed and collected virtually all taxes, but with the legal separation of
national and local government in the post Soviet states and fiscal reforms in the 1990s in
China this is no longer the practice).
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Inspection or audit of local government and its services.



Services which are highly integrated technically, e.g. post, railways, telecommunications
(although local government may subsidise local commuter services).



Environmental control in respect of major industries and water sources.

Uniform Local Government Responsibilities
Some competences are normally devolved to local government. They are described below.
Physical Planning and Development Control
The municipal level of government is usually responsible for making local land use plans and
implementing them through development control – the process of deciding applications for
permits for new constructions, conversions, changes in use etc. In some European countries
State-employed planners regulate compliance with building codes but advise local
governments on compliance with zoning regulations. In some South Asian cities land use
planning and development control are exercised by urban development authorities
which are nominated by national or state governments bodies though usually including
some municipal representatives.
In most countries local plans are supposed to comply with broader regional plans setting out
strategies for location of major industrial development, transport routes, trunk infrastructure,
development and reservation of land for nature reserves, recreation etc. These are usually the
responsibility of a higher tier of self government, but outline locational strategies may be
formulated by national government..
Public Health Control
Basic preventative services such as food inspection and pest control are usually municipal
responsibilities. These also include waste collection and disposal. Waste collection may be
undertaken and financed directly by municipal government, but may alternatively be
franchised to private contractors who recover charges directly from households. Collection
may be from individual dwellings or from communal dump sites; it may be confined to
residential property or cover commercial premises as well (usually for a charge). Waste
disposal may well be managed, or at least regulated by higher tiers of local government,
both to economise on investment in landfill sites, incinerators etc and to ensure provision of.
sites.
Parks, Open Spaces and Cemeteries
These are basically municipal responsibilities in most, if not all countries. Higher tiers of local
government may manage large forests, nature reserves, country parks etc of regional
significance and share responsibility for crematoria.
Recreational Facilities
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Sports facilities, libraries, museums and other cultural activities are generally provided by local
government, but these are not exclusive functions of any level of government, national
regional or municipal.
Public Transport
This is almost invariably a local government responsibility, but its nature and distribution
between levels varies. Companies operating bus, tram and metro services may be owned by
regional governments, or by municipalities in large towns, but are increasingly privatised and
operated under a franchise or licence,
Typically local government regulates public transport services, prescribing routes, frequencies and
maximum fares.. It may also provide subsidies




generally,
to special groups like schoolchildren and pensioners, or
on congested or remote rural routes.

Local government usually controls traffic and organises school transport.
Social Services (excluding financial benefits)
Local government is normally responsible for such services as residential or domiciliary care for
elderly people, child protection, and aid to the physically and mentally handicapped. These
services may be managed directly or, increasingly, by cooperation with the private and voluntary
sectors.
Water and Sewerage
In most countries local government has legal responsibility to supply water and sanitation, typically
through a municipally owned water and sewerage company. Alternatively a commercial enterprise
may be franchised; in France, for example, two commercial operators are contracted by a large
majority of the 36,000 communes.
Inter-municipal bodies may well discharge the function to achieve economies of scale in operating
expensive treatment plants or to match supplies to water catchment areas. In some countries, such
as Indonesia, local government responsibilities in rural areas extend to the management and
maintenance of irrigation schemes, principally serving agriculture.

Variable Responsibilities
In the case of other major competencies, the division between central government, local
government and the private sector varies substantially between countries as described below.
Education
Local government usually has some involvement in the running of schools but its extent varies
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enormously. In terms of justification there are major tensions. On the one hand there is a demand
for equal access to schooling and the application of national standards, often reflected in national
constitutions. This generates a strong national role in


funding education, either directly or indirectly,



controlling curricula and examinations



regulating teaching qualifications, class sizes, building standards, pupil testing etc



inspecting schools and teachers.

