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From the beginning of this Inquiry in the autumn of 2004, I have
taken the view that questions about local government taxation and
the funding of local services are not simply matters for technical
analysis, but need instead to be considered in a wider context.
They must be part of a broader debate about the type of country
we want to live in: the balance we strike between citizen,
community and government in terms of both power and voice,
and how we manage the inevitable tensions between diversity,
choice and a desire for common standards. In this respect, I follow
firmly in the footsteps of Sir Frank Layfield, who reached similar

conclusions in the 1976 report of the Committee of Inquiry into P :

Local Government Finance. ¥
Sir Michael Lyons

The extension of my remit in 2005, when ministers asked me to

consider the future role and function of local government in this country, as well as its funding,
reflects this concern to consider the wider context. I have interpreted even that remit generously,
looking to describe how we can develop a new, stronger relationship between central and local
government, founded on a shared interest in the prosperity and well-being of this country and its
citizens. I have sought to explore whether a strong, national framework, together with greater
local flexibility and choice, and improved engagement with the individual, might better enable us
to tackle the complex challenges that we face as a nation. These ‘wicked issues’ include: the need
to build a cohesive society in which everyone feels they have a stake; to improve our own
competitiveness and meet the growing challenge of the emerging economies; to respond to
climate change; and to strike a balance between immediate improvements to public services and
the longer-term investments in infrastructure, skills and research that will underpin our future

prosperity.

In order to strengthen the connections between the individual and government, and contribute
to our wider national objectives, I believe that we must rebalance the relationship between centre
and locality. My second interim report National prosperity, local choice and civic engagement,
published in May 2006, outlined the steps that need to be taken to create the space for local
government to take on its full ‘place-shaping’ role, as well as the measures that councils would
themselves have to adopt to be ready for that challenge. I warmly welcome the Government’s
subsequent White Paper, Strong and Prosperous Communities, published in October 2006, and the
promise it holds for greater devolution.

No one should underestimate the sustained effort which will be required to achieve a real shift in
the balance of influence between centre and locality. The history of the last 30 years is marked by
a series of well-intentioned devolution initiatives, which have often evolved into subtle

instruments of control. But it is an effort worth making.

This report seeks to develop my arguments further and includes my recommendations on how
the future funding of local government could contribute to this rebalancing. However, I am clear
that neither funding, nor powers, nor structures, are by themselves the key to the revitalisation of

local government, and the improved self-confidence of local communities. I stress instead the
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importance of changed behaviours in all ters of government, of local flexibility, and the pressing
need to inspire a sense of powerfulness in local government. This is not a simple argument in
favour of the local, and I stress throughout the importance of improving our ‘single system of
government through clarity of responsibility, alignment of purpose, and lean and efficient working

practices.

We now have a real opportunity — with clear evidence of improvement in local authorities across
the country, resurgent and self-assured cities, and an acceptance across the political spectrum of the
need once again to empower our communities — to foster a new public confidence in local
government, and perhaps in representative government at all levels. To meet this opportunity,
central government needs to provide the space, the framework and the incentives that will release
the energies of local councils — but they must in turn embrace the wider place-shaping role, further
strengthen their engagement with those they serve, and establish themselves as unequivocal

champions of value for money.

Just as our present situation is the product of many years, so we must approach this task with the
intention, above all, of setting the right direction for the future, building the constructive
relationships that will enable better decisions in the future. My proposals for the future funding of
local government and the taxation to support it are therefore explicitly developmental. I lay out
recommendations for early changes and others that can follow in due course. These should
propetly be seen as a mosaic of related changes, rather than a menu for separate choice. Together
they could improve the fairness and flexibility of current arrangements; introduce greater incentives

for local effort; and provide wider choices to future governments.

Many readers will be preoccupied with my conclusions on the future of council tax (the impatient
should turn to Chapter 7). I conclude that it has a continuing part to play in the future funding
of local government either on its own or alongside other taxes. However, early steps must be taken
to reduce the pressures upon it. I also recommend measures to change the definition of, and
eligibility for, council tax benefit, and believe these must be addressed as soon as possible in order
to improve the perceived fairness of the tax. Concern for fairness has inevitably been raised with
me on many occasions. There is no doubt that the perception of fairness in questions of both
taxation and public expenditure is essential to the sustainability of the system, but there will always
be different views about just what is fair; often dependant on the personal circumstances of the
individual, including their income, wealth and age. I have tried to expose those tensions in my
report. There remain concerns, however, about the lack of buoyancy of council tax and its
continued unpopularity which may mean future governments need and want to consider more

radical change in the longer-term.

I have also explored issues of business taxation in some detail. I offer recommendations which are
again intended to be evolutionary in nature, but do respond to the strong messages I heard about
the need for a closer working relationship between local government and the business community,
and the importance of facilitating substantial new investment in infrastructure improvements and

related measures to foster local economic prosperity.

We elect governments to make difficult choices on our behalf, but I am clear that ministers can
only make changes where they can be confident of public support, or at least tolerance. So my
message, the tensions I expose, and my conclusions, are as much a matter for the people of this
country as for its current Government. I have become increasingly concerned that our expectations
of what government can do for us grow faster than our willingness to meet the costs of those

expectations through taxation, and possibly even beyond what can actually be delivered. Helping
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citizens to engage in honest debate about our choices, both as a nation and as individual
communities, is the big challenge for this and for future governments.

Local government could play a more active part in the management of these pressures, but it needs
to have both the space, and the willingness, to work with residents and other parts of the local
community to establish clear local priorities, to shape public services to local needs and preferences,
and to strike the right balance between what is done for us and what we do for ourselves.
We should, I believe, be as interested in how we might develop the distinctiveness of different
places and how we leave space for different local choices which improve people’s satisfaction, as we
are about how we seck to achieve potentally expensive, and frequently elusive, ‘consistent’
standards.

I, for one, would hope to see debate about postcode lotteries being replaced, over time, by
discussion of ‘managed difference’ — recognising the right and the ability of local communities to
make their own choices, confident in their own competence, and in the knowledge of their own

preferences.

In closing let me thank, most of all, Sally Burlington and the team that has supported me in this
work. Their talent, enthusiasm and unfailing good spirits (even through several extensions to both
remit and timetable) have been an inspiration to me. I also want to thank the many people and
organisations that have contributed to my research and the wider discussion around it. Special
thanks go to the ‘critical friends’ who have served on my reference group. Finally, let me express
my gratitude to the thousands of people who responded to our extensive efforts to engage the
public in these knotty questions about taxation and local expenditure. The balance and good
humour of the many respondents I met, and their willingness to engage in genuine debate, gives
me confidence that we can find a way forward on these highly contested issues. The views expressed
in this report, together with its conclusions, are of course my responsibility alone.
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LOCAL GOVERNMENT: A CONTINUING DEBATE

1 I was asked to undertake this Inquiry into Local Government by the Chancellor and the
Deputy Prime Minister in July 2004 at a time of considerable public and political interest in and
concern about the funding of local government, and council tax in particular. My initial terms of
reference asked me to make recommendations on the reform of council tax, to consider the case
for shifting the balance of funding, and to conduct analysis of other options for local taxation,

including local income tax, non-domestic (business) rates and other local taxes and charges.

2 During the course of my work on funding, I came to the conclusion that changes to the
finance system could not proceed effectively without the role of local government being more
clearly established. In September 2005 ministers asked me to extend my work to consider the
strategic role of local government, devolution and decentralisation, and how pressures on local
services could better be managed. The full terms of reference are set out at the end of the report.

3 The final stage of my work has been the consideration of the Barker Review of Land Use
Planning, the Eddington Transport Study and the Leitch Review of Skills, three independent

reviews with significant implications for local government.
4 Much has changed since the beginning of my work, including:

*  the transfer of schools funding from unhypothecated local government grant to
the ring-fenced Dedicated Schools Grant;

*  the Government’s decision to postpone the planned revaluation of domestic
properties for council tax purposes; and

*  the publication of various important contributions to the debate including the
Local Government Association’s (LGA) Closer to people and places — a new vision
Jor local government, and the Governments proposals for the future of local
government and local public services in Strong and Prosperous Communities — the

Local Government White Paper in October 2006.

5 During the Inquiry I have periodically set out my thinking on both funding and function
issues. My Interim Report and Consultation Paper, published in December 2005, set out some early
thinking on both, including the results of extensive analysis on options for revaluation and reform
of council tax. My May 2006 report, National prosperity, local choice and civic engagement: a new
partnership between central and local government for the 21st century, set out my conclusions on the
role of local government, emphasising the advantages to be secured from an enhanced level of
choice and flexibility at the local level for communities to make their own decisions. I also
discussed my views on the strategic role of local government for the future, a role I call ‘place-
shaping’, discussed further in this report. I want to emphasise that in our discussions about the role
of local government, we must not become fixated on the service delivery role that has become so
important over the last century. There are three, inter-related but identifiable, sets of roles that local
government has played in the past, and continues to play: as service provider; as a vehicle for

investment in public infrastructure; and as an institution of government — a place for debate,
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Pursuing the well-

being of citizens

Place remains

relevant

Necessity of local

choice

discussion and collective decision-making. An analysis of the modern role of local government
needs to take into account all three of those roles, recognising that the appetite for self-
determination is as much a part of local government’s background as its role as a service provider.

6 Following my May report, the Government set out its proposals for the future direction of
local government in Szrong and Prosperous Communities — the Local Government White Paper,
published in October 2006. The White Paper is intended to devolve more power to the local level
and reduce the level of central prescription, while strengthening leadership and expanding the
opportunities for local people to influence local decision-making.

7 I welcome the direction set out by the White Paper and subsequent Bill. However, it is clear
that it is only the beginning of a process and, as this report will demonstrate, much will depend on
how it is implemented, and how both central and local government respond to it. My
recommendations are intended to lay out a ‘developmental’ approach in which steps that should
be taken quickly to improve the current situation can provide greater space for local action, helping
to build trust and effective behaviours in the future and paving the way for possible further reform.

LOCAL GOVERNMENT IN THE 21ST CENTURY -WHAT IS IT FOR?

8 Government is a device that allows us to frame and enforce rules and laws for behaviour,
manage the provision of public services, redistribute resources and manage frameworks for long-
term economic, social and environmental sustainability. Local government has an important
contribution to make as part of a single system of government, allowing different communities to
make choices for themselves, and relating and shaping the actions of government and the public
sector to the needs of the locality.

9 There are strong and compelling arguments for it as a device for allocating public resources
and effort efficiently and effectively to secure the well-being of citizens. While individual and
quasi-market approaches are important, there remains a set of issues which are resolutely collective.
This includes decisions about the best use of public money and the management of public good
and other publicly subsidised services in particular places. That does not necessarily mean that
those services need to be publicly owned and directly provided, but it does mean that there must
be the capacity for collective action and choices about the use of public revenues.

10  Though some economic and sociological analyses have challenged the importance of place
and the importance of the local in modern society and economics, place remains relevant. As our
understanding of the multi-faceted nature of social and economic problems grows, and as our
aspirations to solve them and to govern uncertainty and diversity increase, the arguments for a local
role in determining the actions of government and the provision of public services are becoming
stronger. In addition, economic analysis continues to identify local factors and institutions as
important influences on economic change and growth.

11 Accepting these arguments means accepting some degree of variation and difference
between different parts of the country in their decisions and their use of resources. Some would
not agree with that view, but it is a point of fundamental importance. The argument that this will
lead to an unfair ‘postcode lottery’ over-simplifies some complex issues. If the people of one area
collectively choose to use the public resources at their disposal in a different way to the people of
another area, it is hard to argue that is unfair.

12 There are therefore strong arguments in favour of a degree of local choice. In practice there
is a desire to see both national standards and local variation. The research I commissioned suggests
that people want an assurance that key services will be delivered to similar (generally minimum)
standards across the country, but also that they want the ability to influence the shape and delivery

Lyons Inquiry into Local Government — Final Report March 2007
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Services

of services and take decisions locally. There is clearly a balance to be struck between an appropriate
set of national or minimum service standards, and the variety of choices that different communities
can make, and which in my view are a positive part of a healthy and sophisticated system of
governance. My conception of the modern role for local government is therefore of a system which
can deliver this ‘managed difference’.

13 However, all of these advantages of local government as a way of pursuing the well-being of
communities depend on it being able to understand and respond to the needs and concerns of its
citizens. This is an area in which it has been criticised, but one where I believe it has a great deal
to offer. Ensuring that local government is fully and transparently accountable to local people for
the decisions it takes in the pursuit of their interests and the use of their resources is critical to an
effective system of local government.

14 Throughout my work, I have promoted a wider, strategic role for local government, which
I have termed ‘place-shaping’ — the creative use of powers and influence to promote the general
well-being of a community and its citizens. It includes the following components:

*  building and shaping local identity;
*  representing the community;
° regulating harmful and disruptive behaviours;

*  maintaining the cohesiveness of the community and supporting debate within it,
ensuring smaller voices are heard;

° helping to resolve disagreements;

*  working to make the local economy more successful while being sensitive to

pressures on the environment;

*  understanding local needs and preferences and making sure that the right services
are provided to local people; and

o working with other bodies to response to complex challenges such as natural
disasters and other emergencies.

15 Local authorities are responsible for a wide range of services. However, debate too often
focuses on which services local government is responsible for, as if this is the true measure of the
importance and worth of local representative government. A new conception of the role for local
government needs to go further, to reflect the well-being and place-shaping agenda. Whatever the
legal and constitutional arrangements for the provision of a service or function, if it has impacts on
local people, then the local authority should have a role in representing the community interest and
influencing that service. That requires not just the joining-up of resources and activities, but also
a leadership and influencing role to ensure that the efforts of all agencies are focused on the
outcomes of greatest importance to local people. Local government is well-placed to play this

convening role.

16 Local authorities also have the potential to use their purchasing power and long-term
perspective to shape markets, and to use their ability to engage with citizens and service users in
the design and delivery of services. This would allow them to take advantage of the potential of

co-production to deliver better outcomes and greater efficiency.
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17 There are four areas where I think local government has a significant role to play in
delivering important outcomes that arise from the manifold opportunities and challenges we face.
Those are first, in providing safe and secure places to live, where communities are cohesive and
integrated; second, in helping to foster the greater prosperity which benefits individuals and allows
us to fund public services, including engaging with the challenges and opportunities posed by
globalisation; and third, in addressing the impact we are having on the environment by taking steps
to make our lifestyles more sustainable through engagement with citizens and through the
performance of its statutory functions.

18 The final challenge that I believe exists for government, as a whole, is to address levels of
trust and satisfaction among the public. Trust in government and elected representatives in the UK
is low, and so is participation in political activity through the most obvious route — voting in
elections. This seems to be a long-term problem, rather than an immediate crisis.

19 Local government also has a particular problem with fairness, linked both to concerns about
‘postcode lotteries’, and to concerns about the council tax. But fairness can often be an ill-defined
and highly contested concept, meaning different things to different people at different times, and

consensus on what is fair is almost certainly impossible.

20 Addressing these problems will be a complex and lengthy task in which local and central
government have a joint interest, as I believe that what undermines trust in one part of government
is likely to colour people’s opinions of the wider system of government. Improving trust is also
essential if other reform is to succeed. When concerns about council tax dominate discussions
about local government to the extent that they do now, it can become very difficult to take a wider
view of what sort of governance we want in this country, and what reforms might take us there.

21 Local government can help to strengthen the relationship between the individual citizen
and the state through measures to build trust, honest taxation and a recognition that people do
want to be able to influence government and public choice decisions. There is a risk that if local
government has too little flexibility then this can result in a more passive, less connected citizenry.

WHAT IS LIMITING MODERN LOCAL GOVERNMENT?

22 Local government’s ability fully to perform its place-shaping role, and respond fully to local
needs and preferences is currently limited, and it also has limited flexibility to manage pressures on
local budgets and spread the burden of local taxation. There are many different reasons for this —
some are systemic, some are behavioural, and some are based on assumptions about public
attitudes to choice and difference.

23 Over the 1980s and 1990s there has been increasing centralisation across a range of local
public services, driven by concerns to control public sector expenditure and to improve public
services. In recent years this has been driven through new systems of performance management and
targets, greater emphasis on delivery and central governments willingness to take greater
responsibility for specific issues. This has helped to improve performance, but it has also inhibited
the ability of local government to respond to local needs and preferences, and to manage financial
pressures.

24 While the extent and impact of formal controls has been recognised in the recent Local
Government White Paper, there has been less attention to informal, ‘soft’ controls, which include
guidance, central encouragements and conditions on grant. These soft controls are more indirect

and more difficult to assess than direct targets and indicators, but their impact can be profound.
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25 The weight of central controls — both formal and informal — can lead to local choices being
crowded out. That can mean that resources are not focused on the top local priorities, potentially
reducing levels of satisfaction, and limiting the ability of authorities to manage pressures effectively.
It can also crowd out place-shaping, reducing the role of local government to a set of of silo-based
service activities. Finally, it can stifle innovation and experiment, both of which are promoted by
decentralisation.

26 A large proportion of local government funds come from specific grants, which are often
tightly tied to government requirements and expectations either formally through ring-fencing, or
informally through expectations over what resources will be used for, and the monitoring of
expenditure.

27 The introduction of Dedicated Schools Grant, reflecting the importance of education to the
Government, has radically changed how local government receives its resources, substantially
increasing the proportion of resources provided through hypothecated grants, and in the process

greatly reducing the scope of local authorities to prioritise and manage pressures between services.

28 English local government is highly dependent on central funding and relies on a single
locally variable tax. In other western countries such as the United States, France and Germany, local
authorities have significantly greater access to locally raised taxes. This means that the local tax
burden can be spread across a range of taxpayers and that marginal increases in local authority
budgets are not affected by the ‘gearing’ effect which magnifies the impact on council tax increases.

29  Capping is the other main restriction within our system of local government finance.
Capping cuts across local accountability and carries simplistic connotations about local
inefficiency. At an individual authority level it can also produce perverse results. It does not allow
the underlying pressures on local government to be understood and better managed, and fails to
recognise the Government’s own role in creating pressures. There is also evidence that such central
controls run counter to public attitudes, with survey work showing that the public support local
authorities — rather than central government — bearing the responsibility for the setting of council

tax levels.

30 There is considerable debate about the causes of these pressures at the national level and at
individual authority level, and a wide range of predictions about how significant future pressures
on local budgets will be. The importance of managing pressures effectively is likely to increase in
the next few years, as the money available for public spending will grow less quickly than over the
past decade. Analysis of pressures raises important questions about the adequacy of national
funding, and the degree to which local government can achieve efficiency savings.

31 Clear lines of accountability are a precondition for an effective relationship between central
and local government and are essential to allow people and communities to engage with,
understand and challenge the decisions which affect their lives. Without such clarity local
communities cannot know who to hold responsible for taxation and spending decisions.

32 A lack of public understanding of how the system works contributes to this confused
accountability, and enables both local and central government to blame the other for problems.
There is also a very poor understanding of the costs of services that can only lead the public to be
dissatisfied with both local and central government, as they have unrealistic expectations of what
can be delivered for the level of tax they pay.
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33 Recent work comparing the UK with the USA and Europe has concluded that the lack of
devolution and local discretion in the UK is a constraint on economic performance, particularly in
the cities. There are important questions about what is the best level of governance to drive
economic prosperity, but the fact that functional economic boundaries are not precisely defined,
are different for different kinds of activity, and change over time, means that we should avoid
simplistic solutions to what are complex problems.

34 My research suggests that public views about local government are more nuanced than is
generally suggested and that there would be support for ‘managed difference’ between areas as long
as there was sufficient influence and voice for local people. There is the scope to move away from
a simplistic division between total standardisation and total local flexibility, towards the idea of
minimum national standards, with communities able to make different choices about the level of
service they receive beyond that, based on their own preferences and priorities.

35 Building trust is a complex activity, as trust is based on both rational and emotional
responses. However, it is a necessary aspect of dealing with the complex problems that face local
government. Confused accountability is, I believe, one of the major factors limiting trust at
present.

36 Public concern about council tax rises and its fairness and associated media coverage also
affects attitudes to local government. Central government has a duty, alongside its responsibility
for the overall national finance and taxation framework, to maintain a viable tax for local
government. The problems with council tax are not solely local problems — many of the pressures
and unfairnesses associated with the tax are likely to require national action. Another factor that
affects public trust is the fall-out from the adversarial relationship between central and local
government, which creates a climate of criticism and a competition for legitimacy, rather than a
shared agenda for meeting the needs of citizens.

37 It may also be that one of the reasons people do not engage with local government as much
as they might, is because local councillors are perceived as having only limited powers. There is
some evidence that the local government sector has become disempowered, with a lack of

confidence in its ability to make change happen.

38 Local government needs to engage with local communities to understand their preferences
for services and other aspects of local government activities. However, at present this is limited by
central and local government frameworks which focus solely on service improvement against
formal targets at the expense of overall satisfaction and a wider understanding of community needs
and preferences. It is also undermined by too great a focus on the centre, not the local community,
in terms of performance reporting and target setting.

39 Even accounting for some specific initiatives, local authorities have a limited share in the
general growth of housing or business tax bases. Neither growth in council tax, nor business rates
in England results in any systematic increase in local resources because the grant system
automatically takes into account any growth in tax base. Housing growth does have some benefit
for the local community in that it allows council tax increases to be spread across a larger tax base,
but the new residents” use of services imposes costs as well. On business rates, local authorities only
see a very long run benefit from growth in business tax base in the form of more resources for

central government to allocate at the national level.

40  This question of incentives is particularly important when considering the role of local
authorities in fostering economic prosperity and housing supply in their area, and the views of local
communities. These are important aspects of their place-shaping role and so a link between the
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health of the economy and the size of local tax base would be a key motivation for local

communities to take growth seriously.
41 I have concluded from this analysis that what is required is:
*  clearer accountability over who is responsible for what;

*  greater flexibility, both over finances and to enable local government to manage
local services in response to local needs;

o better incentives on local government to own and grow their tax bases and on both
central and local government to develop a more productive relationship over time;

*  tackling perceived unfairness, in order to improve satisfaction and trust in the

system of local government as a whole; and

*  continued improvements in efficiency to help relieve pressures on council tax
under the current system. In doing so, it is also essential that public expenditure is
allocated to best meet the needs and preferences of the community — delivering the
right priorities rather than just doing them as cheaply as possible. Both of these

objectives require greater scope for local choice.

CENTRAL GOVERNMENT’S CONTRIBUTION TO REFORM

42 Central government has a responsibility for the overall framework within which local
government operates, and can enable local government to take on its place-shaping role more fully
by making changes to that framework. The proposals in the Local Government White Paper, and
the subsequent Local Government and Public Involvement in Health Bill, represent a significant
step forward, though there are some risks and challenges which will need to be addressed if the
potential benefits of the White Paper are to be realised.

Improving accountability

43 A key priority is to improve accountability throughout our system of local government, so
that each tier of government has every reason to improve their own contribution to the well-being
of citizens and communities, and to support others in doing so. This requires improvements across

a range of issues:

e greater clarity about the respective roles of central and local government. This
means being clearer about where central and local government can each add most
value, and delivering on the commitment to pursue a much smaller number of
nationally set central priorities, in order to leave real space for local choice;

*  ensuring the new regulatory regime for local government is focused on the right
issues, and allows enough space for local choice and priorities to be taken forward,

while minimising burdens across the sector;

*  improving the framework for local governance to promote effective local
leadership and engagement, to better inform local choices which help manage
public expectations and service pressures; and

*  seeking to clarify how local services are funded to provide greater transparency over
what local services cost, and how decisions on spending and resources have been
made.
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44 The most obvious way to clarify accountability would be to make a definite distinction
between which services are national and which are local responsibilities, but such a formal
separation is not possible. Modern public services are complex, both in terms of what they do, and
how they aim to do it. Most services have some elements which are appropriately centrally
determined, and some which should be locally determined, and some have regional or sub-regional
aspects, which suggests decision-making should take place at different levels. In some areas central
government will want to set standards which it wants to see everywhere, or to define a ‘national

promise’ for citizens across the country.

45 In order to clarify the responsibilities of local and central government a number of changes
are therefore necessary. First, both central and local government need to acknowledge the
contribution that the other can make to their shared agenda for improving the well-being of our
communities. This means recognising that central government should not expect to do the things
which local government is better equipped to do, and vice versa. For example, local government by
virtue of its closer connection with citizens, is better placed to engage with them about what they
want, to manage expectations about what is possible, and to work with service users to improve the

effectiveness of local public services.

46 Second, central government should be much clearer about those areas in which
responsibility should be firmly local, and resist calls to intervene in those areas. This requires an
acceptance that variability between areas is not only inevitable, but also desirable if pressures are to
be managed.

47 Third, central government needs to take a more consistent and corporate approach so that
local government is clear about what is expected of it, particularly in negotiations on Local Area
Agreements. Government departments may need to change their behaviours and approach, and
there may also be room for Government Offices to play a part in helping to develop a stronger
corporate style in central government by reflecting back to departments the challenges that their
own behaviours (however well-intentioned) can create at the local level.

48 I welcome the objectives set out in the White Paper to streamline the performance
framework. If implemented fully they will mark a real step-change, providing a much more
streamlined system of regulation which will provide greater space for local flexibility and choice.’

49 In particular, I strongly support the principle that local people should be the ultimate judges
of the performance of their local authorities in place-shaping, delivering services and convening the
work of other public services. The performance framework should support this, but it should not
prescribe arrangements. Local authorities should have the primary responsibility for their own
performance, and for designing transparent and effective mechanisms for engaging with their

citizens.

50  Given the challenges in implementing the ambitions for the new performance framework,
it will be important to monitor how well the new system is achieving its objectives, to check
whether it, as well as the performance frameworks of partner bodies, is supporting joint working
adequately, and whether it leaves sufficient space for place-shaping. An independent assessment
should be published two years after the introduction of the new arrangements.

! By this I mean the wide range of activities undertaken by central government and inspectorates to regulate the
behaviour and performance of local authorities. The performance framework incorporates regulation but also a
much wider range of activities such as peer review and support, and other mechanisms included in the Local
Government White Paper.
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design, and demonstrate the value of governance structures which work for their locality. No single
model will work everywhere and too much central prescription could result in inappropriate local
solutions and reduced innovation.

52 The Government has emphasised the role of strong and clear local leadership in providing
accountability, in particular by placing an emphasis on elected mayors and the role of the council
leader. I agree that leadership is important, but in setting the national frameworks we must
acknowledge that effective leadership is not a simple concept and should not be reduced to a simple
prescription.

53 Too strong a focus on the leadership of one individual for every area risks losing some of the
strengths of the current system in terms of collective leadership and being able to represent diverse
interests. Communities are complex and need broadly-based leadership, based on a number of
people across a number of institutions. It is therefore important that, if local areas opt for a directly
elected mayor or executive under the new governance arrangements provided for in the current
Bill, this should not be fixed in stone. Central government should ensure that local communities
retain the flexibility to choose models of leadership that best suit their circumstances, and to adapt
them as and when they judge appropriate.

54 I also argue that central government should not seek to define any further lead councillor
and officer roles and structures and existing prescriptive models should be kept under review.

55  The complexity of the current finance system and its lack of transparency is a barrier to clear
accountability. It is, I believe, virtually impossible to come to a definitive view about whether
funding is ‘adequate’ even to fund central government commitments under the current system.
This is in part a reflection of the intrinsic difficulty of assessing the spending pressures on such a
large and complex system, but it is also a design feature of the current funding system. The move
to a new system of distribution in 2006-07, commonly known as the Four Block Model (described
in Annex A), ensures that annual changes to grant are now explicitly determined by relative need
and resources, rather than by absolute figures.

56  However, while the grant system appears to recognise the practical impossibility and policy
costs of central determination of ‘correct’ levels of spending in individual areas, government
announcements and statements still often tend to imply that the public should be able to expect
the same high standards of services everywhere — across a wide range of services. The raising of such
unrealistic expectations makes it difficult to manage pressures effectively at the local level, and it

raises questions about whose ‘fault’ council tax increases are, which are impossible to answer.

57 It may never be possible to create a system in which anyone can determine precisely whether
the total funding available to local authorities is enough to enable them to achieve all of central
government’s ambitions. I would certainly not wish to promote a relationship between central and
local government which simply focuses on inputs and costs rather than outcomes. Nevertheless, it
is crucial that if central government makes promises about what local government will deliver, the
funding system should provide some certainty that sufficient money will be available to do that,
and in a way that helps local people to hold local and central government to account for their

respective actions much more clearly.

58 In the short term, the most straightforward way to move towards this goal is to reduce the
extent and ambition of the national promises made by central government which have to be met
by local government funding.
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59  In the medium term, there is a need to improve the transparency of the funding system, its
objectives and how well it is achieving them, in a way that improves understanding and the quality
of debate. I recommend that central and local government should agree, and formalise in a written
agreement, what central government requires of local government, how it should be funded, and
the ways in which central government should influence and control other aspects of local
government activity (and the limits to that control).

60 Inaddition, an independent and authoritative voice is needed to provide better information
on funding to inform the public and Parliament about the impact of new burdens on local
government and the evidence of future pressures. This could build on the Audit Commission’s
existing role but other options considered should include an independent commission.

61 In order to achieve a more accountable system of local government, the Government should
end the use of its capping powers, and then abolish those powers, as part of a wider package of
measures to re-establish clear local accountability for local tax and spending decisions. Capping is
a sign that central and local government have together failed to make the system work, and
represents a short-term response to tax increases which are a symptom of problems elsewhere in the
system — namely the pressure on local budgets and hence council tax, combined with a lack of local
flexibility and unclear accountability. While it is born out of understandable motives, capping

confuses accountability and can have perverse effects.

Protecting flexibility

62 The Local Government White Paper sets a welcome path towards a system with the
potential for greater local flexibility, particularly by reducing central targets, with a focus on
outcomes rather than outputs and processes and a recognition of the convening role. This responds
directly to concerns that I outlined in my May report.

63 The challenge will be to deliver this through the Comprehensive Spending Review, and to
maintain this approach over time. It is a substantial change in mindset, not only for central
government departments and ministers, but also for citizens, the media and Parliament. It requires
a shift towards a situation where ministers respond to issues of local discretion by referring them
to the local council, and where central government resists encouragements to meet the particular
objectives of lobby groups, professional organisations and representative bodies through central
action, and instead encourages such groups to work with local government. In a country so
preoccupied by fears of a ‘postcode lottery’ we should not underestimate the challenge that this
poses — though it is one worth taking on.

64  The scale of this challenge means that there is a risk that some of the central controls that
have been eliminated will instead ‘leak’ into either separate mechanisms such as ring-fenced grants,
or soft controls which are less transparent and easy to measure. There are measures that can be
taken to ensure that soft controls do not take the place of formal targets. I recommend that central
government should:

*  with the inspectorates, reduce the levels of guidance, reporting requirements and

central pronouncements on areas which are of local concern and responsibility;

*  develop a code of practice for government departments and agencies which
clarifies the limited circumstances under which it is appropriate to place
conditions on funding streams for local government, drawing on the work of the
Lifting the Burdens task force; and
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o set a target to reduce the extent of prescriptive guidance, process and reporting
requirements. Progress against the target should be monitored transparently by an
independent body such as the Audit Commission.

65  Local Area Agreements (LAA) should be developed in a way which leaves enough space for
local priorities. New central government priorities which emerge between negotiations over the
LAA should be incorporated into the framework on a strictly ‘one in, one out’ basis in order to
avoid gradual re-growth of central control.

66  The inflexibility of the current funding system inhibits local responsiveness. In addition to
my detailed analysis and recommendations on local government finance I make recommendations
on other ways of improving financial flexibility, by enabling resources to better reflect local
priorities and to support partnership working.

67  Central government has been able to influence local government behaviour through ring-
fenced or specific grants, which come with specific targets or other conditions attached. These still
make up a high proportion of local government spending and reduce the flexibility to respond to
local priorities, work closely with partners on joint priorities and place-shape.

68 I therefore recommend that central government should commit to significant further
reductions in the amount of conditional, ring fenced and specific grants — to local government and
its partner agencies — and set a clear targets and a timetable for doing so. An independent body
should report on progress annually. Where conditional and hypothecated funding remains there
should be consideration of ways in which reporting arrangements for pooled budgets could be
more flexible to support joint working, and a focus on outcomes to enable resources to be used to

meet local priorities and circumstances.

69  Greater flexibility in the funding system should also help local partners to work more
effectively together on crucial issues such as preventative work, which have tended to be crowded
out by short term priorities. Enabling longer term planning through three-year settlements should
also help — as preventative work is often the activity which gets squeezed out by short-term budget

cuts.

70 It is argued that reorganising local government, particularly in two-tier shire areas, can
provide greater efficiency, and improve accountability. Although it did not form part of my remit,
I do want to offer some comment on this debate. The past experience of reorganisation in this
country provides a warning about the risks of poorly developed or executed change, and shows that
it is by no means a panacea. I therefore put a much stronger emphasis on the responsibility of
authorities to develop effective and flexible coalitions which transcend boundaries, and to seek
joint solutions to problems where those offer potential advantages.

71 I agree with the Government that improved joint working is also needed in two tier areas,
and that authorities in these arcas need to aspire to operate as ‘virtual’ unitaries with greater
efficiency through shared back office functions and integrated service delivery mechanisms. Some
authorities have already made great progress towards this. There is a need in taking forward such
relationships to recognise the roles which each partner is best placed to fulfil — as I have argued
with respect to the relationship between central and local government. I include a series of tests for
efficient joint working in Chapter 5.

72 The Local Government White Paper acknowledges the convening role of local authorities
in taking responsibility for outcomes across an area even when those outcomes are most directly
affected by other agencies. It notes that Local Strategic Partnerships should be co-ordinated by local
authorities who should prepare the Sustainable Community Strategy in consultation with others.
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The Government’s intention is to ensure elected members are fully involved in the Local Strategic
Partnership processes, that named partners are under a duty to cooperate with the local authority
to agree and have regard to targets in the Local Area Agreement, and local government has

enhanced scrutiny and overview arrangements.
73 In taking forward these intentions, I recommend that central government should:

*  seek to ensure the suite of targets and national indicators for local government is
internally consistent and outcome-focused. Negotiation of Local Area Agreements
should make it a priority to allow the local alignment of targets across all local

public services;

o acknowledge the role of local authorities in having lead accountability for local
outcomes across all local agencies;

*  support the convening role in their approach to Local Area Agreements and other
activities — particularly in relation to services not provided by local government;

and
*  ensure that there is sufficient stability in the system to enable local government and
its partnership agencies to develop strategies and actions to meet local needs and
preferences.
74 Full recognition of the convening role of local government should take account of the

complex relationship which local government has with other sectors, including particularly the
third sector which is a key partner in service design and delivery.

Efficiency and 75  Local authorities need to establish themselves as champions of efficiency and value for
choice money. I distinguish between two different types of efficiency. First, public services need to be
delivered in the most cost-effective way possible — which I define as managerial efficiency. Second,
the system should enable what economists call allocative efficiency, allowing public expenditure to
be allocated in the way that best meets the needs and preferences of each community. There may
sometimes be a tension between improving cost effectiveness to find financial savings and
prioritising the right activities in each area, but ensuring value for money in the broadest sense is
likely to become an even greater necessity as public finances become more constrained in the
future.

76 There has been significant improvement by local government, with the support of central
government, in driving cost effectiveness in the delivery of local services. This has been achieved
through a variety of means including greater service collaboration, exploiting technology, and
better procurement and commissioning. Figures released in December 2006 suggest that local
authorities will deliver £1.3 billion of efficiencies in 2006—07, in excess of the £1 billion target set
by the Government and building on performance in previous years.

77 However, the current level of centralised control still restricts scope to improve cost
effectiveness, especially by hindering innovation. Over-emphasis on setting frameworks which have
to work in every area can mean that the whole country is forced to go at the pace of the slowest.
But, equally, over-experimentation runs the risk that many areas spend time reinventing new
approaches and wasting time and resources. The challenge here is to strike the right balance,
allowing those communities which are ready to innovate to do so, and ensuring that appropriate
support and guidance based on best practice and evaluation evidence is available to support others.
This does not mean central government should routinely issue guidance on innovation — rather the
family of local government should take more of the responsibility for this, building on work already
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ongoing, with organisations such as IDeA and LGA leading on providing information and good

practice.

78 The submissions I have received from local authorities and others reflect a sense that
managerial efficiency or cost effectiveness is too frequently emphasised in the public sector at the
expense of allocative efficiency or broader value for money — we tend to care more about doing
things cheaply rather than delivering the right priorities locally; which should be those that have
the greatest impact on well-being.

79 I have therefore recommended that the Audit Commission should develop the Use of
Resources judgement in the new performance assessment framework to include delivering the
‘right’ priorities to meet the needs and wishes of the local community, as well as doing them more
cheaply. Central and local government should together challenge the presumption that difference
between areas — the ‘postcode lottery’ — is always a bad thing. And central government should
explicitly recognise that for a range of local services the best way to improve well-being is to enable

greater local collective choice.

80 In order to enable local government to make the choices which are best for local well-being,
the framework also needs to encourage effective public engagement, and provide the flexibility for
authorities and particularly local councillors to respond to concerns raised with them.

81 One of the questions which has arisen persistently in my Inquiry is whether local authorities
have sufficient powers to undertake their place-shaping role already. The strong message I received
from authorities was that they key problem was not necessarily a lack of powers, but a lack of
flexibility to do what was needed locally, as a result of the burden of central controls and
performance management described earlier.

82 Local authorities already have wide legal powers, extended significantly by the introduction
of the power of well-being in section 2 of the Local Government Act 2000 which enables
authorities to do anything which promotes or improves the economic, social and environmental
well-being of their area. Moreover, there is still some way to go to ensure that all local authorities
are aware of and able to use their existing powers fully.

83  The report discusses a range of areas where local authorities are constrained by the way in
which existing powers are drafted or used, and where powers and resources are potentially located
at an inappropriate level of government. But it is important to recognise an equally important
point, often missed in these discussions. Local government has become dependent on central
government not only financially, but in many cases also for guidance, encouragement, and
permission to innovate, across a wide range of fields. Confidence and capability must be driven
from within the local government community itself, though central government can help to
encourage a sense of powerfulness by expecting decisions to be taken locally and by devolving

powers.

84  The concept of place-shaping underlines the importance of communities taking
responsibility for their own economic fortunes, and for striking the right balance between
economic, environmental and social objectives and concerns. Patterns of economic activity do not
match the administrative boundaries of local authorities, and sub-regional working by groups of
local authorities is therefore needed if they are to effectively address economic issues. However,
resolving this issue in a way which undermines or cuts across the place-shaping role risks
disengaging local government from the economic prosperity agenda.

85  The Government is rightly, in my view, not pursuing a structural reorganisation to address
this issue. Nevertheless, it understandably wants to be confident that robust and effective
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approaches are in place. I propose that it should establish a framework in which proposals for sub-
regional working are determined locally, but tested against a clear set of expectations and tests to
ensure that the partnerships have clear objectives, can take a long-term view and are sufficiently
strong to support the greater responsibilities that would then be provided. Chapter 4 sets out the
tests that I think Government might expect local arrangements to meet.

86 This would be a developmental solution to the challenge, with the capacity for
improvement and change as relationships developed. The development of Multi Area Agreements,
as signalled in the White Paper, provides a possible model for such an approach. The creation of
new institutional structures where these do not currently exist should be avoided unless a consensus
exists at local level, or local authorities fail to put in place adequate arrangements through robust
collaboration.

What this means for services

87  The analysis for my Inquiry used a range of techniques to assess the problems facing local
government and possible solutions. Although my work was never intended to provide an
exhaustive analysis of all the services which local government provides or influences, I did examine
a range of specific services in order to inform my work using case studies, public engagement and
a series of expert seminars. They were selected to cover a range of different issues in terms of
pressures, degree of central control and contribution to place-shaping.

Planning 88  Land use planning is an important aspect of place-shaping, perhaps the most immediate
tool which authorities can use to influence the physical shape of localities. The Government should
pursue devolution and clarification in the planning system as set out by Kate Barker in her Review
of Land Use Planning, by reducing the complexity and detail of central control and setting out
clearer criteria for the use of call-in powers. In taking forward reforms to the planning process for
major infrastructure projects it should ensure that the new arrangements apply only to issues of
unambiguously national importance, that local communities have an opportunity to make their

views known, and that a clear process for reporting back to local communities is established.

Transport 89  The recommendations I have made for enhanced sub-regional working will be particularly
important for transport. There is also one particular area where both local and central government
currently have limited capacity to influence activity and provision. That is, as identified in the
Eddington Transport Study, bus services, which were deregulated in all areas outside London in
1986. The Government has recently announced plans to enhance and extend the powers and
options at the disposal of local authorities and these should be implemented as soon as practicable.

Skills 90 The UK’s competitive position is now, and will increasingly in the future be dependent on
the level of skills of its workforce, and the Leitch Review of Skills sets out powerful arguments for
further investment in skills. The vital contribution that skills can make to economic development
makes it essential that local authorities in their place-shaping role, engage with these issues. In
taking forward reforms the Government should ensure that provision is appropriately tailored at
the local level, that local authorities can play an appropriate role in any future Employment and
Skills Boards, and seek to build on existing arrangements between employers and local authorities
where possible.

Housing 91  Patterns of housing development and mobility, the availability and condition of housing
and the willingness of individuals and developers to invest in it are all important influences on, and
reflections of, the health of our communities. That applies to social housing as it does to privately
rented and owner-occupied housing. Looking at housing issues in a strategic context is an essential
part of the place-shaping role of local authorities. The Government should ensure that local
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authorities have appropriate influence over housing issues in that role, including by considering
whether to extend the duty to cooperate to housing associations and other social landlords.

92 In relation to social care for older people there is a clear need for reform to enable the system
to cope more effectively with future pressures, which raises some profound questions that need to
be debated and resolved nationally. Reforming the system of social care to align incentives for
efficiency — balancing costs against outcomes and satisfaction — with the ability to control eligibility
and pressures as effectively as possible is a huge challenge. In my view it can only be solved by a
well-informed and honest debate about the challenges the system faces and the difficult questions
they raise.

93 There needs to be a clear, shared agenda between central and local government about how
we care for older people. An important outcome from the 2007 Comprehensive Spending Review
should therefore be to ensure that the solutions for managing the future of social care effectively
are properly debated by central and local government, service users, carers and private and third

sector providers.

94  If Government makes a ‘national promise’ about future adult social care, local government
must be adequately funded to enable it to deliver that part of the promise for which it is asked to
be responsible. As part of this it is important that responsibility for managing pressures lies with
those who are able to do so most effectively.

95  Waste is the other area of significant cost pressures which I examined in my case studies.
Rising costs in waste management are a widespread problem, as our dependence on cheap landfill
must be reduced in line with European legislation.

96  The Government recently announced its intention to legislate for Joint Waste Authorities
in those areas where local councils wished to establish such formal partnership structures. This is a
positive step in a context where joint working may make it easier for authorities to procure
alternatives to landfill and streamline their dealings with private sector firms. It will, however, be
important that there is room for structures to be tailored to, and driven by, local partnerships and
not imposed according to a central template.

97 There may also be a case for examining the tools local authorities have to influence not just
how waste is disposed of, but the volumes emerging in the first place. Later sections of the report
consider the case for giving local authorities greater powers to influence the behaviour of local

people through variable charges for the collection and disposal of domestic waste.