On the other hand schooling is extremely important to life prospects and intensely sensitive at a
very personal level. The result is popular pressure for local accountability, while communal and
parent participation can often mobilise considerably more resources than the State can provide on
its own.
The first variation is in the scope of local responsibility. In European countries like Britain,
Hungary, Poland, Switzerland and the whole of Scandinavia local government exercises full
responsibility for both primary and secondary education, subject to national policies over the
curriculum and standards. This local responsibility includes the employment and payment of
teachers. This is also the case, for example, in Chile and Indonesia. Local government has similar
competence in Canada and the United States but frequently exercised by single purpose elected
school boards whose jurisdiction covers several schools but differs from municipal boundaries.
In other European countries such as France, Germany, Italy and Netherlands, local government is
responsible for the construction, equipment and upkeep of primary and secondary school buildings
but not for the employment and oversight of teachers. This division between state and local
authority is also typical of South Asian countries, while the locus of responsibility is often unclear in
Latin America with state/provincial governments having formal responsibility but municipalities
taking an increasing part on their own initiative or in response to national “solidarity” programmes.
The second variable is the location of responsibility within local government. In some countries
municipal government manages primary education while higher tiers take responsibility for
secondary or specialised schools. This division may apply everywhere or, as in Poland and Ukraine,
only outside major cities and towns.
There is an increasing tendency, initiated in some western European countries but disseminated
by the World Bank, for a further degree of decentralisation. This takes the form of delegation to
individual school management boards and head teachers of substantial authority over budgets,
buildings, the discretionary elements of the curricula and even the employment of teachers.
Local government along with parents is substantially represented on school boards in these
circumstances, and usually retains a major role in the appointment of school heads.
One area very largely left to local government or voluntary initiative is pre-school education. With
the demise of the Soviet Union it is rare for national policy or finance to operate at this level.
Health Care
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Comparisons of responsibility for medical services are very complex, because they involve both
the ownership and management of medical units and their funding.
Hospitals may be owned by either public or private sectors, by national or local
government, charitable trusts or private companies. Their services may be financed by tax
revenue (national or local ), by patient charges or by medical insurance funds. Medical
insurance may be voluntary or compulsory; benefits may be linked to contributions or on a
universal scale unrelated to contributions. Primary health care may be organised in a national
network of public clinics or provided by self employed general practitioners paid per patient or
per treatment.
Within this range of variation no generalisation can be made about the role of local government; the
range of options can only be illustrated. In Scandinavian countries public medical services are
basically financed by taxes through national or local budgets. They are usually a local government
responsibility, hospitals belonging to the upper (county) tier and primary care also regulated and
funded at this level. A similar system operates in Ukraine though responsibility for hospitals is
divided between oblast (province) and city/district levels according to the degree of specialism. A
network of hospitals and primary care units is managed by district and municipal authorities in
Indonesia, though funded by a mixture of local government revenue, health insurance and patient
charges.
In most European countries the operating costs of medical care are met from compulsory
insurance; this permits some variety in the ownership and management of hospitals and other
medical units. In several countries including Germany, Hungary, Italy, Netherlands, Poland,
Spain and Switzerland local governments provide either primary health care units or hospitals,
or both, with varying degrees of financial responsibility for buildings and equipment. Hospitals
would normally be run by large municipalities or upper tier governments. In France hospitals
are autonomous units, but the mayor presides over the management board. In Italy medical
services are run by special health districts, which are inter-municipal bodies.
In Africa, Asia and Latin America only large cities would normally manage hospital services,
Usually the responsibility of state or provincial authorities, but local government is frequently
responsible for the primary care network of clinics, maternity units etc.
Social Benefits
The role of local government in administering social benefits depends on the scope of public
provision as a whole. This varies enormously depending largely on the formalisation of the
economy.
In Europe and North America state regulated insurance schemes provide for universal entitlements
include a basic retirement pension, some disability payments and the “dole” – unemployment pay,
typically limited to one year. These are usually administered by a network of national or
state/provincial offices. However, local government administers these benefits in Scandinavia and
Ukraine, usually reimbursed by state funds, although in Denmark even old age pensions fall on local
budgets.
In most European countries local governments are responsible for administering a system of
housing benefits which close any gap between a fixed percentage of household income and
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domestic expenses on rents and of heating, lighting, water and sewerage (at standardised costings);
these are normally reimbursed by national government.
European local governments are more widely involved in the provision of “safety net” benefits, i.e.
payments, either regular or in emergencies, to people in poverty for whom legal entitlements do not
exist or are insufficient like the long term unemployed, old persons with no occupational pension,
single parents or the disabled Whilst all European countries have this safety net, the degree of local
government responsibility for it varies. In several states like Hungary the whole safety net is a
permanent local responsibility and only state funded through general grants. In some other cases
local responsibility is limited to emergency relief while state assistance is negotiated.
In less formalised economies there is rarely a system of universal entitlements on the European
model, but “safety nets” often exist, either formal or voluntary. Local government is often heavily
involved because of the importance of local knowledge in identifying potential beneficiaries. These
may be purely local initiatives as in some wealthier Chinese cities like Suzhou which operate a
contributory old age pension scheme. In some Latin American states like Bolivia, Chile and Mexico
national “solidarity” programmes of benefit payments to the poor were introduced in the 1980s
with disbursement through municipal authorities.
In the least formalised economies a variety of “safety nets” survive in the form of community care
for the infirm and destitute which local governments may manage alongside traditional and religious
institutions.
Roads
Local governments in most countries maintain local, urban or village roads along with care of
pavements and street lighting. Responsibility for district or regional roads, connecting urban
centres, is often undertaken by higher tiers of local government, but sometimes by regional
branches of national public works ministries. Major highways and motorways are normally a
national responsibility, but in some countries such as Britain, county authorities maintain them as
agents of national government. Responsibility for bridges is usually combined with that for the
adjoining roads.
Agricultural and Veterinary Services
Extension services, seed distribution and disease control tend to be national government
responsibilities (or of state government in federations), and almost invariably so where subsidies are
also administered . However, district local governments do have a significant role in South Asia and
Indonesia, although under technical supervision.
Fire protection
Providing a fully equipped, professional service is mostly an urban government task, supplemented
by voluntary emergency services in rural hinterlands. National fire forces operate in Greece and
Italy; however, while complex state/local arrangements operate in France