98 Community safety offers a very good example of a set of concerns and activities which can
only be delivered effectively where there is a strong local element — particularly to influence
behaviour, working very closely with local communities. It is key to supporting social cohesion,

which is one of the most important roles for local government in modern society.

99 One of the clearest messages to emerge from my case studies relates to the need for more
stable funding for community safety to enable strategic planning and to encourage partnerships to
grow. This problem may have emerged in relation to community safety more strongly than other
services, because of the strong reliance on focused, time-limited grants provided through a range
of channels. A key role for Local Area Agreements should be to allow the funding and flexibility
for those sources of funding to become more streamlined and stable over time.

100 The protection and improvement of public health is a role which clearly benefits from local
determination, arguably to an even greater degree than social care — since the benefits of enhancing
health and well-being are likely to accrue to the local community as a whole, and the health needs
of each community (and therefore what needs to be done) vary dramatically.
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101 Some of the targets which have proved most intractable for the Government relate to health
and well-being — particularly in terms of tackling inequalities in health outcomes, for example
childhood obesity and life expectancy. It is clear that there are great difficulties in improving the
health of some groups, with poor health being strongly linked to deprivation, and determined very
strongly by cultures, behaviours and wider environments.

102 Given the importance of health for every other aspect of people’s well-being, and its impact
on overall public expenditure, I would expect this emphasis on public health to grow over time. In
particular, councils need to exploit their advantages in working with communities and individuals
to improve outcomes — as they are given greater flexibility to carry out their place-shaping role. I
therefore recommend a stronger and more explicit role for local government as convenor in the

realm of health and well-being.

Children’s services 103  Children’s services have been an area of dramatic reform in recent years. The Children Act
2004 introduced a significant reorganisation of children’s services, bringing services and partners
together with the aim of promoting better outcomes for all children and improving the child
protection system. By 2008 every council is expected to lead the creation of a Children’s Trust,
bringing together strategic oversight of all services for children and young people in an area.

104  Schools provide a national service directly to the community, and therefore provide a
potentally vital link between local communities and the local authority, crucial to any place-
shaping agenda which focuses on improving the well-being of families. No other service providers,
except perhaps GPs, play such a vital role.

105 Schools are excluded from the duty to cooperate which applies to other partners in relation
to the Local Area Agreement. They are, however, required to have regard to the Children and
Young People’s Plan, which informs and is informed by the Sustainable Community Strategy.
Nevertheless, I am concerned that this link may be too weak to ensure a high degree of
cooperation, and the Government should consider more formal mechanisms to ensure greater
collaboration on place-shaping issues.

LOCAL GOVERNMENT’S CONTRIBUTION TO REFORM

106 I have argued that the centralisation of governmental and public service functions has
confused accountability and generated a relationship that ‘crowds out” local government’s role in
responding to local needs and priorities. I have made significant recommendations to central
government to try to tackle these issues. But responsibility for changing the dynamic of local-
central relationships and re-energising the relationship between the citizen and their locality
primarily rests with local government itself. I do not want to downplay the progress that many local
authorities have made already but, while there is no comprehensive blueprint for success, I am
convinced that major changes of approach are needed if councils are to embrace the place-shaping
role in all our communities and rise to the challenge that ambition presents. My recommendations

concentrate on those changes which are most urgent.

Focusing on the future

107 Place-shaping requires local government to be more consistent in raising its sights beyond
the immediate delivery of services, the short-term electoral cycle and the timetables of funding and
performance management — and to do this with greater ambition. It needs to focus on developing

a vision for an area and its communities, including local businesses.
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108 The best authorities are already taking this longer term strategic approach to securing
sustainable strategies that address the issues facing their communities. However, despite many
strong examples of long-term planning, I have detected a sense that some local authorities have
developed a tendency to ‘wait and see” where central government will go next, rather than setting
out their own long-term strategic plans. In some cases this reflects political instability or other
obstacles to making difficult decisions, but also insufficient confidence about the long-term
budgetary position of the authority. Sometimes this is linked to too narrow a focus on service

delivery rather than a wider strategic view of service provision within the locality.

109  In their forward planning, local authorities should look further ahead than even the ten-year
time frame of the community strategy; making best use of intelligence and evidence of future
trends; engaging local partners, businesses and residents in a debate about the long-term aspirations
for the area; and focussing their performance management on outcomes.

Leading communities and places

110 Visibility of leadership is very important and a key component of accountability. Where
people know who is in charge, they know whom to call to account. This is important in terms of
public recognition, but also in building the personal networks and relationships with key local
partners. If leading councillors, whatever the leadership model being used, adopt an outward-
looking approach, communicate and engage local people with energy and enthusiasm and also
develop credibility with their partners, they can be excellent place-shapers, even where leadership
is not focused on a single individual. A summary of these place-shaping behaviours, which apply

as much to small localities as major cities, is set out in Chapter 5.

111 Managerial leadership also remains important but the recent emphasis on this has not
always been thought through with the danger of overlapping roles and confused expectations,
particularly when there are changes of political leadership. One of the key roles of managerial
leadership is to develop the organisation in terms of competencies, behaviours and understanding,
including the ability to build coalitions outside the organisation. I am convinced by Jim Collins’s
argument that the ‘flywheel” of public sector achievement is the development of “brand reputation
— built upon tangible results and emotional share of heart — so that potential supporters believe not
only in your mission, but in your capacity to deliver on that mission.” Again, I feel strongly that
facilitating this role of local government is not a matter of legislation or formal frameworks, it is
primarily a question of behaviours. Chapter 5 sets out the managerial behaviours which I think
best support councils’ place-shaping role.

112 Local government — at political and managerial levels — also needs to exercise leadership of
the whole community, creating a shared agenda that recognises the roles that different partners can
play in bringing it to life. Convening requires local government to be able to identify a direction
of travel, articulate a sense of the future and enthuse others to be part of a common mission.
Significant progress has been made but there is still a long way to go. Local authorities need to
ensure that local partnership structures are fit for purpose and have a genuine focus on the needs
of the local community. More broadly, local authorities need to adopt a leadership style that
engages local partners, builds alliances and secures support for joint priorities. It should facilitate,
advocate, arbitrate and influence rather than dominate.
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Two-tier working 113 There are many who believe that we should move to a unitary structure of local government
across the country. However, two-tier government does have advantages; indeed many urban areas
are trying to find ways of getting the balance right between locality and city-wide governance,
forming voluntary two-tier arrangements. A key aspect of the convening role is the challenge for
those tiers to work productively together. Chapter 5 sets out a range of characteristics of effective
two-tier working.

Local 114  The leadership challenge in local government is primarily about councils gaining the
government’s confidence and sense of power to speak for their local communities, but there is also a need for the
national voice local government community to be represented and led nationally. The development of the LGA
in 1997 significantly strengthened local government’s national voice and there has been important
progress in recent years through approaches such as the central-local partnership, to generate a
more equal relationship between local and central government. Nonetheless, local government still
finds it difficult — particularly in the public’s view — to be regarded as having sufficient stature in

many debates with central government.

115 I therefore welcome the LGA’s review of its role and relationships through the Best
Commission. The LGA is likely to have a critical role in reshaping the role of local government
and developing the relationship between local and central government. This will particularly
depend on its work with partners to provide leadership to the sector and challenge to
underperforming councils. Local government will also need to strengthen its performance in
contributing to debate on major policy issues of the day, and its key role of communicating with

the public about local government’s value, its challenges and its successes.

The role of 116  There is also an important role for political parties. In order to improve the calibre and
political parties performance of councillors, parties need to refresh their approach to recruiting local councillors,
actively seeking out talent and reaching out beyond their traditional activist base. This needs to be

accompanied by greater clarity about expectations and time commitment involved in being a

councillor. Political parties, mainly at the local level but supported by national parties, should also

place stronger performance management pressures on councillors, including provision of

information to the public about their activities.

117 Political groups need to reflect on how they are organised and should consider how to
achieve the right balance between enforcing the party whip and allowing councillors to represent
local issues. Automatic adherence to a party line can undermine councillor credibility with ward
constituents. Such a change needs to be accompanied with a focus on developing skills at cross-

party working.

Frontline 118  The frontline role of all councillors — both non-executive and executive in their ward role —
councillors is one of the keys to effective engagement with the local community and one which receives
insufficient attention and support. The White Paper proposals provide an opportunity for all
councils to reflect on how members can be more outward facing and how the balance can be
shifted towards engagement with their communities. There is a role for the local government
family, including IDeA and the LGA to develop new models for frontline councillor working and

local government itself should experiment to get the best out of this role.

119  More generally, there is a need for more effective support for local councillors in their
frontline role. For example, they should have timely access to the information they need to do their
job effectively, and should be clear about how they can influence the council’s policy decisions.
They should have clear job descriptions and training specifically for their ward member role, and
councils should consider the use of individual ward budgets.
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Improving local accountability

120 Councils need to go beyond elections to ensure an ongoing mandate to act in the interests
of the whole community. Changing expectations about the accountability of government mean
that councils need to earn the confidence of local people, to ensure that they are responsive to their
views and that they understand their needs and priorities. The White Paper makes clear that central
government expects that a shift in powers and flexibility to local authorities must be accompanied
by greater local accountability and I support this ‘deal’. Local government can go a long way
towards improving its accountability to local people even within the current framework and has no

need to await further legislation.

121 Local governments ability to engage local people lies at the heart of its place shaping role.
If local government is to act in the interests of its community, influence its partners and ensure it
tailors its work to the most important local priorities, it needs to make a step-change in the quality
of its engagement work. Councils need to be selective with their resources with a focus on what
macters, avoid allowing statutory requirements for consultation to dictate their approach and to
accord higher status to the skills needed by officers and councillors to engage effectively with the
public.

122 Scrutiny by non-executive councillors of the executive’s decisions, policies and strategies is
increasingly playing an important role in the accountability of local government; strengthening
public engagement and improving council performance. Scrutiny has a core role to play in place-
shaping. Done well, it can provide a focus for community and stakeholder engagement, harness
local expertise, challenge current performance and service priorities and secure changes that mean
services better meet local needs. There are many examples of effective scrutiny but there is also
evidence that in practice the use of scrutiny as a tool for local accountability is mixed. There are
also major differences in the extent to which councils prioritise and resource the scrutiny role.
There is a need for councils and other participants to resource scrutiny appropriately and to link
it to local partnership work.

Innovative, local solutions to public service challenges

123 Councils may be able to provide adequate and even good services without fully embracing
their place-shaping role, but real achievements can not be made without local authorities focusing
on the sense of place, to enable services to be tailored to the needs of a local area. For services to
be provided in this way, innovative local solutions may be necessary which sometimes involve

taking carefully judged risks.

124 In order to act effectively and innovatively in its place-shaping role, local government needs
to make fuller use of the powers at its disposal. It needs to demonstrate that it is ambitious and
innovative in the use of existing powers if local government is to be given new ones. The limited
use of the well-being power set out in the Local Government Act 2000 is a powerful example of
local government not making full use of its powers, with research suggesting that this has been due
largely to the need for a more entreprenecurial approach to problem solving.

125 There is a key challenge for local government in making best use of LAAs for the local
community as intended in the White Paper. This means negotiating the ‘right’ 35 targets with
central government and partners, and selecting an appropriate set of local targets. These should
reflect a proper strategic discussion of priorities for the whole local community with partners,
resisting any temptation to rely on a standard list.
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Commissioning 126 The need for innovation also requires local authorities to assess whether they are the
role optimum provider of services or whether they should adopt a commissioning role, working in
partnership with other public service providers, the third sector or the private sector. Such
commissioning can have a number of benefits in bringing skills and experience from other sectors,
a greater focus on user involvement and users as co-producers. It can also change the dynamic of
local government away from being a provider of service, to one of a stronger community advocate
taking a strategic view on the needs of the community at times — secking to help develop
community and market responses which reduce the pressure on the public purse.

Improving 127  Improving efficiency will continue to be a major driver for local government, not least because
efficiency of the imperative for councils to manage pressures on public expenditure and to secure the trust and
confidence of both their local population and central government. Councils role in effective place-

shaping will depend on them establishing themselves more clearly as champions for efficiency.

128  Public engagement can help councils to develop innovative solutions which can deliver
more effective outcomes. Councils, should consistently involve users in the design and delivery of

services, to find ways to enhance user choice and harness the benefits of co-production.

129 Pursuing the broader definition of allocative efficiency — delivering the right local priorities
— requires, however, a really clear understanding of local needs and aspirations, together with good
levels of engagement to both inform and explain hard choices. Chapter 5 provides examples of
approaches which can improve efficiency.

Performing for the 130  The new performance framework offers opportunities for local government to retain its
community focus on performance but re-orient its performance management towards greater community and
public accountability so that the whole organisation — managerially and politically — knows exactly

how it is working for the good of the local community, whether it is achieving its goals and what

more it needs to do to meet its own targets.

FUNDING REFORM - INTRODUCTION

131 Reform of the local government finance system should not be seen in isolation, but must
be part of the process of empowering the kind of local government that we want. My
recommendations on finance are guided by a set of broad objectives for reform, in the context of
the wider vision of place-shaping described in this report. These objectives are:

o greater local flexibility and choice;

o stronger national and local accountability based on clearer responsibilities;
*  better incentives for local government;
e efficiency in local tax and spending;

o better management of pressures; and
*  improved fairness, and perceived fairness in the tax system.

132 Taken together, these objectives shape a package of reforms to ensure the sustainability of
the local government finance system, in the immediate term and into the future.

Balances and 133  Some commentators have argued that a key objective for reform should be changing the so-
trade-offs called ‘balance of funding’, making local authorities more reliant on locally raised revenues and less
dependent on funding from Whitehall. It is suggested that this would help to ensure that local

government is more self-reliant and democratically accountable to the local community.
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134 I agree that accountability for local decisions, including decisions about tax, is an essential
part of meaningful local government. However, it is not obvious that a new or larger local revenue
stream would by itself create greater independence from central government. Indeed, greater
responsibility for painfully accountable revenue-raising — if it came without greater discretion
about the services and outcomes being pursued — might be the worst of all worlds.

135 Equally, it is important that the finance settlement does not put local authorities in a
position where local choices about tax rates are continually overridden by external pressures.
However, I have some doubts about whether changing the balance of funding or ‘gearing ratio’
would, of itself, solve these problems. Recent changes to schools funding show that altering the
headline balance of funding may have little impact on local authorities’ freedom to set locally-
appropriate spending plans. In some circumstances it may even reduce their ability to do so.

136 I have not made it an explicit objective of this Inquiry to change the balance of funding.
Instead I have aimed to focus on the underlying causes of pressures on local budgets, and to ensure
flexibility and accountability in both tax and spending at the local level.

137 It will be important, in arriving at a series of reforms, to consider how different objectives
for reform may pull in different directions. Important judgements include: balancing the interests
of different groups of taxpayers, for whom ‘fairness’ may mean different things; judging the
appropriate role within the finance system of both taxes and user-charges for services; the
appropriate role for equalisation between areas while retaining the scope to introduce financial

incentives for authorities; and the trade-off between stability and buoyancy in local revenues.

138 Tax policy should have regard to a set of general principles for good taxation, and should
consider the elements that contribute to a good local tax. These are set out in Chapter 6. Taxes on
property (and land) have particular advantages as local sources of revenue, not least in providing a
strong connection between the tax people pay and their residence in an area. Taxes on property
value reflect residents’ (and owners’) financial stake in a community and its prosperity, and their
interest in local services and investment, which themselves impact on the desirability of property

in a given area.

139 There is, I believe, a strong and growing case that change is necessary. The ‘no change’
option is itself a painful one: the pressure on local services, on council tax as the only local tax, and
hence on council tax payers, will not disappear and may indeed sharpen in some areas as growth
in public spending, including central government funding for local services, slows down in the
coming years. I believe there is enough evidence to justify action to make the finance system more

sustainable into the future.

140 However, although it is true that the status quo is problematic, it is very clear that there are
no easy options for change, and no simple ‘golden key’ that will unlock the problems of the finance
system. Any change in taxation creates ‘winners’ and ‘losers’, with those who pay more tending to
react much more strongly to change than those who benefit. A package of complementary
measures will be crucial if we are to balance the impact of change on different groups in an

acceptable way.

141 My central proposition is that a mosaic of changes, implemented over time, through a
‘developmental approach’ to reform, is the best way to move forward. I have aimed to shape a
package of reforms which both deal with the immediate challenges facing the finance system and
pave the way for wider choices in the future. In the report I also consider the implications of my
recommendations for Scotland, Wales and Northern Ireland.
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HOUSEHOLD TAXATION AND LOCAL CHARGES

Council tax

142 Council tax is a hybrid tax: partly a charge for local services and partly a property tax. Since
its inception in 1991, council tax has been the only locally levied tax on households, and the only
tax whose rate is decided by local authorities. With a total yield of over £22 billion in 200607,
council tax makes a significant contribution to the funding of local public services. It is also the

most visible and well-known tax in the country, with public awareness of the tax at 99 per cent.

143 Property taxes have a number of things to recommend them, and since council tax
incorporates a property tax element, it shares many of these advantages. Council tax is relatively
easy to collect and difficult to evade. Since properties do not move, tax bases are stable and revenues
relatively predictable, allowing local authorities a degree of certainty in their financial planning.
Property taxes are widely used around the world as a source of finance for local government,
reflecting the crucial link between residents of an area and the services that are provided there.

144 These factors lead me to the view that council tax remains broadly sound and should be
retained as a local tax. It does, however, have some important shortcomings some of which can be
mitigated through reform in the short term, and others which may require more radical or longer-

term reforms.

145 Concerns about council tax have several dimensions, all of which are exacerbated by the
highly visible nature of the tax. A solution to the council tax problem must address:

o the perceived fairness of the way council tax distributes the tax burden, particularly
in relation to people on low and fixed incomes, and especially older people;

*  the burden of expectation and spending pressures that have been placed on council
tax, with consequences for the rate of increase in bills; and

*  concerns about the continued reliance on a single local tax which is not naturally

buoyant.

Better 146  Council tax tends to bear the strain of pressures in the whole local government finance
management of system. Making council tax sustainable for the future will depend not just on the design of the tax
pressures to itself, but on whether service expectations can be managed and met in a way that stops council tax
contain council from coming under unsustainable pressure. Local authorities need real flexibility to set spending
tax increases plans in a way that reflects local choice about service provision and tax rates, even where this means

doing less in areas which are not a high priority for local people.

Fairness and 147  During the course of my Inquiry I have been struck by the strength of feeling that property
reform of council taxes provoke, including resistance to the idea that tax bills should reflect property values. Many
tax people view ability to pay, generally measured by income, as a key criteria for a ‘fair’ tax. However,
fairness is a complex question: other submissions to the Inquiry have also discussed the fairness of
council tax in relation to the benefits different households receive from local services. Another
definition of fairness would suggest that bills should reflect property values, with the most

expensive homes facing the highest bills and vice versa.

148  Nonetheless, the fact that council tax bills may not reflect ability to pay, or income, is the
most commonly cited reason for council tax’s perceived unfairness. Concerns about people on low
or fixed incomes who struggle to pay their council tax bill are widespread and valid, and I have
looked at the options to protect these groups.
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Options for reform

149 In the short term, reforms should target the most commonly cited source of council tax
‘unfairness’: that related to ability to pay, particularly for the poorest. It is the nature of property
markets in England that there is no simple correlation between a household’s income and the value
of their home; reforms of council tax as a property-based tax will therefore have only a limited
impact on its overall progressiveness to income. The key to adjusting the tax burden on the poorest
is therefore likely to be council tax benefit.

150  However, if a short-term solution to income fairness can be found, this might make space
for reform in the medium term to the structure of council tax, with a view to strengthening its
progressiveness to property value. Doing so could have a number of advantages, including:

*  greater fairness as a property tax by ensuring that the most valuable homes are not
taxed more lightly than less valuable ones;

° through this, potentially ensuring that council tax could act as a more effective
stabiliser of the property market, or at least correct the relatively favourable tax
treatment of valuable homes at present; and

*  introducing some greater progressiveness to income overall, both to make council
tax ‘fairer’ in terms of ability to pay, and to generate potentially significant savings
in the council tax benefit bill.

151  The Inquiry has examined a range of options for reform of council tax as a property tax,
both in the context of my original remit to consider reform alongside the planned revaluation of
properties, and since then as part of a wider look at the scope for council tax reform. Chapter 7
discusses the advantages and disadvantages of those options.

152 The revaluation of domestic properties was postponed in September 2005. While I
understand the Government’s reasons for postponing the revaluation exercise, it is my view that
there are advantages to revaluing the property base that have not been adequately explained so far.
It is worth noting that postponement itself created ‘winners' and ‘losers’ — 3.7 million housecholds
(or 17 per cent of all households in England) that would have been moved down the bands by
revaluation are arguably paying too much council tax, subsidising those who would be paying more
because their properties had grown in value more quickly.

153 History has shown that it is possible, though not ideal, to keep levying property taxes based
on out-of-date valuations. Revaluation would, however, have two significant benefits: it would
underpin the credibility of a property tax by maintaining a meaningful relationship between
relative property values and bills; and would create an opportunity to make structural changes to
council tax. The technology now exists to go ahead with a revaluation relatively cost effectively

should the Government choose to do so.

154  There is no doubt that a first revaluation of properties would be a challenging exercise,
especially given the long period of time since the original valuations were carried out in 1993.
Some form of transitional arrangements might well be appropriate to ensure that any significant
changes in liability for individual households — for example upward movements of more than one
band — can be implemented in stages.

155  Nonetheless, it is my view that the Government has a responsibility for maintaining the
foundations of such an important revenue stream, since an out-of-date tax base will mean that the
credibility of council tax as a property tax will gradually be eroded. There is a real risk that failure

to revalue only makes it more difficult ever to do so, whereas an expectation of regular revaluations
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(as is already the norm in business rates) would contribute to the long-term sustainability of a
property tax. While not the most urgent priority, I recommend that the Government should
conduct a revaluation of all domestic properties for council tax and regularly thereafter.

Reform of the 156 At the point of revaluation the Government should reform council tax by adding new bands
council tax bands at the top and bottom of the current band structure. This would help to improve the
progressiveness of council tax in relation to values, recognising that the effective floor and ceiling
on current eligibility are a product of judgements made in 1993, not of natural law. Reducing the
burden for many band A houscholds by creating a new lower band would benefit many low-
income households, while new top bands would affect those in the most valuable properties, where
the correlation between income and house price is strongest. The Government should also consider
introducing separate bands for Inner London, to reflect the unique shape of the property market
in that region and to reduce the turbulence caused by revaluation there.

Council taxasa 157  While income or ability to pay is often the focus of discussions around council tax fairness,
service charge for others, ‘fairness’ means paying according to the benefits received from services. It appears that
popular emphasis on the service-charge element of the council tax may have contributed to the

strong, and sometime unrealistic expectations people have of a very direct return on their payment

for local services. In practice, the balance between tax paid and services consumed will vary

between individuals and households, and indeed over time.

158 I believe it is right that council tax should continue in the short to medium term to
incorporate elements of both a property tax and a service charge. The service charge element of
council tax is well understood by the public and reflects an important link between residence in an
area, and a houschold’s interest in local services and local prosperity. Retaining a hybrid tax, which
operates as a service charge but which also incorporates some of the advantages of a property tax,
appears to be the right model in the present system. There is, however, room for a wider and more
transparent debate about the balance between taxes and user-charges in paying for local public
services, as discussed below.

Council tax 159 I have also looked at scope for reform of the discounts and exemptions currently available
discounts and against council tax. In particular, I recommend that the Government ensures that grant to areas
exemptions with large student populations is based on realistic data about the numbers of exempt households
in the area, in order to be fair to other council taxpayers. The Government should also consult local
authorities on the scope for greater flexibility in tax on second homes, including the possibility of
levying a local supplement on council tax for second homes, particularly where these represent a

significant proportion of local housing.

Council tax benefit

160  Council tax benefit (CTB) was designed to protect those on low incomes who may not be
able to afford to pay their council tax bill. T believe that reform and more effective delivery of
council tax benefit are the key to dealing with perceptions of unfairness associated with council tax.

161 If current entitlement to council tax benefit were fully taken up, council tax would be
progtessive to income overall for the poorest housecholds. However, CTB is not yet fully achieving
that aim in practice, primarily because not all entitlement is being taken up — only 62-68 per cent
of households entitled to CTB actually receive it. For the poorest ten per cent of households

council tax therefore remains a large average burden relative to income.

162 Making council tax benefit work better is particularly important to ensure that older people
are not paying an unacceptable share of their income in council tax. Take-up of entitlements by
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older people is lower than average at just 53 to 58 per cent, and the great majority of unclaimed
benefit is owed to pensioner households.

163 The term benefit has a particular resonance, which may prevent some people from taking
up their entitlements. It is also something of a misnomer: council tax benefit’s primary purpose is
not to provide income support as such, but to adjust households’ liability for council tax according
to their ability to pay. CTB should therefore be recognised as a rebate and be renamed ‘council tax

rebate’.

164 I believe that renaming CTB is justified in its own right. However, I am clear that this is
not purely a question of presentation, but implies a wider recognition that steps should be taken
to ensure rebates reach those households that are entitled to them. Ideally, CTB would therefore
be renamed alongside the announcement of measures to improve take-up and delivery of

entitlements.

165  Local authorities will always have an important role to play in reaching their citizens and
connecting them with services and other entitlements and there is scope for more effective action
in many areas, learning from the efforts of the best performers. But they cannot be solely
responsible for the successful delivery of CTB; central government has a prior responsibility for
getting the framework right. It is clear to me that with up to £1.8 billion per year in CTB
entitlement going unclaimed, much of it by older people, low take-up is a systemic rather than just

a local problem, and as such requires a structural change in the way rebates are administered.

166 Many of the barriers to claiming are administrative in nature, putting a premium on joined-
up action by public bodies to help make claiming easier for taxpayers. In the short term, the
Government should take steps within the current system to ensure that rebate entitlements are
delivered as effectively and as fully as possible. These steps should build on recent efforts to
streamline delivery of CTB through the Pension Service, including by enabling them to help those
people who are eligible for CTB but not Pension Credit. The barrier to the Pension Service liaising
directly with local authorities in processing claims should be removed.

167  However, given the particularly low take-up of CTB compared with other benefits, and the
fact that there appear to be significant barriers to take-up, I believe there is also a need to look at

a more radical overhaul of the way council tax rebates are delivered in the medium term.

168  The government should therefore consider the scope for data sharing between agencies to
proactively deliver council tax rebates to those who are entitled, with a view to achieving a step-
change in take-up. The ultimate extension of this approach would be that, in theory, households
could be billed for council tax net of any rebate entitlement, but with a responsibility to inform
the government if the details on which it was calculated were incorrect.

169  Increasing take-up in this way would involve significant costs; the amounts currently
unclaimed are large (up to £1.8 billion in 2004-05) and additional money spent on increased CTB
take-up would clearly reduce the amount of money available to spend elsewhere. Nonetheless, I am
clear that the success of the system of council tax rebates — and particularly its success in reaching
entitled pensioners — is critical if council tax is to continue to play such a major role in the local
government finance system, and should be considered a priority.

170 Achieving high levels of take-up would be a real step forward; however, even with full take-
up of current entitlements some households would still face a relatively high council tax burden as
a proportion of income. There is a strong case for more generous eligibility criteria for council tax

rebates to some groups.
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171 My primary focus in considering changes to eligibility criteria has been on pensioners, as
the group most likely to be on fixed incomes, and about whom I have received by far the greatest
number of submissions expressing concern. Evidence from survey and public deliberation work
carried out for the Inquiry also supports a focus on older people as the group around whom

concerns about council tax fairness are strongest.

172 The Government should increase savings limits on council tax eligibility for pensioners,
which act as a disincentive to save for retirement and are currently set at a modest £16,000. The
upper capital threshold should be increased to £50,000 and could over time be abolished
altogether, in line with capital thresholds for pension credits.

173 I have also considered the impact of council tax and benefit eligibility criteria on working-
age households, and particularly the income thresholds at which council tax liability begins. It
would be possible to make adjustments to the income thresholds that would benefit large numbers
of households, though the amounts gained would be relatively small. It may be better that hardship
for working-age houscholds is considered in the context of wider welfare policy.

174 I have also considered wider options for helping to ensure that no houschold pays an
unacceptably high burden of council tax in relation to their income. For instance, some US states
use a circuit breaker rebate to ensure no household pays more than a set proportion of their income
in property tax. Other countries operate schemes which allow pensioner homeowners to defer
payment of taxes against equity in their homes. If the costs of council tax benefit reform proved a
barrier to its implementation, these other options might deserve serious consideration.

Local income tax

175 While the immediate focus should be on council tax benefit and management of pressures
to stabilise council tax, it may be that in future, a developmental approach to reform could allow
a wider look at the balance of local taxation. It is part of my remit to consider both alternatives to
council tax and possible sources of supplementary revenue for local government. In that context,

local income tax (LIT) has been a prominent feature of the debate on local government finance.

176 Survey evidence suggests that, in principle, many people like the idea that council tax
should be replaced with a local income tax, with nearly half of all respondents to an Inquiry-
commissioned survey saying that council tax should be partly or fully replaced by a LIT. Many saw
income as a fairer basis for taxation than property, since it would be seen to reflect ‘ability to pay’.
A local income tax would indeed be more progressive to income than council tax, even with full
take-up of council tax benefit.

177 However, it may be that support for the idea of the local income tax is not based on a true
understanding of what it would mean for respondents’ own bills. While people recognise that
pensioners would probably do well from a move to income-based taxation, relatively few think that
they would pay more themselves.

178  Income tax, unlike council tax, is naturally ‘buoyant’, in that revenues grow as earnings or
employment levels increase. By the same token, revenues could fall during bad times, so local
authorities would need to be equipped to manage this risk if they were to depend on income taxes
for part of their revenues. It is important also not to overstate the extent to which a local income
tax would be buoyant. My research indicates that while the natural buoyancy of an income-based
tax would be an advantage, it would not make a local income tax immune to the pressures that are

felt in relation to council tax.

26 Lyons Inquiry into Local Government — Final Report March 2007



Executive summary

March 2007

179 Modelling for the Inquiry suggests that for income tax to be levied locally, it would probably
have to apply to the basic rate of tax, since the higher rate of income tax provides a much less even
tax base for local authorities. If levied on the basic rate, a local income tax of, on average, 7.7 pence
in the pound would raise the same amount as council tax does now. I have also explored the
possibility of introducing a LIT as a supplement to sit beside a reduced council tax and to relieve
some of the pressure on it. A supplement of one pence in the pound on the basic rate would raise
approximately £2.9 billion in 2006-07, though survey evidence suggested a lack of public appetite
for LIT as a supplement to council tax, because of a concern among respondents that they might
be paying twice for the same services.

180  The implementation of a new local income tax would be complex, and would be likely to
require a long lead time of around six to seven years from the point at which the Government
decided to work towards it, to the point at which the new tax went into operation. Particular
attention would need to be given to the likely impact on employers of operating locally-variable
tax rates through their payroll system.

181  While I am not recommending a local income tax at this time, my work indicates it would
be feasible to implement one in England. It remains therefore a choice for future governments.

Local service charges

182 Income from charges already represents a significant part of local authorities’ revenue
comprising about 8.5 per cent of total income. Over a quarter of all councils raised more income

from sales fees and charges than from council tax.

183 There is significant variation between areas in their use of charging powers, and it seems
likely that while some of that variation reflects local choice or circumstances, it also partly reflects

councils’ willingness to engage with charging and take a strategic approach to its use.

184 I am convinced that there is room for a much fuller conversation with local service users
and taxpayers about the best way to fund local services. Given the pressures on council tax, a move
towards services users meeting some costs directly might be a valid local choice, and one which
councils could legitimately open up for public debate. I would encourage all local authorities to
take a strategic approach to the use of charges, including as part of the range of levers available for
managing pressures on budgets and on council tax.

185 I am not recommending changes to the general framework of charging powers, though the
powers to trade and charge conferred on ‘best value’ authorities in the Local Government Act 2003
should be extended to all local authorities.

186 As discussed above, there are specific and growing pressures on waste services as the UK
aims to reduce its dependence on cheap landfill, in the face of growing waste volumes. In that
context, the Government should create permissive powers for local authorities to charge for
domestic waste collection, as a means by which incentives can be created to reduce household waste
and manage costs — and to help ensure that the remaining costs may be shared in a way that is

perceived as fair.

187  Road pricing is likely to play a larger role in the future. Under the Transport Act 2000, local
authorities outside London may operate congestion charging schemes in line with their Local
Transport Plan. As such, it is likely that the difficult engagement necessary to get a road pricing
scheme off the ground would be delivered locally. It is therefore right that locally accountable
bodies should also have the freedom to invest revenues according to the ‘deal’ communicated to

and agreed with local citizens. The Government should consider removing restrictions on the use
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of road pricing revenues, and as a minimum should ensure that any hypothecation operates at a
strategic level that allows local authorities to take a broad view of their investment priorities and

the views of their communities.

BUSINESS TAXATION

Business rates

188 Business rates are an important part of the local government finance system, providing around
£18.4billion in 2006-07 to support public services delivered by local government. Undl 1990,
business rates and domestic rates were aspects of the same tax. It is not, therefore, true to say, as some
continue to believe, that local authorities were able to choose to place a greater weight of taxation on
businesses rather than residents. Since 1990, the tax rate has been set centrally and levied at a national
rate, with the revenues redistributed by the government. However, local authorities still collect the
tax and this contributes to some confusion about the purpose of business rates — they are still
perceived by many businesses as a local tax linked to the provision of local services, but are actually
used to fund at least in part the provision of services according to national expectations and
requirements (something which has been intensified by the introduction of the Dedicated Schools
Grant).

Rate of tax 189  Businesses as a whole have been protected from real term increases in rates. As local
government grants and council tax revenues have both risen significantly faster than inflation,
business rates have provided a falling proportion of local government spending over time. In 1990,
when the national business rates system was introduced, business rates raised £9.6billion and
provided 29 per cent of local government revenues. In 2006-07 business rates are expected to
provide around £17.5 billion, 20 per cent of local government spending. Some of those who made
submissions to my Inquiry felc that this was unfair, particularly given the significant real term
increases in council tax since 1993, and argued that the contribution made by businesses should
be increased.

190  However, I have concluded that for the present, the national business rate is not an
appropriate way to raise additional resources to fund general local government spending. The most
pressing need is to develop much more constructive relationships between local authorities and
businesses, focused on joint interests in promoting economic prosperity and investment in local
infrastructure. A general national tax rise to support local government funding could put the
development of those relationships in jeopardy.

191  Nonetheless, I believe that communities need more power to choose to raise new local
revenues to invest in themselves. In my discussions with businesses I have also found an appetite
for greater engagement with local authorities on economic development issues. Businesses have
identified a need to invest more in the infrastructure required to support future growth — a concern
that can perhaps most easily be exemplified by reference to the debate in London on Crossrail, but
of which examples exist across the country. Combined with effective incentives on local
communities, greater flexibility over raising revenues to invest at the local level should allow

communities to strengthen their own economies and tax bases over time.

Business 192 Business Improvement Districts (BIDs) do already provide some additional flexibilicy and
Improvement have been welcomed by businesses. However, BIDs have a number of limitations and they are not
Districts the answer to all problems, first, their purpose is specific and limited, focused on particular projects
in tightly defined geographical areas. Second, concerns have been raised that the costs of
developing and administering BIDs can be a barrier. Third, there is a concern that their priorities

can be skewed towards short-term issues rather than longer term investments.
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193 Transferring business rates revenues and decisions over tax rates to local control would give
local authorities a substantial new local revenue source and considerable flexibility over revenue
raising. The business community has concerns that localisation would lead to increases in taxation
without a greater say over local priorities and spending, and that the number of different local rates
would increase complexity. There are also wider concerns about the impact of localisation on the
ability to equalise resources between authorities. To maintain current levels of equity under a
localised business rates system, around 70 authorities would need to pay some of their local tax

revenues to central government to support other authorities.

194 It is technically possible to do this and other countries adopt such an approach. However, I
am not attracted to it. I do not believe that it would help to create the direct and accountable
relationship between local authorities and businesses needed. In many areas businesses would be
paying taxes to their local authority that would then be reallocated elsewhere in the country. In
addition, I think that local authorities and the business community still have to work on
developing trust and shared objectives, and I am therefore concerned to avoid changes which could
put the developing shared agenda ar risk.

195  An alternative option for reforming the business rates to provide additional flexibility would
be to introduce a power for local authorities to levy a supplement on the national business rate
within their area. This would provide authorities with a more limited flexibility to raise revenues,
but it would also be more transparent and have a more limited impact on businesses. Chapter 8
examines the possible impacts of a supplementary rate.

196  Local supplementary powers should be designed in a way which can gain credibility with
business and the wider community. The key issues to be considered are:

*  the appropriate scale of the supplement. At the upper end, some Business
Improvement Districts have levied supplements as high as four pence. A lower
limit would provide less revenue and less flexibility, but might enable confidence
in new arrangements to develop more gradually. In that situation, there might be
a case for allowing a higher limit in some cases subject to more stringent approval

mechanisms;
o retention of revenue, where I believe all revenues should be retained locally;

*  the right form of accountability to business taxpayers. The most obvious options
are some form of voted approval or a statutory consultation process. On balance,
I propose that there should be a requirement to consult local businesses, and the
wider community, before introducing a supplement with a clear proposal and
timetable. Revenues from a supplement should be hypothecated to the purposes
agreed through consultation;

*  how to ensure that supplements contribute to, rather than detract from, the local
economy. I propose that authorities should be required to make an assessment of
the impact of a supplement on the local economy, and the potential economic
benefits of the spending they propose to finance from the revenues generated;

*  the authority by which supplements should be levied. I recommend that
supplements should be levied by unitary authorities and metropolitan districts,
and in London and areas with two-tier local government, a single rate should be
set through agreement between the relevant authorities, with a joint plan for the
use of revenues. Where arrangements develop for collaborative working between
authorities elsewhere in the country this could usefully include cooperating around
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supplements. Powers to introduce Business Improvement Districts should remain
with shire districts and the London boroughs;

*  whether authorities should have a degree of flexibility over which sizes of business
pay the levy, which I would support; and

*  whether there should be a threshold below which small businesses do not pay the
supplement.

Reliefs and 197  The existence of reliefs and exemptions can create distortions, or weaken incentives to make
exemptions the best use of land and propety. In addition, they represent a cost in terms of revenue foregone —
money which could otherwise be used to cut the overall rate of tax or fund service enhancements.

198  Empty property relief provides a substantial relief from taxation for all empty property and
full relief for some types. Although in the main, the prospect of commercial returns from the
property should ensure full use of properties, the risk of not earning a return does not just result
from external factors but is also determined by the actions of the owner. It is also clear that given
concerns to protect the environment and support urban regeneration we need to ensure that all
previously developed land is used most effectively. I recommend that the empty property relief be
reformed to provide better incentives for this.

199 These arguments also apply to derelict property and previously developed land and suggest
that a tax on such land (which is currently exempt) would provide a way of improving incentives
to use this land. It would also provide a way of closing a potential loophole which allows property
owners to avoid taxation by deliberating making their property derelict. These proposals are not
yet fully developed, and further work will be needed to test whether this is a feasible proposition
and how implementation and administration could be undertaken. I recommend that the
Government consults further on this proposal.

200  There are myriad other reliefs and exemptions in the business rates system. The most
substantial in terms of revenue foregone are the reliefs for charities (£700million), and the
exemption for agricultural land and buildings (£450million). Some of those who made
submissions to my Inquiry also called for new reliefs to support the environmental agenda. I
recommend that the Government should undertake its own review of the reliefs and exemptions
in the system in order to consider whether current reliefs and exemptions remain justified, and to

consider the case for environmentally motivated reliefs.

Options for future 201 My recommendation for the introduction of a local supplementary power is a limited new
governments power for local authorities. In the longer term, the re-localisation of the business rate, including

the option to set a lower tax rate, could be considered. Businesses have made clear their concerns

about such a radical step in the short term, although they are supportive of greater local choice and

flexibility. It is a question future governments may wish to consider as new arrangements evolve.

Section 106 and Planning-gain Supplement

202 Both Section 106 contributions and the proposed Planning-gain Supplement (PGS) have
been extensively reviewed by Kate Barker in her work on housing supply and land use planning.

203 If the Planning-gain Supplement is introduced, it should be designed primarily as a local
revenue source, with a regional share of an appropriate scale, not as a national source which may
or may not be allocated to authorities. It is imperative that a transparent and predictable link
between local development and local resourcing exists if development is to take place or incentive

effects are to be realised. Therefore, I think that in two-tier areas there is considerable merit in
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pursuing a joint option for the management of the revenues, in which county and district councils
would be jointly responsible for developing and implementing a plan for the use of the revenues
from the Planning-gain Supplement in the area.

Taxes on tourism pressures

204  Some local authorities have supported the proposal for some form of tax on tourist
pressures. Over the past year, this proposal has generated significant debate within the tourism
industry and beyond. Accommodation taxes have been deployed in a number of places around the
world, with varying degrees of success. It is clearly important to weigh the contribution that
tourists make to the local economy against the costs they impose and the likely impact on the
tourist industry of any taxation proposal.

205 I do not support the introduction of any new taxation powers carelessly, and proposals for
these sorts of taxes are likely to be relevant only in some areas. In my view, a local accommodation
tax is only likely to be acceptable if a local authority can demonstrate that there is a robust evidence
base, local support for the tax, and has a proposal developed in partnership with local businesses

and residents, who will continue to have a voice in the evolution and review of the scheme.

206  With that in mind, I think that the Government should consult on the costs and benefits
of providing a permissive power for local authorities to levy taxes on tourism, including a possible
tax on accommodation, and on whether local authorities would use such a power. It should use the
results of that consultation to examine the case for extension of such powers to local authorities.

GRANT AND THE USE OF NATIONAL TAXATION TO SUPPORT
LOCAL SERVICES

207  Reforms are needed to produce a more productive and transparent settlement between
central and local government. This should aim to re-balance the current grant system to improve
incentives for local areas to grow their tax bases. There should also be consideration of ways of
improving the transparency of the funding system by seeking ways to reflect more explicitly the
shared nature of revenues (from central and local taxation) which support local services.

208  Grant is at the centre of the relationship between central and local government and the
equalisation process which, while having aims that I support, acts to insulate local authorities from
the effects of differences in local tax bases and growth. The impact of this is that, while local
authorities see it as a core part of their concern to pay attention to local prosperity and to the needs
and future prospects of their citizens and their local areas, there are no coherent or systematic
financial incentives that encourage growth cither for them or, more importantly, for their

communities.

209 There is a strong case for equity and stability to remain key objectives of the grant system.
However, in order for local authorities to be able and encouraged to perform their place-shaping
role to the full, I believe that a further objective needs to be considered for the funding system —
providing financial incentives for local authorities and communities to promote economic

prosperity and residential growth.

210 My proposals are not intended to dramatically reduce equalisation or to impact on local
government’s ability to plan by increasing instability. Rather, I want to find a way to provide space
— at the margins, but with enough weight to change local government behaviours — to incentivise
local authorities to grow their tax bases and, crucially, to enable local communities to receive some

reward for allowing their areas to develop and grow.
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211 Providing incentives to grow local tax bases could serve three purposes:

* it could aid a more balanced decision-making process, because financial benefits
for the community could be used to compensate those affected through either
improved services or reductions in tax bills. In this sense they will help to rebalance
the costs and benefits of economic or housing growth by providing clearer local
benefits to offset the costs of this growth — such as additional congestion and

pressure on services — to the current residents;

*  itcould help to influence local authority behaviour in general by providing a more
direct relationship between local authority finances and the health of the local
economy encouraging investment to make the area attractive to businesses and to

strengthen the local skills base;

* it could provide a potential source of revenue which could be used for local
investment in measures to promote growth, such as infrastructure improvement,
which may need long term-planning and greater certainty over funding

mechanisms.

Incentives within 212 While limited incentive schemes do exist, I believe that incentives rooted in the wider

32

the system

Shared revenues

system of local government finance could have the potential to be a more constant feature of local-
central relations and could, over time, embed a different relationship between authorities and their
tax base, creating better incentives to support growth and prosperity.

213 The complexity and short-term nature of the Local Authority Business Growth Incentives
(LABGI) scheme are felt to reduce its incentive effects. A significant part of the scheme’s
complexity can be ascribed to the objectives the Government set when designing it, as LABGI
attempts to redistribute resources for policy reasons at the same time as providing a growth
incentive based on increases in the size of the tax base. In the short term, reform of LABGI seems
likely to be the most effective way to continue to provide business growth incentives to local

authorities. That reform needs to deliver a more transparent and long-term scheme.

214  There is potential, however, to introduce incentives into the grant system to ensure better
reward for growing both residential and business tax bases. The current design of the grant
distribution system through the four-block model, based as it is on relative measures of tax raising
capacity, means that it is difficult to implement such schemes for residential or business growth. A
fuller explanation of the current grant regime is provided at Annex A. This means, therefore, that
changes to the grant system should be considered to accommodate incentives on council and

business rates.

215 There are some services which are clearly driven by a national promise, and there is a case,
in principle at least, for arguing that these should be funded from national taxation in order that
it is clear that central government is, in some sense, responsible for these services. Conversely, there
are issues that are rightly local, and again there could, in principle, be a case for funding these from

local resources.

216  However, there are many service areas where it is not possible to distinguish clearly between
national and local responsibilities. Such services can be considered a shared responsibility and,
given this, there is benefit, in terms of accountability, in such services being funded more explicitly

from a shared source of revenue.
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217 Better information about the degree to which both national and local taxation support local
services should improve public understanding of the cost of services and how they are funded. This
could make it easier to manage expectations, and pressures, and to have a more informed discussion
about the priorities for local services.

218  In the short term, I am interested in there being a clear annual statement of the proportion
of national taxation that is used for local services. Local authorities should be able to use council
tax bills and accompanying leaflets to communicate this information if they choose. This would
require a relaxation in the regulations that prescribe the information that can go onto these
documents and the form they take.

219 There are more radical options that can be envisaged in relation to shared revenues, such as
dedicating part of income tax to support local authorities expenditure — this is formally known as

assignment.

220 These options could also give local government access to a buoyant form of tax whose yield
would grow and fall back in line with the general economy, without the rate having to be increased
as is the case in council tax. Income from this buoyancy could be used to relieve the pressure on
council tax or services. It is important to recognise that this is not free’ money but would represent

a transfer — in the form of buoyancy — from central to local government.

221 Such changes would be a radical departure for the way in which national taxation is
currently used to support local services and could only be seriously considered as part of a ‘new
deal’ between local and central government. If local government had access to a buoyant tax source
central government could properly expect it to act with more self-reliance and be less concerned

about the detail of the grant settlement.

222 I examine a range of options for assignment in the report. These are in the main illustrative
with the aim to stimulate thinking and debate on whether assignment could be a viable and
positive way of funding local government in England. I conclude there would be merit in central

government considering introducing a form of national assignment.

A DEVELOPMENTAL APPROACH

223 I have sought to describe a vision of local authorities as part of a single system of
government, playing a place-shaping role, engaging with citizens to build an understanding of their
needs and preferences, working with central government and contributing to greater satisfaction
and the more efficient use of resources. To go back to the question that the Layfield Committee
posed, I do believe that many of the decisions of government can and should be taken in different

places, by people of diverse experience, associations, background and political persuasion.

224 Achieving this vision will take time. It requires not just the development of new
relationships between local and central government, but also a strengthening of public
understanding of, trust in and support for local government (and indeed, to a significant extent,
government in general). For some of the more radical possibilities discussed during the report to
be feasible, a much greater level of public confidence in local government will be needed.
Reflecting this, I seek to set out an approach that is explicitly developmental — that acknowledges
that trust and relationships need to be built, and seeks to use a wide-ranging but reasonably modest
set of short-term changes to create the space and the mutual understanding needed for wider
reforms in the future.

225  One of the conclusions that I have drawn from my work is that legal obstacles are not, in
the main, the major hindrance to local government performing its place-shaping role. While I have
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made a number of recommendations for substantive legal and policy changes for the Government
to implement, more important is that local authorities develop a sense of powerfulness and

capability to perform their place-shaping role and change their behaviours to pursue that goal.
226 Changes in behaviours will be important for both central and local government, including:

*  for local government, the recognition of the place-shaping role and a greater focus
on engagement with citizens and being recognised as a champion of efficiency; and

*  for central government, providing greater flexibility for local authorities and the
space for local decisions on priorities, with a reduction in centrally determined and
monitored targets and the pressures these can create. The Comprehensive
Spending Review later this year offers a key opportunity to implement changes,
and particularly to ensure a corporate approach across government to the necessary

prioritisation and resourcing.

227  The Government also needs to take action in the short term to ensure a sustainable finance
system, including:

*  making council tax fairer through changes to council tax benefit, including
increased take-up, and increasing local flexibility to manage pressures on council

tax;

*  a package of measures on business rates to promote economic prosperity, provide
local flexibility and capacity to invest, and support improved relationships between
local authorities and businesses;

*  building incentives into the system to enable communities to receive some of the
financial benefits of growth and development;

*  enabling local authorities to show clearly on council tax bills what proportion of

national taxation is being used to support local services;

*  other measures to support the place-shaping role, particularly with regard to local

governments role in fostering economic prosperity.

228  Council tax should be retained as a local tax. In order to underpin its sustainablity, the
Government should conduct a revaluation of properties in the near future — with appropriate
transitional protection — and introduce a process of regular revaluation for the future.

229 However, even a reformed council tax would still have problems such as lack of buoyancy.
Over time, more radical reforms could be considered to take further pressure off council tax, to
improve the fairness of the local taxation system and to further increase flexibility and choice.

230 Successful implementation of my recommendations, combined with behavioural change by
central government and local authorities, should allow future governments greater space to

consider options which are at present not technically or politically practical, including;

o more substantial changes such as a more radical reform of council tax or the
introduction of a local income tax as a partial or full replacement for council tax,
or the assignment of a fixed proportion of national taxation to local government;

and

o reforms to business rates, such as re-localisation, together with the power to reduce

the tax rate.
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Constitutional 231  In order to reinforce and support this process of change, central and local government

settlement  should negotiate a contractual agreement which sets out what central government requires of local

March 2007

government, how it should be funded, and the ways in which central government should
appropriately influence and control other aspects of local government activity. That agreement
should be open to external and parliamentary scrutiny.

CONCLUSION

232 My definition of place-shaping as the modern role of local government within a single
system of government is intended to reflect the ambitions which are shared by both local and
central government for the country we live in. What I have set out is not an agenda for technical
and administrative changes, but a basis for the improvement of public trust and satisfaction
through closer engagement, honest debate and transparent decision-making. That is something
that all involved in government, at whatever level, should care about. It is about strong, self-

confident communities shaping their destinies and making choices for themselves.

233 There is no simple solution to the problems affecting the system of local government and
local government funding. These are profoundly complex and difficult issues which have their
roots not only in legislation, but also in behaviours and deeply ingrained expectations on the part
of local government, central government and the public they serve. Any reform will involve
political trade-offs and is likely to have widespread impacts, and will therefore require a strong case
for change. I have sought throughout my work, and throughout this report, to recognise the
complexity and diversity of the country we live in and the relationships we share, while focusing
on the genuine choices we have to make in developing and empowering government to act in the

best interests of all our communities.
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The modern role of local government, and the key challenges
facing society in the 21st century to which local government
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Summary

This chapter argues that neither council tax nor the wider debates on the role and funding of
local government can be understood without an appreciation of the events and the politics of
the past 30 years.

The Layfield Committee, which reported in 1976, felt that perhaps the most important issue
was one of principle: whether all important governmental decisions should be taken by national
government, or whether they could be made differently in different places. That dilemma has
never been resolved.

The role of the state and the efficiency and responsiveness of publicly provided services,
including local government, were challenged by the Conservative governments of the 1980s.
Changes — the legacy of which remain with us today — included the introduction of the
community charge (more popularly known as the poll tax), the nationalisation of business rates
and the creation of central government’s capping powers.

Since 1997, the Government has delivered devolution to Scotland, Wales and Northern Ireland,
and re-established city-wide government in London. It has also provided additional resources,
and introduced reforms, which have contributed to significant improvements in public services.
However, its approach has also involved more detailed oversight of local policy decisions and a
reduction in local flexibility.

The 2006 Local Government White Paper, Strong and Prosperous Communities, is a welcome
step towards greater flexibility and local choice, though much will depend on how the
Government implements its measures. In turn, there is a stretching challenge for local
government to respond to this opportunity and new direction.

Looking back over a longer perspective, it is possible to discern three different roles for local
government: it has been a way for communities to organise and represent themselves; it has
been a vehicle for them to raise resources for investment in infrastructure and local
improvement; and more recently it has become an important element of the welfare state,
managing the delivery of key public services. In order to fully appreciate the potential role for
local government in the future, we need to consider all three of these functions.

INTRODUCTION

1.1 Concern about the level of council tax, and continuing debates, particularly around local
government’s dependence on central funding, form the immediate background to my Inquiry into
Local Government. However, neither the council tax itself nor the wider debates on the role and
funding of local government can propetly be understood without an appreciation of the events,
and the political perspectives of the past 30 years, since a similar period of large increases in local
taxation in the early 1970s and the establishment of the Layfield Committee on Local Government
Finance in 1974. It is also important to consider some of the events that have taken place during
my work, in particular the recent Local Government White Paper, Strong and Prosperous
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Communities. This chapter therefore gives a brief history of the past three decades, and of the
progress of the Inquiry to provide the necessary context.

1.2 Inaddition, it includes a longer history of local government. The purpose of this is to show
that while local government has an important role in delivering major public services such as
education and social services, that role is a development of, and in addition to, its initial purpose
and origins in the need and desire of communities to govern themselves, to regulate behaviour, and
to deal with conflicts. That longer backdrop is an important context for the views I develop in this
report on the modern role for local government.

CONTEXT FOR THE INQUIRY

The past 30 years

Rates rises in the 1.3  The economic difficulties of the early 1970s associated with the oil price hikes of 1973,
1970s and the which brought to an end the period of post-war economic growth and stability, caused problems
Layfield for central and local government alike. Growing central resources were no longer available to
Committee support rising local spending — Tony Crosland, then Secretary of State for the Environment,
famously told local authorities in 1975 that “the party’s over” — and price inflation contributed to
large increases in local rates bills, creating substantial public concern and opposition. It was in this
context that in 1974, Sir Frank Layfield and his committee were asked to make recommendations

for improving the system of local government finance.

1.4 When the Layfield Committee reported in 1976, it identified confusion in accountability
as the major weakness in the system of local government finance. It argued that a fundamental
political choice was needed as to where accountability lay for local government finance. It offered
two alternative approaches, one based on central accountability and one on local accountability.

The Committee felt that arguably the most important issue was:

whether all important governmental decisions affecting peoples lives and livelihood should be
taken in one place on the basis of national policies; or whether many of the decisions could not
as well, or better, be taken in different places, by people of diverse experience, associations,
background and political persuasion.'

1.5 The government of the day rejected Layfield’s view that an explicit choice was needed, and
in any case, decisions were overtaken; first by further economic difficulties in the form of the
International Monetary Fund crisis of 1976, and then by the advent of a new political philosophy
with the victory of the Conservative Party in 1979. However, one could argue that the dilemma
Layfield identified has never been resolved, and continues to affect the way we approach the role
of local government today.

Changes in the 1.6  The role of the state, and the efficiency and responsiveness of publicly provided services,
1980s were both radically challenged by the Conservative governments of the 1980s. This challenge had
far-reaching implications for national services (for example in the privatisation of state-owned
assets and companies) but the government also implemented a substantial programme of change
in local government. A key part of this was the attempt to tackle what was perceived as excessive
spending by local authorities and weak accountability for that spending. The government used
changes to the grant system and the introduction of budget capping powers to pursue its agenda,
and the community charge (which replaced domestic rates in 1990) was also intended to provide
better accountability by sharpening the local impact of ‘over-spending’ and extending local taxation
to people who had not previously paid domestic rates.

" HMSO, Local Government Finance: Report of the Committee of Inquiry, 1976.
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1.7 The community charge sparked considerable opposition, and its unpopularity was a factor
in Margaret Thatcher’s resignation as Prime Minister. Although it was replaced in 1993 by the
council tax, the legacy of the community charge and the other changes of the 1980s continue to
influence the present. The structure of the council tax, with its elements of both personal and
property taxation, the nationalisation of business rates, the continued interest of central
government in controlling local budgets, and — I would argue — some of the current distrust of local
government and local taxation, can all be traced back to the events and decisions of the late 1980s.

1.8 Another important theme during the 1980s and early 1990s was the need to improve the
responsiveness and efficiency of public services. The government was concerned that public
services were too often run in the interests of producers, and that they needed to be held in check
by stronger market pressures. It therefore took a number of steps, including: moving
responsibilities to newly appointed bodies such as Training and Enterprise Councils; creating more
market incentives and rules (for example, through the introduction of compulsory competitive
tendering) and increasing and formalising the inspection and regulation of public services.?

1.9 The present Government was elected in 1997, promising (and subsequently delivering) new
investment and improvements in public services, as well as action to tackle inequality and
disadvantage. It also devolved power to devolved governments in Scotland, Wales and Northern
Ireland, and re-established city-wide government in London. In later years it also proposed to
devolve powers to elected regional assemblies in England, though these proposals were not
implemented due to their rejection in a referendum in the North East in 2004.

1.10 The Governments devolution agenda recognises that different communities should be
enabled to make their own choices and take their own decisions, but there has been a tension
between that recognition and some of the ways in which the improvement and reform of public
services have been delivered, as the Government’s approach has involved taking a number of
directive and interventionist steps towards local government. There has been more detailed
engagement in local policy decisions, a rapid growth in ring-fenced and specific grants, and
increased control over education spending. The use of inspections and targets has been expanded
substantially, focused not just on outputs and outcomes for individuals and communities, but also

on the capacity of local government as an institution.

1.11  Enhancing individual choice in public services that were previously managed through
collective choices has also become more important as a way of secking to make services more
responsive to service users’ preferences, for example in the health service, in school autonomy and
choice, and through the extension of direct payments in social care (though as I noted in my
May 2006 report, National prosperity, local choice and civic engagement, this policy in particular
built on the innovation of pioneering local authorities in the 1980s).

1.12 It is important to acknowledge that, in many policy areas, the additional resources made
available by the Government, and the strong focus on improvement, partly reflected in the
challenging targets set for departments, agencies and local authorities, have led to significant
improvements in performance. The Government has also taken action to expand the power and
flexibility of local authorities, through the recognition of their community leadership role in local
decision-making, and through specific measures such as the introduction of the well-being power
and prudential borrowing. Innovations such as Local Public Service Agreements and Local Area

Agreements, developed with contributions from local government, have also been welcomed.

2 Stoker, G., Transforming Local Governance: From Thatcherism to New Labour, 2004.
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The context and
progress of the

Inquiry

Recent developments

1.13  While recent debates on the role of local government and the reform of public services are
an important background, it was a set of financial issues that led to my Inquiry being established
in summer 2004.

1.14  First, a series of substantial increases in council tax, including a record average increase of
12.9 per cent in 2003, had sparked considerable and continuing public concern and opposition,
and the reintroduction of capping by the Government. Second, the Government had, along with
local authorities, experts and partners, been considering the future of local government funding,
and in particular the dependence of local government on central government grants. The Balance
of Funding Review (chaired by Nick Raynsford MP, then Minister for Local Government), which
ran from 2003 to 2004, considered the various means by which the balance of funding between
local and central sources could be changed, particularly through the reform of council tax, the
localisation of business rates and/or the introduction of a local income tax or other new local taxes.
Finally, at the same time (indeed, in substantial part because of work commissioned by the Review)
it was becoming increasingly clear that the revaluation of domestic properties for council tax in
England would be a significant event, with financial implications (both positive and negative) for
many people.

1.15 It was in the context of these events — and therefore of significant public and political
interest in the future of local government finance — that I was asked, in July 2004, by the
Chancellor and the Deputy Prime Minister to investigate and make recommendations on local
government funding (the full terms of reference are set out at the end of this report). During my
work on the funding remit, I came to the conclusion that changes to the finance system could not
proceed effectively without the role of local government being more clearly established. Following
discussions with ministers, they asked me, in September 2005, to extend my remit to look at the
role and function of local government (at which point they also made the decision to delay the
council tax revaluation). The final stage of my work has been the consideration of the Barker
Review of Land Use Planning, the Eddington Transport Study and the Leitch Review of Skills,
three independent reviews with significant implications for local government.

1.16 Over the course of the Inquiry I have taken pains to consult widely with experts,
stakeholders and the public, and to visit a host of towns, cities and rural areas across the country.
Details of those activities have been published in previous reports, in a number of stand-alone
documents, and in the annexes to this report. Chart 1.1 shows the places that I and members of

my team visited, and where we held events.
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Chart 1.1: Events and visits during the Lyons Inquiry

4 Regional visits 2004 and 2005 O Public engagement events 2006 D Councillor round-table events 2006
1 East of England (Cambridge) 11 Bristol 20 Central London

2 East Midlands (Melton Mowbray) 12 Nottingham 21 Warwick

3 South West (Bristol) 13 Southampton 22 Liverpool

4 North East (Newcastle) 14 Shrewsbury

5  North West (Preston) 15 Barnet .

6 South East (Guildford) 16 Hartlepool A Business round-table events 2006
7 Central London 17 Sheffield 23 Leeds

8  Yorkshire and Humber (Leeds) 18  Chelmsford 24 Newbury

9  Wales (Llandrindod Wells) 19 Trafford 25 Coventry

10 West Midlands (Birmingham) 26 Central London
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1.17  During the Inquiry I have periodically set out my thinking on both funding and function
issues. My Interim Report and Consultation Paper, published in December 2005, set out some early
views on both. My May 2006 report, National prosperity, local choice and civic engagement, set out
my conclusions on the role of local government, emphasising the advantages to be secured from
appropriate choice and flexibility at the local level, in order for communities to make their own
decisions. I also presented my views on the strategic role of local government for the future, a role
I call ‘place-shaping’, which I discuss in more detail later in this report.

The Local 1.18 The Government has, following my May 2006 report and other contributions such as the
Government Local Government Association’s Closer to People and Places — A New Vision for Local Government, set
White Paper out its agenda for the future direction of local government in Strong and Prosperous Communities —

the Local Government White Paper, published in October 2006. The White Paper is intended to
devolve more power to the local level and reduce the level of central prescription, while
strengthening leadership and expanding the opportunities for local people to influence local
decision-making.

1.19 I welcome the direction set out by the White Paper. It builds on the analysis and argument
I presented in my May 2006 report and acknowledges local government’s strategic role in place-
shaping. The commitments to greater devolution of choices to local communities and local
government and to a reduction in central requirements, in order to give greater space for local
priorities to be pursued are positive developments, as is the key role for local authorities in

convening the work of the wider public sector at local level.

1.20  However, it is clear that the White Paper itself is only the beginning of a process, and much
will depend on how it is implemented, and on how both central and local government respond to
it. The development of a more constructive and healthier relationship between central and local
government, with greater space for local communities to make their own decisions, will require
continued effort and changes. Those changes will be at least as much about behaviours and
expectations as they are about legislation and powers. The Government as a whole, and individual
ministers within it, will need to ensure that their decisions provide local communities with the
space to make their own choices. The Government will need to accept that allowing local
communities to choose services better tailored to their needs and desires will mean variation across
the country (though of course we by no means have uniformity at the present), and that this is a
positive development because of the potential it offers for meeting different local preferences about
the use of limited resources. Less emphasis should be placed on national targets and standards,
along with a much lighter touch from the centre: less inspection; less centrally accountable
performance management; and a reduced emphasis on national guidance. Much will also depend
upon the development of a funding regime — both in terms of taxation and grant funding — that
supports local flexibility and responsiveness.

1.21  In turn, there is a stretching challenge for local government to respond to this opportunity
and new direction. With a reduced set of national targets and expectations, local authorities will
need to engage more effectively with citizens and communities, and to seek to respond properly to
local challenge and scrutiny. They will also need to become the acknowledged champions of value
for money and the effective use of taxpayers resources. To fulfil their place-shaping role, authorities
will need to develop a new confidence and a new sense of powerfulness, and they must take greater
responsibility for their own performance and improvement. While there may be a larger role than
in the past for the Local Government Association and the Improvement and Development Agency
in providing advice and support — reflecting a greater sense of collective responsibility within local
government — the ultimate objective must be for councils to become more self-reliant and to
recognise when they need to seek external support and guidance. This report sets out how I think
local and central government can both work to develop their relationship and their own behaviours
to build a new role for local government in the 21st century.
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THE HISTORY OF LOCAL GOVERNMENT

1.22  The history of local government shows how communities have made collective decisions in
the past, and how the context for those decisions has changed over time. I deliberately begin this
summary in the middle ages, not because our system of local government’s roots in the distant past
give it a special legitimacy in the modern world, but because it illustrates that the necessity for, and

the challenges of, collective action and choice have existed for many centuries.

The origins of local government

1.23  Local government in England has a long and complex history, with its origins lying as far
back as the various independent kingdoms of the early middle ages, which in some cases form the

basis of our modern units of local government.

1.24  The assertion of royal power, and royal desire to levy taxes and to maintain law and order
throughout the country, has been a significant influence on the development of local institutions,
seen for example in the introduction of a system of counties and hundreds in the 10th and 11th
centuries, and in the appointment of Justices of the Peace from the 14th century. However, we
should not neglect the long history of the assertion of local identity, and the desire of communities
to protect and extend their powers and privileges, which is as much responsible for the
development of successful local institutions. Providing arrangements for building consensus, for
dealing with conflicts and for regulating behaviours, was essential if local communities were to act
effectively. In the towns in particular, but also elsewhere, it is possible to trace the development of
local identities and assertions of local interest against external forces. Parish and county meetings,
town assemblies and councils offered the opportunity for local debate, decision-making and the
development of collective views.> One historian, writing of the pre-Norman period, suggests that:

Local government ... was a collaborative venture involving royal officials, local notables, and the
entire free (male) population of the shire, hundred or borough acting in accordance with royal
directives and legislation as well as the “folk law” preserved in the collective memory of the area

1.25  Indeed, it would be anachronistic to think that royal power could be easily asserted without
the consent of powerful local figures. To secure its objectives, royal power had to work with locally
appointed officials and the influence of local elites, and indeed this remained the case even as the
state became more powerful in the 16th and 17th centuries.’ Royal appointments were often
chosen from the important men of the area, and a Crown-appointed official who was unacceptable
to the political community of an area might well have difficulty in successfully carrying out his
responsibilities.

1.26  Local institutions also provided the context for the expression of the political views and the
political influence of communities. Numerous royal charters, including King Johns explicit
acceptance in Magna Carta that “the city of London shall enjoy all its ancient liberties and free
customs, both by land and by water” provide evidence of the ability of economically powerful and
organised communities such as London to pursue their own interests. Boroughs and counties
began to return members to Parliament to represent their interests in the 13th century, during the
early stages of the development of that institution. They remained important players in national
politics and conflicts through to the Civil War, the Restoration and well beyond.® Indeed, some

historians see the role of local representatives, who were not beholden to the Crown and were able

* Reynolds, S., Kingdoms and Communities in Western Europe 900-1300, 1984.

“ Ertmann, T., Birth of the Leviathan: Building States and Regimes in Medieval and Early Modern Europe, 1997.
5 Archer, L, in Clark, P. (ed.), Cambridge Urban History of Britain, vol. 2, 2000.

¢ Archer, in Clark, Cambridge Urban History of Britain.
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to scrutinise and challenge it through Parliament, as a crucial contribution to England’s growing
success and power in the 17th century.”

1.27  In terms of their specific responsibilities in this early period, the most important activity in
the counties was the administration of justice and the maintenance of law and order, though they
also dealt with a number of other matters including the building and maintenance of bridges. In
the towns, the problems associated with managing collective interests and providing public goods
were even more clearly evident. Medieval and early modern towns — through town councils, and
sometimes through associations of craftsmen — had a role not just in the administration of justice,
but also in regulating weights and measures, and in providing necessary public infrastructure such
as marketplaces, walls, harbours, courts and refuse disposal sites. Such investments were vital to

their continued economic success.

1.28 It is important to acknowledge the complexity of local institutional arrangements in this
period. There was no pre-eminent locally representative body, nor a system of multi-purpose local
government as we think of it today. The term ‘local government” was not used until 1835, and even
then it was not used in a sense that implied any general system as we would understand it.* Aside
from the counties and the boroughs, where magistrates or elected or appointed councils ran the
various administrative and legal functions, there was a host of other arrangements for dealing with
different aspects of governance and the needs of different localities. Sources of legitimacy and
power were often functionally focused and spread across different organisations. For example, the
parishes dealt with poor relief, and there were usually various boards of appointed commissioners

responsible for activities such as lighting and paving.

Improvement and industrialisation

1.29  While making improvements to localities was an element of the activities of some local
authorities in earlier centuries, Liverpool’s Improvement Act of 1748 is seen by historians as a
milestone in the popularity of such legislation. ‘Improvement’ often included investment in street
lighting, paving and security, but it might also include spending on social and cultural activities to
attract people to places. For example, in 1733 the Corporation of York encouraged the building of
a theatre and sponsored the local races.” Behaviour and development were also sometimes subject
to local regulation — for example, a Private Act for Dover in 1810 prevented new houses from
having overhanging balconies because of concerns about the look of the streets, and seaside towns
sometimes regulated the activities of sea bathers."

1.30  This expansion of activity led to the further multiplication of boards and commissioners
responsible for different aspects of local public activity and infrastructure. These included the
turnpike trusts, which maintained the roads and levied tolls, and improvement boards responsible
for lighting, paving and the watch. These bodies were generally promoted by members of the
locality through the parish vestry, the county or borough, and sometimes through commissioners,
but, they had to be established through a private act of Parliament (since local government in the
UK has no formal constitutional status or protection, and no inherent powers of its own, unlike
in many other countries)." Such acts increased substantially in number during the 18th century.

7 Ertmann, Birth of the Leviathan.

# Keith-Lucas, B., The Unreformed Local Government System, 1980.

* Innes, J. and Rogers, N. in Clark, Cambridge Urban History of Britain.

1 Keith-Lucas, The Unreformed Local Government System.

" Scottish Office Central Research Unit, The Constitutional Status of Local Government in Other Countries, 1998.
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1.31  As the power of Parliament grew, it replaced the Crown as the institution responsible for the
central framework of laws within which local government functioned. The Municipal
Corporations Act of 1835 is often seen as the beginning of modern local government, as it
substantially reformed the old boroughs and corporations, many of which had degenerated into
closed arrangements centred on the power to elect a Member of Parliament (the so-called ‘rotten
boroughs’) and instituted elected town councils. However, it did not give these councils
particularly substantial powers in their own right and the system of governance remained
fragmented. Some significant towns did not set up such councils for a number of years afterwards,
and in the meantime continued to be governed through traditional arrangements such as parish
vestries. Even new institutions, such as the locally elected school boards created in 1870, might
remain separate from the council. Significant changes to the governance of non-urban areas did not
take place until the introduction of county councils in 1888, with districts (urban and rural)
created in 1894.

1.32  However, it was in the urban areas that the new challenges of the 19th century, caused by
industrialisation and increasingly dense populations, required a substantial response. During this
period, local communities, working through the various kinds of authority, engaged in investment
and the regulation of private activity to address problems with water supply, sewerage and
sanitation, the quality of housing, and the provision of other udilities and services. In many cases,
the initiative came from the local community, empowered through local or private acts of
Parliament, making the relationship with Parliament at least as important as that with the executive
part of central government. In other cases, local bodies were enabled and sometimes prompted by

central government.

1.33  The motivation for action was a mixture of enlightened self-interest — disease epidemics
affected the rich too, and their economic success often depended on an adequate municipal
infrastructure — and moral concern for those living in appalling conditions. There were also many
ratepayers who resisted spending to tackle these problems. Indeed, the Public Health Act of 1848
was deliberately designed to circumvent the resistance of many local ratepayers (who, at a time
when voters had to own property, dominated political decisions) by providing for local boards of
health to be established on petition from just one-fiftieth of local ratepayers. However, the ‘civic
gospel’ of the mid 19th century prompted influential and important citizens to take a lead in
developing and improving the infrastructure and the conditions of their towns and cities through
the institutions of local government. Local communities made substantial investments in public
health services, particularly in the later 19th century, and these improvements made an important
contribution (alongside rising standards of living) to the rapid fall in mortality during that period."
Local authorities in many areas also developed gas and electricity supplies (which as natural
monopolies were not always effectively delivered by private activity, and might also provide
surpluses for investment elsewhere) and built schools and hospirtals to provide better facilities for
local people.

1.34  These expenditures were financed, as local expenditures had been from the early days of
local government, through a variety of property taxes known as the rates. There were many
different rates levied by different authorities, ranging from the traditional poor rate levied by
parishes, to rates for improving paving, drainage and lighting in urban areas. In this period,
particularly in the later 19th century, while rates continued to provide the vast majority of
revenues, central government began to contribute to local spending through grants to local
authorities to support and encourage expenditure on specific services, particularly policing and
education. A system of assigned national revenues also played a part in the funding of local
authorities between 1888 and 1929 (although it declined in importance after 1912).

12 Millward, in Morris and Trainor (eds.), Urban Governance: Britain and Beyond since 1750, 2000; Dawson, in
Loughlin et al. (eds.), Half a Century of Municipal Decline, 1985.

Lyons Inquiry into Local Government — Final Report 47



Local government: a continuing debate

The growth of the welfare state

1.35 Measures to improve the physical condition of places and to provide the infrastructure
necessary for decent health and living standards in urban areas remained important well into the
20th century (for example in the slum clearances of the 1960s and 1970s), although arguments
about administrative efficiency and the need for sustained large-scale investment led to the creation
of central boards to manage electricity and gas after the Second World War, and the removal of
water from local authority control in 1974. Land use planning and the regulation of development
also became an important part of local authority responsibilities through measures such as the
Town Planning Act of 1909, and even more significantly the Town and Country Planning Act of
1947, which established the basis of the modern system.

1.36  However, the main growth in the activity of government at all levels from the early decades
of the 20th century was the development of the welfare state, funded by the country’s increasing
wealth and motivated by the growing political power of the poor and the working classes. The
welfare state was intended to provide a national system of entitlement and support, and it
cemented the role of government, particularly central government, in managing a national
response to the social and economic challenges of the time. The growth of the welfare state thus
had profound implications for the role of local government and its relationship to central
government, particularly in the areas of poor relief, housing, health and social care services, and

education.

1.37  Since its origins in the 16th century, poor relief had been administered by parishes.
However, that structure had never been very satisfactory as it created incentives for the poor to
move to places with the most generous support and for administrators to minimise their liabilicy
(for example, by making sure pregnant women did not give birth in their parish). The financial
responsibility for the poor and those unable to work was taken on by central government in the
carly decades of the 20th century, culminating in the National Assistance Act of 1948 which
formally repealed the Poor Law of 1601.

1.38  Although local authorities took a role in the provision of new housing for working people
and the poor, and the clearing of slums, from the late 19th century, it was after the First World
War that the large scale construction of council housing began with government subsidies to
authorities to build houses. This role continued after the Second World War, with housing seen as
an important part of the welfare state.

1.39  The establishment of the National Health Service (NHS) in 1948 was perhaps the most
prominent mark of the continuing moves to create a universal national system of support after the
Second World War. There were debates at the time over whether the service could or should be
administered by local government (as with schools), but the concern for direct ministerial
accountability and control led to the establishment of a new, centrally managed, system.
(Interestingly, its architect, Aneurin Bevan, later altered his views somewhat, writing in the
Municipal Journal in the 1950s that subject to radical reorganisation, he supported local authorities
managing local health services in an agency capacity).

1.40  While these changes moved some responsibilities from local to national government, local
authorities also took on an important role in the welfare state, which quickly became the mainstay
of their spending. Personal social services, including the protection and care of children and the
elderly, were not included in the NHS, but have over the years become key welfare services. So too
has education, now the biggest local authority service. In both, central government was heavily
involved, and has become more so, through the growing provision of grants, and also through
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legislative powers — for example, the 1944 Education Act provided that local education authorities
would function under the ‘control and direction’ of the minister.

1.41  Government grants became increasingly important as a way of funding such services. In
addition to grants for specific services, new types of grant were introduced, designed to take
account of different levels of needs and resources, and thus to enable the delivery of a more
equitable level of services across the country. Sidney and Beatrice Webb had written in 1897 of the
need for government intervention to reduce inequalities within the country, and equalising grants
had been suggested by Lord Balfour and others in the minority report of the 1901 Royal
Commission on Local Taxation. Some equalisation was introduced within London in 1921,
following the famous refusal of Poplar Council to collect the precepts for pan-London authorities,
such as the London County Council, in protest at the lack of support being provided to the East
End by the wealthier parts of London. The block grant introduced in 1929 took some account of
both needs and resources, and explicit equalisation was introduced through the Exchequer
Equalisation Grant in 1948." Though these grants were essential if authorities everywhere were to
deliver expected standards and entitlements, by the early 1970s contemporaries were concerned at
the implications of an increasing dependence on grants for local government’s flexibility and
autonomy. One noted that he could “foresee with alarm the time when local authorities will draw

by far the greater part of their funds from the centre”."

CONCLUSION

1.42  This takes our history up to the 1970s, with a recognisably modern set of responsibilities
for local government, many of them part of a national welfare state. While it does not demonstrate
that local government should have any special importance in the modern world, it does show that
there are three inter-related but identifiable sets of roles that local government has played and
continues to play: as service provider; as a vehicle for investment in public infrastructure; and as
an institution of government, a place for debate, discussion and collective decision-making. An
analysis of the modern role of local government needs to take into account all three of those roles,

and this report seeks to do just that.

' Foster, C., Jackman, R. and Perlman, M., Local Government Finance in a Unitary State, 1980.
" Marshall, New Revenues for Local Government, Fabian Research Series 295, 1971.
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Summary

This chapter argues that local government enables communities to make necessary collective
choices, and has an important role in responding to diversity and distinctiveness, and to modern
economic challenges.

While critics question local government’s relevance in a modern age and suggest that it can be
unresponsive and inefficient, it remains a necessary and important part of our system of
government. Our communities are more complex than in the past, which increases the need for
local knowledge and understanding, and globalisation is arguably making place more, not less,
relevant to economic success. But to be effective, local authorities must engage with citizens and

communities to understand their needs, preferences and priorities.

The modern role of local government can be described as ‘place-shaping’ — the creative use of
powers and influence to promote the general well-being of a community and its citizens.

Local governments role in the management and provision of services should include convening
the work of other local agencies to pursue the well-being of citizens; providing services, or
commissioning them from private and voluntary providers as appropriate; and making full use
of the potential of co-production.

Local government thus has an important part to play in contributing to our response as a society
to key challenges including building social cohesion in our communities, fostering economic
prosperity, and contributing to greater environmental sustainability. It can also help to improve
the trust and satisfaction of citizens in government as a whole, and there is a risk that if local
government has too little flexibility and scope to respond to views, this can contribute to a more
passive, less connected citizenry.

INTRODUCTION

2.1 “Great part of that order which reigns among mankind is not the effect of government. It
has its origin in the principles of society and the natural constitution of man. It existed prior to
government, and would exist if the formality of government was abolished.” So wrote Thomas
Paine in 1792. There is much truth in that statement — our ability to create and sustain social
bonds, and to form communities of common interest, does not depend on the formal institution
of a government, but on our need for help and society, and our ability to join together voluntarily
to pursue collective interests.

2.2 But I would argue that there is value in government, as a device which allows us to frame
and enforce rules and laws for behaviour, manage the provision of public services, redistribute
resources, and manage frameworks for long-term economic, social and environmental
sustainability. All of these things require collective action and collective choices, often choices

which have to be binding on a whole community or the whole nation if they are to be effective.

' Paine, T., The Rights of Man, 1792.
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2.3 Local government is potentially an important part of that system of government — and I
believe that it is important we consider it as a component of a single system of government, not as
something separate. Local government is an important element of the system of governance around
the world, and as Chapter 1 showed, has provided an important contribution to governance in the
UK in different ways across the centuries. While today’s circumstances and the challenges we face
in the future are not the same as they were in the past, they too require collective decisions and
collective choices, some of which are best made by smaller communities acting for themselves,
rather than by national government.

2.4 This chapter draws on the main political theories about the value of local government, and
my own work, to set out what I think the role of local government in the future should be. It then
discusses how local government can, through place-shaping and its approach to the delivery and
management of services, contribute to the overall well-being of citizens, and sets out what I see as

the key challenges and opportunities for local government in the future.

THEORIES OF LOCAL GOVERNMENT

2.5  There are many different arguments about the role and value of local government within a

political and constitutional system. While a complete review of them is beyond the scope of this
report, a brief consideration of some of the main theories will help to set the scene for my
description of the modern role for local government.

Economic 2.6  Perhaps the most prominent arguments in the whole debate come from an economic
efficiency efficiency perspective. Such arguments were first set out by utilitarian political thinkers such as
John Stuart Mill, but have been developed by many writers since then and underlie many modern
theories of local government. I drew heavily on these arguments in setting out the arguments in
favour of local government in my May 2006 report, National prosperity, local choice and civie

engﬂgement.

2.7 This approach secks to deliver the greatest overall ‘welfare’ for society from the resources
available. A local level of government has a set of potential advantages from this perspective. First,
by being close to local circumstances and having local knowledge, local government can undertake
or influence activity more effectively and efficiently than a national institution, which must always
be somewhat separate from the front line. Second, since local bodies should be more accessible
than a national government, and are directly concerned only with one local area, local government
can be more engaged with the local community, and hence more responsive. Finally, and most
importantly, local government enables different communities to choose to have different sorts of
services, different levels of taxation and to define acceptable behaviour in different ways in order
to respond to their own needs, preferences and opinions. An economist would say that this helps
to increase ‘allocative efficiency’ — targeting resources at the things that most matter in different
places increases the overall level of satisfaction and welfare that can be produced from the limited

resources available.

Participation and 2.8  Local government should be the tier of government in which citizens can most easily get
education involved, because it is physically closer to them and because there are more opportunities for
engagement or participation. For these reasons, local government has been seen as offering an
opportunity for citizens to engage with the activities of government and political decision-making
more easily than they could at a national level, and thus to learn about the operation of government
and society. This was a particular concern in the 19th century as successive extensions of the electoral
franchise gave political power to new sections of society. Indeed, it has been argued that “the central
justification for local government discretion in the British liberal tradition is ... the problem of
developing a society which could sustain and nurture a rational morally educated society”.?

? Chandler, J., ‘Liberal Justifications for Local Government in Britain: The Triumph of Expediency over Ethics’
in Political Studies, forthcoming.
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2.9  Writers with a range of views have argued that the existence of a number of autonomous
local governments leads to a number of potential benefits through the fact that they put
constraints, either explicit or implicit, on the power of other parts of government.

2.10  From the perspective of the maintenance of liberal democracy, some have argued that the
separate political legitimacy of local government, gained through democratic election, guards
against national government wielding absolute power. Jones and Stewart, for example, argue that
local government is “a guardian of fundamental values” and that it helps to protect liberal
democracy through the “diffusion of power in a society which cannot afford concentrating power

in one central location”.?

2.11 From a libertarian standpoint, others, including the famous economist and political
philosopher Friedrich Hayek, see competition between local governments for mobile citizens as a
constraint on the freedom of action of government (both national and local), and thus as a way of
tempering the tendency of governments to expand their power and revenues.* A version of this
argument suggests that this division of powers can help to preserve the power and operation of
markets and private enterprise against the actions of government, and credits such divisions of

power with the economic success of the UK and USA in the 18th and 19th centuries respectively.®

2.12  The arguments discussed above emphasise the contribution that local government can make
to a successful overall system of effective and efficient government, rather than necessarily as
something valuable or legitimate in itself. However, other writers have emphasised a greater
inherent worth for local government, based on their views on individual liberty. This is not an
argument that has tended to have a great deal of support in British political discussions, but it
formed the basis for the anti-centralisation arguments of Joshua Toulmin Smith in the 1850s. He
argued that:

Every man knows best how to manage his affairs; and it is his right and duty to manage them;
— points which apply to associated groups of men, in reference to all the affairs which concern
them as individual groups.®

2.13  Looking more widely, one can see a related argument in de Tocqueville’s writings, for
example in his Democracy in America. His support for democracy was based on the principle that
communities should be sovereign in decisions that affected only those within the community and
did not impinge on the freedom of others. He saw municipal independence as “a natural
consequence of the principle of the sovereignty of the people”” Woodrow Wilson’s distinction
between structures that have been invited to exist by central government, “like plants in a tended
garden”, and “self-originated, self-constituted, self-confident, self-sustaining, veritable
communities” also reflects something of this approach.® In modern political debate, concepts like
subsidiarity, and the support for local self-government seen in documents such as the European
Charter of Local Self-Government, owe much to these arguments.

* Jones, G. and Stewart, J., The Case for Local Government, 1985.

¢ Hayek, EA., The Constitution of Liberty, 1960; Brennan, G. and Buchanan J.M., The Power to Tax: Analytical
Foundations of a Fiscal Constitution, 1980.

> Weingast, B., “The Economic Role of Political Institutions: Market-Preserving Federalism and Economic
Development’, in Journal of Law, Economics & Organisation, vol. 11, 1995.

¢ Smith, J.T., Local Self Government, quoted in Chandler, ‘Liberal Justifications for Local Government’.

7 De Tocqueville, A., Democracy in America, 1835.

8 Woodrow Wilson, Constitutional Government in the United States, New York: Columbia University Press, 1908,
pp-182-3, quoted at Martha Derthick (ed.), Dilemmas of Scale in America’s Federal Democracy, Cambridge
University Press, 1999, p.8. According to Derthick, Wilson appears to have been referring to the states rather
than localities.
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2.14 This line of thinking has some similarities with wider theories about the basis of
government, such as those of Hobbes, Locke, Rousseau and Paine. These arguments concentrate
on the rationale for, and moral basis of, national governments, but I would argue that the
underlying issue — the idea that people have to band together to achieve and protect the benefits
of society — applies in certain circumstances to the role of smaller communities and their rights to
govern their own affairs.