Public Order
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In some countries such as Britain and the United States there are no national police forces apart
from agencies dealing with specialised crime; police forces are managed by city and county
governments .Elsewhere national (or state level in a federation) forces take major responsibility
for policing but often with parallel municipal police forces responsible for traffic and
byelaw enforcement.
There are a variety of other ways in which local government contributes to public order, such as


community leadership in conflict resolution including restorative justice



protection of public space through lighting, CCT surveillance, controlled access etc



neighbourhood watch community policing



care of children en route to and from school



rehabilitation and communal employment for youth offenders



regulating sale and consumption of alcohol

Public Utilities
Historically municipal government initiated the provision of electricity and gas supplies in towns
during the second half of the 19th century. In a famous case, the Lord Mayor of Birmingham,
Joseph Chamberlain, persuaded Parliament to enact legislation allowing the City Corporation to
expropriate the gas company both to extend the supply and to use the profits for urban
regeneration. In many European cities municipal enterprise also piped hot water around the city for
central heating.
In many countries local government remains responsible under law for supply of electricity, gas and
(in colder climes) central heating. In practice ownership or management of the companies providing
these services has passed to private enterprise under franchises or management contracts granted by
the municipality, province or national government. Municipal powers may be largely restricted to
the approval of tariffs, but local government sometimes finances capital investment, usually through
guaranteeing credit to the operating company. For South African cities electricity distribution
remains a major source of recurrent revenue.

Social Housing
Local governments have some degree of responsibility for provision of social housing in most
European countries. In France, Germany and the Scandinavian countries this is normally
undertaken by participation in, and subsidisation of non-profit housing companies or
associations. This is also becoming common in Britain, although many local governments retain
large stocks of rental housing; (these must by law be self financing, with local government
subsidies confined to low income tenants).
Regulatory Functions
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Previous paragraphs have described local government responsibilities for town planning and
development control, traffic management, policing and benefit administration. In addition most
local government systems have delegated responsibility for civil and electoral registration.
In Britain, Denmark, Norway, Spain and Sweden local government is responsible for consumer
protection. In most countries local government has some responsibility for environmental
protection, though shared in varying degree with a specialised state agency.