2.15 It is worth recognising explicitly that the economic efficiency argument described earlier
depends in large part on views about individual and collective liberty. The economic efficiency
argument is based on a recognition that different communities will have different wishes and
preferences and make different collective choices, and argues that allowing communities to make
their own choices will lead to the greatest overall welfare. One can see that argument emerging in
analyses from a range of different perspectives, including that of Beatrice and Sidney Webb,
founders of the Fabian Society and influential figures in the development of local government in
the early 20th century. They argued that:

The case for a local administration of industries and services rests primarily on the consciousness
among inhabitants of a given area, of neighbourhood and of common needs, differing from those
of other localities; and of the facility with which neighbours can take counsel together in order to
determine for themselves what shall be their mental and physical environment and how it can
be best maintained and improved.’

2.16 A combination of these arguments underpinned widespread views on the role of local
government in 19th century Britain. The existence of powerful local self-government was seen as
something that separated Britain from the rest of Europe, particularly France. For example, in 1855
The Times argued that “local self-government is the most distinctive peculiarity of our race and has
mainly made England what she is, while the nations of continental Europe are still held in tutelage
by their rulers”."

Criticisms of local government

2.17  While political and economic theory sets out a potentially powerful and important role for
a local tier of government, the institution of local government in this country has come in for
significant criticism, particularly in the past three decades. It is worth considering those challenges,
for there is much in them that is valid and needs to be acknowledged in setting out the role of local
government for the future.

2.18  Local government has been criticised for being inefficient and unresponsive, often as one
part of a wider critique of government or state action in general. Its critics have argued that, lacking
the pressure that comes from operating in a competitive market, and able to take money from
citizens by compulsion through taxation, it has little incentive to provide services efficiently, or to
take pains to ensure that it provides the services that people want and in the manner they want.
These critics fear that governmental bureaucracies, lacking external challenge, are more likely to
pursue their own interests and those of provider and professional groups, rather than the interests
of the citizen. These sorts of arguments formed part of the justification for a number of reforms of
government and the public sector, including local government, during the 1980s and 1990s, which

sought to expose services to greater competition and stronger accountability.

° Quoted in Chandler, ‘Liberal Justifications for Local Government’.
1 The Times, 15 November 1855, quoted in Hunt, Building Jerusalem, 2004.
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2.19  In a related vein, public choice theories have also argued that some of the services provided
on the basis of collective choices by local government can and should be made subject to individual
choices. Such an approach gets closer to a market situation by allowing each person to choose what
best meets their needs, and creating incentives for providers to be responsive to users’ choices, and
thus should improve satisfaction and efficiency." These theories have supported a number of
reforms introduced by the current Government, including several in health, education and
housing.

220  There is a long history of support for the equalisation of resources between communities to
tackle deprivation and poverty, often associated with a recognition of the limits of local
government as a vehicle for securing those ends, because of its reliance on unequally distributed
local tax resources.'? There are also those who would go further, and argue that the discretion to
make different local choices in itself creates undesirable differences within different parts of the
nation. The so-called ‘postcode lottery’ — the idea that it is unfair if access to services, and service
standards, differ between areas — is frequently raised by the media and in public debate on public
service provision, and it also appeared in the opinion research conducted for the Inquiry. We can
perhaps link the concern about this to a sense of national entitlement created by the development
of a national welfare state over the past century. Council tax has also been heavily criticised as
contributing to unfairness because of its design, a subject to which I will return later.

221 A final challenge to the institution of local government concerns the power and importance
of place in modern society. Increasingly rapid communications and cheaper transport, and a
growing concern about global, rather than local, issues potentially reduce the importance of place
and the relevance of locality in both the social and economic spheres.

222 From a social perspective, some would argue that the greater speed and lower cost of travel
and communication, both within one country and across the world, are reducing the importance
of place as a way of organising our lives and framing our identities. We construct our identities in
a more complex way, and we may not have the social and family relationships at a local level that
we once did, because we can now maintain social connections across a much wider area and with
a larger group of people. As one academic puts it, “individuals are free to build relations and
communities across space, throwing into disarray the old hierarchical order of local
communities.””® That potentially means that people are less interested in, and feel less connected
with, their immediate community, and that decisions made on the basis of communities defined
by geography risk being arbitrary, rather than responsive to the needs of differentiated
communities. For example, a study of community identity in shire areas of England in the mid-
1990s found that “the largest group [of people] have no sense of attachment to any of their
neighbourhood/village, their district or their county. Nearly one in three fall into this category.”

2.23  Related arguments about the impact of changes in information and communications
technology and transportation suggest that places will become less important for understanding
patterns of economic activity and pursuing economic prosperity. For example, while suggesting
that the notion that ‘geography is dead’ is only half true, Kevin Kelly argues that “the new economy
operates in a ‘space’ rather than a place, and over time more and more economic transactions will
migrate to this new space”.”” The importance of government action, and particularly that of local
action, is much less important in the pursuit of economic prosperity in such an analysis, and will
become less so in the future.

" Le Grand, ]., Motivation, Agency and Public Policy: Of Knights and Knaves, Pawns and Queens, 2003.

12 See, for example, Walker, D., In Praise Of Centralism, Catalyst, 2002.

15 Strassoldo, R., ‘Globalism and localism: Theoretical reflections and some evidence’ in Zdravko Mlinar (ed.),
Globalization and Territorial Identities, 1992.

' Young, K., Gosschalk, B. and Hatter, W., In Search of Community Identity, Joseph Rowntree Foundation,
1996.

15 Kelly, K., ‘New Roles for the New Economy’, 1998.
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224 These criticisms of the legitimacy and value of local government all have some validity.
However, I do not believe that they tell the whole story, nor, where they seck to provide solutions
to the problems they identify, that those solutions deal with all of the issues involved in collective
decision-making, and the management of public services. Informed by this discussion, I now go

on to set out my conception of the modern role for local government.

THE MODERN ROLE FOR LOCAL GOVERNMENT

225 We need a new vision for local government’s role, which combines its role as a place for
discussion, representation and decision-making with its role as deliverer of the welfare state and
public services, and a desire to achieve efficient and responsive services and government. As I will
shortly discuss, my concept of place-shaping aims to encompass all these elements. In considering
this issue, it is important to see local government as part of a single system of government, focused

on meeting the needs of citizens.

2.26  The arguments in favour of local government as a device for allocating public resources and
effort efficiently and effectively to secure the well-being of citizens remain strong and compelling.
While competitive markets, in which individuals make free choices about where and how they
spend their money, are the most efficient approach to the allocation of resources in many
situations, and while quasi-market approaches can be used in some public services to enhance the
quality and responsiveness of provision, some issues remain resolutely collective. This includes the
provision of what an economist would call ‘public goods’, but also decisions about the best use of
public money and the management of other publicly subsidised services in particular places.'
That does not necessarily mean that those services need to be publicly owned and directly
provided, but it does mean that there must be the capacity for collective action and choices about
the use of public revenues. Local government has a unique role in that it can not only exploit its
local basis and knowledge, but it is also the sole body in the locality which has a responsibility for
stewardship of that place, and accountability to all the citizens in the area and a responsibility to
enhance their well-being.

227  The need for local government to have space and flexibility to act on local preferences and
choices is strengthened by the fact that, while people have sought to define measures of well-being,
there is no single definition or blueprint for how governments should act to improve it. Indeed,
there are significant risks in any one person, or central government, or an inspectorate, defining
and measuring well-being as an indicator of success, because all individuals, and all communities,
are different. What a community most values and would benefit from at a particular point in time
will not necessarily be the same at a different time or in a different area. Economists and
philosophers have long grappled with this dilemma. The best practical solution is to allow people
to make their own choices — in the language of economists, to show their ‘revealed preferences’.”
In considering how best to improve the well-being of local communities, similar questions arise —
while it may not be possible or desirable for people to make individual choices, we can and should

give people the choice to make decisions as communities when individual choices are not possible.

' The economic definition of a public good is one which is non-excludable (once provided, no-one can be
prevented from benefiting from it) and non-rival (one person’s consumption does not diminish the amount
another person can consume). Local government services which are to some extent public goods include street-
lighting and parks and open spaces.

7 See, among many others, Dowding, K., A Defence of Revealed Preference Analysis, London School of
Economics, 2002.
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2.28  For this reason I am in principle attracted to giving satisfaction greater weight as a measure
of well-being, because it can reflect the opinions of local people themselves — in fact explicitly
because it is a subjective measure, rather than being defined on behalf of local communities by
distant bureaucrats or experts. I recognise this raises significant challenges, since satisfaction is
often not a consistent measure of service quality or well-being over time or between areas, but
nevertheless I want to recognise the value of people’s own conception of what is important to them,
rather than designing systems which assume that one definition of well-being can capture what is
important for all communities or all individuals.

2.29  For this analysis to have weight, we need to be confident that geographically defined
communities are still relevant, that needs and preferences do vary between places, and that some
issues will affect some communities in different ways than they will affect others. Changes in
communications and individual mobility are undoubtedly changing the way people look at the
world, and their ability to sustain contact, and feelings of community well beyond the boundaries
imposed by geographically defined communities.

2.30  However, the fact that our communities are now more complex than in the past, because of
social changes and greater mobility and cultural and ethnic diversity, can in some cases accentuate
the need for local knowledge and understanding. The arguments for a local role in determining the
actions of government and the provision of public services are, in fact, becoming stronger as our
understanding of the multi-faceted nature of social and economic problems grows, and as our
aspirations to solve them and to govern uncertainty and diversity increase. A recent study by the
Tavistock Institute concluded that the need for distinctive responses will become stronger in the

future as our society becomes more complex and more diverse:

in 2015 many of the pressures on government will manifest most dramatically at a local level.
More flexibility and responsiveness at a local level would significantly enhance governments
capacity to meet those challenges successfully: to enhance life chances; improve the responsiveness

of the economy; regulate and change behaviour; and address social tensions and conflicts."

231  There are also a number of arguments which show that locality and place are still relevant
as a focus for collective decisions. Analysis in my May report showed that the people of different
local authority areas do have different views, both on what it is that makes somewhere a good place
to live, and on what they would prioritise for improvement in their area. Other academic studies
confirm this, demonstrating that the people of different local areas would choose to spend
additional resources in different ways."” Research shows that many people continue to feel a strong
sense of attachment to the local level — though this attachment is often at a lower level than that
represented by our present administrative boundaries, something which poses a challenge to local

authorities.”

232 In addition, a host of issues remain fundamentally local issues because of the scope of their
impact. That is particularly the case for matters concerned with land use planning — the location
of new housing, the accessibility of public services, shops and businesses, and the impact on the
environment and local public space of new development, for example, are never likely to be issues
that fail to spark local interest, support and opposition.

'8 Tavistock Institute, Al Our Futures, ODPM, 2006.

¥ Dowding, K. and Mergoupis, T., Local government and its discontents: citizen preferences for local services,
Economic and Social Research Council, 2005.

* Young, K. et al., In search of community identity; see also research conducted for the Boundary Committee for
England for the local government reviews in the North East at www.boundarycommittee.org.uk
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2.33 It is also clear that place still matters a great deal from an economic perspective — indeed
some would argue that globalisation and the increasing mobility of highly skilled people and firms
makes place more important as a competitive asset, and thus puts more of a premium on the
management of that asset. Different theories give different explanations about why some places
succeed and others do not — but all identify local characteristics as important to outcomes, whether
that is about local physical and human capital assets, local market failures and the way in which
those are addressed, or local conditions and amenities which make some places more attractive to
talented and creative people than others.”

2.34  Modern economic theories also emphasise the importance of sub-national economies being
able to respond to the challenges of both growth and decline through the utilisation of local assets
and local comparative advantages. The Organization for Economic Cooperation and Development
(OECD) has argued that national policies which simply seck to redistribute investment between
places, for example by providing simple fiscal incentives to relocation by firms, “do little to
stimulate growth and employment ... and may even be costly blind alleys”* That puts a greater
premium on the ability of local economies to adopt an evidence-based approach to using their
comparative advantages, and to adopt different approaches in different places in order to tackle
local market failures.

235  Accepting these arguments means accepting some degree of variation and difference
between different parts of the country in their governments and their use of resources. Some would
not agree with that view, as I noted above, but it is a point of fundamental importance. As the
Layfield Committee recognised, I believe that we face choices in the way in which we are governed.
At one extreme, we can be governed in a way that places a high value on people receiving similar
standards of service, regardless of where they live. On the other hand we can be governed in a way
where it is accepted that standards of service may vary from place to place, where this is a
consequence of local choice. Local government can engage with the local community and work
with local partners to design and deliver services that meet the community’s priorities — a plural
system which values diversity and delivers greater overall well-being. In a world of constrained
resources, where we cannot all have everything that we want, the need for local choice in order to

respond to pressures on resources through prioritisation is also critically important.

236 The argument that this will lead to an unfair ‘postcode lottery’ thus over-simplifies some
complex issues. As I said in my May report, if the people of one area collectively choose to use the
public resources at their disposal in a different way to the people of another area, it is hard to argue
that this is unfair. Some commentators have in fact argued that local choice and variation, backed
by national minimum standards, can be a way of pursuing greater social justice by addressing
inequality.”® We should also acknowledge that proponents of ‘universal’ provision tend to
underestimate or ignore the level of prevailing variation.

1 See, for example, Florida, R., The Rise of the Creative Class, 2002.
2 OECD, Devolution and Globalisation: Implications for Local Decision-Makers, 2001.
» Pearce, N. and Paxton, W., Social Justice — Building a Fairer Britain, ippr, 2005.
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237 There are therefore strong arguments in favour of a degree of local choice. In practice, the
public desires both national standards and local variation, with opinions varying between different
services. The research I commissioned suggests that people want an assurance that key services will
be delivered to similar (generally minimum) standards across the country, but also that they want
the ability to influence the shape and delivery of services and to take decisions locally — and where
they have that opportunity they are much less concerned about difference between places. There is
a balance to be struck between an appropriate set of national or minimum service standards, and
the variety and community choice which, in my view, is a positive part of a healthy and
sophisticated system of governance. My conception of the modern role for local government is
therefore of a system which delivers the right degree of ‘managed difference’ through meaningful
local choice over public services, and through place-shaping more broadly.

2.38  However, all of these advantages of local government as a way of pursuing the well-being of
communities depend on it being able to understand and respond to the needs and concerns of its
citizens — and on the well-being of citizens, rather than the interests of the organisation or producer
groups, being the objective and motivating principle of its actions. As noted above, this is an area
in which it has been criticised — with low levels of turnout, a lack of diversity within the councillor
body and a generally poor opinion of local authorities, who are seen as separating local government
from local people. While this is an area to which local government undoubtedly needs to devote
more attention, it is one where I do believe it has a great deal to offer. Ensuring that local
government is fully and transparently accountable to local people, for the decisions it takes in the
pursuit of their interests and the use of their resources, is critical to an effective system of local

gover nment.

239  The local democratic process of debate, scrutiny and, ultimately, election is a means by
which local citizens can hold local authorities to account, and make choices about how they want
to be governed, what they want for their communities and what they want from local public
services. However, election alone does not confer knowledge and legitimacy on local government,
and closer engagement with the public is needed to develop a more finely grained understanding
of what local people want — as citizens, service users, and as taxpayers. It is only through ongoing
engagement and dialogue with the community that local choices can be informed by a strong
understanding of people’s needs, expectations and aspirations, balanced by a grasp of what they are
willing to pay for through charges and local taxes. Results from recent surveys suggest there is a
relationship between satisfaction with the authority as a whole, and opportunities for participation
and the degree to which respondents think they can influence local decisions.* Creating robust and
effective arrangements for engagement and influence at the community and neighbourhood level,
beyond the council offices, is also likely to be important as part of this process of engagement.

240 Many elements of this will be inherently political, and part of the process of local
government for which only elected councillors can take responsibility. We should emphasise the
role of the elected as ‘representatives’, not as managers. This includes making judgements where
difficult choices and trade-offs need to be made for which there is no ‘right’ administrative answer,
and where there may well be tensions concerning the different priorities of taxpayers and service
consumers. Those judgements — and their acceptance by local people — rely on the council’s ability
to make well-informed decisions which are based on a clear understanding of local priorities and
views on the necessary trade-offs. The local authority has a part to play as arbitrator, as different
parts of the community will have different experiences, needs and aspirations.

* Communities and Local Government, Best Value User Satisfaction Surveys 200607, 2007.
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Single system of 2.41  This description of the role and value of local government in the 21st century is not
government intended to imply that local institutions are always the best way to deal with the governmental

needs of our society, nor that local choices are necessary or appropriate on all topics or for all
situations. There are decisions we may wish to make as a society — for example on many aspects of
taxation, healthcare and law and order — at a national level, and there are governmental activities
which benefit from a consistent national approach or national coordination. In some cases, for
example on climate change, a global approach may be needed. My concern is rather to ensure that

the unique value of local government is recognised as part of a single system of government.

242 Despite all of this, in discussing the role of government, at any level, we should take care
not to give it too great a share of the story. As I noted at the beginning of this chapter, government
exists to serve and support society, but it is not the same thing as society, nor is government
inherently necessary for collective activity and the benefits of such activity to exist. Even the
architect of the welfare state, William Beveridge, was clear on that. His third report, Voluntary
Action, published in 1948, argued strongly that self-help and voluntary action were a key
contribution to a successful society, and that government should be wary of eroding the potential
for such action. That remains an important lesson for us today.

Place-shaping

243 The modern role of local government can be described as ‘place-shaping’ — the creative use
of powers and influence to promote the general well-being of a community and its citizens. It

includes the following components:
®  building and shaping local identity;

*  representing the community, including in discussions and debates with
organisations and parts of government at local, regional and national level;

° regulating harmful and disruptive behaviours;

*  maintaining the cohesiveness of the community and supporting debate within it,
ensuring smaller voices are heard;

° helping to resolve disagreements, such as over how to prioritise resources between

services and areas, or where new housing and development should be located;

° working to make the local economy more successful, to support the creation of
new businesses and jobs in the area, including through making the area attractive
to new investment and skilled workers, and helping to manage economic change;

*  understanding local needs and preferences, and making sure that the right services
are provided to local people through a variety of arrangements including collective
purchasing, commissioning from suppliers in the public, private and voluntary
sectors, contracts or partnerships, and direct delivery; and

*  working with other bodies to respond to complex challenges such as natural
disasters and other emergencies.
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244 Some have seen the place-shaping role as being in the main about physical development and
regeneration, but it is actually a much wider role. Fundamentally, I see place-shaping as a way of
describing my view that the ultimate purpose of local government should not be solely to manage
a collection of public services, but rather to pursue the well-being of a place and the people who
live there by whatever means are necessary and available. This does not mean that I advocate that
the improvement of public services should become a lower priority than it has been in recent years.
Rather, I think that wider local outcomes will be improved by a broader view of the locality’s
interests now and in the future, with local government’s role in delivering and influencing services

providing many of the tools necessary for place-shaping to happen.

Services

245 Total local government current and capital expenditure in England in 2005-06 was over
£140 billion, funded from government grants, redistributed business rates, council tax, and various
other forms of income including rents, sales, fees and charges. Local government spending makes
up around 27 per cent of total government expenditure and supports a wide range of services. My
Interim Report and Consultation Document provided a breakdown of local authority spending on
services, and I do not propose to repeat that here, but detailed information can be found in Loca/
Government Financial Statistics England, produced by Communities and Local Government. Table
2.1, below, provides a slightly simplified summary of local authority service responsibilities.

Table 2.1: Local authority responsibilities

Met. areas Shire areas London
Single MD SC/UA SD/UA Single City LB GLA
purpose purpose
Education X X X X
Highways X X X X X
Transport planning X X X X X
Passenger transport X X X X
Social services X X X X
Housing X X X X
Libraries X X X X
Leisure and recreation X X X X
Environmental health X X X X
Waste collection X X X X
Waste disposal X X X X X
Planning application X X X X
Strategic planning X X X X X
Police X X X X
Fire X X X X

MD=metropolitan district; SC=shire county; SD=shire district; UA=unitary authority; LB=London borough;
GLA=Greater London Authority.

Source: Local Government Financial Statistics, England, CLG.
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246 While this is useful context, debate too often focuses on which services local authorities are
directly responsible for, as if this is the true measure of the importance and worth of local
representative government. This is perhaps a reflection of the changes that took place during the
20th century, as particular responsibilities or powers were moved in and out of local government,
and new welfare services developed inside and outside the formal scope of its responsibilities. It also
reflects, particularly in more recent times, arguments about whether local authorities should own
and provide services in-house or whether services should be privatised or commissioned from

private and voluntary sector providers, which should really be a separate discussion.

2.47 A new conception of the role for local government needs to go beyond these debates to
reflect the well-being and place-shaping agenda. The issues that affect communities and the lives
of individual citizens are not confined to the organisational limits and boundaries of different
service agencies. The work of these different agencies therefore needs to be brought together. That
requires not just the joining-up of resources and activities, but also a leadership and influencing
role to ensure that the efforts of all agencies are focused on the outcomes of greatest importance to
local people. Local government is well-placed to play this convening role.

248 The local authority should have a role in representing the community interest and
influencing any service that has an impact on local people, whatever the formal arrangements for
the management of that service. That is especially important where those impacts fall on the
community as a whole, or in a way which means that they are unlikely to be dealt with through
the actions of individuals alone. Local authorities should be recognised as the body in the locality
with the responsibility of bringing together the efforts of the public sector, and also of relevant
parts of the private and voluntary sectors, to secure local well-being through a convening role. That
is at the heart of what place-shaping is about.

249  Concentrating on the promotion of well-being also helps to cut through some of the
difficulties involved in the debate on the role of private and voluntary sector provision. The focus
should be on the objectives and outcomes from the service, and who sets and manages those, not
about whether the service is ultimately delivered by the private, public or voluntary sectors.

2.50  Local authorities also have the potential to use their power, particularly their purchasing
power, and their long-term perspective to shape markets so that independent provision can meet
the needs of individuals and communities, where the market may not immediately be able to do
so unaided. Appropriate regulation and effective commissioning enable the reliable and trusted
independent provision of services that might once have been seen as the prerogative of the public
sector, for example in childcare and domestic care for the elderly.

251 Many of the key governmental and public service challenges we face — from reducing
obesity, to improving community safety or tackling climate change — require the active
participation of citizens, communities and service users if efficient and effective outcomes are to be
secured. Local government’s ability to engage with individuals and communities in a direct way
should make it well-placed to enable the ‘co-production’ of services and outcomes from public
services — what has been described as “the missing factor — labour from the consumer — that is

needed in every sphere of social endeavour””

» Boyle, D., Clark, S. and Burns, S., Hidden Work: Co-production by people outside paid employment, Joseph
Rowntree Foundation, 2006.
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252 This will be a critical role for local government in the future, working with individuals and
voluntary sector institutions, as we seek to address complex and seemingly intractable problems
that cannot be resolved through straightforward service delivery approaches. This is not just about
providing services at lower cost, but, more importantly, about delivering services better suited to
the needs of individuals, and thus helping to enhance satisfaction. In some cases — our impact on
the environment and use of natural resources, for example — it will involve changing behaviours as
well as engaging people more closely in provision.

2.53  There remains an important discussion to have about which services are best determined by
local authorities, and which by other agencies, and the role which local and central government
should have in determining the approach, standards and financing of those services. I do not
propose in this report to come to detailed conclusions on all of the many services in which local
government has a role, and how responsibilities and powers should be allocated between the
different tiers of government. The detailed analysis and investigation required would be beyond my
remit and my resources. More importantly, such conclusions involve a strong element of political
choice — views of national entitlements and acceptable standards are inherently political decisions
—and I do not wish to prescribe the job of the elected or of governments by implying there is a
single right answer. Across the world, one can see that almost all services are delivered by a state,
regional or local government somewhere in the world, even including services which have a
strongly national tone in this country such as defence and social security. There are genuine choices
here for governments and societies to make.

2.54 However, I do want to offer some observations in this report on specific issues that have
come out of my work. In my May report, I set out the following principles which can help to

inform decisions on which aspects of services are most appropriately determined locally:

®  local variation in needs, preferences and costs of provision: if these factors vary,
then the most efficient way to use resources will also vary between areas. Under
this heading we should also consider the extent to which a service is seen as one to
which people should have an entitlement as a citizen of England or the UK;

®  local benefit: if the benefits of a service are felt by local people, then decisions taken
locally will reflect the value people put on the service. This is particularly
significant where the benefits fall on people as a group, rather than on specific

individuals;

o local costs: if the costs of the service, both in financial terms and also in terms of
environmental and other impacts, are felt by local people, and there are few
spillovers onto other areas, then decisions should be made locally, again because

they will better match the value local people put on the service;

*  strongly influenced by the behaviour of the individual and with potential value
from co-production: engagement with citizens and consumers can be easier and
more effective if undertaken in a locally responsive and tailored fashion. This also
suggests that if there are benefits in value for money or outcomes to be found by
engaging users in the co-production of a service, then such services will benefit
from local discretion;

®  synergies and economies of scope with other local services which mean there are
benefits from joining-up at the local level. If the quality of a service or the way in
which it is delivered has an impact on the outcomes achieved by other local
services, those should be taken into account when making decisions;
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*  limited economies of scale: if the savings to be made by managing or procuring
more of a service are small, there is less of an efficiency argument for not managing
it as locally as possible (taking into account the costs and difficulties of achieving

economies of scale in practice); and

®  potential advantages from innovation or experimentation to test and develop new
approaches: we do not always know the most effective way to solve complex
problems and the possibility of testing out different approaches in a smaller area,
without risk to the whole of the country, offers potential benefits.

2.55  Later chapters of this report return to these points when discussing specific services on

which I undertook more detailed work or commissioned research.

WHAT DO WE WANT FROM LOCAL GOVERNMENT?

2.56  There are many different ways in which we can summarise and analyse the opportunities
and challenges that we face as a country and as a society. In my May report I highlighted five in
particular:

° a rapidly changing global economy;
° demographic and socio-economic change;

®  growing expectations of the responsiveness and customisation of goods and

services;
®  environmental pressures and climate change; and
®  the changing nature of political engagement.

2.57  The Government has also recently published its own detailed analysis of the key long-term
challenges and opportunities for the UK in preparation for the 2007 Comprehensive Spending

Review.?

2.58  In this report, I want to take a slightly different approach, building on this prior analysis,
to identify four areas where I think local government has a significant role to play in delivering
important outcomes that arise from the manifold opportunities and challenges we face:

° first, in providing safe and secure places to live in, where communities are cohesive

and integrated;

®  second, in helping to foster the greater prosperity which benefits individuals and
allows us to fund public services, including engaging with the challenges and
opportunities posed by globalisation;

®  third, addressing the impact we are having on the environment by taking steps to
make our lifestyles more sustainable through engagement with citizens and
through the performance of its statutory functions; and

*  fourth — and this needs to underpin all of our work if the overall system of
government is to be sustainable — improving the level of engagement with, and
trust in, our system of government, at both local and national levels.

* HM Treasury, Long-term opportunities and challenges for the UK: analysis for the 2007 Comprehensive Spending
Review, 2006.
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2.59 I consider each of these issues in further detail below.

2.60  Social cohesion — the existence of mutual trust and relationships between individuals and
communities of different backgrounds and characteristics — is an important quality for
communities. The basic values of trust, respect and tolerance on which it is built are fundamental
to life and economic activity in a modern democratic society. Social cohesion also contributes to
quality of life and the attractiveness of communities, and its absence can create significant
challenges for the maintenance of law and order, and detract from the sense of safety and security
which can be so important to individual well-being. Indeed, the term ‘co-production’ was
originally coined to explain why neighbourhood crime rates went up in Chicago when police
stopped walking the beat and lost their vital connections with local community members.”

2.61 Building and maintaining social cohesion is becoming more challenging and more
important as our society becomes more diverse and more open to information, comparison and
influence from elsewhere in the world, and as the ethnic and religious backgrounds of the
population of the country become more varied. However, social cohesion is not just about
ethnicity and religion. As the Commission on Integration and Cohesion has argued, “differences
and tensions can arise between people from different age or income groups, different political
groups, and within the boundaries of single ethnic groups”.® The nature of relationships between
different age groups can be important; debates on anti-social behaviour, for example, show the
importance of understanding and trust between people of different age groups. There is also a live
debate among sociologists about the ways in which relationships between individuals in general are
changing over time, with a general concern, perhaps most clearly set out by Robert Puttnam in his
work, that the links and trust between individuals are being eroded by modern lifestyles and

attitudes.”

2.62  Such connections are often referred to as social capital. Definitions of social capital vary, but
the key elements include ‘neighbourliness’, belonging to social groups and networks, and taking
part in local activities. Social capital may be seen in networks which bond individuals together
through shared race, faith, social class or locality. But it is also needed to form bridges between
communities, creating a wider and more inclusive identity leading to mutual understanding
between people with different backgrounds. Building social capital can support a range of policy
objectives. Research has shown that higher levels of social capital are associated with better health,

higher educational achievement, better employment outcomes and lower crime rates.”

2.63  The influences on social cohesion and social capital come from a variety of sources. Some
are the reflection of wider trends in society and lifestyles, and many others are the result of national
and international events and policies, including foreign and immigration policies. However, the
characteristics of individual places and the relationships between people within them are also of
great importance and, whatever the causes, any attempt to address deficiencies or develop greater

cohesion must reflect the complexity of those places and people.

7 Boyle, D., Clark, S. and Burns, S., Hidden Work: Co-production by people outside paid employment, Joseph
Rowntree Foundation, 2006.

* Commission on Integration and Cohesion, Our Interim Statement, 2007.

» Puttnam, R., Bowling Alone: The Collapse and Revival of American Community, 2001.

% Woolcock, M., “The place of social capital in understanding social and economic outcomes’, in

ISUMA 2 (1), 2001.
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2.64 Given the importance of local characteristics and relationships, and the need for locally
relevant and sensitive solutions, local authorities, with their detailed local knowledge and ability to
engage, should have a central role to play in building cohesion and helping to develop social
capital. Engagement and action by authorities can provide the connections for integration and
cohesion by developing trust and mutual respect within the wider community, building
community identity and pride in place, and developing relationships between citizens within a
locality. The Commission for Integration and Cohesion argues that the need to develop shared
civic values is an opportunity for local government, and Ted Cantle, who chaired the independent
review into the disturbances in Burnley, Bradford and Oldham in 2001, has argued strongly that
the local authority has to lead on social cohesion issues — and is particularly well-placed to support
this by involving local people in building a compelling vision for the area, which everyone can
understand and feel able to accept.’ It has not been something that local authorities have always
seen as part of their role.

2.65  The principles for improving cohesion set out by Sir Robert Kerslake are a useful illustration
of what local government can contribute in addressing challenges to social cohesion.” They all
require the detailed local knowledge and engaged and sympathetic approach from government that

local government should be able to demonstrate:
° understand the changing mix of local communities and the challenges they face;

° recognise that there is a positive leadership role for councils to create a sense of

belonging, standards and values for a community;

®  create a level-playing field. Iron out issues of myths and perception by
communicating why specific actions are taken for one neighbourhood over
another;

®  create a feeling of being part of the community by ensuring equal representation
of all residential groups in local decision making; and

®  prevent groups becoming isolated by helping new communities interact with those
that are more settled.

2.66  The work on social capital conducted by the London Borough of Camden and the Institute
for Public Policy Research since 2002, and Camden’s response to the London bombings, shows
how local authorities can engage in these issues.

1 IDeA, ‘A diverse agenda: local authorities and local identity’, 2006.
2 As cited in Local Government Chronicle, 11 January 2007.

Lyons Inquiry into Local Government — Final Report March 2007



Local government in the 21st century: what is it for?

Community cohesion in Camden

Camden is one of the most ethnically diverse parts of London, with a large Muslim population.
The council sees promoting community cohesion through building and supporting mutual
understanding and respect as one of its core roles.

It has taken a number of steps to reinforce cohesion through mainstream services, specific
projects and partnerships with community and faith groups. These include a statement of
common public values produced by the faith communities partnership, and the publication of
a ‘myth-busting’ booklet about refugees and asylum seekers to tackle misconceptions and
prejudice. In 2005 the Council ran its second large-scale survey on social capital to assess the
state of community relations, neighbourliness and people’s sense of empowerment, which is
helping to inform service developments and cross-cutting strategies.

Community cohesion became especially important in July 2005 when Camden was at the
centre of the terrorist attacks on London, with two of the bombsites located in the borough. In
addition to working with the police, the community safety partnership and voluntary groups to
provide reassurance, the Council took steps to address possible tension. In the days following
the attack, it brought together local faith, community and civic leaders to demonstrate unity in
defiance of the terrorists and reaffirm a shared commitment to a united Camden. It decided to
go ahead with several community festivals, including the Bangladeshi Mela in Regents Park,
even though it presented security and other risks, and also brought children from across
Camden’s schools together to provide a means for them to share their feelings and responses.
These and other immediate steps succeeded in avoiding major community tensions.

Promoting 2.67 Government at all levels has a role in enabling individuals to create and benefit from wealth,

economic with due regard to fairness and to environmental sustainability. Greater wealth can provide more

prosperity choices, greater security and more opportunities for personal realisation for individuals. Greater
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prosperity can also fund the provision of better public services and support for vulnerable groups,
by increasing the revenues that governments can raise through taxation — the ‘cake’ available to
fund our collective ambitions for the country. Indeed, over the years a significant proportion of our
growing national wealth has been used for new and expanded services and welfare support — for
example, the introduction of pensions, other forms of social protection and also the creation and
expansion of the National Health Service, as part of the development of the welfare state. Growth
also allows us to invest for the future in the public and private assets like transport infrastructure

and education which are necessary for our continued prosperity.

2.68  Our expectations of the potential for improvements and expansions in public services, and
for the provision of more generous financial support to those who need it, are substantial — in part
encouraged by the ambitions of successive governments. Not all of those expectations can ever be
met, but a focus on continuing the growth of the economy offers the potential to meet some of

them as tax revenues increase.

2.69  While it is in the main private sector activity and investment that generates economic
growth, government and the public sector do have an important role to play in setting frameworks,
dealing with collective issues and trade-offs and intervening to address market failures. Fostering
economic prosperity and growth needs to be a shared objective for all levels of government. Many
critical factors, including basic legal and financial frameworks, monetary and most aspects of fiscal
policy, and international trade arrangements, are clearly national responsibilities.
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2.70  The performance of the UK economy in recent years has been enviable, with the longest
period of unbroken growth on record combined with historically high levels of employment and
low levels of unemployment and interest rates. The Government’s economic reforms must be given
a substantial share of the credit for this, with the OECD stating that “this performance is a
testament to the strength of the institutional arrangements for setting monetary and fiscal policy
as well as to the flexibility of labour and product markets”*> However, as noted earlier, recent
economic theory and analysis identifies local factors and institutions as important influences on
economic change and growth, and emphasises the importance of sub-national economies being

able to respond to the challenges of both growth and decline.

2.71  Local government thus has a part to play. It already has many powers and responsibilities
relevant to economic development and prosperity, not the least of which are its responsibilities for
land use planning. Given the wide range of factors that contribute to a successful economy, and
the unique characteristics of each local economy, it is desirable that the agencies which seek to
improve economic prosperity should have a wide range of powers, and the capability and
legitimacy to influence and guide others. Local government is well placed to do that, and studies
have shown the importance of strategic capacity and leadership in local government in achieving
economic growth.* The case study of Sheffield below shows how local government can respond to

changing economic conditions.

Economic Development in Sheffield

For the first half of the 20th century Sheffield prospered as a producer of high quality steels and
cutlery. However, during the late 1970s and 1980s, it suffered a severe economic shock from the
loss of jobs in steel and manufacturing as its major industry struggled to compete with a range
of new producer countries in a world economy where steel capacity was running ahead of
demand. Within a decade the city had lost a quarter of its jobs. This heavy reliance on steel
production made Sheffield’s challenge in modernising its economic base greater than in many
cities of comparable size.

Sheffield has recovered impressively over the past ten years from a very low point. Gross Value
Added per head has increased at a rate matching the best of the major cities in the UK, business
growth has been strong in key industries, investor confidence has returned to the area and
unemployment has fallen significantly to converge with the UK rate. Key contributions to this
progress have been the pivotal leadership role played by the Council in harnessing the strong
sense of partnership in the city, and the use of innovative arm’s length arrangements that
enabled a clear focus on economic objectives and an unremitting focus on delivery.

In an increasingly competitive environment, the Council’s focus is now on targeting new
objectives. They want to accelerate the growth of knowledge-based businesses, capitalising on
the excellent research facilities of Sheffield’s universities and business innovation capacity, and
inculcating a far stronger sense of enterprise, particularly in Sheffield’s more deprived areas.
They would also like to significantly increase educational and skill levels throughout the city.
The Council hopes to extend the success of the city centre renaissance into other parts of the
city, and to strengthen the overall marketing of the city. This includes capitalising on Sheffield’s
environmental and cultural assets in order to position the city in the UK and internationally,
raising its profile as a competitive location for knowledge economy businesses and promoting it
as a key tourism destination.

% OECD, Economic Survey of the UK 2005, 2005.

3 See, for example, Kauffman, Leautier and Mastruzzi, ‘Governance and the City: An Empirical Exploration
into Global Determinants of Urban Performance’, World Bank Discussion Paper, 2004 and Parkinson et al.,
Competitive European Cities: Where Do The Core Cities Stand?, ODPM, 2004.
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2.72  As we pursue greater economic prosperity, undeniable scientific evidence is making it
increasingly clear that we also need to face up to the threats posed to the sustainability of our

policy planet’s environment and natural resources.
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2.73  Sir Nicholas Stern’s recent report, The Economics of Climate Change, has demonstrated that,
without concerted action, global warming will have a significant impact on societies and economies
across the world. However, it also shows that action is possible, and is more efficient than doing
nothing. Taking action to ensure we are using resources in a sustainable way is necessary if we are
to maintain our quality of life and economic progress, and to secure them for our future and for
future generations.

2.74  There is also a range of other pressures on natural resources and the environment which
should not be forgotten. Ensuring that we use finite resources effectively, and that we balance
economic development with environmental protection and the protection of biodiversity, are all
significant challenges, again with important implications for our quality of life and the
sustainability of our lifestyles.

2.75 Tackling environmental problems like these often requires collective solutions as the
impacts do not fall solely on those who consume resources or undertake certain forms of activity.
Sir Nicholas Stern has described climate change as “the greatest market failure the world has seen”,
requiring governments and societies across the world to act to reduce carbon emissions. Some of
the environmental challenges are less global than climate change — ensuring sustainable and
appropriate mixes of land use within a country or a community, for example — but they still require
collective solutions and often a greater or lesser level of government intervention in the operation

of the free market, whether at national or local level.

2.76  Local approaches and solutions are particularly relevant to the issues with a more local focus.
Local authorities are responsible for the development of local plans to regulate land use, for waste
management and for other aspects of the natural and built environment. They can make a very
substantial contribution to sustainable development through their statutory responsibilities and
through their wider place-shaping responsibilities for the well-being of their citizens and

commuunities.

2.77  Local government can also make a significant contribution to even the most global of
challenges, such as climate change. While local authorities cannot solve such problems alone, it is
clear that the sense of responsibility felt by local people, local politicians and local authorities as
institutions to the world and to the future of their places has led to action on this issue. A good
example of local authority commitment in this area is the Nottingham Declaration, a voluntary
pledge to take action on climate change, described in the box ovetleaf.
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The Nottingham Declaration on climate change

The Nottingham Declaration is a voluntary pledge committing local authorities to take action
to address the causes and impacts of climate change. It commits them to:

* work with central government to contribute locally to the delivery of the UK climate
change programme;

* prepare a plan with their local community to address the causes and effects of climate
change;

* commit, within that plan, to reducing greenhouse gas emissions produced by the

Council’s own operations;

* work with and encourage all sectors of the local community and key service providers
to reduce greenhouse gas emissions and to assess, identify and suggest ways to adapt to
the potential effects of climate change; and

* provide opportunities for the development of renewable energy generation in their area.

Advice and support helps councils to reduce their greenhouse gas emissions and help their
community adapt to the impacts of climate change through developing a community-wide
strategy, and focusing on council estate management, services provision and their role as
community leaders.

The pledge was originally launched in 2000, and re-launched in December 2005. Over 200
councils have signed up to date and examples of the work being done include:

e Kirklees Metropolitan Council, whose SunCities project involved installing solar
electricity panels and hot water panels on six care homes, two schools and around 500
homes. Kirklees now generates 4.9 per cent of the UK’s solar electricity.

* Brighton and Hove City Council, one of the earliest signatories to the declaration,
whose all-encompassing approach to sustainable energy extends from in-house green
procurement policies, to the design of their public library — the most energy efficient
public building in the country.

Further details on the Nottingham Declaration, and the councils who have already signed up,
are available from: http://www.nottinghamdeclaration.org.uk

2.78 A number of local authorities, including Woking (which featured as a case study in my May
report), Nottinghamshire, Shropshire, Cornwall, Leicester, Nottingham, Lewisham and High Peak
have taken this agenda particularly seriously and sought to minimise the carbon impact of the
authority and the community. In the future, new frameworks and expectations which may be
introduced, such as the emissions trading schemes advocated by bodies such as the Sustainable
Development Commission, could further enhance the importance and necessity for local action on

this issue.

2.79  Addressing climate change and sustainable development will require individuals, as well as
governments, to make different decisions. Here there is another role for local government. While
people’s ‘environmental literacy’ is increasing all the time, there is more to do to explain and
influence behavioural change. Local government’s closeness to the community should enable it to
contribute to this as well, for example through work with schools and community groups.
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Satisfaction and 2.80 The final challenge that I believe exists for local government (and, indeed, for central

trust in  government) is to address levels of trust and satisfaction among the public. Neither of these

government concepts are necessarily inherently desirable — many would argue that citizens should not trust
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governments because of the risk that those with power will be tempted to abuse that trust, and the
fact that it is very difficult for any individual citizen to know enough about the processes and
decisions of government to be sure that they agree with the decisions taken. Nevertheless, if we are
to completely ignore criteria such as this, we are left with little means of assessing the health of our
democracy. A lack of trust is a problem for today because it makes it more difficult for governments
(including local government) to make difficult trade-offs and reconcile conflicting views within the
local community while retaining support. It is also a problem for the future because it weakens the
breadth of our political culture, and is likely to make it more difficult to build participation in
politics from across the community at both political and officer level, and to motivate people to
engage in public service, whether in local government or in other local agencies of government
such as local health trusts.

2.81  Trust in government and politicians in the UK, and participation in politics through the
most obvious route — voting in elections — is low and, while it varies from election to election,
appears to be on a downward trend. Analysis, including that of the Power Inquiry, has diagnosed
a population less and less willing to engage with formal political processes such as party
membership and voting in elections, but more interested in pursuing interests through single-issue
campaigns and boycotts.”” Thus, the problem may not be one of a lack of interest in politics arising
from contented apathy, but failure in the systems and institutions of government.

2.82  We should not be alarmist in this analysis. It is true that trust in politicians is low, and in
an Ipsos MORI survey in 2006 72 per cent of the public said they did not trust politicians to tell
them the truth, compared to 5 per cent not trusting doctors and 56 per cent not trusting business

% But that level of distrust has remained fairly constant over the past 25 years — 75 per cent

leaders.
did not trust politicians to tell the truth in the same survey in 1983. That is nothing to be proud

of, but it does suggest that we are dealing with a long-term problem, not a new crisis.

2.83  Local government as an institution also suffers from problems with public trust, and the
public are less likely to trust their local councils than other local public sector organisations such
as local hospitals or the local police force. In 2003, 48 per cent of survey respondents did not trust
their local council very much or at all compared to 18 per cent for local NHS hospitals and 24 per
cent for the local police force.” This is perhaps not entirely surprising, given that local authorities
are responsible for less popular activities such as taxation and regulation, not just the provision of
widely-supported public services.