In some former Soviet Union countries executive powers still remain with a state-appointed
governor/administrator. This is controversial and is regarded by the Council of Europe as
contravening the European Charter of Local Self Government.
In a number of countries such as Hungary, regulatory powers such as building permission or child
protection are vested by law in a professional administrator appointed by the Council but acting
independently of the Mayor in these respects.
Distribution between Tiers
The lowest level is usually responsible for a core of “municipal “ or “communal” services concerned
with local physical infrastructure including local roads and street lighting, waste collection, water
supply and sanitation, public health control, parks, open spaces, recreational facilities and
domiciliary social services to the elderly and disabled. Land use planning and development control
are usually assigned to the is level as well, although frequently within regional locational policies.
In single tier systems the municipal authority may well exercise a far wider responsibility for
education, health care, residential and specialised social care, public transport, or regional roads. In
multi tier systems these responsibilities may well be divided. It is common for example, for primary
schools or primary health care to be managed by municipalities but secondary education and
hospitals by regional/county governments.
Such fragmentation may make sense in terms of the match between geographical jurisdiction and
catchment area. It may, however, be dysfunctional in terms of the rational provision of the service.
Dividing responsibility for primary and hospital medical care may create a bias in favour of inpatient care and hamper flexible development of new treatments as technology changes or
population density varies. Separating the management of residential and domiciliary care may well
lead to an inappropriate bias towards one or the other response to an individual’s need.
Above all, devolution does not mean abdication of responsibility. Devolution of major
responsibilities to self-government should be accompanied by the development of effective
professional inspectorates and audit systems. In unitary countries Parliament retains the power
to specify national policies and standards wherever they are relevant.
There is much emphasis now on partnership between levels of government, rather than
"autonomy" or "control". This is partly because of privatisation or "de-etatism", but also
because contemporary problems like unemployment, criminality, family breakdown, or drugs
cannot be tackled in isolation by any level of government or even the public sector as a whole.
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THE DELIVERY OF LOCAL GOVERNMENT SERVICES

Key Issues
Over the past three decades there has been a significant diversification of the ways in which
local public services are delivered. Various factors have led to this including the promotion of
New Public Management approaches by international agencies and the radical contraction of
Communist rule since 1989.
Local government is faced with an increasing range of choice over the type of organisation to
which service delivery can be delegated. The following questions arise in making these
choices:


Does a task or service need to remain within the public sector at all?



If it does need to remain under municipal supervision, what type of organisation is best
suited to perform it?



What should be the financial relationships between the municipality and the service
organisation? Who controls charges to consumers? Who is responsible for capital
expenditure and how should it be funded? Is a municipal subsidy needed and how should
it be calculated?



What happens to the ownership and maintenance of the assets?



What controls should be exercised over the service organisation? What contractual
form should they take? How can its performance be measured?



What should happen if an organisation fails to perform satisfactorily?

Local Public Services
In response to these challenges both central and local governments have had to decide what
types of activity should be retained in the public sector, i.e. to distinguish between those which
involve an element of public service and those which are truly commercial. The general
principle of a mixed economy is that government should only be involved in managing a
service if some public interest is at stake.
Public services fall into four, often overlapping categories:


services which benefit everyone indiscriminately, so that charging is impossible;
examples are policing, fire protection, roads and street lighting (except where access
can be restricted to payers), parks, environmental health control;



services which are provided to individuals but with wider benefits to society; examples
are education, medical care (for disease protection purposes), sewerage, waste
disposal, and in some circumstances public transport
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services which are essential to the quality of life and which require such heavy
investment that monopoly provision is likely; people can be exploited because they are
dependent on the service and have no choice of supplier; piped water supply is the
prime example;



services which are essential to the quality of life but too expensive for low income
groups if left purely to market provision; public transport to work or schooling may
again be an example, together with recreational facilities.

Although these principles are clear, their precise application is not. Whether a service has a
wider benefit to society or is essential to the quality of life is a matter of relative judgment.
Sometimes these judgments are made at national level, sometimes at local. So, for example,
Parliament may stipulate a national entitlement to basic and secondary education, but each
municipality may decide how far nursery education constitutes a "public service".
Protecting the Public Interest: Organisational Options
Types of organization involved in local public service delivery fall roughly into two categories:
municipal subsidiaries and external organizations.
Municipal subsidiaries include


“town hall “departments,



self managing institutions, and



companies in which the municipality holds all or the majority of shares.

External organizations include


Companies in which the municipality has no equity or only a minority of shares



Associations of users of a service (e.g. public housing tenants)



Civic associations or other non-profit organizations, usually participating in the
management of cultural, sporting or social services.

This may mean that municipalities will have to consider a range of alternative forms of
organisation for their services. In choosing how to organise and manage public services a
municipality should be guided by the following definition of the public interest:


Access and Coverage: essential public services should be adequate to meet the demand,
and accessible to the whole population; e.g. public transport should not be confined to
profitable routes; libraries and sports facilities should be open outside general working
hours; recreational facilities should make provision for the disabled.



Price: inefficiency and overpricing due to monopoly provision should be avoided; costs to
consumers or taxpayers should be affordable and reasonable; subsidies should be confined
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to cases of genuine individual need or wider public interest.


Quality: services should be of an acceptable standard defined either by law or deliberate
political choice; performance should be monitored; standards should apply both to the
physical character of the service and the behaviour of the staff providing it.



Service Development: public services should not stand still; there should be a constant
development of technical methods and human skills to reflect changes in demand (such as
local age structure or economic activity), technology and experience.



Environmental Impact: individual public services have an impact on the general quality of
life and on a municipality's economic competitiveness; improvements in public transport,
recreational facilities or cleanliness may, for example, be critical to the attraction of new
private investment.

Types of Relationship
Key Variables
The different forms of relationship between a Municipality and organisations delivering public
services are characterized by several key variables. These include


ownership of the assets



responsibility for capital investment



responsibility for operation and maintenance



relationship to the consumers



regulation of tariffs



receipt of operating revenue



responsibility for financial risks



degree of municipal subsidy



the extent of monopoly rights.

Direct Provision by Municipal Departments
Where services are provided directly to the public by a municipal department, the Municipality
is clearly responsible for all aspects of ownership, financial operation and obligation to
the customer.
Departments normally operate under the immediate supervision of the Mayor or Chief
Executive; their costs and incomes are fully absorbed within the municipal budget. Staffing is
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usually subject to national terms and conditions for municipal employees, with nationally
defined qualifications for those exercising regulatory tasks. Their bureaucratic, hierarchical
style is suitable for regulatory work, while their closeness to the Mayor and Assembly and
relative freedom from detailed, routine service management also fits them for policy
analysis and formulation.
These characteristics make departments less suitable for service delivery. Their total absorption
in the municipal budget gives them little incentive to maximise revenue or cut costs; it is indeed
difficult to identify their costs as many of these are not separated from general Municipal Office
overheads (e.g. buildings, energy, accounting etc). There is little flexibility over salaries and
little opportunity to reward performance. Their immediate supervision by the political
leadership makes them highly accountable but may also expose them to excessive interference
and distraction from routine tasks.
Delegation to Municipal Institutions
Municipal institutions are full subsidiaries of the Municipality working under directors (and possibly
management boards) appointed by it. They do, however, normally operate their own budgets and
accounts and employ staff directly. They may be able to vary staffing levels and remuneration at the
margin (for example through variations between full and part time employment and through control
of responsibility allowances and bonus).They typically operate personal services such as schools,
hospitals, homes for the elderly or handicapped, sporting and cultural facilities.
Where services are managed by semi-autonomous institutions, the Municipality continues to
own the assets. It is also responsible for the costs of construction and extension or major
renewal, though it may charge depreciation to the institution’s account. Most expenditure is
funded by appropriation from the municipal budget, but institutions may obtain direct
income from ancillary activities such as schools renting out sports facilities or selling uniforms.
Year-end balances are normally retained by the institution.
There are clearly greater incentives for contributory organisations to manage services
efficiently, since they bear their costs, have greater freedom to employ and reward staff, and
can retain operating surplus (beyond any budgeted contribution to the municipal budget). They
may operate in a competitive environment as when parents can choose between schools and
these are funded according to pupil numbers.
Municipal Companies
As an alternative to departments or institutions, municipalities may entrust the delivery of
services to legal entities established under commercial law. Indeed many municipalities have
established such entities themselves, usually transferring to them the operations of existing
institutions. It is customary to refer to this process as "privatisation", an inaccurate
description where ownership of the equity does not pass out of municipal hands.
A major variation is in the degree of municipal participation in the equity. Service delivery may
be undertaken by companies in which


the municipality owns all the shares
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the municipality owns the majority of shares, the rest being held by
(i) other municipalities (common for utility companies)