2.84  Local government also has a particular problem with public perceptions of fairness, linked
both to concerns about ‘postcode lotteries’ and to concerns about council tax. But fairness can
often be an ill-defined and highly contested concept, meaning different things to different people
at different times, and consensus on what is fair is almost certainly impossible. For example, in
relation to the financing of local public services, many people wrote to the Inquiry to complain at
the unfairness of the council tax, but they did not agree on what that unfairness was. Some thought
it was unfair that council tax did not take account of someone’s ability to pay. Others, on the other
hand, thought that it was unfair that it was not a flat rate tax for service use.

* Power Inquiry, Power to the People, 2006.

3 Ipsos MORLI, for the Royal College of Physicians. Base: 2,074 GB residents, aged 15+, in-home face-to-face,
October 2006.

7 MORI, Trust in Public Institutions, Audit Commission, 2003.
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2.85  Addressing these problems will be a complex and lengthy task, but it is an essential one. It
is one in which local and central government have a joint interest, as I believe that what
undermines trust in one part of government is likely to colour people’s opinions of the wider
system of government. A blame game between local and central government, and the lack of
transparency in decision-making, damages opinions of government and politics at all levels.

2.86  Addressing the issue of fairness in particular is both important in its own right and essential
if other reforms are to succeed. People’s worries about council tax and the provision of services in
their area are real and deserve careful consideration. But when concerns about council tax
dominate discussions about local government to the extent that they do now, it can become very
difficult to take a wider view of what sort of governance we want in this country and what reforms

might take us there.

2.87  Local government has the potential to contribute to increasing public trust in government
as a whole. Trust and involvement are built through responsiveness, choice and voice. Local
government can thus help to strengthen the relationship between the individual citizen and the
state through measures to build trust, honest taxation and a recognition that people do want to be
able to influence government and public choice decisions. There is a risk that if local government
— the most immediate level of government and the one with which people are most likely to engage
— has too little flexibility and scope to respond to views, this can contribute to a more passive, less
connected citizenry. That means engagement is crucial, and given that most people will not want
to be directly involved most of the time, it puts a premium on clear lines of responsibility, good
information, good feedback and elected representatives who are able to make a difference, be held
to account and challenge the authority and expose it to scrutiny.

2.88 Local authorities can also contribute to improving fairness and social justice (and
perceptions of fairness) at the local level, through the services they provide and more widely
through their responsibility for the well-being of communities. There is inevitably a need for local
authorities to make difficult decisions which benefit some people and disappoint others — and
therefore a critical need for them to engage with communities to inform and validate those choices,
and to explain them so people can understand why they were made. Understanding the difficulties
involved in making choices locally can, I believe, help citizens to feel the decisions themselves are
fair ones, even if they are not the choices they themselves would prefer.
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CONCLUSION

2.89  To address the challenges and opportunities of the future, we need government as a whole
to be flexible and responsive, able to react to economic and social change, and engaged with
citizens. I believe that local government has a crucial part to play in that overall system. The place-
shaping role, which I have set out in this chapter and in earlier work as the strategic role for local
government, is intended to be a role that local government can play across a wide range of agendas
through responding to local needs and preferences and in shaping and managing difficult social,
economic and political issues. It is important to see this as part of a single system of government —
it should not be a competition between local and central government for a finite amount of
legitimacy, power and resources, but a shared agenda to which each brings particular skills and

advantages.

2.90  However, we do not at present have a local government system which is likely to support or
enable all local authorities to take on this place-shaping role. The following chapters of the report
therefore consider the problems and barriers that currently exist, and then set out a series of
recommendations and challenges on function and funding. Both central and local government will
need to respond if we are to succeed in developing the confident and responsive local government

we need to play its part in our overall system of government.
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Part 11

Problems and solutions

Chapter 3 What is limiting modern local government?

A review of the problems with the current system of funding
and governance.

Chapter 4 Central government’s contribution to reform

Actions the government can take to address these problems.
Chapter 5 Local government’s contribution to reform

Changes local government can make so that it can engage
better with citizens and take on the place-shaping role.

March 2007 Lyons Inquiry into Local Government — Final Report 75



76 Lyons Inquiry into Local Government — Final Report March 2007



What is limiting modern local government?

March 2007

Summary

This chapter examines the constraints and inhibitions on modern local government and what
this means for the place-shaping role that I advocated in my May report, National prosperity,
local choice and civic engagement. The constraints on local government are systemic, behavioural
and also, in part, based on assumptions about public attitudes to choice and difference. This
chapter explores:

* the high degree of central control, both through formal targets and monitoring regimes,
and through softer and less direct controls;

* the lack of flexibility that English local authorities have to raise additional revenues and
use existing resources to support local priorities;

* the role of needs, expectations, national funding, efficiency and local choice in
determining pressures on council tax;

* the confused accountability in the finance system which contributes to a poor
understanding of how the system works and unrealistic expectations of how much
services cost. It also considers the complex governance arrangements within English
local government and how this affects work across authority boundaries to drive
economic prosperity;

* public attitudes to local government, which are more complex than generally accepted
and supportive of ‘managed difference’ when based on effective engagement;

* the lack of trust in local government caused by poor accountability, concern about
council tax and the impact of the adversarial relationship between central and local

government; and

* the incentives in the system that distributes national resources, in particular how they
can help to develop a more constructive relationship between central and local
government and also to support local authorities in pursuing improvements in
economic prosperity and housing supply in their area.

This chapter concludes that the important issues for reform are: greater flexibility, better
incentives, clearer accountability, tackling perceived unfairness and continued improvements in
efficiency — both in delivering services as cost-effectively as possible and in ensuring that local
government is working with local partners to deliver the right priorities.
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INTRODUCTION

3.1 The presenting problems which preceded the setting up of the Inquiry were public concerns
around council tax and the balance of funding between local and central government. However, it
became clear early in the course of work that these issues are driven by larger systemic issues about
the role and function of local government. In order to answer questions about how best to fund
local government, it was important first to develop a clearer understanding of the appropriate role
and function of local government, which I addressed in my May report.

3.2 Chapter 2 explored the modern role for local government based on the fundamental goal of
improving the well-being of its citizens, through the exercise of collective local choice based on
effective engagement. My May report proposed that this is best achieved through what I have called
place-shaping. This encapsulates a wider, strategic role for local government rather than one solely
focused on service provision, and it more fully recognises that it has a unique responsibility for its

local community and its local area.

3.3  This chapter analyses the reasons why local government is not currently able to fulfil its
place-shaping role in every area. It explores this in relation to the actions and behaviours of central
and local government and the relationship between them, as well as the incentives and constraints
imposed by the tax and finance system. It is based on a wide range of analysis and expert input.
Some of this was commissioned for the Inquiry, but I have also drawn on other published work
and evidence from the Inquiry’s seminar series, submissions and other meetings and events. The
content of this chapter is complemented by a more detailed analysis of the issues surrounding local
government finance, in Chapters 6 to 9, and by annexes on the research commissioned for my
Inquiry and a summary of the submissions that I have received.

3.4  Some of the analysis and research that underpins this assessment is common to the Local
Government White Paper, Strong and Prosperous Communities. Consideration of the White Paper’s
proposals and their implications are included in later chapters.

HIGH DEGREE OF CENTRAL CONTROL

3.5  Asdescribed in Chapter 1, the 1980s and 1990s saw increasing centralisation across a range
of local public services, driven by concerns to control public sector expenditure and efforts to
improve public services. In recent years this has been driven through new systems of performance
management and Public Service Agreement targets, greater emphasis on delivery and a willingness
by central government to take responsibility for specific issues across the country. This has clearly
improved performance on a wide range of measures.! However, it has inhibited the ability of local
government to respond to local needs and preferences and manage pressures on their budgets.

3.6 The 2001 White Paper, Strong Local Leadership — Quality Public Services, sought to release
local government from some regulatory burdens and provide greater freedom to use powers and
resources to meet local needs and aspirations. The recent evaluation of this concluded that there
was a mixed picture in relation to how far this agenda had taken hold. Central government
departments differed in how far they were prepared to give local authorities more flexibility,
particularly in relation to the degree of ring-fencing of grants. The evaluators also recorded limited
changes in the overall level of inspection of local authorities and highlighted the need for a more
commercial attitude on the part of some local authorities to take advantage of trading and charging

" Martin, S., Implications of Local Devolution for Efficiency and Effectiveness in Service Delivery, Lyons Inquiry
Seminar: Greater Devolution: Evidence in Support, June 2005.
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powers. The conclusion was that ‘a shift in mindsets [is] still required by elements of both central

and local government’.?

3.7 This sense of opportunities not taken is reflected in the submission from the National Audit
Office, where they set out their estimate that the overall cost of monitoring local government was
in the region of £2 billion a year. Recent work which informed the 2006 White Paper and led to
the ‘Lifting the Burdens Task Force’, found that central government and its agencies collectively
demand 566 performance items from local authorities, at an average cost of £1.8 million per
authority’> The most significant burdens were from Department for Education and Skills,
Department of Health and Communities and Local Government but other central departments
also required substantial performance evidence.*

3.8 The Local Government Association argues that the extent of the central control over local
government is not proportionate to the local role — it estimates that local government is responsible
for 25 per cent of public expenditure but has 81 per cent of central targets.” This definition
includes all expenditure, including welfare benefits, but none the less suggests that, given the level
of central funding, local services are disproportionately controlled by central government.

3.9  The recent Local Government White Paper has recognised the burden of performance
management and national target setting. However, I am also concerned about the extent of central
government influence exerted through a range of softer and less direct controls such as guidance,
central encouragements and conditions on grant. The indirectness of these soft controls, and the
subtle forms they take, make them more difficult to assess than direct targets and indicators. Their
impact can be profound in terms of the time and attention that are paid to them at the local level
and the strength of direction that is inherent in them, as illustrated in the following quotes taken
from the research commissioned for the Inquiry:*

Theres been quite a subtle change in the prescription from central government when legislation’s
drafied. I use licensing as an example, [the legislation states] you have to have regard to staturory
guidance, the statutory guidance is 200 pages long.

Some partners faced a lack of flexibility regarding how they could spend their budgets. For
example, 80 per cent of youth service funding has to be spent on young people aged 14 and
upwards, but in this area the police would like to develop activities for young people aged 10
onwards.

3.10 I recognise that the drivers of central control over local government are complex and not
simply the result of a narrow central control objective. Indeed, central control and prescription is
often driven by well-intentioned actions by ministers in the face of strong pressure from the media
and lobbying from special interest groups to take action to tackle a problem found in one or a few
areas of the country. Our country appears uniquely preoccupied with the ‘postcode lottery’ in a way
which can lead us to value uniformity far above the need to find the right solution for each area.

* Evaluation of Freedom and Flexibilities on Local Government: Baseline Study, Communities and Local
Government, 2006.

* On performance see: Mapping the Local Government Performance Reporting Landscape, Communities and Local
Government, 2006; on the task force, see the announcement by Ruth Kelly MP, Secretary of State for
Communities and Local Government, to the LGA conference on 5 July, 2006.

It should be noted that the assessment of the department for Communities and Local Government’s role
includes costs for some frameworks where it acts as a performance management channel for other government
departments, for instance, Local Area Agreements.

5 Meeting the Challenges Ahead, Local Government Association, 2006

¢ Entwhistle, T. et al., Perspectives on Place-shaping and Service Delivery: A Report of Case Study Work, Lyons
Inquiry, 2007.
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3.11 In this context public opinion is often used to justify central action. However, as the survey
and research work commissioned for the Inquiry shows, public opinion is more sophisticated than
is sometimes recognised. My research reinforces the view that people want to ensure that there is
an element of national fairness and protection via minimum standards, but it also shows that the
public recognise the need for flexibility to provide services in the way that best meets local needs.
These issues are discussed in detail later in the chapter.

3.12  There is also evidence that champions of individual services within local government itself
often encourage intervention by central government to protect their particular service areas. As my
case study research found, among managers working within local government, “service respondents
generally ... saw considerable benefit in the continued, and in some cases heightened, use of
hierarchical policy instruments”. Local government officers were themselves in many cases arguing
for new central government targets or direction because they were “inclined to see central
government as a source of much needed resource and direction” some even calling for more ring-

fencing to protect their funding.’

3.13  This contrasted with calls from those local government officers who saw their work in a
more strategic and corporate way and who were frustrated by such central controls, arguing that
they damage the ability of the local authority to meet local needs and priorities in pursuing the

more strategic aims of place-shaping. As the research states:

At the other extreme, strategic interviewees wanted to see less command and control and rather
more local autonomy. These interviewees claimed that their work was positively frustrated by
excessive central involvement in local decision-making, and they called for a series of reforms

which would increase the autonomy of local authorities.

3.14 Many of the service respondents who argued for greater central direction worked with
vulnerable people and children, so their concerns are, perhaps, understandable and arguably fall
within those service areas that can be rightly considered a mainly national responsibility. However,
there is a need for local government to recognise the potential tension between the messages
they give central government from within service-based parts of their organisations and the
messages emerging from their strategic functions. This has implications for the way in which
local authorities are led across the full range of their functions, and I discuss this more fully in

Chapter 5.

3.15 Whatever the causes, it is clear to me that too much central control damages the strategic,
place-shaping role of local government, which needs to be driven by the needs, preferences and
priorities of the local community. As the case study research recognises “this is not just a debate
about the appropriateness of different policy instruments to different areas. It is also a debate about
the kind of relationship that local authorities should have with their local communities™. It is this
latter relationship that is underplayed in the current funding system and framework within which

local government operates.

3.16 Iargued in my May report, in line with the wide literature on fiscal federalism, that central
government cannot fully understand or respond to different local needs and wishes, and there is
therefore a need for local variation and choice.® Public services which are delivered according to a
national sense of priority may not best fit every local community’s needs and wants. The current
breadth and detail of central prescription, outlined above, effectively prevents authorities from

7 Entwhistle, T. et al., Perspectives on Place-shaping and Service Delivery: A Report of Case Study Work, Lyons
Inquiry, 2007.

* See for example, Oates, E., ‘An Essay on Fiscal Federalism’ Journal of Economic Literature, vol. 37, no. 3 (Sept.
1999).
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shaping services and taking action on local, rather than national priorities. This runs major risks of
restricting local choice and wasting resources on delivering services that are not a local priority,
impacting both on citizens sense of satisfaction and on the ability of local government to manage
pressures effectively.

3.17 The case study research and submissions to the Inquiry gave many instances of where
national priorities were in conflict with local priorities and could result in perverse outcomes at the
local level. The impact of these processes on local priorities is illustrated by this quote:

With the Crime and Disorder Act, the original intention was to let local communities decide
which were the important things for their areas, which to tackle. We were required to do an audit
Jor that, to determine what the strategy and the action plan would be. We very quickly found
that central government said well, yes, you do all that, but in addition you will need this and
this in your strategy too ... In the last strategy we did, 100 per cent of it was dictated by central
government.’

3.18  As well as affecting individual services, such centralisation has the potential to oversimplify
the role of local government, reducing organisations that are managing complex, interlinked
processes to delivering a series of activities in silos. As evidenced in submissions, this risks crowding
out local authorities’ ability to progress their wider place-shaping role: responding to local priorities
to enhance well-being, strengthening the sense of cohesion within and between their communities,
developing the local environment and driving local prosperity.

3.19  There is a specific concern that the combination of limitations on revenues and the focus
on specific service improvements has tended to crowd out councils’ role in economic
development.' All local authorities should be concerned with the economic prosperity of their area
and citizens. The desire to improve employment opportunities, address local skills problems or
revitalise town and city centres almost always makes some appearance in the community strategy
or other local plans and strategies. However, evidence to the Inquiry from the business community
and others suggests that councils do not always adequately focus on or prioritise this role,
particularly since the nationalisation of the business rate in the early 1990s, and this has become a
major concern for business. There may also be a case for reforming the grant system to improve
the incentives and rewards for authorities which successfully grow the local economy, which I
discuss later in the report.

3.20  If authorities had more freedom to decide on their priorities and spending choices, I believe
many would choose to give the local economy greater attention. A sense of frustration can be seen

in the following quote:

Spending on economic development has to be assessed against other City Council priorities ... first
priority tends to be given to those departments with high spending requirements, especially those
obliged to meet recent Government initiatives around old people and children and young people’s
services. (Stoke on Trent City Council)

3.21  Strict central control also risks sub-optimal decisions — for example, grant schemes which
require spending on one sort of economic intervention will skew activity in that direction, even if
the most serious issue for the local economy is something else. The Eddington Study sets out
potential concerns in the area of transport if resources cannot be directed towards the most

appropriate modes of transport, looking across the piece.

* Entwhistle, T. et al., Perspectives on Place-shaping and Service Delivery: A Report of Case Study Work, Lyons
Inquiry 2007.
" Lyons Inquiry Seminar, Greater Local Devolution: evidence in support, 22 June 2005.
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pressures

decentralisation promotes innovation across a wide range of activities including economic,

development, service design, technology and problem solving."

3.23  The Audit Commission’s forthcoming work on innovation in local public services concludes
that there were five drivers for change in local authorities: the pressure to make efficiency savings,
examples of innovation elsewhere, internal pressure from locally-clected councillors, the demands
and expectations of local communities, and top-down pressure from central government. While a
focus on efficiency was cited as the strongest driver of innovation, their work also concluded that
top-down pressure from central government is a less effective driver than local political pressure or

the demands of users and citizens."

3.24  There is a risk that an emphasis on common national standards and central government
responsibility means that we, as a society, are missing out on the benefits of local innovation. I
believe that the reaction of some local authorities further limits innovation as their perception of
the best strategy for success is to ‘play it safe”:

Authorities complain that there are too few incentives for them to experiment with new
approaches. The system appears to be weighted to ‘playing it safe’ (i.e. doing what the inspectors
are looking for). As a result the current approach had had the greatest impact in the worst
performers. There has been much less impact, it is argued, on the best authorities. It has ‘raised
the floor’, but had far less impact on the ‘height of the ceiling.”

LACK OF FLEXIBILITY

Existing resources

3.25  Any grant regime which imposes strict conditions on funding means there is limited scope
for local authorities to reduce or ‘flex’ their activities across all their services in order to manage
pressures in the most efficient way possible.

3.26  This is a significant issue for local authorities as large proportions of their funds come from
specific grants, which are often tied to government requirements and expectations either formally,
through ring-fencing, or informally through expectations over what resources will be used for and
the monitoring of expenditure. I am aware that even in highly devolved countries specific grants
play an important role in enabling the delivery of national priorities."* However, there is an issue
about their pervasiveness in England when set against other national controls over services.

" See Turok, 1., Local and National Competitiveness: Is Decentralisation Good for the Economy? Lyons Inquiry
Seminar: Greater Devolution: Evidence in Support, June 2005; Oates, W.E., ‘An Essay on Fiscal Federalism’,
Journal of Economic Literature, vol. 37, no. 3 (Sept. 1999), 1120-1149; Walsh, K., ‘Public Services, Efficiency
and Local Democracy’ in King, D. and Stoker, G., Rethinking Local Democracy, 1996; and North, D.,
Institutions, Institutional Change and Economic Performance, 1990.

12 Taken from a forthcoming Audit Commission report with permission, http://www.audit-commission.gov.

' Martin, S., Implications of Local Devolution for Efficiency and Effectiveness in Service Delivery Lyons Inquiry
Seminar: Greater Devolution: Evidence in Support, June 2005

" Loughlin, J. and Martin, S., Options for Reforming Local Government Funding to Increase Local Streams of
Funding: International Comparisons, Lyons Inquiry 2005.
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3.27 Central government has recognised this concern and, in stating in the 2001 Local
Government White Paper that ring-fencing would be restricted, it argued that:”

ring-fencing remains an important means of bringing about change ... However, the growth in
ring-fencing is excessive — from 5 per cent of all grants in 1997 to 12 per cent this year and on
present trends to 15 per cent in 2003—04. This growth threatens to erode local decision making,
limit authorities ability to tackle important local environmental priorities ... and to increase

council tax levels.

3.28 It was announced in 2002 that progress had been made on reducing ring-fenced grants.'s
However, the proportion of funding that comes from specific grants, in general, has increased:
since 1998-99 from 6 per cent of central funding for local government to 23 per cent in 2003/04."
While figures remain to be finalised, specific grants are likely to be well above half by 2007-08
with the introduction of the ring-fenced grant for schools — Dedicated Schools Grant — in
2006-07. Many of these grants leave local authorities with little discretion over how they should
be spent. For instance, the advice accompanying the Waste Performance and Efficiency Grant
specifies the aim of the grant, what it should be used to support and provides a detailed list of
options that local authorities should consider.”® Inspections also reinforce local authorities’
impression that even non ring-fenced grants are in essence to be spent on achieving national
priorities. An example of this latter point can be found in a social care inspection report where it
was reported that expenditure on non ring-fenced grants was in line with national priorities and
had been ‘appropriately’ used.”

3.29  This can have a profound impact on local authorities’ decision-making. For example, one
of our case study councils, as shown in Chart 3.1 below, reported that specific grants — including
schools grant — now represent approximately half of their total budget and are governed by around
80 different sets of rules and reporting requirements.

Chart 3.1: Shropshire County Council budget summary: gross income,
2006-07 (£399 million)

- Specific and other grants 49%
- Council tax 25%
- Revenue Support Grant 11%
[ Charges: variable and locally set 7%
|:| Reimbursements and other contributions 4%
[ Charges: fixed and nationally set 2%
|:| Business rates 2%

Source: Submission to Lyons Inquiry.

"5 Strong Local Leadership — Quality Public Services, DTLR, December 2001.

¢ House of Commons Debate (2002—03) 2 December 2002, col. 1068.

"7 Local Government Finance Statistics, England, various years, Communities and Local Government.
' Waste Performance and Efficiency Grant: Advisory Note to Local Authorities, DEFRA, December 2005.
v Inspection of Social Care: Warrington Borough Council, CSCI, May 20006.
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3.30  An area of particular concern to me, and one on which I have received representations, is
the specific impact of recent decisions on schools funding which, as mentioned above, is now
funded through a very large ring-fenced grant — the Dedicated Schools Grant. The decision to have
such strict control around school funding is a reflection of the importance of education to the
Government. However, it has radically changed how local government receives its resources,
decreasing the amount of unhypothecated grants they receive from £44.7 billion to £21 billion and
in the process greatly reducing the scope of local authorities to prioritise and manage pressures
between services. The submission from the representative group for metropolitan authorities,
among others, highlighted this issue:

Greater devolution has been compromised with the increase in passporting of funding to local
services, reducing the freedom of local councils ro decide where their spending priorities should
lie. Developments like the Dedicated Schools Grant have made this situation more difficuls,
giving local councils less room to manoewvre and invest in local priorities. (Special Interest

Group of Metropolitan Authorities)

331 In a similar vein, representations from police authorities have argued that the National
Policing Plan and the Crime Fighting Fund, in effect, determine the make-up of police authorities’
workforces. They established the numbers of police officers that each force must employ and, if
these levels are not met, the result is a loss of central revenues. This narrow focus on police officers
created a perverse pressure to undo the previously cost-effective process of employing civilian staff
for administrative and routine tasks, leaving skilled police officers to focus on the safety of their

communities. The impact of these processes can be seen in the following submission:

The Governments obsession with police officer numbers severely restricts the flexibility of local
police authorities and chief officers, who would like to be able to consider other configurations
Jfor delivering services. (Association of Police Authorities)

332 The impact of this lack of flexibility has recently been recognised by Government with the
Home Office agreeing, in December 2006, to suspend the criteria and allow police forces to

determine police officer numbers, which is a very welcome move.

Limited flexibility to raise additional resources

3.33 In other western countries such as the USA, France and Germany, local authorities have
significantly greater access to locally raised funds. This is demonstrated in Chart 3.2 which sets out
the respective roles of local taxation, central grants and other sources of revenue in funding local
services. It shows a wide variation in how local services in different countries are supported and

that the United Kingdom is firmly at the grant-dependent end of the spectrum.
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Chart 3.2: Structure of sub-national revenue, selected countries
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3.34
main one is council tax, which is discussed in detail below, and the others include:

Local government does, of course, have access to a number of other sources of revenue. The

° charging for services as defined by specific statutes or within the general power to
charge for discretionary services given through the Local Government Act 2003;

° trading, where powers were extended through the Local Government Act 2003 to
enable local authorities to trade at a profit with non-public bodies and non-local
authorities;

®  ‘Section 106" contributions from residential and commercial developments
whereby developers are expected to make a contribution to a local government’s

infrastructure costs;

° Business Improvement Districts, which are schemes to raise additional revenue
from businesses, where they agree, for limited purposes and on a limited timescale;

° for authorities with housing stock, that is council housing, the Housing Revenue
Account which is separate from the general funding of local government (and
cannot be cross-subsidised from other services, or indeed used to subsidise other
services) is partly or completely supported by rents from their stock; and

®  Corporation of London has a special power to raise an additional business rate
which is used, for example, to provide security for the area.
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3.35 Authorities, to varying degrees, already make significant use of all of these sources of
revenue; for example, charging already accounts for more revenue than council tax in a third of

local authorities. However, the picture varies widely between services and authorities.

3.36  Controls over the uses to which the revenues may be put differ between the sources. There
are direct controls for BIDs and Section 106 funding, and the use of some revenues from charging
is restricted. Some charges are hypothecated to different service areas, or limited to recovery of
costs; some are set by central government departments and are not locally variable. This range of
different restrictions reflects the way that they have evolved separately over time and some
submissions to the Inquiry have asked whether the currenct suite of financial powers are logical and
sufficiently flexible at present.

Councils should be freer to determine the balance between providing services as a community
benefit and charging users ... Moreover councils at the moment have the greatest ability to charge
Jor the most life-supporting services, for the most vulnerable people (social care users), and the
least for nice-to-have services (e.g. libraries). (Surrey County Council)

3.37  Therefore, while these flexibilities deliver significant income in many areas, a point which

is discussed further in Chapter 7, they have limitations as sources of general revenue.

3.38  Council tax is the only locally variable tax that local government in this country can use.
England is unusual in its reliance on a single variable local tax — few other countries are in a similar
position.” This is important, as the burden of taxation can be spread between different groups of
taxpayers in countries that have more than one form of local taxation.

3.39  Council tax, in addition, is not an inherently buoyant tax. This compares with taxes such
as income tax, its yield increasing as jobs are created or wages rise, and VAT, which increases as
consumer sales increase. There is, therefore, a contrast between the use of buoyant taxes to support
national government and a non-buoyant source of taxation to support local government. This is a
key factor in explaining some of the tensions over council tax, where the rate has to be increased
year on year simply to keep pace with inflation, and being a very visible tax, coming as it does in
the form of an annual bill and receiving widespread media coverage. In contrast, income tax and
VAT are buoyant and grow as the overall wealth of the country grows. As already noted, unless
there are major pressures on public expenditure or large scale down-turns in growth, central

government need not consider increasing tax rates.

3.40 Commentators, particularly during the Balance of Funding Review, raised the issue of
gearing as contributing to high percentage increases in council tax.

 Sweden and Ireland also rely on single forms of local taxation. Ireland is similar to England in that it has local
property tax and is heavily reliant on central funding. Sweden, however, is quite different. Local government is
funded out of a single local income tax but this pays for the majority of their services with central resources in
the minority.
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Gearing

Gearing is the term used to express the fact that a given percentage increase in local authority
spending will require a larger percentage increase in council tax. At the time of the Balance
of Funding Review, local authorities’ dependence on Government grant meant that for every
one per cent increase in spending, they needed on average to increase council tax by four per
cent, a gearing ratio of 4:1.%

There was, however, a wide variation in gearing across individual authorities which varied from
around 2:1 in authorities with the largest council tax base to 9:1 or more in authorities with the
smallest tax bases.

Because of the gearing effect, comparatively small spending pressures can lead to some big

increases in council tax for individual taxpayers.

Source: Balance of Funding Review — Report, ODPM, 2002.

3.41 This gearing effect was an explicit design feature of the present system introduced at the
time of the community charge, intended to sharpen local accountability and act as an incentive on
both local authorities and voters to keep spending down. There is no comparable mechanism
incorporated into any national tax, but the 1986 Green Paper, Paying for Local Government, argued:

If local electors have to bear the full cost of marginal increases in their local authoritys
expenditure, they will have a stronger incentive to take a much keener interest in the levels of

such expenditure and may be less inclined to tolerate large increases.

3.42  During recent years the concern has been more about the impact on the overall level of
council tax increases and how this constrains local authorities’ ability to raise additional tax
revenue. Those concerns led, for instance, to the Local Government Association recommending a
‘combination option’ for local government funding which would shift the balance of funding
towards greater local funding and help mitigate the impact of gearing as well as allowing local
authorities “the flexibility to address local priorities and enhance local democracy and
accountability”.”

3.43  The merits of sharpened local accountability inherent in gearing can be debated. However,
in a world where central government is in part driving marginal increases in local expenditure,
gearing can create a disproportionate burden on local taxation for which local authorities are held
to account. We need to find ways to ensure that citizens understand better what and who are
driving tax changes rather than just whoever is sending out the bill.

3.44 Local authorities are also constrained in setting council tax in years where central
government ‘caps’ the rate of increase, further limiting local authorities™ ability to raise additional
revenues to meet new spending pressures or fund local priorities. Capping has its origins in the
1980s and has been updated by the present Government with the aim of making it a more

sophisticated tool in controlling what central government perceives to be excessive increases.

2 The Dedicated Schools Grant has changed the balance of funding between central and local government and
the gearing ratio since the Balance of Funding Report. This is discussed in detail in Chapter 6.
22 LGA, The Balance of Funding: Implementing the Combination Option, 2004.
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History of capping

Government powers to limit local government spending, known as ‘rate capping’, were
originally introduced in the Rates Act 1984 and remained in place throughout the 1980s with
parallel powers contained in the 1988 and 1992 Local Government Finance Acts. Between 1991
and 1997, the Conservative Government used a system known as ‘universal capping’ under
which it published provisional capping criteria before councils set their budgets, thereby
enabling councils to be sure that the budgets they set would not be capped. Thirty-five English
councils were subject to capping between 1991-92 and 1998-99.

In its 1997 election manifesto Labour promised the removal of ‘crude and universal’ council tax
capping, while retaining ‘powers to control excessive spending’. The Local Government Act
1999 introduced new legislation requiring the Secretary of State to determine a set of principles
to decide whether an authority’s budget requirement is excessive. The new rules allow the
Secretary of State to take decisions in the light of budgets which have already been set and
provide a choice of actions: capping in year or the following year, or setting a notional budget
against which future increases will be measured for capping purposes. There was an indication,
confirmed in Parliament in 2003, that Government did not intend to cap councils that received
an excellent or good rating under the Comprehensive Performance Assessment. Despite the new
legislation, no councils were subject to capping between 1999 and 2003.

However, in 2003-04 council tax increases averaged 12.9 per cent leading to considerable
public concern, especially from pensioners, and to pressure from the Government on authorities
to reduce their council tax increases in the following year. The Audit Commission report on the
2003-04 council tax increases suggested that spending by councils went up by more than had
been allowed for in the grant settlement and the effect of gearing magnified these increases. The
Audit Commission found that the causes of increased spending by councils included cost
pressures such as pay and price increases, additional demand pressures including the need to
provide social services to increasing numbers of elderly people, national priorities such as
schools, waste recycling and local priorities, and that the changes in the level of grants to local
authorities had also caused some local authorities to raise their council tax. This work concluded
that these rises were justifiable but not in all cases unavoidable, and that local authorities had
felt under less pressure to keep down spending increases than in previous years.

Following the large increases in 200304, the Government made it clear that it considered the
trend in council tax rises to be unsustainable and that it was prepared to use its new capping
powers, even for those councils previously categorised as excellent or good under the
Comprehensive Performance Assessment. In 2004-05 the Secretary of State used the new
capping powers for the first time when six councils were capped in year and notional budgets
were set for eight nominated authorities. The six authorities capped in year were each required
to re-bill householders — bill reductions to council tax payers in band D properties ranged from
£15.51 per year in Shepway District Council to £2.48 in Nottingham City Council.

In the two years that have followed, a total of eight local authorities have been capped in year
and three have been set notional budgets.

3.45  As this history suggests, capping is the result of successive central government attempts to
control increases in an unpopular tax. Central government is responding to popular pressure, often
expressed through the media, to protect taxpayers from the impact of high council tax rises. Recent
experience, particularly increases in 2003-04, have reinforced their concern about the
consequences of removing this pressure and allowing council tax to operate without capping.

88 Lyons Inquiry into Local Government — Final Report March 2007



What is limiting modern local government?

March 2007

However, capping is not without cost. Leaving aside the invidious impact it has on accountability,
which is discussed later, I am convinced capping is the wrong response to concerns about council

tax increases for the following reasons.

3.46  Capping a local authority carries strong connotations of inefficiency on the part of that
authority. Such a simplistic message is counter-productive to creating an understanding of the
pressures on budgets which would enable the causes of the pressures, rather than their effect, to be
tackled. The Audit Commission work, referred to in the box above, found that the increases in
2003-04 council tax were caused by a variety of factors. Capping cuts across this complexity and,
in particular, I consider it counter-productive to constrain local taxes without reference to the
adequacy of national funding and the wider system affecting the pressures themselves. It does not
support the need for the public to be engaged in, and understand, the complex and difficult trade-
offs outlined above.

3.47 Capping also restricts the ability of local authorities to deliver on local needs and
preferences. The protection afforded to national priorities through the associated targets and
inspection regimes means that they are more protected from cuts than local priorities when an
authority is threatened with capping. For example, there is evidence that people value local policing
highly and where there are local concerns about community safety and cohesion they may choose
to ‘buy’ more police via a local tax — under capping, such choices are restricted.

3.48  Although council tax remains unpopular, and objections to high council tax rises are widely
voiced, local government responsibility for determining the level of council tax is one that is
supported by the public. The survey work for the Inquiry found that two-fifths of respondents
considered that local councils should have the most say in setting levels of council tax, while under
one-quarter thought that central government should fulfil this role. More telling, perhaps, is that
only one in ten of the respondents thought that local councils should have the least say, but over
half thought that central government should have the least say.

Chart 3.3: Who should have most/least say in setting levels of council tax?

Local

councils

Local
residents

Central
government

0% 10%  20%  30%  40%  50% 60%  70%  80%  90% 100%

Unweighted sample base 1,058. Bl The most say [ The least say
Source: L_yom Inquir}/ Surye_y, 2007. - Second most |:| Don’t know/refused
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3.49  Furthermore, even though there is a more sophisticated capping procedure in operation it
is still a relatively blunt tool applied to a small set of diverse local circumstances. This has had
perverse consequences in individual cases. For example:

*  Nottingham City Council was subject to capping in 2004—05. The implications
of that year’s threshold for them could not have been known before the tax was set.
However, the council was capped even though the cost of issuing new council tax
bills was larger than the tax savings of £2.48 per band D household.

*  Telford & Wrekin Council were given a ‘notional budget requirement which
meant the starting point for the 2005-06 budget was £31,000 lower than the
actual budget for 2004/05 — to reflect the Government’s judgement that their
2004-05 budget increase had been too high. This avoided re-billing and other
costs estimated to be around £250,000, but is arguably a disproportionate
response when the adjustment for each band D houschold was 64 pence on their
annual bill.

3.50  Finally, capping thresholds are set for and within a given year, but have longer-term
implications. For example, capping prevents authorities with historically low tax rates from
increasing their tax levels towards the average, even if such changes are locally supported, necessary
or have a relatively low cash impact. This can be seen in the experience of Mid-Bedfordshire
District Council. This council was capped in 2005-06 despite being a historically low-tax
authority with the tenth lowest district council tax at the time, having used reserves to hold bills
down in the past. The cap called for a reduction in band D bills by £7.04 per household, while re-
billing costs were estimated at £85,000.

3.51 This militates against expecting local government to be prudent managers of the local tax
base. It could also provide a perverse incentive for local authorities to maintain as high a level of
increase as possible within a potential cap in case they require extra resources in future years that
may go above the cap. I discuss capping further in Chapter 4.

EXPECTATIONS AND PRESSURES ON SERVICES

3.52 As set out above, one of the most well-rehearsed concerns about council tax relates to the
rate at which bills have been increasing, at an average of around 6.4 per cent per year since council
tax was introduced in 1993. Despite significant increases in grant at times during the period,
average band D bills have risen faster than either Retail Price Index inflation or earnings over the
period, which can prove particularly difficult for those on low or fixed incomes. However, solving
the council tax ‘problem’ is not just about tax: it is necessary to understand what drives council tax
pressures, what measures can be used to manage them, who (whether central or local government)

is best placed to do so, and whether they have the right tools to manage them effectively.
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Chart 3.4: Average council tax increases, compared to increases in Retail Price
Index and average UK earnings, 1993-94 to 2006-07

1.4 1.4

1.2 // 1.2
1 1

o
oo}
o
[}

Per cent increase
I=} I=}
o~ o
=} I=}
NS o

0.2

0 I I I I I I I I I I I I I 0

1993— 1994— 1995- 1996~ 1997— 1998— 1999- 2000 2001- 2002— 2003— 2004— 2005— 2006—
94 95 96 97 98 99 2000 01 02 03 04 05 06 07

Council tax
RPI

Average earnings

Source: Local Government Financial Statistics, England, CLG.

3.53  Chart 3.5 shows, in simplified terms, that council tax tends to operate as the ‘balancing
item’ in local budgets, absorbing any spending requirements that are left after grant, charging,
efficiency savings and any local choices about service provision have been taken into account. The
impact of rising needs, costs or expectations may be allowed for through central government grant,
and can to some extent be managed or responded to through a range of options open to local
government, but at a certain point it tends to become concentrated on council tax. If funding and
local flexibility are too restricted, council tax can become a ‘safety valve’ for pressure on local public

services.

Chart 3.5: Pressures on council tax
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future pressures

3.54 Many have argued that pressures on local budgets could continue to impact on council tax
in the future, potentially driving further above-inflation increases. However, the extent to which
this happens will depend on a range of factors including the level of central governments
contribution to local funding and, crucially, on local government’s ability to influence the level of
overall spending growth by having greater flexibility to manage pressures and find efficiency savings
across their budget and to deliver services in line with local priorities.

3.55 There is much debate and analysis about the causes of cost pressures at the national level
and at individual authority level, and a wide range of predictions of how significant future pressures
will be. Whilst always a difficult debate, the importance of managing pressures effectively is likely
to increase in the next few years, as the money available for public spending is likely to grow less
quickly than over the past decade. The Government has signalled that grant growth is likely to slow
over the coming Spending Review period. Through the Comprehensive Spending Review (CSR)
the Government is working with local government to identify pressures across the sector
until 2010-11.

3.56 The Local Government Association last year identified waste and adult social care as the two
areas of greatest pressure in the coming Spending Review period (up to 2010-11).2 Analysis by
other commentators reinforces the argument that these pressures could be significant, both during
the CSR period and into the medium term:

®  the Wanless Review of Social Care predicted a 53 per cent increase in the number
of older people with some social care needs over the next 20 years, and a 54 per
cent increase in the numbers of those with a high level of need.* For care provision
to continue at current levels, this would imply average annual growth in social care
budgets for older people of more than six per cent a year. This assumes that the
level of voluntary effort provided by carers remains constant, and that we remain
able as a society to rely on the care and compassion of friends and family to look
after many older people who might otherwise require greater support from the

state;”

*  the Commission for Social Care Inspection (CSCI) suggests that rising demand
for, and expectations of, social care, combined with rising wage costs, are already
having an impact on the level at which eligibility for care is set, with councils
increasingly rationing care to those with the most acute needs;* and

o the Department for Environment, Food and Rural Affairs (Defra) has predicted
that rising waste volumes, and EU requirements that the UK find alternatives to
landfill, could contribute to average growth in waste budgets of just under 6 per
cent a year (cash), with steeper increases in the short term.”

3.57 There are also indications that social care provision for disabled adults and for children may
be subject to many of the same pressures as provision for older people: the Commission for Social

Care Inspection reports growing demand for intensive care services across these groups.

3.58 Aside from pressures within particular services, local authorities face other corporate

pressures. These include legislative and policy changes such as the move to single status on pay for

» Local Government Association, Meeting the Challenges Ahead, 2006.

* Wanless, D., Securing Good Care for Older People: Taking a long-term view, King’s Fund, 2006.

» There are no definitive estimates of the value of voluntary care although the Wanless review estimated the
replacement cost of care to over-65s at £3.5 billion a year.

2 Commission for Social Care Inspection, The State of Social Care in England 2005-06, 2006.

7 Defra, Review of Waste Strategy, 2005.
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male and female employees for local authorities that have not already addressed this issue and
deficits in the pension funds for retired local government employees.

3.59  There are other sources of pressure, driven by public expectations over what services should
be delivered, and to which standard. At times these are the subject of national promises and
ministerial commitments which make it difficult for local authorities to modify services in light of
local priorities, with little scope to balance national requirements against other needs and
preferences. There is a tendency for local budgets, including those funds which are notionally un-
hypothecated, to become ‘spoken for’ by national promises and the expectations they generate,
leaving only limited scope for local communities to shape their own spending plans.

[Central direction of services] disempowers local councillors and distorts the wuse of local
government finances because these ‘national’ services have to be resourced to national standards
which means that when resources are reduced the locally preferred services are disadvantaged. A
recent example of this effect is the decision by government to extend the scheme for concessionary
bus fares. (Eastbourne Borough Council)

3.60 Other pressures include the strong demands, often led by the business sector, for
improvements in infrastructure. This is often driven by population increases in growth areas, but
also the need to support investment in regeneration, or to provide better transport infrastructure.
Local authorities, such as Kent County Council, also argue that investment in maintenance of
highways has had to be squeezed over time to pay for more essential services, resulting in a backlog
of maintenance needs.

3.61 In addition, there is a wide range of pressures which can affect a small number of local
authorities. I have received a range of representations from individual authorities, and groups of
authorities, addressing particular circumstances which they argue require special funding, or
changes in the national distribution of resources.” Such pressures are arguably most appropriately
considered in terms of how grant is shared between authorities, rather than in determining the
overall total.

3.62  However, these future pressures must be set against savings from services where needs or
costs may be reducing over time. Such savings are likely to be captured through overall efficiency
processes which can, as local government and others have demonstrated, yield improvements and
cost savings year on year. The Chancellor announced in his Pre-Budget report that the
Comprehensive Spending Review would include the expectations that three per cent year on year
value for money savings will be achieved by central and local government.

3.63 I have not sought to duplicate the detailed analysis being undertaken in the Comprehensive
Spending Review. Modelling likely costs across the whole range of services provided by local
government is extremely challenging. Moreover, many of the pressures faced by local government
are affected by central governments decisions about priorities and targets (which are decided in
Spending Reviews), and the framework it sets for local government, as well as by external factors
and local choices. However, in order to understand the impact of possible future changes on
council tax the Inquiry has modelled some simplified scenarios for future local spending and
revenues over the next 20 years, as set out in Annex B. This modelling examines the possible impact
of changes in some of the key variables determining pressure on council tax, and the potential

% For instance, some commentators have argued that services may be under pressure from population growth
associated with internal migration and immigration. The Audit Commission in a recent report Crossing Borders
argued that while migrants on the whole bring net economic benefits to areas, some local areas were experiencing
a degree of ‘strain’ on public services. A recent report for London Councils (Travers, T. et al., Population and
Mobility and Service Provision, 2007) also highlights the challenges facing local authorities with highly mobile
populations.
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implications of a range of possible futures, including different trends in revenues, spending growth

and value for money savings.

3.64 The results of that modelling, based as they are on possible scenarios, change to a great
degree depending on the assumptions that are made about overall growth in service budgets. Even
allowing for known pressures on waste and social care, council tax rises at inflation, or even real
terms reductions, could be delivered if overall spending was kept down. This might involve a
number of measures — reduced demands from central government, efficiency savings or local

choices to reduce the quality or scale of some services at the local level.

3.65 Looking more broadly, long-term trends such as demographic change and the need to
manage impacts on the environment create pressures for public services in general and local
government in particular. Unless managed effectively by central and local government, these could
result in pressures on council tax. However, this is not inevitable, and even then the measures
outlined above, perhaps alongside additional national spending, could help to manage them. In
local government as elsewhere there has naturally been debate about the role of and scope for
efficiency savings, and how they can be achieved in the context of long-term contracting
arrangements. More independent analysis could help to build on the work done by central and

local government and provide a more secure basis for consensus.

3.66  All of this serves to emphasise the value of allowing local government greater flexibility and
local choice — to find ways to improve efficiency and value for money as well as to provide greater

local public satisfaction by focusing more closely on local priorities.

3.67 Central and local government share the desire to manage pressures on the finance system to
avoid unsustainable increases in council tax and to maximise value for money. They therefore have
a shared interest in making it possible for local government to make choices which find the best
set of outcomes for local citizens. This means allowing greater space and powers to change
behaviour to reduce costs and improve effectiveness, and to make local choices which, where
necessary, place less emphasis on those services and outcomes which are not a high priority locally.
It also means giving local authorities the power and credibility they need to engage with their
communities in setting priorities and taking responsibility for making realistic (and difficult)
choices which take account of resources available and the full range of pressures on them.

CONFUSED ACCOUNTABILITY

3.68  Clear lines of accountability are a precondition for an effective relationship between central
and local government, and are essential to allow people and communities to engage with,
understand and challenge the decisions which affect their lives. Without such clarity local
communities cannot know who to hold responsible for taxation and spending decisions, which can
then become a major area of friction and public disquiet when spending is tight and pressures on
services are high. As research for my Inquiry with the public concluded: “There was a strong and
pervasive feeling that those charged with spending public money should be held to account””

3.69 All levels of government need to be accountable for their actions. This drives the
requirement for local government to act in the interest of all its citizens. Accountability is
determined by the way in which communities can understand and challenge the decisions that
local authorities have made on their behalf. This is most easily understood through elections, but
also encompasses the more general processes through which local authorities receive ‘customer’

feedback such as ongoing engagement, complaints and lobbying by special interest groups. The

*» Palmer, A. and Thompson, M., Qualitative Survey into Public Attitudes to Taxation and Public Services, Lyons
Inquiry, 2005.
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current system of local government — both in terms of function and finance — obscures proper
accountability due to:

*  alack of public understanding of how the system works, which enables both local
and central government to blame the other for problems;

*  complexity in both function and funding; and
*  apoorly understood link between local businesses and local services.

3.70  Research for the Inquiry, which I reported on in depth in my December 2005 Interim
Report, showed high levels of confusion and misunderstanding of the current finance system. This
led me to conclude at that time that there is “both a weak knowledge of the actual finance regime,

and a poor understanding of the cost of public services”.*

3.71  There was confusion over what council tax paid for — the general view being that it paid for
a very large range of services and that most funding for local services came from council tax, yet
still only a minority thought it represented value for money. This demonstrates a fundamencal
misunderstanding of the costs of services which, I believe, can only lead the public to be dissatisfied
with both local and central government. There was also only limited awareness that local
authorities received grants from central government to support services and, while there was a high

awareness of council tax, people did not know which council tax band their property was in.

3.72  This poor understanding both facilitates and is compounded by local and central
government blaming each other for increases in costs which lead to tax increases or difficult
spending decisions. This obscures any balanced analysis of drivers for tax increases and also
contributes to a confrontational approach to issues that are rightly of both local and national
concern. It leaves complex societal issues — such as how we should care for the frail elderly — over
which there should be a mature public debate, to be resolved at the local level in the context of
febrile debates about the rate of local tax.

3.73 It also means that the lack of understanding of the costs of services contributes to
unrealistically high expectations of what local government should be able to deliver for an average
annual council tax bill of under £1,300.

3.74 The National Audit Office, in their submission to the Inquiry, summarised this lack of
understanding of local government:

10 put all this briefly: local government is to most people a mystery. Few understand how it
works; whar you can do to influence it; whether it is really local at all, or just a set of covert
Whitehall agencies.

3.75 The current system of local government finance does not help to clarify which level of
government should be held to account for which decisions. This can be most clearly seen in
relation to the capping of council tax. In essence, central government controls what is supposed to
be a local tax, taking away a key aspect of local accountability, to the detriment of both local and
central government. This issue was raised by many contributors to the regional events that I
conducted in 2005. The main concerns were about the use of capping cutting across accountability
to the local electorate and the impact it had on services that were wanted locally, ranging from
more policing to cleaner streets and to free bus passes for needy groups.

% Lyons Inquiry into Local Government: Consultation Paper and Interim Report, Lyons Inquiry, 2005.

Lyons Inquiry into Local Government — Final Report 95



What is limiting modern local government?

96

Complex

governance

Structural

complexities

3.76  There is an increasing, and laudable, emphasis on delivering services in a cross-cutting way
via partnerships, based on an understanding in recent years of the need to join-up services to
improve effectiveness for those who use them. However, if this is not done within a clear
framework it also has the potential to complicate governance. Submissions to my Inquiry have
indicated that multiple accountabilities can increase the risk of drawing the focus away from local
communities and their needs and responsibilities.

The complexity of the existing governance and administrative structures can act as a barrier. In
terms of the complexity of governance structures, we mean not only the different tiers of local
government, but also the numerous agencies which operate at national, regional and sub-regional
levels ... [this] can mean that that there is less clarity about who is accountable, more negotiation
is needed and decision-making is often slower. (St. Edmundsbury Borough Council)

3.77  There are also instances of partners having to respond differently to different government
departments. In the case study research, councils atctempting to tackle employment issues via their
Local Strategic Partnership cited problems with Learning and Skills Councils and Job Centre Plus
having nationally set targets which did not align, exacerbated by a mismatch in the eligibility
criteria each partner was using for skills-related interventions.” This also manifests itself in budget
and performance management arrangements, which do not align, for example between social

services and primary care trusts.

3.78  The local government arrangements in England add complexity to our finance system with
particular impacts on the public understanding of how the council tax bill is made up. Fire and
police authorities operate as major preceptors, parishes operate as minor preceptors and various
other bodies levy funds from the council tax bill. In parts of England the two-tier arrangements
also add a further layer of complexity with shire counties receiving council tax funds via a precept
on district authority bills and the Greater London Authority precepting on London borough bills.

' Entwhistle, T. et. al., Perspectives on Place-shaping and Service Delivery: A Report of Case Study Work, Lyons
Inquiry, 2007.
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Precepting
Of the 478 principal local authorities in England,

* 354 are billing authorities, that is the primary issuer of the council tax bill to
householders — these are all lower tier (district) or unitary authorities;

* 102 are major precepting authorities — major precepting authorities include the GLA,
county councils, police authorities and fire authorities; and

e 22 authorities levy a charge on another authority for the services they provide. Levying
bodies include waste authorities, national parks authorities and passenger transport
authorities.

The main difference between a precept and a levy is that precepts appear as separate elements
on the face of the council tax bill and levies form part of either the billing or precepting
authority’s budget.

There are also over 8,700 parish and town councils and a further 1,500 parish meetings (where
there is no council because there are fewer than 150 electors) which are classed as local
precepting authorities. Central government does not collect information directly from such
councils, although information on the total amount of council tax required for parish councils
in each billing authority’s area is collected from returns provided by billing authorities.

3.79  During the course of my Inquiry I have received many suggestions about how to improve
this situation including: calls to move from two-tier arrangements to unitary government across
the country; the possibility of the major revenue user in two-tier areas — the county — becoming
the billing authority with the districts precepting; there being separate bills for each preceptor —
something that was advocated by some police authorities; and calls for council tax bills to more
clearly reflect the fact that they support a range of agencies other than the billing authority.

3.80  There has also been discussion about whether the public is further confused by two-tier
government because they do not understand the respective responsibilities of counties and districts.
These are issues that I discuss further in Chapters 4 and 5.

A poor link 3.81 I am also concerned about how central and local government are accountable to local
between local businesses. When the business rate was locally variable there was a clear understanding that this tax
business taxes and was used to support services in the locality but the nationalisation of the business rate and the
local services introduction of Dedicated Schools Grant mean that there is some confusion about the purpose of

the business rates system. Because of its history and the way it is collected, it is still perceived by

many businesses as a local tax, but it is actually used in great part to fund the provision of services

according to national expectations and requirements. Since the removal of schools funding from

RSG in 2006-07 business rate revenues have become an essential source of the funding required

to allow equalisation between authorities for needs and resources.

3.82  This has led to concerns about the status of business rates in the current finance system and
the question of whether business rates are a national or a local tax. These are reflected in businesses’
concerns about the weakening of the link between their sector and local authorities as reflected in
the following quotes:

Government decision makers continue to regard the capital’s economy in terms of subsidising
‘poorer’ regions. Residents and businesses in central London provide billions of pounds annually.
(Central London Partnership)
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My borough is economically vibrant but residents don’t really benefit from this because business
rates go directly to central government. We suffer from issues such as congestion and parking in

residential areas but receive little benefit.>* (Councillor Engagement Event).

Economic prosperity

3.83 Recent work comparing the UK economy with those of the USA and Europe has concluded
that the lack of devolution and local discretion in the UK is a constraint on economic performance,
particularly in the cities. It is argued that too many decisions on issues like transport, planning and
skills are still taken at a national or regional level without sufficient flexibility or responsiveness to
the situations of local economies. For example, the Centre for Cities has found that it is a “lack of
autonomy in the areas of physical regeneration, transport infrastructure and skills development
that most constrains cities in their pursuit of growth”.

3.84 This disadvantages English cities compared with their counterparts in many European
countries and North America. The State of the English Cities report states:

Many English cities ... are not performing as well as their competitors in Europe and beyond. In
this context the framework set by national government matters a great deal. Although there are
differences, the trend in continental Europe is to decentralise and regionalise decision-making,
placing powers at the lowest level. The evidence suggests that where cities are given more freedom

and resources they have responded by being more proactive, entrepreneurial and successfiul.>

3.85 There are a number of economic arguments which suggest that the devolution of powers
and responsibilities to a sub-national level can have economic benefits. Identifying whether the
level of devolution and decentralised decision-making is optimal is challenging — while theory
shows there is a role for some level of devolution it is not easy to judge what that level is. There are
benefits and drawbacks to devolution. One study of high-income countries over a 30-year period
found that an intermediate level of decentralisation is associated with higher growth than either
extreme.” Other cross-country studies which attempt to identify whether decentralised countries
experience high levels of economic growth have come to a mixture of conclusions. However, given
that the UK is recognised as one of the most centralised developed countries, we must give serious
consideration to whether there are advantages to be had from greater decentralisation and

devolution of decisions in this area of policy.*

3.86 Economic theory suggests that decisions on issues relevant to economic activity should
ideally be taken at a spatial scale which reflects the pattern of that activity if they are to take into
account all of the costs and benefits, and there are widespread concerns that since the current
structure of local authority boundaries does not reflect economic geography, local authorities are
not appropriate bodies to which to devolve greater powers.

32 Report on the Councillor Engagement Events, Lyons Inquiry, 2006.

% Centre for Cities, City Leadership.

3 Parkinson, M. et al., State of the English Cities, vol. 1, Office of the Deputy Prime Minister, 2006.

% Thief8en, U., ‘Fiscal Decentralisation and Economic Growth in High-Income OECD Countries’ in Fiscal
Studies 2003, vol. 24, no. 3.

% Turok, I., ‘Local and National Competitiveness: Is Decentralisation Good for the Economy?’, Lyons Inquiry
2005.
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3.87  Analysis in a host of recent publications including that of the Centre for Cities and various
Government documents illustrates this point, though it has been a live issue at least since city-
regions were raised in the context of the Redcliffe-Maud report of 1969. To give just one example,
the 2001 Census shows that 40 per cent of people crossed at least one local authority boundary
when travelling to work, and that number is higher if one looks just at highly skilled individuals.?”
Decisions made solely on the basis of an authority’s administrative boundary will not therefore
usually reflect the reality of where local people actually work, or where local firms find their
employees. Issues like this provide the rationale for making a number of decisions related to
economic development at the level of the region or even the nation as a whole.

3.88  However, it is worth reflecting on the fact that while local authority boundaries may be too
small a level at which to make these decisions, the regional and the national level may well be too
large. The Local Government Association’s Prosperous Communities II illustrates that point very
clearly, showing the variety of different economic patterns and markets that exist within England.
It argues that a pattern of sub-regions is more useful in explaining economic and market
connections, and that “there is a distinctive sub-regional layer of the real economy, as evidenced in
markets for labour, goods and services, in industrial clusters and in relative economic
performance”.® The complexity and variability of these economic relationships is, of course,
something that has already been recognised by the Regional Development Agencies and by local
authorities, who have in many cases established sub-regional partnerships of various kinds to tailor
approaches more effectively. Some, however, have called for new types of local authority to be
created, which would better reflect sub-regional economic geography and could have greater

powers devolved to them.

3.89  There clearly are issues to be addressed here, though this should not lead us to quickly
assume that we can find simple structural solutions to these complex issues by creating a new tier
of government. Functional economic boundaries are not precisely defined, are different for
different kinds of activity and different types of people and businesses, and they change over time.
It is by no means clear, for example, that the old metropolitan counties — which for some seem to
be the obvious model for new city regions — do now reflect the reality of economic activity and
transport patterns in all of the metropolitan areas. While we can argue about whether nations,
regions, sub-regions or localities are the best spatial level on which to consider these issues, the

truth is rather more complex and, in fact, as the OECD argues:

We are not witnessing a shift from nation-state to wholly independent city and region
governments, but the emergence of multi-level government that requires coordination between

cities and regions, nation-states and international agencies.”

3.90 It is also important that the arrangements maintain local knowledge and the trust and
engagement of local citizens. This is especially true when dealing with contentious issues like
planning, where there is the potential to create real dissatisfaction and disengagement with
governmental and political processes if handled poorly or if people do not accept decisions as
legitimate.

391 We therefore need to recognise the complexity involved in these issues and not seek
simplistic solutions to what are complex problems. The debate should focus on the key goals — how
to achieve a prosperous, cohesive and sustainable society — and how to enhance behaviours and

working relationships to deliver responsive and accountable decision-making arrangements.

3" Devolving Decision Making: 3 — Meeting the Regional Economic Challenges: The Importance of Cities to Regional
Growth, HMT, DTI and ODPM, 2006.

3 Prosperous Communities 1I: vive la devolution!, 2007, Local Government Assocation.

* Devolution and Globalisation: Implications for Local Decision Makers, OECD, 2001.
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PUBLIC ATTITUDES

Public attitudes to central control over local government

3.92  Public opinion and, in particular, concern about the ‘postcode lottery’ — the concern that
there should be similar standards of outcomes in services areas in all parts of the country — is
sometimes used to justify the need for central action.

3.93 As already noted however, research for my Inquiry shows, that public opinion is more
complex than this suggests. Chart 3.6 shows that the majority of respondents believe that central
government should have responsibility for controlling standards in health, education, police and
fire and rescue services. This was mirrored in the results of focus group work for my Inquiry which
concluded that central government should set national standards for ‘core’ services, including social
services, in addition to those listed above. However, even in these core services there was a

recognition that they needed to be able to reflect local circumstances.

Chart 3.6: Who should have responsibility for setting standards of service
delivery?
The Government Local councils
Leisure services
Refuse collection
Social housing
Planning/

development
control

Social services

Public transport

Roads

Fire and rescue
services

Police

Education

NHS

-80% -70% -60% -50% -40% -30% -20% -10% 0% 0% 10% 20% 30% 40% 50% G60% 70% 80%

Unweighted sample base 2,300.
Source: Lyons Inquiry Survey.

3.94  The survey work also found a clear view that, for the majority of services asked about, local
government should have a greater role in setting priorities than central government (see Chart 3.7).
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Chart 3.7: Who should decide what should happen to a range of services
if more money became available or cuts had to be made on public services
in their local area?
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Source: Lyons Inquiry Survey, Wave Three respondents. - Local council |:| Don’t know/refused

3.95 In public engagement events, participants firmly supported the idea that there should be
neither total standardisation, nor total local flexibility, but rather minimum national standards
above which councils could provide a better level of service where it was wanted or needed.” People
wanted to ensure that there was an element of national fairness and protection via minimum
standards, but also the flexibility to provide services in the way that best met local needs.

3.96  This appetite for what I call ‘managed difference’ is reflected in the survey results. There was
a strong sense of disagreement with a proposition that levels of service should vary until the
concepts of local consultation and satisfaction with the services were introduced. The proportion
of respondents who agreed that service levels could differ changed from 26 per cent to 77 per cent

once these conditions were added.

3.97  Striking the right balance in managing differences between areas and across services is a
difficult challenge. It is particularly hard to conduct clear local discussion of priorities when people
do not understand the true cost of local services. This will impact on negotiations of the different
standards of service that can be expected for different levels of cost. However, local and central
government need to confront this challenge in order to develop a better understanding of what
taxpayers are buying or people’s dissatisfaction with local government will continue.

“ Lyons Inquiry — Public Deliberation Events: Final Report for the Lyons Inquiry Team, Lyons Inquiry, 2006.
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Chart 3.8: Level of agreement with statements relating to level of service
delivery
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Lack of trust in the system of local government

3.98 Trust is the other crucial, but perhaps often understated, factor that is necessary for local
government to be able to lead effective place-shaping. As Chapter 2 reports, local institutions and
representatives tend to be more trusted than national institutions. In 2005, 58 per cent of people
said they trusted their council a lot or a fair amount, whereas in contrast just 37 per cent of people
said they trusted parliament.” In a survey for the Committee on Standards in Public Life in 2006,
48 per cent trusted their local MP and 43 per cent their local councillors, compared to 23 per cent
trusting government ministers and 29 per cent trusting MPs in general (see Chart 3.8).* These
figures do not offer room for complacency by either local or central government.

“ Kitchen et al., 2005, Citizenship Survey: Active Communities Topic Report, CLG, 20006.
“ Ipsos Mori, Survey of Attitudes Towards Conduct in Public Life 2006, Committee for Standards in Public Life,
2006.
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fairness

Chart 3.9: Trust in different professional groups
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Source: Committee on Standards in Public Life, 2006.

3.99  Encouraging trust is a complex activity as trust is based at the same time on rational and
emotional responses, yet it is a necessary aspect of dealing with the complex problems that face
local services.” I believe that a major factor limiting trust in the system is the confused
accountability described above. However, there are other issues limiting trust in local government:

o the concern about council tax and its fairness;
®  an adversarial relationship between central and local government; and

*  a disempowered local government sector leading to a lack of confidence in its
relevance and ability to make change happen.

3.100 Over the past ten years, as shown in Chart 3.10, there have been instances of steep increases
in council tax. Media coverage, submissions to the Inquiry and the Inquiry’s research have shown
that there is ongoing public concern about overall percentage increases but there is also anxiety
about the fairness of council tax, particularly in terms of ability to pay, which is most often equated

to income.

“ Taylor-Gooby, P, The Efficiency/Trust Dilemma in Public Sector Reform, ESRC, 2006.

Lyons Inquiry into Local Government — Final Report 103



What is limiting modern local government?

104

3.101 This issue has been particularly picked up by older persons’ representative groups but, as
demonstrated in Chapter 7, it is not a simple task to decide what a fair tax would look like as
different groups describe fairness in different ways.

3.102 Indeed, our survey work has analysed three different types of response to council tax. Nearly
half of the respondents could be characterised as ‘dissatisfied payers’ of council tax but, more
surprisingly perhaps, a third were characterised as ‘accepting payers’ with the other 20 per cent
being more satisfied non-payers, as they were receiving benefits. So, although no tax will ever be
‘popular’, and non-payers have obvious reasons to feel benign towards council tax, these responses
do show that compared to some of the perceptions of council tax portrayed in the media, the tax
is not vilified by all payers.*

Chart 3.10: Increase in council tax (in nominal terms), 1994-97
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Per cent annual nominal increases

1993— 1994— 1995- 1996— 1997— 1998- 1999— 2000— 2001- 2002— 2003— 2004— 2005-
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Source: Local Government Financial Statistics, England, No. 16, CLG.

3.103 That said, I am concerned about the impact of the perceived lack of fairness of council tax
and the damage I believe it has caused to the relationship between local authorities and their
communities. This may in part be, as Peter Smith argued in 1991, one of the legacies of the poll
tax which he argued “brought into question the legitimacy of local taxation in the United
Kingdom”.® Whatever the cause, the survey work for the Inquiry shows that only a minority
consider that council tax represents value for money. This is important because the second most

important driver for satisfaction with local government is perceived value for money.*

“ Lyons Inquiry Survey, Lyons Inquiry, 2007.
# Smith, P, Lessons from the British Poll Tax Disaster, National Tax Journal, Vol. 44, no. 4, (December, 1991.)
“© What drives public satisfaction with local government, Local Government Association, 2004
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3.104 Central government has a responsibility, alongside its overall responsibility for the finance
and taxation framework for the country, to maintain a trusted, viable tax for local government. An
impression can be gained too often, that council tax is a local problem which can be solved through
ad hoc solutions and changes, rather than recognising that many of the pressures and unfairnesses

associated with the tax require national action.

3.105 Another key factor contributing to a lack of trust in our institutions of government is the
current relationship between central and local government — at least as played out in public —
which can be characterised as adversarial. It may be that this is an aspect of the generally adversarial
nature of British politics. As Chapter 4 discusses, such poor central-local relations are not a clear
feature of all other countries. As well as damaging accountability, the wider fall-out is a sense that
poor relations damage the standing and credibility of both local and central government and
politicians as a group.

3.106 The focus of attention in recent decades, as set out above, has been the performance of the
local authority and the delivery of service improvements. These are undoubtedly important issues
but this focus has arguably neglected the need to improve the relationship between central and
local government, which is still allowed to be seen as one of competition and criticism. As John
Stewart from the University of Birmingham argues:

The nature of central—local relations is critical to building effective local government, yet there
were no proposals to modernise central—local relations alongside the proposals for modernising

local government.”

3.107 The Inquiry’s councillor engagement events were marked by a general sense of
disempowerment among the councillors who attended, reflecting the argument that one of the
reasons people do not engage with local government as much as they might is because local
councillors are perceived as having only limited powers. Some councillors argued that their
credibility was undermined since, as they see it, they could not deliver for local people because
central government overrides them. There was concern that central government’s lack of trust in
local government had undermined public confidence and felt that they were often seen as merely
doing the will of central government:

Unless the public see local councillors as having real power to make a difference, then they feel
what is the point?’.

3.108 This is further evidenced in research on councillors’ and former councillors’ views on their
own role. In the IDeA’s last ‘exit survey’ of councillors standing down, one in four respondents
cited the erosion of local government influence as their reason for leaving.”® Recruitment of
councillors, in particular younger people, is also proving difficult, with nearly half of all councillors
over the age of 60.% This serves to reinforce the reputation of local government as unrepresentative
and out of touch. This is an issue that the Government is rightly concerned about and is at the
heart of the recent announcement to set up a new commission, led by Dame Jane Roberts, the
former leader of the London Borough of Camden, to look at how local democracy can be

revitalised and made both more representative and more responsive to local people.

i Stewart, J., Modernising British Local Government: An Assessment of Labour’s Reform Programme, 2003.
 Exit Survey of Local Authority Councillors, IDeA, 2003.

® National Census of Local Authority Councillors, Provisional 2006 results, Local Government Analysis and
Research, 2006.
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3.109 The case study research reinforced this sense of disempowerment; some councillors felt that
at times, middle managers paid more attention to the direction given to them by central
government departments and national inspectorates than they paid to the aspirations of the elected
members in their local authority. There was a questioning of the worth of standing as a local

councillor if such a role cannot make a difference.

3.110 Specific examples were raised by councillors of regulatory regimes being so heavily
circumscribed — for example, planning and licensing — that decisions could not sufficiently reflect
local considerations and concerns, leading to public disillusionment with local government. They
cited the example of local people wanting new approaches to licensing to help tackle street
drinking. They took the view that the detailed national framework restricts the scope for local
tailoring, making engagement frustrating and sometimes pointless.

3.111 Later chapters discuss how to tackle this lack of trust in local government in detail, however
I believe the two important factors for increasing trust in local government are improved
understanding and clearer accountability. I am convinced that better engagement between local
government and the public — at both political and managerial levels — is the key to improving
understanding of local government, the frameworks in which it operates and the tough trade-offs
which require decisions. This will, in turn, help to improve the accountability of authorities to local

communities for decisions over which they have control.

Effective engagement

3.112 Chapter 2 argued that the key to making best use of resources for the well-being of local
communities is to enable communities to make their own choices where possible and include them
in the design and delivery of services through co-production. These will help to obtain better
outcomes and improve understanding and satisfaction. This, in turn, relies on local government
engaging with local communities to understand their preferences for services and other aspects of
local government activities. This is currently limited by:

®  central and local government frameworks on engagement having a focus solely on
service improvement against formal targets at the expense of overall satisfaction

and wider understanding of community needs and preferences; and

®  too great a focus on the centre in terms of performance reporting and target

setting, rather than a focus on the community.

3.113 Recent research has concluded that central government initiatives to enhance engagement
and participation through initiatives such as Best Value have improved services.”

3.114 However, there is a question of whether the current focus of community engagement
enables the broader understanding that is required to judge whether the right services are being
delivered in the first place, as opposed to services being delivered in the right way. This is essential
to achieving the broadest type of ‘allocative efficiency’ needed to maximise well-being. Recent
developments have moved the dynamic for participation towards individuals’ interaction with
services as consumers, rather than gaining an understanding of community needs through the
wider forms of democratic participation that are important to develop social capital and
community cohesion. As Wilkes-Heeg and Clayton argue:

* Long-term Evaluation of Best Value Regime: Final Report, Communities and Local Government, 2006.
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The limitations of the more consumerist approaches to participation must ... be underlined.
Substantial investment in market research, focus groups, consultation events, survey
questionnaires and so on, has clearly not prompred participation in electoral politics Indeed, there
is little reason to suppose that ‘individualised’ approaches help enhance more collective forms of
democratic participation or serve to reinvent, or even sustain, notions of democratic

participation.”

3.115 Some commentators have raised concerns about levels of central control damaging local
engagement. They argue that people will not engage with organisations that have no authority. The
Electoral Commission’s research into the 2002 local elections concluded that 60 per cent of
respondents would be encouraged to vote at local elections if the council had more scope to make
local decisions and 51 per cent if councils had more scope to determine taxes and spending.” Such
concerns can be typified in the following quote:

The public is unwilling to engage with councils which they see as delivery agents of national
government with little room for manoeuvre and therefore unable to make a real difference

locally.>

3.116 Central controls also govern consultation and engagement processes. These often cover both
the topics on which consultation must take place and, at times, the methods that should be used.
This has had benefits in raising the priority of such activities and has led to methodological
advances. However, it produces risks; central priorities are put above those of localities and the
focus is on the centre — the Communities and Local Government work on performance
measurement estimated that councils spend about 80 per cent of their reporting effort on reporting
‘upwards’ aimed at Government departments and ministers and less than 20 per cent on their local
systems which are aimed at electors and taxpayers.”

POOR INCENTIVES IN DISTRIBUTION OF NATIONAL
RESOURCES

3.117 The place-shaping council should be clearly focused on the needs and wishes of its local
community. In contrast, the current model in England is characterised by a centralised form of
governance both with regard to finance and levels of control. This affects the behaviour of local
government, particularly through the distribution of national resources through the grant system
which can distract local government away from the concerns, needs and future prospects of its

citizens and its local areas.

3.118 The impact of grant is sometimes articulated as part of the balance of funding issue, with
commentators arguing that central government’s provision of a large proportion of funding to local
government in itself creates risks of dependency. This issue is summarised well in the following
quote:

In a system where local government was responsible for, say, 50 per cent of all public expenditure
without commensurate local tax raising responsibility, the impact of changing levels of central
support would be far greater than when the figure was, say, five per cent.”

5! Wilkes-Heeg, S. and Clayton S., Whose Town is it Anyway? The State of Local Democracy in Two Northern Towns,
2006.

2 Public Opinion and the 2002 Local Elections, Electoral Commission, 2002.

* Implications of Local Devolution for Efficiency and Effectiveness in Service Delivery, Martin, S., Lyons Inquiry
Seminar: Greater Devolution: Evidence in Support, June 2005.

5 Mapping the Local Government Performance Reporting Landscape, CLG, 2000.

% Travers, T., International Comparisons of Local Government Finance: Propositions and Analysis, Lyons Inquiry,
2005.
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funding — the incentives it produces and the consequences that it has for control and for
accountability — shapes the interface between local and central government and, by implication

between local authorities and their communities.

3.120 The objective of both central and local government should be to obtain the best results and
outcomes from existing resources without being distracted from striking the right local deal over
taxation. Instead, the current process fosters, and is supported by, local government behaviours
which are focused on lobbying government for changes to data, formulae and grants in order to
gain marginal extra revenue from the centre. This absorbs energy amongst council members,
officers, civil servants and ministers. It contributes to a sense that resources are seen not as citizens’
money to be used in their best interests but somehow as the property of central government handed
out by ministers. There is a strong sense that lobbying for more grants is also free of political cost
to local authorities.

3.121 It also results in local authorities being in competition with each other, individually or
through representative bodies such as those that promote the case of different types of local
authorides. I doubt it is possible to design a distribution system that is completely competition-free
but it is useful to contrast our experience with that of other countries, such as Denmark and
Germany, that operate horizontal equalisation systems. In these countries, authorities with high tax
bases share their resources more directly with low tax base authorities, through arriving at

consensus, without the need for the centre to become involved in orchestrating the transfers.”

3.122 The current grant system balances two objectives, which can often be in tension with one
another. On the one hand, it seeks to deliver equity by taking local needs and local council tax
resources into account when allocating grant, thus providing more generous grants to areas with

the highest needs and lowest local resources.

3.123 On the other hand, the grant system also seeks to deliver some stability in grant allocations
for local authorities. This objective has been given substantial weight in recent years through a
system of damping. The emphasis has been put on minimum, or floor, levels of grant increase for
all authorities, imposing ceilings and scaling back of grants to other authorities to pay for those
floors. An example of the impact of damping can be seen in 2006-07, when 71 out of the 150
local authorities with responsibility for personal social services were protected by the ‘floor’ which
was set to guarantee all authorities a minimum two per cent increase for this aspect of their budget.
Further information about damping is set out in Annex A.

3.124 Clearly, a degree of stability is important to allow local authorities to plan. However, there
is evidence that this focus on stability is also about controlling council tax increases as council tax
may have to increase to compensate for shifts in grant. In doing this it limits the ability of the grant
system to react to needs, which for those areas with high or increasing needs means that they need
to put further pressure on council tax. In consequence, Government’s concern to control council
tax without resolving how to deal with the underlying pressures on the tax risks distorting other
aspects of the finance system.

* Loughlin, J. and Martin, S., Options for Reforming Local Government Funding to Increase Local Streams of
Funding: International Comparisons, Lyons Inquiry 2005.
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grant should not be just about insulating local authorities from their particular circumstances or
from change, or indeed from an unpopular local tax. The grant process should also be about
providing incentives to support positive activities, as argued by the OECD:

Jull equalisation removes the incentive to increase jurisdictional tax base by attracting new
economic activity ... [as such] full compensation of differences in tax or service capacity may

compromise the incentive to expand the tax base and should be avoided.”

3.126 As the above quote suggests, the question of incentives is of particular importance when
considering the role of local authorities in pursuing and enabling economic prosperity and housing
supply in their area. These are important aspects of their place-shaping role and so a link between
the health of the economy and the size of local tax base is a key motivation for local authorities to
take growth seriously.

3.127 Outside specific initiatives, local authorities can only share in the general growth of housing
or business tax bases in a limited way. Neither growth in council tax nor business rates in England
are rewarded in any way through the funding of the authority because the grant system
automatically takes into account any growth in tax base. Housing growth does have some benefit
for the local community in that it allows council tax increases to be spread across a larger tax base
but the residents’ use of services produces costs as well. Local government can only see a very long-
term benefit from growth in business tax base in the form of more resources for central government
to allocate.

3.128 The special initiatives that have been introduced to create incentives mainly relate to
development, including Section 106 contributions and the proposed Planning-gains Supplement.
There are proposals for a Housing and Planning Delivery Grant to provide incentives for the
delivery of new housing and the recently introduced Local Authority Business Growth Incentives
scheme aims to provide local authorities with general financial gains from a growing business tax

base.

3.129 Such systems are important, but a concern remains that they are special schemes that
operate outside the main local government finance system and are subject to specific and, at times,
complex allocation criteria and changes by the Government. These factors reduce the degree to
which authorities can successfully rely on such schemes and make long-term decisions. I discuss

options for improving incentives in Chapter 9.

CONCLUSION

3.130 This chapter has identified the key problems limiting local government’s contribution to
place-shaping and local well-being as deeply engrained systemic issues affecting the confidence of
people in local government, and the confidence of local government to act in the interests of its
communities. Local governments own responses and behaviours are, of course, key to achieving
change and these are discussed in Chapter 5. However, change is needed at central government

level too.

57 Intergovernmental Transfers and Decentralised Public Spending, OECD Network on Fiscal Relations Across
Levels of Government, 2005.
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3.131 As this chapter has shown, problems with council tax and the balance of funding for local
government are important issues. The causes of council tax pressure, lack of trust in the system of
government and the constraints holding local government back lie in a system which is over-
centralised, which offers too little local flexibility and in which accountability is unclear and
confused. Tackling such large-scale problems is a major task and will require central government
working to support and maintain a trusted and viable local tax and, crucially, to create more space
to respond to local choice.

3.132 The Government has made a real move forward in the Local Government White Paper and
associated Bill. I share much of the Governments analysis of the problem, but believe that the
objectives for reform are profound and broad, including:

®  clearer accountability over who is responsible for what, including clarity over who
controls tax and spending decisions so enabling a clearer understanding of the
costs of services and who can and should be held to account. I see this as a good
in its own right but also a necessary condition for local communities to fully
engage in the process of determining priorities and choices within limited

revenues;

®  greater flexibility — this includes: financial flexibility, enabling local authorities to
have more control over managing their budgets, raise revenue and take spending
decisions to best meet the needs and preferences of their local communities; and
flexibility to enable local government to manage local services in response to local
needs and work with partners in new and innovative ways to improve how well

services work for local communities;

o better incentives for local government to own and grow their tax bases and for
both central and local government to develop a more productive relationship over

time which recognises their shared objective for improvements in the system;

*  tackling perceived unfairness, in order (along with other objectives) to improve
satisfaction and trust in the system of local government as a whole. This is a
difficult but important area and, in assessing my reform options, I have attempted
to balance: competing views of fairness in terms of concerns about particular
groups such as pensioners; issues around ability to pay, wealth and the link
between the level of tax and the value of the property; and consideration of the
benefit principle — that recipients of the service should bear the costs of that

service; and

o continued improvements in efficiency — the overall efficiency of local public
services is a key factor which could help to relieve pressures on council tax under
the current system. It is therefore essential that public services are delivered in the
most cost-effective way possible. However, in seeking to improve the well-being of
local communities and manage pressures as effectively as possible it is also essential
that public expenditure is allocated to best meet the needs and preferences of the
community: delivering the right local priorities rather than just doing them as
cheaply as possible. Both of these objectives require greater scope for local choice.

3.133 All these objectives need to be addressed if we are to move towards a more sustainable
system of local government and local government funding. That means being able to adapt to
changes and manage pressures caused by demographic, societal and global challenge as well as those
brought about by policy and political changes, locally, nationally and internationally.

110 Lyons Inquiry into Local Government — Final Report March 2007



What is limiting modern local government?

3.134 These themes will form the objectives against which I will appraise reform options
presented in subsequent chapters.
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Summary

This chapter examines what central government can do to improve the framework within which
local government operates, enabling it more fully to take on its place-shaping role. It recognises
the significant step forward represented by the proposals in the recent Local Government White
Paper and subsequent Bill, but argues, that in delivering the ambitions which the Government
has set out, it faces significant risks and challenges, which will need to be addressed if the
potential benefits of the White Paper are to be fully realised.

It argues that a key priority is to sharpen and clarify the accountability of the current system,
particularly by:
* clarifying the respective roles of both central and local government, including what
local government is best placed to do;

* streamlining the performance management framework with a clearer local focus;
* allowing local government to improve its own governance; and

* improving the transparency and accountability of the funding system for the public and
Parliament. This may require an independent and authoritative source of evidence to
inform the debate about local government funding. It also means that the system of
council tax capping should end — while born out of understandable motives, it confuses

accountability and can have perverse effects.

The White Paper sets a welcome path towards a system which provides greater local flexibility
and choice, particularly through the proposals to reduce central targets and burdens through the
new performance framework. In order to ensure flexibility is protected over time, central

government will need to achieve a shift in atticudes and behaviour to ensure that:

* soft controls in the form of new types of conditional funding, guidance and central
government pronouncements do not take the place of formal targets — moreover, the
chapter argues that the Government should make a firm commitment to further

reductions in conditional funding;

* funding flexibility is preserved and joint working with other partners is made easier;

* local governments convening role is more formally recognised and supported by the
system;

* Jocal government is recognised and rewarded for improving allocative efficiency —

delivering the right priorities for local people — as well as for driving forward managerial

efficiency;

* local government’s sense of ambition and powerfulness on behalf of local people is
encouraged by central government as well as from within the sector;

* arrangements for working at the level of the functional economy (across authority

boundaries) should be flexible and based on what works in the local area.

The chapter also considers what this means for a range of different services, including adult
social care, domestic waste collection and disposal, health and well-being, children’s services,

community safety and economic development.

March 2007 Lyons Inquiry into Local Government — Final Report 113



Central government’s contribution to reform

114

INTRODUCTION

4.1  Central government has responsibility for the overall framework within which local
government operates, and therefore bears a significant responsibility for the performance of the
system of local government as a whole. However, central government can only ever be responsible
for part of that system; it shares responsibility with local government to make it work as well as it
can for our citizens. Indeed, the previous chapter argues that some of the problems currently
afflicting local government and its funding system are due to central government’s attempts to take
too much responsibility for matters which should be appropriately left for local decision.

4.2 This chapter sets out where I think the government’s approach will need to change if local
authorities are to be able to play their place-shaping role, and respond flexibly and efficiently to the
needs of communities. Later chapters propose detailed and specific changes to the funding system,
and also changes which local authorities will themselves need to make to fulfil the potential of their
place-shaping role.

4.3 In my May 2006 report, National prosperity, local choice and civic engagement, 1 argued the
need for greater local flexibility and choice to enable local government to rise to this challenge, and
emphasised in particular the weight of the range of central controls on local authorities, which has
tended to distract their attention upwards, towards central government and away from their local

communities.

44  The recent Local Government White Paper, Strong and Prosperous Communities, and the
resulting Bill, responded directly to many of the proposals in my May 2006 report and set out a
very positive direction of travel. I particularly welcome the intention to streamline dramatically the
number of targets imposed by central government, and the performance management framework
governing local authority performance. The emphasis on greater engagement by local government
is also key to improving accountability, public satisfaction and trust. The White Paper and its
implementation plan also include a wide range of other proposals and changes, which should help
to reinforce the shift towards greater flexibility and choice at the local level, and greater
responsiveness by local government to the communities and individuals it serves.

4.5 I do not set out in detail here all those aspects of the White Paper and other developments
which I endorse. The next section points to areas of concern or risks which could hold back
delivery of the objectives reflected in the White Paper, and which will need to be addressed in
future to provide the space for local choice, the right conditions for local energies and leadership
to flourish, and continued momentum towards making the most of what local government has to
offer. The chapter also considers how local government can play a role in fostering economic

prosperity, and discusses implications for a number of specific services.

IMPROVING ACCOUNTABILITY

4.6 In the current system, responsibility for both local public services and the way in which they
are funded is complex and confused. As set out in Chapter 3, this fundamental problem leads to
confusion and mistrust in the system as a whole, since it creates incentives for central and local
government to blame the other for failings and to claim credit for success themselves, rather than
focusing on providing the greatest contribution they can to the well-being of our citizens.
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4.7 There is therefore an urgent need to improve accountability throughout our system of local
government, and to create incentives so that each tier of government has every reason to improve
their own contribution to well-being, and to support others in doing so as well. This requires

improvements aACross a range of issues:

®  greater clarity about the respective roles of central and local government — this
means being clearer about where central and local government can each add most
value, as well as maintaining the commitment to pursue a much smaller number

of nationally set central priorities, leaving real space for local choice;

*  ensuring the new regulatory regime for local government is focused on the right
issues, and allows enough space for local choice and priorities to be taken forward,

while minimising burdens across the sector;

*  improving the framework for local governance in order to promote effective local
leadership and engagement, and to better inform local choices which help manage
public expectations and service pressures; and

*  seeking to clarify how local services are funded to provide greater transparency over
what local services cost, and how decisions on spending and resources have been
made.

Clarity over roles and responsibilities

4.8  Akey challenge for government at all levels is that political and popular ambitions for public
services are arguably greater than ever before. We demand high-quality, responsive and increasingly
tailored services while the majority of us (55 per cent) do not think it is acceptable for standards
of service to vary between different parts of the country.' I will not attempt in this report to debate
the appropriate size of the state nor the appropriate level of total investment in public services;
different governments will always need to make judgments about these political questions.
However, there is a critical need to manage public expectations of public services against what
people are willing to pay for, otherwise I believe that trust and satisfaction in the system as a whole
will suffer. This is a challenge for both central and local government.

4.9  Chapter 2 argued that local government is best placed to engage with local communities to
understand their needs, priorities and preferences in order to make well-informed choices about
how resources should be spent in the best interests of local people. Councils are also best placed to
manage the difficult trade-offs which inevitably have to be made when making choices about what
should be spent, where, how and on whom in the light of local priorities. Explaining those choices
to the public is crucial to achieving well-being and satisfaction. But, when accountability is blurred,
clear explanation becomes difficult, as local people may be uncertain as to who is responsible for
success or failure in their area, or who to lobby for change. Blurred accountability can also lead to
local service providers being pulled in different directions, making it very difficult to develop a
clear set of shared priorities to which they can develop joint solutions.

4.10 The most obvious way to clarify accountability would be to make a definite distinction
between those services which are national and those which are local responsibilities, but it is clear
that such a formal separation is not possible. Public services are by their nature complex, both in
terms of what they do and how they aim to do it. Most services include some elements which are

' BMG Research, Lyons Inquiry Survey, 2007.
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appropriately centrally determined and some which should be locally determined, and some have
regional or sub-regional aspects, suggesting decision-making should take place at different levels.