(ii) privately owned companies (typical for joint ventures in fields such as waste
management)
 the municipality has a minority shareholding, the rest being held by
(i) other municipalities (common again for utilities such as water or electricity suppliers)
(ii) privately owned companies
The biggest practical differences between companies and institutions lie in the fields of
employment, property ownership and investment. Companies are not usually subject to any
special restrictions on the terms and conditions they offer to staff and can, therefore, compete
in the market for technical, managerial and professional skills. As with all potential advantages
this carries a corresponding risk of nepotism. Higher remuneration for a company's staff can
simply push up its costs, leading either to higher tariffs or poorer services (or both).
Responsibility for the maintenance and renewal of assets is more clearly defined when a
service is entrusted to a company. Municipal assets used in a service undertaken by a
company must either be transferred to it, or leased to it by a formal agreement which
provides for the payment of rent and defines responsibility for maintenance and repair.
( This requirement for transfer or lease does not necessarily apply to a purely
management contract, where the company does not retain the operating revenue).
Delegation to a company potentially improves the prospects of investment. A company is free
to raise capital for the expansion or improvement of the assets, although at some risk to the
Municipality if its assets are pledged as collateral or it is used as a guarantor. Bringing in
private entrepreneurs either as joint or sole owners may also attract investment capital, a
major reason for the prevalence of joint ventures in the field of waste management.

Company management also provides a framework for achieving greater economies of scale.
This is an important consideration if there is wide variation in the size of municipalities. There
are several options. Joint ownership by several municipalities allows a single operation to serve
a technically wider catchment area. A company owned by one municipality can be contracted
to serve or manage the facilities of smaller, neighbouring jurisdictions.
Quite apart from their legal and technical characteristics companies have a more entrepreneurial
ethos. This derives partly from their greater freedom in recruiting and rewarding staff, but also
from their popular association with the world of business. This can encourage greater efficiency,
a sense of self-dependence, a willingness to innovate and a more positive attitude towards their
"customers". Despite their degree of financial autonomy, municipal institutions still tend to look
to municipal budgets for support.
Again, however, these potential advantages carry corresponding risks. Companies may lose a
sense of public service. They may focus too much attention on the consumers who provide most
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revenue and neglect others. Bus companies may neglect unprofitable routes (often rural); utility
suppliers may be slow in connecting or repairing services to small or remote consumers.
Monopoly may encourage insensitivity and inefficiency.
There are also risks of corruption and nepotism if the ownership of a company is predominantly
municipal, and its direction concentrated in the hands of the political leadership. The relative
autonomy of the company may simply allow its board members and directors to avoid the
transparent scrutiny under which the more direct forms of municipal organisation have to
operate.
These dangers can be overcome if municipalities make companies accountable for clearly
defined outputs and standards. External participation in ownership can dilute the opportunities
for nepotism. Direction and board membership can be entrusted to persons independent of the
political leadership. Competition, where possible, can help to maintain both efficiency and
quality. Where necessary municipalities can ensure that citizens get equal access to services by
providing targeted subsidies solely for serving disadvantaged customers. But all these processes
require executive capacity on the part of the Municipal Office to specify and enforce effective
contractual relationships with the companies.
Service Contracts
A Municipality may contract provision of a service to an external organisation. The contract
may be for the whole service operation (e.g. housing management), or for some ancillary
operation like meter reading or vehicle maintenance.
The Municipality continues to own the assets employed in the service, but the operator is
responsible for repair and maintenance, and usually for replacement of any short life
equipment. Operating income is regulated by the Municipality and accrues to it. The
Contractor is paid for its service, usually according to a tendered price. There are several
options for such payment including


an annual lump sum



actual cost plus a fixed percentage



fixed unit costs (e.g. per hour or per meter reading)



percentage of income collected.