4.11  Despite this complexity, it is possible to point to some services where greater or lesser
degrees of local choice would be appropriate. Although I argue that greater local flexibility and
choice are needed across the range of local government activity, I fully accept that there will always
be a range of services and priorities where national government will want to set national standards
and ambitions. In those areas where a sense of national entitlement is very strong, or where central
government has a specific democratic mandate to deliver particular improvements (for example on
health or education), I can see the merits of formalising this ‘national promise’ through a clearer
definition of local and national responsibility, backed up by clearer financial arrangements. There
is, however, a challenge in defining and funding a national promise in a way that ensures it can be
afforded everywhere, and that focuses on what should be achieved, not how it should be delivered.
This reinforces the need to balance the desire for national standards with that for local flexibility
and choice. Chapter 2 set out the principles which could be used to inform decisions on the
balance of local and national determination, which I first introduced in my May 2006 report.

Recognising the 4.12 A shift in approach is needed from both central and local government, to recognise the
potential contribution each can make to the shared agenda for improving the well-being of all our
contribution of communities. This means recognising that central government should not expect to do some
local government things which local government is well equipped to do, and vice versa. For example, local
government is, by virtue of its closer connection with citizens, better placed to engage with them
about what they want, to manage expectations about what is possible, and to work with service
users to improve the effectiveness of local public services, by influencing behaviour and reviewing
service design and delivery. Such co-production is a key potential contribution of local government

that is not adequately recognised or developed in the system as a whole.

4.13 1 recognise that there are many areas where local government performance (like central
government performance) needs to improve substantially. However, the key challenge for the
system as a whole is to recognise that every level of government has a comparative advantage which
determines what it is better placed to do than the others. All of our governments need to make the
most of that potential in pursuing better outcomes for citizens.

4.14  There is also a need to recognise the fact that central government — like local government —
has limitations in terms of what it is best placed to do. Some of these will be intrinsic — a function
of the very fact it is a central, rather than a local, organisation. Others may be a function of current
skills, behaviours and organisational arrangements. There is widespread interest currently in how
government departments and ‘the centre’ of government can collectively be made more effective.?
There is also an ongoing programme of reform, drawing on a number of Government-
commissioned reviews which have made recommendations that aim to improve efficiency and
effectiveness, and the ongoing round of Capability Reviews explicitly examine questions similar to
those asked about local government, including about the leadership, skills and capacity of
government departments.’ Some of these exercises explicitly question the fitness for purpose of
various aspects of the centre, and there is an ongoing debate about some large-scale concerns, for
example the National Health Service and some Home Office functions.

? See for example Darwall, R., The Reluctant Managers, December 2005.

3 See for example, Gershon, P, Releasing Resources to the Front Line: Independent review of public sector efficiency,
HM Treasury, 2004; Lyons, M., Well Placed to Deliver? Shaping the pattern of government service, HM Treasury,
2004; Varney, D., Service Transformation: A better service for citizens and business; a better deal for the taxpayer,
HM Treasury, 2000.
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4.15 I do not seek to answer the specific questions or concerns raised by this ongoing work as it
is outside the scope of this Inquiry. But questions about the capability of central government
departments will remain highly relevant to considerations of the future role of local government —
since the key challenge, as I have set it out, is to ensure that the system as a whole can make best
use of the relative advantages of each tier of government. So in what follows, I seck to bear in mind
that:

®  tis right to ask questions about what central and local government are each best-
placed to do; and whether we are making the best use of the talents, energies and
resources available at each level under the current system;

*  questions of performance relate to all tiers of government — and it is therefore
wrong to assume that a centrally designed and implemented solution will

necessarily always be better than a local one; and

o it is reasonable to ask whether the centre is trying to do too much, and whether
this contributes to confused accountability.

4.16  Future Capability Review processes might usefully assess how well equipped central
government departments are to work in partnership with local government while protecting and
enhancing local flexibility. This might take account of my recommendations in later sections about

central government behaviours and soft controls.

4.17  The Government has announced that it will in future set a much smaller set of key national
performance measures, and the overall approach to an area’s priorities and objectives will be
negotiated through the Local Area Agreements which are being introduced across the country. This
will require central government to be much clearer about those areas in which responsibility should
be firmly local, and to resist calls to intervene in them. This in turn will require an acceptance that
variability between areas is not only inevitable but also desirable.

4.18  This is a challenge for central government, but it could help significantly to improve local
accountability. The centre will need to respect the value of local communities being able to make
choices that the centre might not recommend or welcome — it will need to value local difference.
It is also a significant challenge for local authorities and other local partners, who have in many
cases contributed to the development of the current system by pressing the Government for
national targets, strategies or ring-fenced funds as a signal that their area or their particular interest
features on the list of national priorities. If both central and local partners can overcome these old
ways of working, the prize is greater efficiency, well-being and satisfaction as local services are more

closely matched to local needs and wishes.

4.19  For those issues where central government takes responsibility, or shares it with local
government, there is a need for greater consistency in the behaviour and messages coming from
departments. A number of submissions to my Inquiry from local authorities have raised this issue,
typified in the following quote:

Lack of co-ordination within Whitehall or between Whitehall and its agencies can lead to further
difficulties. For example, the Department of Health pushing adult education and the
Department for Education and Skills withdrawing funding for it, or the Home Office
recognising the importance of alcohol treatment compared with drugs treatment, but being
unwilling to sustain funding to support this. (Surrey County Council)
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Offices

4.20  Delivering on the promise of this model depends on the expectation that Local Area
Agreements will be based on a genuine negotiation between local partnerships, led by the local
authority, and central government. This requires government to act corporately in the negotiation,
which will depend to a great extent on the behaviour of ministers and their departments.

421 Given the proposed key role for the Government Offices in negotiating Local Area
Agreements on behalf of the government, it will be important to be clear about their negotiating
power and to ensure they have the right skills and capability to perform that role. My case study
research found a sense of frustration within councils at being obliged to go through Government
Offices in their dealings with central government, as they perceived that the decision-making
powers lay in the departments themselves, not the Government Offices.* Some councils questioned
whether Government Offices currently have the capacity and local knowledge to make judgements
about local priorities. Others argued that their role often appeared to involve administering central
government programmes and second-guessing central departments, at the same time as
constraining and second-guessing local choices. Many expressed concerns about whether the
Government Offices have the skills to meet the increasingly strategic role that is expected of them:

1 have 1o say thar I am yet to be persuaded of what the added value of regional government is to
these issues really. We know the city and the police know the city and we know what the priorities
are. If regional government is to interpret what central government says well then I'd rather have

it straight from central government. (Senior local government officer, community safety)’

4.22  This suggests that the role of the Government Offices needs to be much more clearly
defined and focused on arecas where they can add most value. I stongly support the
recommendations of the review of the Government Offices published last year.® I particularly
welcome the recommendations to streamline the Government Offices’ role in order to secure a
more strategic approach and a more appropriate staff skills mix. However, behaviour will again be
a key determinant of the strength of the new arrangements. Government Offices must clearly
recognise matters which are wholly for local determination and resist encouragement (whether
local or central) to become inappropriately involved.

4.23 The review also recommended that Government Offices should challenge government
departments to ensure policies are joined-up and capable of being delivered effectively. While some
key government departments are not represented in the Government Offices (notably the
Department for Work and Pensions), this role could in my view add real value. The Government
Offices could play a part in helping to develop a stronger corporate style in central government by
reflecting back to individual departments and central government as a whole the challenges that
their own behaviours (however well-intentioned) can create at the local level. Over time this could
help to improve relationships with local government, and the functioning of the system as a whole.

Streamlining the performance framework

4.24  Chapter 3 argued that the Government’s performance framework has tended to distract
councils from an outward focus on their communities, instead creating a focus on upward

reporting lines to central government.

“> Entwhistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007 — summarised in Annex H.
¢ HM Treasury and Department for Communities and Local Government, Review of Government Offices, 2006.
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4.25  The Audit Commission’s report on the future of regulation pointed the way forward on the
regulation of local authorities.” From April 2008 the Audit Commission will operate as the single
local services inspectorate, and a radically reformed performance framework is likely to be
implemented in the form of the new Comprehensive Area Assessment from the following year.

4.26  The Local Government White Paper’s objectives for the new performance framework are

that it should:
*  strengthen accountability to citizens and communities;

®  give greater responsibilities to local government and its partners to secure

improvements;

®  provide a better balance between national and local priorities;

*  improve coordination between the various inspectorates;
*  relate inspection more closely to risk; and
o streamline the process for providing improvement support and intervention.

4.27 I welcome all of these objectives. If implemented fully they will mark a step change in the
performance framework, providing a much more streamlined system of regulation which will
provide much greater space for local flexibility and choice.® In implementing the new regime a

number of issues need to be borne in mind.

4.28  First, and most important, the regulatory regime needs to be clear about who is responsible
for what. This has two aspects:

1. Being clear about what the local authority is responsible for. The Comprehensive
Area Assessment will of course need to take account of performance in relation to
the 53 local targets (made up of 35 locally negotiated targets and 18 mandatory
ones in early years) for each local area and the 200 national indicators (to be agreed
at the Comprehensive Spending Review). However, the new regime will need to
find a way of recognising the appropriate balance of accountability for the local
authority as convenor, leading the Local Area Agreement in partnership with a
wide range of other providers. It will also need to recognise the local authority’s
wider place-shaping role, which will be reflected in the targets and ambitions
developed locally. These are not a matter for central control, but will impact on the
satisfaction of local people, which will be an element of the new framework.

2. Being clear about what is the responsibility of each inspectorate. Overlapping
responsibilities would add to confusion and not aid the objective of aligning the
regimes across all local public services. The role of central government in setting
expectations about performance beyond the targets agreed in the Local Area
Agreement also needs to be clear. We need to avoid the risk that taking forward
government ministers public pronouncements about particular services or issues

become seen as the responsibility of the inspectorates.

7 Audit Commission, The Future of Regulation in the Public Sector, 2006.

® By this I mean the wide range of activities undertaken by central government and inspectorates to regulate the
behaviour and performance of local authorities. The performance framework incorporates not only regulation
but also a much wider range of activities, such as peer review and support, and other mechanisms included in the
Local Government White Paper.
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4.29  Second, the regime must be proportionate. This is clearly reflected in the move to risk-based
inspection. Across most services, the framework should allow for intervention in local affairs only
where there are significant failures which demonstrably risk harming the well-being of local people.
The proposed regime will look across the 200 national indicators in judging risk, but I hope it will
also take account of local priorities and the fact that while a particular service may be crucial for
well-being in one area it may be much less important in another.

4.30  Third, arrangements for inspection and assessment need to focus on supporting change by
the authority itself. I welcome the Improvement and Development Agency (IDeA) and the Local
Government Association (LGA)’s developing work on self-assessment against an externally agreed
community plan, and ‘peer challenge’ to examine progress against the commitments agreed with
partners. While peer-group support is unlikely to provide adequate public assurance on its own,
this is an important demonstration of the capacity and willingness of local government to embrace
improvement. But the system must recognise that there is only so much that even well-targeted and
well-intentioned support, advice and intervention by peers or regulators can achieve. Real
improvement in performance must be the explicit responsibility of, and must be driven by, the

council itself. I therefore welcome the emphasis on self-assessment and stakeholder views.

4.31  Fourth, inspection needs to be joined-up. Even after the merger of eleven public service
inspectorates into four, there are still real challenges for the smaller number to work together
effectively and to reduce the burden they place on inspected bodies. I look forward to the outcome
of Michael Frater’s work on reducing the burdens of the reporting systems, which will help achieve
a reduction in the burden of inspection.” The new Comprehensive Area Assessment needs to take
full account of local partnership working and shared priorities through the Local Strategic
Partnership and Local Area Agreement — so that inspection and assessment can be genuinely
joined-up across agencies and the public services they deliver. This means putting greater effort
into ensuring that the separate performance frameworks for primary care trusts, schools, the police
and Jobcentre Plus are as consistent as possible with each other and with the Comprehensive Area

Assessment framework for local government.

432 Regulation must of course be well informed. The promised smaller and clearer set of
outcome-based national indicators should constitute the bulk of the performance information
required from local authorities. It is particularly important that they are available to the public,
who must be the key judges of performance. I accept that there may be a need for some further
monitoring information, for example on satisfaction (despite the challenges in using such measures
robustly), and local authorities will of course want to monitor management information
themselves. However, it is important that the requirements for publication of extra information
should not be used as an indirect way of imposing additional national standards.

4.33  Finally, I strongly support the notion that local people should be the ultimate judges of how
well local authorities perform their place-shaping role, how well they deliver locally determined
services, and how well they undertake their role as convenor across all local public services. The
performance framework should support the ability of local people to do this — but it should not
prescribe how, as the best approach will vary in different places. It is for local authorities to design
transparent and effective mechanisms to engage with their citizens, to inform and challenge

policies and decisions, and to explain how their views have been used.

4.34 Local government already recognises the value of external challenge and peer support to
improve performance. The chairman of the LGA, Lord Sandy Bruce Lockhart, recently argued,
that “there should be no hiding place for poor performance” within local government, as he

* Audit Commission, Assessment of Local Services Beyond 2008, 2006.
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launched the LGA’s Raising our Game initiative.”® Although there will always be a need for public
assurance in some services that cannot be delivered through self regulation, I believe this is a very
helpful message. The more strongly the local government family takes steps to improve the
performance of the sector as a whole, and the more individual authorities are clearly seen to actively
improve their own performance on an ongoing basis, the less reason there will be for central
government to intervene.

435  There is of course a critical need for local authorities themselves to take on this challenge
individually, to engage with their communities and to put every effort into improving their place-
shaping role as well as their role as service commissioners and providers. I discuss this further in
Chapter 5. If they fail to do so, there remains a legitimate role for regulation to protect against and

mitigate failure — but this should be recognised as regulation of last resort.

Improving the framework for local governance

436  Democratic processes are not the only means by which citizens can hold their
representatives and the local authority to account. They do however have the strong advantage that
they provide representation for all local citizens — whether taxpayers, service users or residents. It
is this which gives local authorities the unique remit to act in the interest of the whole community.
This is particularly important when making difficult decisions, which have to weigh different
interests against each other, taking into account the needs and wishes of the community as a whole
— for example in decisions about where development activity should take place and, when
necessary, which schools or other facilities should close.

4.37 It is therefore important for all of us that local democratic processes work well. Low levels
of civic interest and engagement and a low electoral turnout, at local elections in particular, are a
matter of local and national concern. Local and central government share an interest in sharpening
local accountability, re-engaging communities and revitalising interest and improvements in the
way we are governed.

4.38  Such improvements rely to a large degree on local government changing its approach and
behaviours, as I set out in Chapter 5. The challenge for central government is to design a
framework which encourages and enables local authorities to take responsibility for how their
communities are governed, to design and prove the value of governance structures that work

1 New Local Government Network conference, 17 January 2007.
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for their own locality." No single model will work everywhere, and too much central prescription
over models and approaches could result in the wrong local solution and could also damage

innovation.

439  The framework within which councils operate can constrain or enhance their ability to
improve the governance of their area. I therefore welcome the recent decisions to enable councils
to move to a four-year election cycle where all councillors are elected simultaneously. This was an
option strongly supported by the Electoral Commission in its submission to me. Equally, I
welcome the proposal that councils can ask the Electoral Commission to undertake a review to
move to single member wards. These changes should help to enable authorities to experiment with
new approaches and to find the one that works best in their area.

4.40  The Government has emphasised the role of strong and clear local leadership in providing
accountability — in particular placing an emphasis on elected mayors and the role of the council
leader. T agree that leadership is important, but in setting the national frameworks for local
government we must acknowledge that effective leadership is not a simple concept, and should not
be reduced to a simple prescription that requires the same arrangements everywhere.

4.41  There is a risk in placing too heavy an institutional reliance on the ability and effectiveness
of a single person. Elected mayors are argued to have benefits in terms of visible and accountable
leadership, with international examples of effective mayoral leadership being cited in support. I too
have seen and been impressed by examples of strong leadership, and their achievements, in some
American and European cities. However, this is often in a very different context, and it often
involves other complex forms of leadership. For instance, the mayor of Chicago has a wider set of
powers (particularly in terms of taxation) than local government in this country, and success has
been built to a significant extent on building strong coalitions of interest and ‘striking a deal’ with
residents and businesses to invest in the reshaping of the city and its economic role.

442 lam also concerned more generally that relying on the leadership of one individual for every
area risks losing some of the strengths of the current system, in terms of collective leadership and
the ability of the system to represent diverse interests. Communities are complex and a broad-based
leadership, based on a number of people across a number of institutions may be preferred.

4.43  Given such variations in the ‘best’ governance models for different communities, it is crucial
to recognise that local areas may need to change their model of leadership from time to time. We
should learn lessons from the effects of the Local Government Act 2000 which — though beneficial
in a range of ways — prescribed models of governance that have failed to make best use of non-
executive or frontline councillors and alienated many of them in the process.”? This might have
been avoided if there had been greater freedom for councils to choose how to achieve the goals of

reform.

4.44 It is therefore important that if local areas opt for a directly elected mayor or executive,
under the new governance arrangements provided for in the current Bill, this should not be set in
stone. If local people feel that their experiment with a mayoral or other model has failed, they
should have the right to make a further choice in favour of an indirectly elected model, which they
prefer and which may work more effectively for their area. The Governments current proposal
requires local authorities to wait for ten years after the original referendum that gave rise to a

" This builds on an argument put by Sue Goss, Principal at the Office of Public Management, at the SOLACE
conference in October 2005.

"2 Gains, E, Early Outcomes and Impacts: Qualitative research findings from the ELG evaluation of new council
constitutions, Department for Communities and Local Government, 2006.
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directly elected mayor before local communities can choose to move back to an indirectly elected
model. A decade is a long time to tolerate a particular model of leadership if people do not consider
it is benefiting their area.

Recommendation 4.2

The Government should ensure that local communities retain the flexibility to choose models
of leadership that best suit their circumstances, and to adapt them as and when they judge
appropriate.

4.45  Central government has also prescribed that there must be a lead member and director of

definition of children’s services and a director of adult social services, as well as in the latter case specifying

officer and

councillor roles

The debate about
whether funding is

March 2007

adequate

certain elements of how those roles must be fulfilled. While most councils manage to organise these
roles successfully, building their local structures to fit around them, some have argued to me that
this prescription can constrain their ability to structure their organisations and processes in the
most efficient way for their area.

4.46  There is of course no simple or unique way to divide up the responsibilities of a council.
The strong interest in joining-up has produced a trend to focus on client groups, such as children’s
services and adult services, to encourage a client focus. But any structure will suffer from some
problems. For instance the division between children’s and adults’ services raises new challenges in
managing the transition from childhood to adulthood. This raises issues for the education and
skills training of young adults in particular. Similarly, social services for children and adults need
to work very closely together in relation to vulnerable families, particularly where there are child

protection concerns.

Recommendation 4.3

The Government should not seek to define any further lead councillor and officer roles and
structures, and existing prescriptive models should be kept under review.

Funding an accountable system

4.47  The complexity of the current finance system and its lack of transparency is a barrier to clear
accountability, as discussed in Chapter 3. It is, I believe, virtually impossible to come to a definitive
view about whether funding is ‘adequate’ even to fund central government commitments under the
current system. This is in part a reflection of the intrinsic difficulty of assessing pressures on
spending which amounts to more than £140 billion a year — however it is also a design feature of
the current system.

4.48  While reforms in the early 1990s were designed to ensure that all areas of the country could
provide the same level of service for the same level of council tax, recent models of formula grant
funding have sought to avoid an explicit objective that grant distribution should allow the same
level of services everywhere. However, it is far from clear that this was ever achieved, and it required
a high level of stipulation by central government over ‘appropriate’ levels of local spending. Recent
models of funding have therefore sought to avoid this objective. The move to a new system of
distribution in 2006-07, commonly known as the Four Block Model (described in Annex A),
ensures that annual changes to grant are now explicitly determined by relative need and resources,
rather than by absolute figures.
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4.49  However, while the grant system appears to recognise the practical impossibility and policy
costs of central determination of ‘correct’ levels of spending in individual areas, government
announcements and statements still often imply that the public should be able to expect the same
high standards of services everywhere — across a wide range of services. The raising of such
unrealistic expectations makes it difficult to manage pressures effectively at the local level, and it
raises questions about whose ‘fault’ council tax increases are, which are impossible to answer
definitively.

4.50  Aggregate pressures on local government are assessed through the Spending Review process,
with contributions made by a wide range of stakeholders, including local government. However,
final decisions on the total amount of grant, and the finance settlement that determines how the
grant is distributed, are not wholly transparent. It is not therefore possible to judge whether the
funding allocations are intended to ensure a level of funding regarded as adequate for local
government. This issue was highlighted in the Audit Commission report on the causes of the
2003-04 council tax increases, and in submissions received:

It has always been impossible to show in practice that money provided nationally has reached
local councils ... now it is impossible to show theoretically too. ... Formula Grant has moved
somewbat closer to being a general subsidy to the council tax payer and away from being a means
of allocating resources of individual service blocks so that each council can provide a similar level

of service for a similar level of council rax. (Society of London Treasurers)

4.51 The Government does have a clear policy that any new burdens imposed by central
government departments on local government should be funded through the grant regime. The
principle behind the policy is a good one, though this is necessarily a blunt instrument, and many
submissions received from local authorities argue that it does not always ensure adequate funding
for every local authority (particularly after grant allocations are ‘damped’, as discussed in Chapters
3 and 9). However, it only deals with marginal change in central government’s demands rather than
with overall pressures on local authority budgets.

4.52 It may never be possible to create a system in which anyone can determine precisely whether
the total funding available to local authorities is enough to enable them to achieve all the ambitions
set out for them. I would not promote a funding system which simply focused on inputs and actual
costs rather than outcomes. Nevertheless, it is crucial that if central government makes promises
about what local government will deliver, the funding system should provide some certainty that
sufficient money will be available to do that — in a way that helps local people to hold local and

central government to account for their actions much more clearly.

4.53  In the short term, the most straightforward way to move towards this goal is to reduce the
extent and ambition of the national promises made by central government which have to be met
by local government funding. The commitment to reduce the number of targets and indicators set
by central government, and my recommendations to improve local flexibility and choice set out
below, will help to do that. This should at least make it easier than at present to be confident that
total funding for local services is sufficient to deliver what government has promised nationally —
though it may never be possible to identify the point at which there is ‘enough money in the
system’. I am not seeking to eliminate the scope for debate but rather to encourage a more
productive debate between central government and local government on priorities for the system

as a whole to ensure we get value for money for our citizens.
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Improving 4.54 It is understandable and entirely appropriate that central government should want to ensure

transparency that monies provided to local government should be well spent and achieve value for money.

An independent

commission
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Indeed, I would argue that local government explicitly shares this objective. My aim is to improve
the ability of the system not only to deliver that goal but also to help both central and local
government, Parliament and the public to understand more clearly how well it is being delivered
for the system as a whole.

4.55 Many submissions to my Inquiry have argued for the need to improve the transparency of
the funding system, its objectives, and how well it is achieving them, in a way that improves
understanding and the quality of debate.

4.56  One way to do this is to introduce a more independent and authoritative voice to provide
an expert and unbiased view on the issues. It could comment on the claims and counterclaims
made by both sides of the debate, so that the public could better understand the issues at stake,
and they and Parliament could have a consistent source of independent and balanced evidence. The
Audit Commission’s analysis of the 2003—-04 council tax rises arguably provided this type of role.

Issues on which comment would be useful include:

o whether the cumulative impact of new mandates on local government has over

time been greater than or less than the funding made available to pay for them;

o what evidence is available about future pressures on local services and what might

be reasonable assumptions to make about their impact on costs; and

o whether the funding system is meeting its objectives, particularly in terms of

delivering national promises made by central government.

4.57  This could help contribute to a better-informed and more constructive debate about the
funding of local government and its priorities. It might even help us to move towards the more
consensual position that other countries, such as Denmark and Spain, seem able to achieve in their
distribution of local government funding. Part of the situation in England can perhaps be ascribed
to our national political culture being based on challenge and adversarial debate, rather than
consensus, but it may also be due to the lack of neutral assessments and lack of independent
attempts to explain how grant and settlement decisions are made.

4.58  One mechanism that might be used to help to provide greater transparency in the funding
system is an independent commission. Some commentators have proposed an independent
commission to provide a range of roles.” The LGA’s final submission to my Inquiry proposed that

a commission should:

*  mainain the stewardship of overall funding regime(s), including management of
the distribution and equalisation mechanisms;

o keep data and tax base valuations up to date, in the latter case by commissioning

contract work from valuation offices;

o regulate a devolved regime of fees and charges, and to investigate and advise on

new or alternative charging regimes;
o provide the regulatory framework for the relocalisation of business rates; and

*  provide research and advice, to support the integrity of the system.

3 For example McLean, 1., The Fiscal Crisis of the United Kingdom, ESRC, 2005; McLean, I. and McMillan, A.,
New Localism, New Finance, 2003; also explored by the Audit Commission in Passing the Bucks: The Impact of
SSAs on Economy, Efficiency and Effectiveness, 1993.
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of new burdens

4.59  While there is a case for each of these roles to be undertaken, I do not believe they could or
should all be undertaken by an independent commission. A key aspect of an independent body’s
work is that it should be very clearly defined, and not asked to second-guess or undermine
decisions which are properly the domain of central or local government. I therefore believe that it
would be inappropriate for a commission to make political judgments about the priorities for
funding. However, it could usefully provide an independent voice in commenting on the extent to
which funding objectives are achieved in practice, or might even be given the job of implementing
them through the distribution of grant between authorities. The Australian Commonwealth
Grants Commission provides a possible model — it advises on the relative distribution of general
revenue to the states from national government, against terms of reference set by the federal

government.

4.60 If decisions by a commission were transparent this model could help to improve joint
understanding of how funding decisions are reached on the basis of clearly articulated ambitions
about what central government should pay for. This could, I believe, help to secure greater trust
and confidence in the allocation process and its reliance on objective criteria. It would provide an
independent perspective on the distribution of funding to local government, and could involve
verifying whether the criteria governing allocations achieve the desired equalisation, highlighting
anomalies or distortions and ensuring that allocations were supporting central government’s aims.

4.61 Such objectives are supported by Organisation for Economic Cooperation and
Development (OECD) workon this area, which recommends that:

Decision-making about the general principles [for the revision of grant systems] should be
reserved to national authorities on the basis of neutral expertise. The views of sub-national
authorities are important, but should be developed in a setting thatr encourages objective debate,
Jor instance, in a consultative council that is informed by neutral expertise. Also, the advice of
sub-national representatives should focus on the technical aspects of the grant systems, such as the
estimation of relevant variables and the quality of statistical data, rather than on principles."*

4.62  One of the most important of the potential roles that a commission could play would be to
provide evidence on the actual cost of new burdens imposed on local government by central
government, to improve the confidence of both central and local government, Parliament and the
public that new burdens have been adequately funded, but not over-funded.

4.63  However, it is possible that this role could be undertaken by existing independent bodies,
such the National Audit Office or the Audit Commission or a joint team drawn from both
organisations. The evaluation expertise already resides in those bodies and it may be most cost-
effective to ask them to take on this new role. However, they would need to report formally, eitcher
to a joint board, or to an independent or joint body such as a parliamentary committee or the
Central Local Partnership.

4.64 If a commission was introduced either to advise on the distribution of grant or to comment
on the actual cost of new burdens, it would be essential for it to be seen to be an independent and
non-partisan body with the status to engage with and be respected by both local and central
government and by Parliament. Careful consideration should therefore be given to its status and
appointment procedures in light of its role.

" OECD, Intergovernmental Transfers and Decentralised Public Spending, 2005.
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4.65 Chapter 9 discusses other questions of accountability in relation to which groups of

taxpayers (or charge payers) pay for which public services, and also the question of which resources
should be seen as ‘local’ and ‘national’.

4.66 A key confusion in the current system is the question of who is responsible for setting
council tax levels. Chapter 3 argued that council tax capping contributes to the confused
accountability in the finance system, by overlaying heavy central controls on a tax that is supposed
to be a matter of local responsibility. Survey evidence for my Inquiry suggests that the public
believes councils should have the most say in setting council tax levels; after that local people
themselves, and after that central government.” Capping damages that sense of local ownership.

4.67  Capping is a sign that central and local government have together failed to make the system
work. It represents a short-term response to council tax increases that are a symptom of problems
elsewhere in the system — namely the pressure on local budgets and hence council tax, combined
with a lack of local flexibility and unclear accountability. I argue elsewhere in this report that these
underlying problems need to be tackled urgently.

4.68  Both the taking of the powers and the Government’s recent use of them reflect the genuine
concerns in central government that they must be able to ensure moderate rate increases, following
the high average increases in council tax in 2003-04 and given the strength of the media’s and the
public’s concerns and calls for central government to intervene. It is less often recognised that local
government is also concerned about the impact of large increases on council tax payers and tries
hard to minimise council tax rises — a message which was made strongly by many councillors and
local government officers during the course of my Inquiry."

¥ BMG Research, Lyons Inquiry Survey, 2007.
1 Chapter 3 includes a fuller discussion of the causes of council tax increases.
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4.69  However, it is also true that the current system provides an opportunity for local authorities to
raise council tax without full accountability. Capping reflects the extent to which accountability for
local services has become centralised. If ministers feel that any blame for problems in local services
are likely to be laid at their door, then taking control of the finance that supports them may seem
relatively logical. I have commented on how far this centralisation has led to central control of local
spending; capping is partly an extension of this control to local taxation as well, but it tends to be
presented as an instrument to tackle wholly local failings rather than central behaviours.

4.70 It is clear that council tax increases have the potential to distract public attention away from
the good work that local government does, and thus to undermine the case for devolution over
time. However, I believe that the harm to local accountability, incentives and flexibility created by
the system of capping greatly outweighs the benefits of keeping council tax increases at an
artificially uniform level. With greater local flexibility to manage pressures more effectively and less
central control over local governments activities, the pressures on council tax should lessen over
time. The recommendations in this report aim to achieve that goal. As part of that package,
I believe it is critical that the Government should cease to use its capping powers in order to
reinforce local accountability for managing pressures and for setting council tax locally. This will
of course require some courage from the Government, but there could be no clearer and more
fundamental sign that devolution is a key part of the agenda for the 21st century than this.

Recommendation 4.6

The Government should cease to use, and then abolish, its capping powers as pressures on
council tax reduce, forming part of a package of measures to re-establish local accountability for
tax and spending decisions.

Precepting 4.71  Chapter 3 identified the complexity of the funding system as a barrier to accountability.
This complexity is added to by the system of precepting. Precepting authorities are mainly county
councils, the police and fire authorities, which instruct the billing authorities to collect council tax
on their behalf to finance their expenditure (see Glossary for a full list). Council tax bills can
therefore include numerous precepts and levies from various local authorities. There may be a case
for seeking to further clarify the information which is presented on the council tax bill, which is
tightly constrained by legislation. This issue is covered in Chapter 9.

4.72 Most precepts are subject to the capping regime, with the exception of the parish precept,
which has led to concerns expressed by some respondents. This has been particularly raised in the
context of responsibilities transferred to parish level. A view expressed by a few parish respondents
and Isitfair was that some non-statutory, upper tier authority services and functions were
increasingly being carried out by parish councils, which had led to significant rises in their precept
on the council tax bill:

In a growing number of cases across the entire country, towns and parishes are now picking up
the costs for such [non-statutory| functions — and imposing huge percentage increases in their
share of council tax bills; increases which are pushing the total increases in council tax bills
through the five per cent cap. (Isitfair)

4.73  Others argued that devolution of responsibility could be used as a means of passing costs on
to parish councils and away from upper tiers:

At this moment in time local councils can take on the provision of services to their residents if the
principal authority is in agreement but there is no pressure on the principal [council] to ensure
that funding follows the service. Keynsham Town Council would like to see more services
devolved to local levels, ensuring that finance follows function. (Keynsham Town Council)
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4.74  The available data provide some support for this argument, suggesting that the significant
increase in parish spending since 1998-99 — from £154 million to £260 million — was partly due
to the creation of over 150 new parishes since 1998, but also partly due to increases in activity in
existing parishes.”” However, there are no centrally held data on parish finances that would enable
this argument to be tested robustly. Moreover, parish councils cannot be forced’ to take on
responsibilities from the tiers above. They have no mandatory functions apart from the
management of allotments, and any discretionary functions that they take on from another council
would need to be subject to agreement beforehand. It is therefore important that parish councils
and upper tiers work closely together to ensure that functions are undertaken by those best placed
to do them, and that the means of funding new activities are clearly agreed.

4.75  Even supporters of capping would understand how impractical it would be to bring 8,700
parish councils within the capping regime. The key to ensuring this tier of government is more
responsive to the wishes of its citizens is to build strong local accountability backed up by a strong
relationship with councils at higher tiers (building on my arguments for stronger joint working set
out below). The Young Foundation argued that more flexibility and some additional fund-raising
powers at local levels would enable first tier — or community — councils to make a distinctive
contribution to place-shaping at very local level, in particular where they are presented with
incentives for a constructive relationship with the strategic tier of local government.®

4.76 I remain convinced that a voluntary approach together with maximum flexibility is the right
one; parish councils should be encouraged to take an active view as to whether their community
might wish them to take on a service that might otherwise be discontinued. The precept is an
important local flexibility which supports communities’ abilities to take action themselves. I
discuss the need for the other ders of local government to take active steps to devolve

responsibilities where appropriate in the next chapter.

PROTECTING FLEXIBILITY

4.77  The Local Government White Paper sets a welcome path towards a system that gives the
potential for greater local flexibility, particularly by reducing central targets, with a focus on
outcomes rather than outputs and processes. This responds directly to concerns that I outlined in
my May 2006 report and is very welcome.

4.78  The challenge will be to deliver this through the Comprehensive Spending Review 2007,
and to maintain this approach over time. There is a risk that the process of cutting centrally
determined targets and indicators will not be fully reflected in a reduction of central controls, and
that some central controls will instead ‘leak’ into either separate mechanisms, such as ring-fenced

grants, or soft controls, which are less transparent and less easy to measure.

4.79 I believe this is a risk, not because I suspect the Government of having malign intentions,
but because of the huge change in mindset it requires, not only for local and central government
but also for citizens and the media. It is the wish to deliver improvements to everyone in the
country; the wish to prevent a problem observed in one area from happening in others; the well-
intentioned wish to take responsibility for things which cannot possibly all be controlled from
Whitehall, which I fear may undermine the White Paper’s ambitions over time. There may of
course be incentives in the system which worsen these tendencies. For instance, the ability of junior
ministers, or indeed officials, to develop and deliver new eye-catching national initiatives is seen by

some as a badge of success, and has been a key objective of many in government for many years.

V7 Local Government Financial Statistics England, Communities and Local Government, 2005.
' Hilder, P, Wheres the Money? Neighbourhood governance and the future of local finance, Young Foundation, 2006.
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4.80  This requires a shift towards a situation where ministers respond to issues of local discretion
by referring them to the local council; and where central government resists encouragements to
meet the particular objectives of lobby groups, professional organisations and representative bodies
through central action, and instead encourages such groups to work with local government. This
will require a change in mindset not only by those individuals but by Parliament itself. In a country
so preoccupied by fears of a ‘postcode lottery’ we should not underestimate the challenge this poses.

Resisting the temptation of soft controls

4.81  All parts of government — ministers, departments, a range of agencies and Government
Offices — have a part to play in minimising soft controls, and avoiding simply replacing formal
control with informal influence by other means. Central government must restrict use of all of its
tools, not just targets, in a way that respects and values local choice and therefore difference. When
space is left open for local decisions, the temptation is often to fill it with central guidance,
reinforcing the idea that local actors must have their choices edited and influenced by the centre
at all times. This can create a culture of dependency, which I have witnessed first hand during the
course of my Inquiry, for instance in the form of local authorities suggesting they cannot use the
power of well-being or their charging powers more fully without better guidance from the

Government.

4.82  As set out in Chapter 3, many of these things are almost wired into government
departments’ ways of working and will take time to overcome. When an initiative is called for, civil
servants will naturally wish to have answers to any question a minister might ask about the detail
of its impact and implementation, leading them to second-guess and thus proscribe decisions that
should really be taken on the ground. I want to see a world in which civil servants can confidently
advise ministers that those decisions are best left to local councillors — and that the councillors will
therefore be accountable for them.

4.83 Additional changes are required to deal with the lesser aspects of central controls which
relate to the preponderance of guidance, reporting requirements and central exhortations to local
government to act in certain ways. I am concerned that such controls undermine local
governments confidence that they are best placed to take many decisions, and further reinforce the
sense that the centre is in control — confusing both responsibility and accountability for local
actions. The Government intends that guidance needed to implement the Local Government
White Paper will be ‘consolidated and light-toucly’, developed in consultation with those affected.
This is welcome. However, this commitment should be extended to all of the guidance issued by
all the departments of central government, not just this recent White Paper or policies led by the
department of Communities and Local Government. I fully recognise that local government also
needs to examine its own behaviours in requesting central government guidance on issues that are

properly matters of local discretion, as I discuss in Chapter 5.

4.84  There is a parallel here with the approach taken by the Better Regulation Executive to the
regulation of the private sector. The Government has committed to reducing administrative
burdens imposed by regulation by at least 25 per cent by 2010, and this is being implemented
through a series of simplification plans to deregulate, consolidate existing regulation, rationalise
sector specific measures and reduce the burden of existing regulations. While the nature of
regulation and direction over local government is often very different to that affecting the private
sector, a similar degree of respect for the burdens imposed on local government from central
government should be reflected in the Government’s approach to soft controls. This can draw on
the work of the Lifting the Burdens task force, which was established last year to examine the

burdens of performance management and monitoring regimes on local government.
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4.85 The new Local Area Agreement (LAA) framework is intended to free up local energy to
focus on local priorities — though there is of course a risk that the 200 planned national indicators,
along with the shared targets to be negotiated in each LAA will still absorb all the energies of local
authorities, leaving little room for place-shaping. It will be important to monitor how this plays
out in practice — and for local authorities as well as central government to review how they are
approaching the new system.

More flexible finance system to enable local choice

4.86  Chapter 3 argues that the inflexibility of the current funding system inhibits local
responsiveness. Chapters 6 to 9 cover detailed analysis and recommendations on local government
finance, but there are other ways of improving financial flexibility, by enabling resources to better
reflect local priorities and to support partnership working.

4.87  One of the most powerful tools at central government’s disposal has been the ability to
influence local government behaviour through ring-fenced or specific grants which come with
specific targets or other conditions attached. While the use of ring-fenced grants has reduced over
recent years, the use of specific grants has increased dramatically, as noted in Chapter 3, and the
introduction of the Dedicated Schools Grant was criticised in submissions to my Inquiry from a
number of authorities for constraining local choice:

Take for example the demographic pressures we have in Shropshire. We have a rapidly growing

population of elderly and very elderly people and falling pupil numbers in our schools. The recent
settlement gave a rise of 6.7 per cent to schools and 2.1 per cent to all other services. From an
economic perspective, we are not getting the same utility from that last £1 million spent on schools
as we would if we were free to make the choice to spend it on services for older people thar can
keep them at home and out of expensive hospital places. (Shropshire County Council)
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4.88 The Government’s intention to provide a single pot LAA grant is welcome — and will mark
a really significant step forward if it incorporates the vast majority of current specific and ring-
fenced grants and is genuinely unconstrained. Central government will need to avoid introducing
over time new specific grants to re-exert control over specific funding streams if the extra flexibility
promised by LAAs is to be delivered in practice.

4.89  As set out in Chapter 3, there are many specific grants which, while not formally ring-fenced,
come with strict conditions on how the money should be spent and accounted for. These still make
up a high proportion of local government spending and reduce the flexibility to respond to local
priorities and place-shape. I recognise that service providers in local authorities often lobby for such
grants to provide extra funding for their services, but the impact of tightly constrained grants on
local authorities can skew behaviour out of all proportion to the financial benefit to the area.

4.90  Such controls also contribute to the difficulty that local partners experience in pooling
resources in order to work towards joint objectives or to jointly fund projects or teams. Reducing
the ring-fencing, formal and informal, of grants given to local agencies will allow more effective

partnership working and joining up of local activity.

4.91  One of the frequent messages in evidence to my Inquiry was that while the ability to pool
budgets between health and social services had in some circumstances been useful, it was limited
by the need to account separately for the streams of funding. For instance, the Inquiry’s case study
research heard evidence that the separate reporting arrangements to different government
departments makes it more difficult for health and social services to work together productively:

On a purely financial basis it is a real barrier to pooling resources and working together because
youve got separate funding streams, separate reporting requirements, separate accountabiliry. So
you might, as two organisations, pool a source of money to achieve something, but then you have
to disentangle it to take it back apart for separate reporting requirements, which is just an
administrative nightmare. And while we are reporting to different places on different timetables
under different requirements, I don’t see how thats going to happen. (Senior local government
officer)®

4.92  Such constraints may be unavoidable in a system where accountability for spending
taxpayers money is (understandably) seen as of the highest importance. But if the pooling of
budgets cannot be made to work effectively to support joint initiatives between partners by making
reporting arrangements more flexible, it makes it more important that the constraints on the use

to which those funds can be put are loosened.

4.93 I accept that in some cases specific grants are seen as essential to deliver new national
priorities which require a kick-start. However, the conditions for grant should be based on
achieving desired outcomes which are clearly defined, not on prescription about how local
government should spend the money to achieve those ends.

¥ Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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investment in  be through improving the incentives to invest in prevention locally. One of the strongest messages

prevention which came up in evidence from service providers during the course of the Inquiry was that
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incentives to spend money on preventing problems later are weak or even perverse.

4.95 This is not a new issue of course. Initiatives such as Sure Start and a range of crime
prevention initiatives were put in place partly because of the lack of incentive for public agencies
to invest in prevention, even though such investment may be very cost-effective. A key problem is
the time taken for savings to be seen:

Where we're not investing is around prevention ... The problem is of course, you need to have a
little bit of an act of faith around that because you may not see results for three or four years if”
things are going well because you are investing heavily in prevention of crime. (Senior

stakeholder)®

4.96 A further problem is that the savings accruing from investment in early years support,
public health, co-production to change behaviour towards healthier lifestyles, or intensive support
for families with severe problems are likely to benefit the National Health Service or the police
rather than local authorities. Strong partnerships which share clear common goals focused on the
well-being of local citizens will help to align incentives here, and LAAs could provide a real
opportunity to develop those shared goals. But there remain some barriers to local authorities and
partners working closely to invest in tackling key local problems early on.

4.97 Asargued in Chapter 3, differences in the budget cycles and predictability in the budgets of
major partners can make it difficult for local partner agencies to work together effectively. My case
study work suggests that this is a particular issue in relation to primary care trusts and local
authorities — and I welcome the Government’s commitment to align the planning and budgetary
cycles of local government and the health sector.

4.98 Enabling longer-term planning through three year settlements should also help — as
preventative work is often the activity which gets squeezed out by short term budget cuts. This was
one of the strongest conclusions from the expert seminar I held on children’s services.”

* Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007 .
2! Summarised in Annex H.
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Recommendation 4.12
Central government departments should:

* ensure that the budget cycles of major local agencies are aligned to enable joint
planning; and

* move to put all local agency budgets on a three-year basis to reflect the introduction of
three-year settlements for local government.