The Municipality is usually directly responsible to the service clients.
Management Contracts Without Income Sharing
The Municipality owns the assets and invests in construction, extension and any major repair
or renewal. It sets any consumer charges, is responsible to the clients, and bears the financial
risks.
The Contractor operates the service for a fixed fee (usually set by competitive tender).
Operation and maintenance costs are met from revenue and any difference accrues to the
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municipal budget, i.e. the Municipality receives operating surplus, or meets an operating
deficit. It bears the whole financial risk of the operation.
Management Contracts With Income Sharing
The same conditions apply, but


the Contractor usually has discretion to charge less (but not more) than the regulated
tariffs.



the Contractor receives a fixed percentage share of operating surplus on top of the
fixed contract fee.

Income sharing would normally apply to services which are expected to operate without an
operating subsidy (e.g. water supply or refuse collection). But it may also be used for services
like swimming pools which collect substantial revenue but still receive some municipal
subsidy, usually to provide concessionary services to particular groups (children, the elderly
etc). In such cases the Contractor would share operating surplus after receipt of the fixed
subsidy.
Leasing
Municipal assets are leased to an external organisation to operate in return for a rent. The Lessee
is directly responsible to the clients, i.e. they are customers of the lessee, not the Municipality.
The Lessee bears the financial risks.
The Municipality owns the assets and is responsible for investment and debt service. The lessee
is responsible for operation, repair and maintenance, and for replacement of short life
equipment. The lessee must return the assets to the Municipality in good order at the expiration
of the lease.
The lessee collects operating income, though the tariffs may still be regulated by the
Municipality, and meets the operating costs. The lessee pays to the Municipality


an asset rent, or



a percentage share of the revenue, or



both (i.e. a smaller fixed fee to compensate the Municipality for depreciation/amortisation
of the assets, plus a share of income based on actual consumption).

These terms would normally be derived from competitive tender. Leases are usually for
medium term periods, e.g. 10 years, with options for renewal. They typically cover municipally
owned commercial property or recreational facilities.
Concessions
A Concessionaire is given the exclusive right to provide a given service for a fixed period
in return for investing capital in the necessary infrastructure. The Concessionaire is responsible
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for all costs - capital, repair, operation and maintenance - and is responsible directly to the
users who become its clients. The Concessionaire bears the financial risks. Concessions
typically arise in the provision of water supplies, waste disposal, toll roads and bridges and
public transport.
The Concession would normally be awarded by the Municipality on the basis of competitive
tenders and may stipulate service levels and tariff limits. Tariff levels would normally be subject
to periodic review, but may be indexed to rates of inflation.
Both the tariff levels and the duration of the Concession would be calculated to cover the
operating costs, full amortisation of the initial capital investment and a reasonable rate of return.
Because of the capital investment obligations concessions are usually for longer periods than
leases or service contracts, typically 15 to 30 years. At the expiration of the Concession the
assets transfer to municipal ownership; they must be in good working order.
A Municipality may subsidise the initial investment, either by contributing existing assets or
with cash. In such case it would normally be entitled to a fixed percentage share of the
operating income. Alternatively a Municipality may pay an operating subsidy to a
Concessionaire to reduce tariff levels. This may be a general subsidy to reduce overall
tariff levels and encourage public use (e.g. in the case of public transport). Alternatively it
might be a targeted subsidy to reduce charges to particular users (e.g. to reduce fares
for schoolchildren).
Licensing
An external organisation may be licensed to invest in and operate a service on the same broad
conditions as a Concession, but without exclusive rights. This would permit competition and
would normally be appropriate where capital investment costs are lower in relation to revenue.
It may be possible, for example, to offer licences to collect refuse but an exclusive concession
would be needed to attract investment in an incinerator. In the case of licences, ownership of
assets would not necessarily transfer at any stage to the Municipality.

Cooperatives
Cooperatives are an alternative form of partnership in which members can associate to
provide a service to themselves. They may be a suitable form of organisation to undertake a
service provided to a clearly defined body of users who have a direct and fairly equal interest
in its performance. The most obvious example might be the management of a
municipal housing estate by a tenant's cooperative, or of a sporting facility like tennis courts.
Non- Profit Organisations
Municipalities may well enter into service or management contracts with a Civic Association
or a registered charity for the provision of a public service for which it is responsible. This is
common in the field of social service and cultural activity.
Alternatively municipalities may enter into agreements to provide non-profit organisations a
grant towards the cost of particular social, sporting or cultural activities which they initiate.
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The Organisation is responsible for all investment and operating costs, owns the
assets employed (unless leased from the Municipality) and bears the financial risks.
A funding agreement would normally cover a particular programme of activity, not the
whole operations of the Organisation. The agreement would cover the broad content of
the programme and set standards of quality to be maintained. Payment of the grant would
be dependent on adherence to these standards and to periodic review of the activities
being undertaken.
Use of foundations and other non-profit organisations has clear financial advantages in terms
of their tax exemption and their ability to involve people who are willing to give services
free or significantly below market rates. Foundations operating on a national basis may
well provide economies of scale and a focus of expertise particularly in very specialised
fields such as care of the disabled. Voluntary organisations may incur greater trust in
dealing with clients such as drug addicts who are fearful of officialdom.
There are also risks. Leaders of non-profit organisations are very committed people with
strong opinions. This can weaken their accountability to the municipality, particularly
if they are giving their personal services without charge. They can be committed to types
and standards of provision which the municipality cannot afford or differ from
majority preference. Partnership with non-profit organisations may be highly beneficial, but
dogged by controversy.
Unregulated Provision
A private organization, commercial or otherwise, may provide a public service with
no formal relationship with the Municipality. In such case it would have to comply with
general legal requirements governing construction, trading standards, employment
environmental protection, health and safety etc, and may be liable for inspection by
state or municipal officials, but only on the same terms as other commercial operations.

Conclusions: Organisational Choice
Many organizational options have been described in this Part, presenting an apparent wealth of
choice. Some choices have been fashionable over the last one or two decades; e.g.


privatization of public utility services



tendering management or service contracts for communal services to commercial
companies



award of self management rights to schools, hospitals and social care institutions



partnerships with non-profit organizations in the fields of social service, culture and
recreation.

Underlying these choices is the question whether the public interest can best be served by
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administrative or market mechanisms. Direct provision by municipally managed organisations
relies on traditional bureaucratic processes for making policies, supervising execution and
controlling costs. It relies on democratic accountability through the electoral process. The
external alternatives assume that efficiency and effectiveness will, at least in part, be secured by
market mechanisms of competition and choice.
Reliance on market mechanisms is not solely confined to private sector involvement.
Municipally owned schools may compete with each other for pupils. Apartment owners may be
able to choose between municipally and privately owned companies for estate management or
central heating. In Britain municipal organisations compete with privately owned companies for
service contracts to collect refuse, repair streets, maintain parks and run sports centres.
There is indeed one major theoretical advantage in using external organisations to deliver public
services. If a Municipality provides a service through its own organisation, it is faced with a
conflict between its duty to provide its citizens with a satisfactory level of public services at a
reasonable cost and its interests as owner of the assets and employer (directly or indirectly) of
the staff involved.
This conflict of interest may be avoided if services are delivered by external organisations and
the Municipality restricts its role to regulating, monitoring and, where necessary, subsidising
their activity. There are also potential advantages in involving more than one supplier of a
service, so that there is competition and the consumers have some choice between alternatives.
This is, nevertheless, an ideal situation. It depends for its success on conditions which may
be hard to achieve or may take time to develop. These include, critically:


the existence of external organisations - commercial or non-profit – willing and able to
undertake delivery of public services, preferably in competition with each other; and



the capacity of the Municipality to award contracts and regulate and monitor the
performance of external organisations in an effective and transparent manner.

Ultimately the effectiveness of any form of service delivery depends not only on the capacity
of the organization to which it is entrusted, but also on the ability of the municipality to
protect the public interest through its supervision.
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