Managing 4.99 I have argued that greater local flexibility and clearer accountability are essential to enable
pressures local choices to be made in light of local priorities and within what people are willing to pay for.
These elements are crucial to improve the management of pressures on local services. I argued in

Chapter 3 that increases in total local government spending, and the ability of local government to

drive out overall efficiencies, will be important determinants of the implications for council tax, as

well as revenues from other sources.

4.100 The constraints that I have identified on cost effectiveness and value for money become
more pressing if the pressure on public services increase. The notion that these can be addressed
through central action, particularly with the central tendency to want to promise equal standards
irrespective of local priorities and choice, is very concerning. In these terms the requirements for
local flexibility and communities really being able to hold local — and national — decision-makers

to account are essential.
4.101 However, this will mean different things for different services:

*  Central responsibility: For issues on which national government is committed to
certain standards of service or certain performance measures across the country, it
is appropriate that central government should ensure adequate funding to deliver
those. This is of course the case for the National Health Service, but is also true to
some extent for schools. In this circumstance, central government has the
incentives to manage pressures on the service — though not always all the levers to

do so;

° Local responsibility: In contrast, for those issues which are left wholly to local
discretion, local authorities have the right incentives and should be responsible for
managing pressures and expectations, and for making decisions about local
priorities in light of what people are willing to pay for; and

®  Shared responsibility: For many services, however, central government may wish
to specify some minimum standards or levels of service, with local flexibility
beyond those standards. In such services, local authorities have strong incentives to
manage pressures and maximise efficiency, but they also need the levers and
sufficient local discretion to be able to do so effectively.

4.102 Many services arguably have some ‘local’ and some ‘central’ components, and therefore
could be seen as ‘shared’” under this definition. Recognising this may help us to acknowledge the
complexity of the ambitions we have for services, and also the contribution which both central and
local government can make in shaping them. However, it raises complex challenges when seeking
to determine who is accountable for what, and — particularly for those services which face
increasing pressures in the future — raises the risk that pressures will not be managed effectively by

either central or local government.
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4.103 I discuss pressures in waste and social care specifically in later sections. But the key point
here is a more general one — while it is right to design the system governing local public services so
that they can each be managed as well as possible in light of their specific characteristics, local
governments job must be to manage overall pressures by working with local communities to work
out what is most important in each area. This reinforces the need for local authorities to own and
drive forward efficiency improvements, to engage effectively, take a strategic view and work
cooperatively with partners, as discussed in the next chapter. They also need to be able to take a
wide view across local public services so that, if necessary, they can inform difficult judgments
about those things which are of least value, where savings can be made, as well as about those things
which are most important. And crucially they need the flexibility to be able to manage demand,

improve effectiveness and work with partners to make best use of resources across the whole area.

Reorganisation

4.104 Reorganising or restructuring local government, particularly in two-tier shire areas as set out
in the Local Government White Paper, is proposed as a solution to a number of problems. Some
commentators have argued that restructuring can provide greater efficiency by creating larger
authorities, which are able to benefit from economies of scale in provision, or through the
elimination of a tier of administration; while others see it as a way of improving accountability to
the citizen by simplifying a system in which responsibilities and community leadership are divided
between two elected bodies. Although it did not form part of my remit, this issue has been raised
on a number of occasions during the Inquiry, and the Governments invitation of bids for
reorganisation has sparked considerable debate in some communities. Given the ongoing nature of
this debate, I do want, briefly, to consider the issue, in the context of this chapter’s wider discussion

about what central government can do to enable more effective place-shaping local government.

4.105 This is by no means a simple question, and there is no ‘right’ scale for local authorities —
any sensible size or design of authority has to trade off between a number of tensions which cannot
be entirely reconciled. There is very likely to be a tension between economies of scale and the need
to engage citizens and provide services that are tailored to their needs — the same problem as exists
at a higher spatial level when considering the role of local authorities compared with that of
national government. For multi-purpose authorities, as we have in England, different services are
also each likely to have a different level of efficient scale of production, making it more difficult to
identify the ‘right’ scale. In addition, there is the complex question of community identity and the
degree to which local authorities should reflect a sense of place and community. Evidence about
the balance between these different factors is inconclusive and contested, and the picture is furcher
complicated by the growing opportunities to take advantage of economies of scale, without
changing the scale of the commissioning unit, by commissioning services from external providers.”
International experience, particularly in Europe, certainly shows that authorities smaller than our
districts can form the basis of effective systems of local government, for example in France, and
that multdi-tier systems do work. Results from the Comprehensive Performance Assessment show
examples of excellence in service provision and leadership at both county and district levels (though
it should be acknowledged that a higher proportion of county councils are judged as reaching the
highest levels of performance, and that the tests are qualitatively different).

4.106 That said, it should be acknowledged that research and practical experience do suggest some
limitations. Some of the smaller unitary authorities created in the reorganisation of the 1990s have
questioned whether they are large enough to attract scarce skills and to carry out the complex

22 On debates about economies of scale, see for example the recent debate between Raine, J., et al., An Independent
Review of the Case for Unitary Status, INLOGOV, 2006, and Chisholm, M., Local Government Reform: A critique
of the April 2006 INLOGOV Document, 2006.
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commissioning necessary for the effective provision of services such as social services. On the other
hand, many authorities, particularly in the big cities, are seeking to find ways to establish more
local structures to reflect local difference and bring some decisions closer to neighbourhood level
in an attempt to practice double devolution.

4.107 The past experience of reorganisation in this country provides some warnings about the
risks of poorly developed or executed change, and it shows that it is by no means the
straightforward panacea that some would suggest. Reorganisation can also often be costly, and
more importantly disruptive, siphoning officer and member resources away from actual priorities.
Added to the very public expressions of inter-authority hostilicy which can result — and which
marked the reorganisation debate in the 1990s in particular — this does not help to create or
maintain public trust in local government, nor does it suggest that the welfare of the citizen is at
the heart of local decision-making. It is also by no means clear that reorganisations have actually
always been able to deal with some of the most pressing problems — as can be seen in the failure to
address the tight boundaries of some authorities at their creation, for example in the case of the
City of Nottingham.

4.108 It is my opinion that reorganisation is not, in most cases, likely to provide either a
theoretical or practical solution to the challenges we face, and there are other approaches that
authorities should seek in preference. I put a much stronger emphasis on the responsibility of
authorities to develop effective and flexible coalitions, which transcend boundaries and seek joint
solutions to problems where those offer the potential advantages. The recommendations I make in
the next section on how authorities in two-tier areas can work more effectively together are

intended to support this.

4.109 There are a number of areas in which joint action by local and regional authorities will be
important. Under the present arrangements, regional assemblies are not elected, so the vehicle for
engaging with the public is often through partnerships with local authorities. If local funds are to
be invested at a regional level, this must reflect the outcome of a bottom-up process of community
choice, mediated through local authorities as the elected representatives of those communities.

4.110 My original remit also asked me to consider the prospects for financing of elected regional
assemblies. That debate has obviously changed significantly since 2004, and the financing of such
assemblies would therefore need to be considered alongside any future decisions on their likely role.
There is a precedent for financing elected assemblies through a precept on council tax bills, as in
the case of the Greater London Authority; however, this would need to be given careful

consideration given the existing pressures on council tax.

Strengthening the convening role

4.111 Many local services are provided not by councils but by other arms of the public sector — in
particular, schools, colleges and universities, primary health care through GPs and NHS trusts, and
policing through local police authorities and benefits, employment and skills through a
combination of Learning and Skills Councils and Jobcentre Plus — which have their own
relationships with central government.

4.112 Central government behaviour, systems and legislation can all have an impact on the ease
with which local partnerships develop and operate. However well intentioned, mechanisms such
as ring-fenced grants, centrally determined targets, budgetary and performance mechanisms which
drive and constrain the behaviour of local service partners, combined with frequent changes to

policy and funding regimes, all make it more difficult to work together coherently at the local level.
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This reinforces the need for Government ministers to be restrained in the number of targets and
ambitions they set out which require local government and other local agency input, and the
frequency with which they introduce new initiatives.

4.113 The Government’s intention to ensure that relevant targets for other local agencies are
aligned with one another through Local Area Agreements is very welcome. It will of course be
made easier if the targets and indicators adopted by government departments are as consistent as
possible. This may require closer cooperation between government departments, though this
should be easier to achieve if the number of targets and indicators set by central government are
dramatically reduced in number as planned. I hope that the process will also provide for sufficient
flexibility for frontline staff and managers in such services to enable them to respond to problems
which arise during day-to-day activity. This is critical to ensure the continued effectiveness of the
system and to deliver cost efficiencies.

4.114 There are many examples of successful partnership working across wide fields of activity,
including success in developing local strategic partnerships, though the picture is variable.”> In
some service areas, partnership and convening roles have been enshrined in legislation: for example
through the development of Children’s Trusts and Crime and Disorder Reduction Partnerships.
However, it is not only in the provision of mainstream public services that the convening role is
important. Local authorities have an increasingly important role in leading all local agencies on
issues such as emergency planning — particularly important in some areas of our major cities due
to concerns about terrorism, but important for every area in terms of coping with natural or other

disasters.

4.115 The Local Government White Paper acknowledges the convening role of local authorities
in taking responsibility for outcomes across an area even when they are most directly affected by
other agencies. It notes that local strategic partnerships should be coordinated by local authorities
and should prepare the Sustainable Community Strategy in consultation with others. The
Government’s intention is to ensure elected members are fully involved in the local strategic
partnership processes, that named partners are under a duty to cooperate with the local authority
to agree and have regard to targets in the local area agreement, and local government has enhanced

scrutiny and overview arrangements.

4.116 Under the terms of the Local Government and Public Involvement in Health Bill, the duty
to cooperate would include health trusts but not schools and GPs. The introduction of the duty to
cooperate reinforces the crucial need for local authorities to work with partners right across public
services. There is a particular need for strong links between providers of universal services such as
primary healthcare and schools and the communities which they serve where there are
opportunities for co-production to improve outcomes (e.g. working to change behaviour to reduce
health risks through tackling smoking, sexually transmitted diseases and obesity; or work with
carers and parents to improve educational outcomes and the life chances of children). There is
therefore, I believe, a need for formal recognition of the need for local authorities to be able to
influence such key bodies in delivering important local outcomes — an issue which has been
debated particularly strongly in relation to child protection and the ‘Every Child Matters” agenda.

4.117 One obvious option is to extend the duty to cooperate under Local Area Agreement to these
bodies. I recognise that in each authority area there can be hundreds of schools and doctors’
surgeries, and that this would be a blunt instrument; it would therefore be important that such a
duty reflect the different nature of the relationships between those bodies and the local authority
compared to other local partners. This is discussed further in the section on services.

» National Evaluation of Local Strategic Partnerships: Formative Evaluation and Action Research Programme 2003-
2005, Office of the Deputy Prime Minister and Department for Transport, 2006
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4.118 These changes need to be reflected in the performance framework as reflected above. It is

important that comprehensive area assessment truly supports the drive for better joined-up
working, more alignment and more recognition of local authorities’ responsibility for place. It is,
however, important that expectations are realistic in light of the resources which the local authority
can influence, as well as focusing on the outcomes and satisfaction of local people that will be such
an important focus of future performance reporting.

Making two-tier 4.119 For this approach to work and for accountability to be clear in two-tier areas, county and
government work district authorities will need to put considerable effort into their working relationships and
more effectively behaviours. There are of course already many positive instances of partnership working, and in my
case studies I heard of good and improving relationships between counties and other tiers of local

government and with other partners:

1 think the countys attitude to the districts has changed dramatically ... In the old days it was the
case that were the county so we know best, you know, do as youre told otherwise well clip you
round the ears. Now it’s much more of a partnership, they are much, much more willing to listen
to what we have to say and understand. (Case study council)

4.120 Nevertheless there remains a need to improve two-tier working in many areas and I
welcome the Government’s nuanced approach to proposals for unitary local government, which
seeks to change current arrangements only where there is a strong case for change and a broad
cross-section of support. As noted above, too often in the past proposals for reorganisation have
distracted local government, with authorities devoting their energies to battles about boundaries
rather than to delivering effective outcomes for local people.

4.121 However, I agree with the Government that improved working is needed in two-tier areas,
and that authorities in these areas need to aspire to operate as ‘virtual’ unitaries with greater
efficiency through shared back-office functions and integrated service delivery mechanisms as
discussed in Chapter 5. Some authorities have already made great progress towards this.

4.122 T also support the recommendation from the evaluation of Local Strategic Partnerships that
there should be greater district representation on county partnerships and vice versa (or streamlined
arrangements agreed by both tiers), to improve the common understanding of their respective
strengths and roles, and to make it easier to deal with cross-boundary issues. Plans to apply the
duty to cooperate between tiers in two-tier areas are also welcome.
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4.123 These aims for two-tier government are welcome in terms of improving the user experience,
enabling efficiency and promoting the development of an area. I would however be concerned if
the delivery of this ambition became a question of designing rigid models of how two-tier working
should operate. These are issues of local discretion that need to reflect differences in political and
service dimensions and improving joint working is at least as much about behaviour as about
structure. There must be room for different areas to design their own arrangements, recognising
that they are likely to be distinctive.

4.124 I am also concerned that joined-up working between tiers, while undoubtedly beneficial,
should not dilute the accountability of local councils. The ambition in the Local Government
White Paper that service users should have “no need to understand whether the county, district, or
other service provider is responsible” will only be to the benefit of local people if there is a clear
accountability mechanism through one of those bodies, or through some other clearly defined part
of the local strategic partnership. This ambition should therefore not be over-emphasised as district
councils will retain a useful role and strong advantages in terms of engagement with local people
which should not be lost. In the same way that there needs to be greater clarity about central-local
relationships, there needs to be clarity about county—district relationships.

4.125 The recent award of Council of the Year to Wychavon and High Peak Councils is a welcome
statement of the important role of district councils. The Government Offices have a role to play in
this as well — by engaging directly with district councils on issues relating to the contribution of
the lower tier. I would expect that they, and colleagues in county councils and other partners,
should welcome the potential that districts bring in terms of having agencies that are closer to local
communities in terms of the intelligence and ease of engagement that this brings. As some recent

research pointed out:

Local residents relationships with the respective borough councils are far stronger than with any
other public agency in town. In comparison to other public bodies, local residents are far more
likely to have attended a borough council meeting, to have responded to a borough consultation
exercise and to have made a formal complaint to the borough council.*

4.126 As I stress elsewhere, the opportunity to engage more effectively with the public should be
seized by every council. This issue is discussed further in Chapter 5.

4.127 Most local authorities already recognise the value that the voluntary and community sector
— the third sector — brings to place-shaping activities, particularly in engaging with users who have
multiple or high needs, and in developing approaches to co-production. It is often more flexible
and seen as more approachable than statutory services. A research report prepared for the
Department of Health in February 2007 estimated that 35,000 third sector organisations currently
provide health and/or social care in England.” Most of these are well established; 72 per cent have
been operating for over 10 years. In general, local authorities were positive about services provided
by third sector organisations, with overall levels of satisfaction high (over 80 per cent). Local
authorities felt the organisations provided good value for money, high quality and responsive
services compared with other external service providers — although a small number of authorities

had concerns about a lack of experience among some third sector organisations.

* Wilks-Heeg, S. and Clayton, S., Whose Town is it Anyway? The state of local democracy in two northern towns,
Joseph Rowntree Foundation, 2006.
» Department of Health, Third Sector Market Mapping, 2007 .
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4.128 Full recognition of the convening role of local government should take account of the
complex relationship which local government has with the third sector — key partners who play a
significant role in service delivery, but who also act as pressure groups on local and central
government for particular interests. Lobbying of national government will rightly continue, and
indeed in some instances there is the need for national standards and frameworks, for issues such
as the equalities agenda. In other instances central government should resist encouragements to
meet the particular objectives of individual third sector and lobby groups through central action
and instead focus on encouraging the third sector and lobby groups to work with local government.

4.129 Local government cannot and should not take responsibility for everything which happens
in a locality. My May 2006 report discussed the appropriate circumstances for intervention.
However, it is legitimate for local government to take an interest in the actions of businesses and
other organisations where their activities have a significant impact on the wider community. Local
authorities already play an important role in this field, working with, advising and regulating such
wider activities, for example through the planning process and its various licensing and inspection
roles.

4.130 In their submission to the Inquiry, the Centre for Public Scrutiny has argued that a duty
should be placed on external agencies to cooperate and respond to local authority scrutiny. The
Government intends to legislate to extend scrutiny powers to cover all bodies subject to the duty
to cooperate, to strengthen the role of overview and scrutiny committees to examine a wider range

of place-shaping issues.

4.131 I have considered the merits of calling for a further formal extension of local government’s
scrutiny powers to cover organisations such as the Post Office, GPs and retailers. However, I do not
believe this is necessary given the fact scrutiny powers appear to operate widely and to good effect
already in many authorities. Scrutiny committees examine a diverse range of issues across a wide
range of sectors on a voluntary basis; issues have including examinations of councils’ budgets, Post
Office closures, campaigns to promote healthy eating and physical activity, and fly-tipping, though
existing powers could be used to better effect by local government, as discussed in Chapter 5.

Efficiency and choice

4.132 Chapter 3 distinguished between two different types of efficiency. First, public services need
to be delivered in the most cost-effective way possible. Second, the system should be designed to
enable what economists call ‘allocative efficiency’, ensuring that public expenditure is allocated to
best meet the needs and preferences of each community. These concerns about efficiency are likely
to become more important if public finances become more constrained in the future. There may
sometimes be a tension between improving cost-effectiveness to find financial savings, and
prioritising the right activities in each area, but ensuring value for money in the broadest sense is

likely to become an even greater necessity.

4.133 A forthcoming report by the Audit Commission identifies the innovative use of hand-held
computers by the London Borough of Sutton to conduct financial assessments. This allows benefit
payments to be calculated and agreed on-site, reducing the time taken for assessment from six
weeks to a few hours. This has led to a significant reduction in back-office processing and realised
efficiency savings of £300,000 — 50 per cent more than predicted at the outset of the project.
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Customer Service Centre, Bunny Hill, Sunderland

A new £7.8 million customer service centre at Bunny Hill, which opened on 26 June 2006,
provides one of the most comprehensive ranges of services available under one roof in the
country. Sunderland City Council developed this project in conjunction with its strategic
partners, including Sunderland Teaching Primary Care Trust, Sunderland Housing Group, a
local GP Practice, a local pharmacy company, the voluntary sector and Sunderland North
Community Business Centre. The project is the latest in a new generation of customer service
centres giving people access to the kind of services which meet the essential elements of their
everyday life, such as health, housing, education and welfare — all under one roof. Services at
Bunny Hill include:

e a new Council Customer Service Desk and associated interview facilities;
* a Wellness Centre, with a gym and confidential consulting rooms;

e a GP’s surgery, an NHS primary care centre and a pharmacy;

* acommunity library and electronic village hall;

* a Sure Start Children’s Centre with facilities for parents and the under-fives, including
a neighbourhood nursery and creche;

® an adult education centre;

e Sunderland North Community Business Centre’s Community Suite with a café,
community hall and meeting rooms; and

* a neighbourhood housing office.

The project is funded by Sunderland City Council and its strategic partners with assistance from
grants given by the Neighbourhood Renewal Fund, Sport England, the Big Lottery Fund, the
Learning and Skills Council, the European Community and Sure Start. Bunny Hill serves
communities across the Castletown, Town End Farm, Downhill, Hylton Castle and Hylton Red
House areas to help address problems of illness and deprivation in the area, but also the needs
of the whole community. The Council has now opened seven new Customer Service Centres
with a further five planned for Ryhope, Southwick, Washington, Ford & Pennywell and
Doxford Park.

Leader of Sunderland City Council, Cllr Bob Symonds, said: “This is a milestone in our efforts
to revolutionise the way in which council services are delivered in Sunderland, with customer

service at the core of that programme”.

4.134 There has been significant improvement by local government, with the support of central
government, in driving cost effectiveness in the delivery of local services. This has been achieved
through a variety of means including greater service collaboration, exploiting technology, better
procurement and understanding of local government’s role as commissioner of services — so driving
innovation and broader improvement across the sector. Figures released in December 2006 suggest
that local authorities will deliver £1.3 billion of efficiencies in 2006-07 — well in excess of the
£1 billion target set by central government, and building on performance in previous years.

4.135 I am pleased that the Local Government White Paper is seeking to build on these successes
while recognising that local authorities are best placed to decide how to improve efficiency.
However it is important to recognise that cost-effectiveness is as much about productivity and the
quality of service as it is about cashable savings.
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4.136 Even with these achievements, local government needs to locate itself more fully as a
champion of cost effectiveness. The need to improve local government behaviours in this regard is
explored further in Chapter 9. The focus group work for my Inquiry illustrated concerns about the
efficient use of public resources where respondents called for the more careful targeting of funds
and the more efficient use of existing revenue. In particular, local authorities were criticised for not
managing public money efficiently. One participant commented: “If all we put in was used
properly and it was managed properly then I bet everyone would be better off”.

4.137 The framework in which local government operates needs to encourage a more
entrepreneurial spirit. This can only be achieved if local authorities are given more flexibility to
manage and by making local government more clearly accountable to the local communities upon
whom the burden of any inefficiency will fall, either in terms of reduced outcomes for services or
higher tax requirements. I strongly encourage an approach which locates responsibility for
improving efficiency firmly with local authorities themselves, rather than developing expensive
central initiatives which are unlikely adequately to reflect local needs and circumstances.

4.138 1 am, however, concerned that there has not been more recognition that the current level of
centralised control still restricts scope to improve cost effectiveness. My case study work and
submissions received argue that central government requirements constrain public agencies from
making sensible choices about how to shape and deliver their services. This occurs both within and
between services.

4.139 Sir David Varney’s report on service transformation argued that “providing joined-up
services designed around the needs of citizen or business will yield efficiency savings by reducing
duplication across the public sector”.* Restrictions described in earlier sections that hinder joint
working and flexibility have a cost in efficiency terms which has not been fully recognised. The
tighter the constraints on how funding has to be used within local government, the NHS, police
and other partners, the more difficult it is for those partners to work jointly to improve efficiency.
This is particularly important in fields such as emergency planning, which requires very close
working between agencies, and a degree of flexible capacity to respond which can be squeezed out

by an overemphasis on cost effectiveness.

4.140 However, this joining-up role is already being led by local authorities in many areas — we
must not ask local authorities to wait for a centrally designed initiative to find the ‘correct’ answer
as to how best to join up; rather, the system should encourage them to find ways of making these
savings, give them the flexibility to innovate, learn from their experience and allow them to

continuously improve.

Innovation 4.141 One obvious cost of inflexibility is the inability of local government to innovate.
Overempbhasis on setting frameworks which have to work in every area can mean that the whole
country is forced to go at the pace of the slowest area. But equally, overexperimentation runs the
risk that many areas spend time reinventing new approaches and wasting time and resources. The
challenge here is to strike the right balance, allowing those communities who are ready to innovate
to do so, and ensuring that appropriate support and guidance based on best practice and evaluation
evidence is available to support those who are not. This does not mean central government should
issue guidance on innovation — rather the family of local government should take responsibility for
this, building on work already ongoing, with organisations such as IDeA and LGA leading on the
provision of information and reference sites which provide genuine examples of good practice.
There are several examples of where councils have used current powers flexibly to achieve real

benefits.

% Varney Report: Service Transformation: a better service for citizens and businesses, a better deal for the taxpayer,
2007.
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Flexibility and innovation in Wakefield”

Section 2 of the well-being power has been used in Wakefield to purchase houses on an estate
in rapid decline to facilitate speedy clearance of the site and afford reasonable recompense to
residents and owners, without going through the lengthy compulsory purchase process. This
estate — which was split equally between owner-occupied, housing association-owned and
private landlord-owned residences — was overwhelmed by antisocial behaviour and drug-related
problems, resulting in many unfit or vacant homes and leading to reduced market value of the
remaining habitable houses. The council was keen to acquire and demolish the houses and
rehouse the remaining occupants. The prevailing rationale was that use of the well-being power
would facilitate appropriate action relatively quickly and effectively, and without this it was
difficult to see how any action could be taken quickly enough.

To achieve property acquisitions, intensive negotiations took place directly with owners, based
on criteria of current market value and considerations of community gain. This meant some
properties were purchased over the current market value to achieve the development strategy in
the most cost-effective manner for the council. There were criteria for the people living in the
estate. If they kept their home in good order the local authority would give them the full market
price plus recompense for disturbance and relocation. Agreements were made with the housing
association which agreed to demolish their properties and rehouse their tenants. If the property
was privately owned and it was abandoned the landlord would be given £3,000 to give over
property rights to the council.

The initiative was driven by the then head of housing, supported by the local authority lawyer
and led politically by the cabinet member for social care and housing.

The well-being power was used innovatively to enable the council to act outside the more
restricted compulsory purchase process and to take over the responsibility for regeneration from
others. (It should be noted that the legal basis of this initiative has recently been overtaken by a
change in legislation, which would allow the activity without reliance on the well-being power.)

4.142 The proposal in the Local Government White Paper that national targets will focus on
outcomes rather than processes is helpful. The performance framework must recognise the benefits
of innovating and trialling new approaches, even if (as is inevitable in a creative, risk-taking
approach) not all of these deliver improved results. There may be scope for the role of research and
development to be given greater emphasis in relation to innovation. The Audit Commission’s
current inspection framework emphasises local authorities’ ability to learn from experience and it
is important that this is carried through into the new Comprehensive Area Assessment framework,

with a stronger emphasis on innovation.

4.143 The submissions I have received from local authorities reflect a sense that managerial
efficiency or cost effectiveness is too frequently emphasised in the public sector at the expense of
allocative efficiency or broader value for money — we tend to care more about doing things cheaply
rather than delivering the right priorities locally; those which have the greatest impact on well-
being. Central government messages, supported by processes and monitoring mechanisms, are
focused on the need to drive down costs in existing services. This means that the prior questions

of whether the right services are being delivered have not been considered.

4.144 1 believe the biggest cultural challenge we face as a country in delivering the promise of real
devolution is in understanding, accepting and celebrating the fact that difference and distinctiveness
between our communities is a good thing and is important for raising satisfaction and well-being,

7 Taken from Formative Evaluation of the Take-up and Implementation of the Well Being Power — Annual Report
2006, CLG, 2006.
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4.145 Central government, local authorities and communities need to place greater value on the
ability of local authorities to exercise choices and establish priorities on behalf of their
communities. As I argued in Chapter 2, there is no universally accepted measure of well-being that
we can use to judge how well local authorities are doing in enhancing the well-being of their
communities. It is essentially a subjective judgement, which will vary between places and over time,
and it is for that reason that, across a range of services, the ability of local communities to make

choices themselves about how to improve their own communities is the decisive factor.

4.146 Despite concerns about a ‘postcode lottery’ so evident in the media, my analysis in Chapter
3 suggests people would welcome greater — but managed — difference if this accorded with local
needs and priorities. I believe the public understand the need to set priorities locally in order to
afford what we want — there is already a great deal of variation in standards in practice, and getting
that variation right is, I believe, the key to managing pressures effectively and improving
satisfaction in the future.

4.147 There are clearly some core services, including aspects of education, health and the emergency
services, where people want to be assured that all areas get the same high level of services. Even these will
often prove difficult to achieve. However, there are many other policy and service areas where fairness
could be better understood in terms of managed difference which enables the diversity of communities
and their different aspirations to be properly recognised and reflected in the services they get.

Recommendation 4.14

The Audit Commission should ensure the Use of Resources judgement in the new performance
framework includes delivering the right priorities to meet the needs and wishes of the local
community.

Recommendation 4.15

Central and local government should together challenge the presumption that difference
between areas — the ‘postcode lottery’ — is always a bad thing.

Recommendation 4.16

The Government should explicitly recognise that for a range of local services the best way to
improve well-being is to enable greater local choice.

Engagement and 4.148 Local government is ideally placed to operate as the key mechanism of local choice by engaging
responsiveness with the public as citizens — crucially through the work of frontline councillors, but also by virtue of
local government’s responsibility for a wide range of services and for the well-being of all its citizens.

4.149 There is inevitably a need for local authorities to make difficult decisions — which benefit
some people and disappoint others — and therefore a critical need for local authorities to engage
with communities to inform and validate those choices, and to explain them so people can
understand why they were made. Understanding the difficulties involved in making choices locally
can help citizens to feel the decisions themselves are fair ones, even if they are not the choices they
themselves would like to have seen. Effective civic engagement can also provide the connections

for community cohesion by developing trust and mutual respect within the wider community.

4.150 Greater engagement will not in itself directly improve satisfaction with local services or with
local government. It depends on local government’s ability to ask the right questions, listen to the
answers and respond in the best way, involving people from a diverse range of backgrounds in the
design and delivery of services and broader place-shaping activity. It is clear that engagement efforts
by local government need to improve, as discussed in Chapter 5, but local government’s ability to
respond to the needs and wishes of citizens also depends on the flexibility offered by the system
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within which it operates. This determines whether or not local councillors can respond to local
concerns — and be seen to make a difference — by taking steps to improve not only services provided
by the council, but also the wider factors affecting the places people live in, the facilities and
services they use.

4.151 This role will, I believe, become more important if pressures on local services increase. For
those services and roles which are appropriately subject to local discretion, local government needs
to have an ongoing dialogue with local people about what they want, what they are willing to pay
for through taxes and charges, and what services or activities they might be willing to spend less on
over time in order to pay for more important local priorities. This means creating realistic
expectations and explaining difficult decisions, but ultimately it should help to manage the
pressure on council tax and on local services in a way which better meets the needs and wishes of
local people. The action here lies with local, not central, government, but this role needs to be
valued and encouraged by the system as a whole.

4.152 Chapter 2 argued that local government is well placed to engage with local communities
and service users to improve the effectiveness of services through what can be termed co-

production. Sue Goss from the Office for Public Management comments:

Many of the new priorities — ‘respect, an end to ‘binge drinking, ‘recycling, improved public
health’ — cannot be achieved by a smart government delivery machine; they require changes in
bebaviour from the public. This means not simply considering how to deliver using public or even
private resources, but how to access the free resources of public energy, engagement and action.”

The case studies below provide some examples of local authorities undertaking this role.

Sheffield Partnership for Older People Project

Sheffield Partnership for Older People Project (POPPs) is a partnership led by Sheffield City
Council comprising older people, carers, Sheffield Teaching Hospital Trust, Sheffield Care
Trust, Sheffield Primary Care Trust and key voluntary organisations. POPDPs is part of a national
programme working with older people to promote health and independence and prevent
hospital admissions.

The programme, which started in September 2006, promotes the integration of services in the
neighbourhood designed to support and promote older people’s independence and sustain their
health and well-being for longer. The project focuses on issues that older people say make the
most difference to their lives. This means listening to older people, engaging with them as
citizens, and identifying and addressing their concerns and about the communities in which
they live and responding appropriately.

A key part of delivery has been the development of the Expert Elders Network. The Network is
made up of older people who sign up to be involved in the planning, design, delivery and
evaluation of services. They can choose how they would like to be involved, from attending
strategic planning boards to commenting on job descriptions. It is designed to transform
services for older people by harnessing the expertise of older people themselves, strengthening
planning at a neighbourhood level, simplifying access to services and making it easier to tap into
preventative services. Training is available to give older people the skills and confidence to
contribute in their chosen area of interest.”

* Hassan, G. (ed.), Affer Blair: Politics after the New Labour decade, 2007 .
» Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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Southampton’s Binge Drinking Design Campaign
Students at Southampton Solent University have joined forces with Southampton City Council,
Southampton Police and the Tackling Alcohol Partnership to challenge the issue of binge

drinking in the city. The aim of the project was to listen to and learn from what young adults
had to say about tackling alcohol misuse, enabling young adults to help each other.

Second-year HND Advertising and Media Communication students were asked to create a
campaign that challenges atticudes towards drinking alcohol to excess among young adults. To
devise their design-based campaigns, the students conducted eight months of research and
analysis into the issue of binge drinking to consider the type of campaign needed and the best
ways to get their message across to young adults.

The campaign gives information on local and national services that provide support, advice and
guidance on issues relating to alcohol using a variety of media, including A3 posters suitable for
noticeboards, and smaller media such as postcards and discreet credit card size information.
Designed by students for young adults, the campaign seeks to tackle the problem in an engaging
and understanding way.”

4.153 Mechanisms such as these can help prevent poor outcomes and higher costs later on, and in

other contexts, such as recycling, can help to manage the pressures on local services more directly.

4.154 The ability of local government to work with local people and to innovate and respond
flexibly to local needs together provide opportunities for local government to significantly improve
the efficiency and effectiveness of public services and to manage pressures more effectively.

4.155 These possible benefits have, however, been increasingly lost over recent years as a result of
increasing dependence by local government on central direction, and I believe a loss of self-
confidence. The current reform process needs to recognise the value that local government can
bring in this area, and to encourage local government to seize the opportunities presented by those
reforms to work with local people to find ways to improve services and well-being in every area of
the country.

Powers and powerfulness

4.156 One of the questions which has arisen persistently in my Inquiry is whether local authorities
already have sufficient powers to undertake their place-shaping role. The overwhelming message
from authorities who presented submissions to my Inquiry was that a lack of local flexibility to do
what was needed locally, as a result of the burden of central controls and performance management

was the key problem, rather than a lack of powers.

4.157 Local authorities already have wide legal powers, extended significantly by the introduction
of the power of well-being in section 2 of the Local Government Act, 2000 which enables
authoritdes to “do anything which promotes or improves the economic, social and environmental
well-being of their area”. There is still some way to go to ensure that all local authorities are aware
of and able to use their existing powers fully. Early evaluation of the well-being power highlighted
that many local authorities need to take a more active and confident approach to the use of the

% Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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power.®! The experience of Local Area Agreement negotiations has shown that in a number of cases
local authorities have requested enabling measures from Government departments that they are
already legally able to undertake.> Chapter 5 considers this issue in more detail.

4.158 However, there is a need for some changes in local government’s powers in specific areas
where local authorities are constrained by the way in which existing powers are drafted or used, and
where powers and resources are potentially located at an inappropriate level of government. Later
chapters discuss specific funding powers and make recommendations for these to be extended. The

next section examines powers with respect to specific services.

4.159 But it is important to recognise an equally important point, which is often missed in
discussions about whether local government has sufficient powers. Local government has become
dependent on central government not only financially, but in many cases also for guidance,
encouragement and permission to innovate, across a wide range of fields. This culture of
dependency has, 1 believe, been driven by increasing central direction over the detail of local
government activity, which has tended to distract it from focusing on the local community, sapping
its sense of direction and confidence. While I believe increasing confidence and capability must be
driven from within the local government community itself, central government needs to encourage
an increasing sense of powerfulness through not only devolving powers but also by expecting local

decisions to be taken locally.

4.160 One of the suggestions put to me during the course of my Inquiry was that a duty should
be placed on central government to cooperate with local government on matters of local
importance. Such a mechanism might encourage local authorities to identify those matters which
are properly for local determination — and could give them a lever to influence central government’s
behaviour and legislation to ensure it will not inappropriately interfere with local choice in a way
which could reduce the well-being of people in that area. This of course would raise a number of
very difficult legal and perhaps constitutional questions, but I am attracted to the spirit of the
proposition because it emphasises the importance of the locality in determining well-being and has
the potential to help shift the relationship between central and local government towards a more
explicit partnership where power over the locality is shared between the tiers of government more
equally.

Promoting economic prosperity

4.161 The concept of place-shaping underlines the importance of communities taking
responsibility for their own economic fortunes, and for striking the right balance between
economic, environmental and social objectives and concerns. It highlights the need for
governmental interventions and action to be joined up by local authorities in order to tackle
problems and exploit opportunities at a local level. While, as Chapter 3 acknowledged, patterns of
economic activity do not match the administrative boundaries of local authorities, and sub-
regional working by groups of local authorities is a necessity if they are to effectively address
economic issues, resolving this issue in a way which undermines or cuts across the place-shaping
role risks disengaging local government from the economic prosperity agenda. That could have
damaging implications for both effective delivery of economic objectives, and for relationship

between communities and government.

3 ODPM, Formative Evaluation of the lake-up and Implementation of the Well Being Power, 2003-2005, 2006.
%2 Local Area Agreements Research: Round 2 negotiations and early progress in Round 1, CLG, 2006.
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4.162 It would be desirable to locate a greater proportion of relevant resources and decision-
making power on economic issues at the sub-regional level by devolving more powers. That would
help to ensure that decisions are aligned with the needs of the local economy, and that the trade-
offs and interactions between such decisions can be fully considered. It is the clear message which
emerges from recent work, such as the State of the English Cities report, the LGA’s Prosperous
Communities II, and the work of Kate Barker and Rod Eddington. The challenge is to develop
effective institutional arrangements as the Government will, entirely properly, want to ensure that
any sub-regional arrangements that seek to wield greater resources and decision-making power
have robust and accountable mechanisms for making difficult decisions and implementing long-
term strategies. There are a number of different options for securing this.

Voluntary 4.163 One potential approach is to build on existing patterns of cooperation between local
partnerships authorities. Such arrangements have the advantage that they leave discretion to local communities
as to when to collaborate and the exact form of collaboration. Arrangements can be devised to
respond to different challenges, which may not always need to follow the same spatial boundaries
— for example where a joined-up approach is needed along transport corridors. Many authorities
are already building such partnerships, often working in collaboration with Regional Development
Agencies, such as the Partnership for Urban South Hampshire, the work of the authorities in the
Greater Bristol Area, the Association of Greater Manchester Authorities, the Milton Keynes South
Midlands arrangements, and joint working between Nottingham, Leicester and Derby. All the
former metropolitan county areas also have such arrangements, though some are stronger than
others.

4.164 However, there are limitations to a purely voluntary partnership approach. A system with
many different bodies requiring unanimity for decisions has some structural drawbacks. Discussing
and negotiating decisions between many partners can incur substantial transactions costs. The fact
that each body has an effective veto is seen as risking decision-making taking place on a ‘lowest
common denominator’ basis, which requires all partners to benefit equally, rather than on the basis
of the most beneficial overall decision for the area as a whole. A partnership approach may find it
difficult to create enhanced political leadership at the level of the body as a whole, and will not be
directly accountable for its actions to the people of the partnership area. The fact that each
constituent body will continue to face its own political and financial challenges and priorities may
mean that such arrangements are not as robust or long-lasting, with authorities able to join or leave
at relatively short notice (though these tensions do not disappear under dedicated arrangements).
This might militate against making the long-term decisions on policy and funding that are
necessary for some economic decisions, for example on transport and other infrastructure

investments.

New sub-regional 4.165 An alternative, suggested by the Centre for Cities and others, would be to create new
authorities authorities to take on powers over key economic levers such as transport, planning, skills and
regeneration, led by a political leadership explicitly elected to use those powers. This approach does

have certain attractions. It provides a clear and transparent model, with a clear set of responsibilities

and direct accountability through election for the leadership of the new authority (which might be

a council or a directly elected mayor). However, there are a number of potential drawbacks, and

the creation of new institutions should not be seen as a simple solution to what is a complex issue.

4.166  While it is possible to devise new boundaries which better reflect economic geography than
current administrative boundaries, no boundary will ever be perfect. The appropriate area will be
different for different aspects of economic activity, and we can expect them to change over time, as
economic, social and technological factors change. For example, we have longer commuter flows
now than prevailed when current transport arrangements were established in the late 1960s,

making those arrangements less appropriate in their current form. There are also a number of areas
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which are linked into more than one economy. Coventry, situated within the West Midlands urban
area, and sharing many interests with the other parts of that area, is also engaged in the sub-regional
economy around Warwickshire, for example. Barnsley, linked to the economies of both Sheffield
to the south and Leeds to the north, is another example. Any solution must offer a means for this
complex reality to be acknowledged and responded to, not simplified and ignored.

4.167 At the practical level, developing sensible boundaries for any new arrangements will need to
deal with the vexed question of local authority boundaries. Local government reorganisations in
the recent past have not displayed local government at its best, and have often diverted energy and
attention away from the business of working with citizens and delivering improved services. The
experience of the referendum on the North East Elected Regional Assembly showed the public is
also sceptical about new tiers of government. While the Greater London Assembly and the Mayor
of London have been successful and popular, we should be careful not to generalise from the re-
establishment of city-wide government in London to the very different situations in other places,
with different histories and identities. Other European countries have also found collaborative
approaches more effective than formal changes — the State of the English Cities report concluded
that:

There is substantial evidence regarding the problems of using formal institutional or
constitutional changes to achieve sub-regional collaboration ... The majority of places [in Europe]
are attempting to collaborate informally on policy issues across boundaries and with partmers
where they can.”

4.168 In the debate on developing sub-regional arrangements, I am concerned to emphasise the
need not to cut across or undermine the place-shaping role of local authorities. Drawbacks in
current institutional arrangements — for example the fragmentation created in transport planning
in our larger cities by arrangements which only cover public transportation, do not include the full
commuting geography and are institutionally separated from local decision-making — already risk
this, though many areas are trying to overcome these problems.

4.169 Linking all the different issues involved in sustainable economic development together —
planning, housing, transport, skills, education, social inclusion and so on — is an essential place-
shaping task. To attempt to divide responsibilities, to suggest that economic issues and the
responsibility for pursuing prosperity can or should be separated from the core objectives of a local
authority is potentially damaging. There is a danger within these arguments that the move to
aggregate upwards, towards a larger spatial level which captures all of the possible different
boundaries, can create pressures for uniformity rather than responsiveness, and disempowers local
effort and understanding. That could create longer term problems for public trust and confidence.
It is therefore important that local authorities are responsible for making the links, and building
the coalitions, necessary for them to fully pursue the task of place-shaping. Any one locality may
need to be part of different coalitions at the same time, depending on the issue and the context.
The example of Lille, overleaf, describes how the creation of effective coalitions has supported

economic dCVClOPant aCross an area.

* Parkinson, M., et al, State of the English Cities, vol. 1, ODPM, 2006.
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Metropolitan Lille and the regeneration of Roubaix*

The Metropolitan Lille authority (now called Lille Metropole Communaute Urbaine) was
established in 1967, as part of the French government’s policy to devolve power from Paris and
to encourage the creation of metropolitan authorities in larger urban areas. It is controlled by
an Assembly whose members are appointed by the elected municipalities. Initially seen as a
device for providing services more efficiently, it has, particularly since 1989, enabled joint
working between the municipalities to promote economic growth across the metropolitan area.
Lille has been able to reposition itself as a significant European city through its position on new
high-speed rail lines (including the Channel Tunnel link to London), investment in a major new
commercial and shopping centre, and other projects to re-orient the local economy towards
growth sectors.

Working at the metropolitan level has also supported regeneration and redevelopment in within
former industrial towns within the conurbation, such as Roubaix. Lille’s leaders realised that it
could not attract in the people and investment that it needed to become a leading European city
if it was still associated with major areas of deprivation such as those found in Roubaix. Over
the past 20 years, substantial investments have therefore been made in transport, housing,
cultural facilities and economic development in Roubaix, including the revitalisation of the
town centre. The access to the wider tax base of the metropolitan area as a whole and funding
channelled through the metropolitan authority from other public and private sources have been
important contributions to that process. While there is still a long way to go (unemployment,
for example, although down from 33 per cent in the late 1980s is still over 20 per cent) it is
widely agreed in France that Roubaix has turned the corner decisively and is making significant
— and somewhat unexpected — progress. In the process, the gaps between French provincial cities
like Lille and the capital have been narrowed, and their economic performance has outstripped
their British equivalents.

An alternative 4.170 The Government has accepted these arguments and is rightly not pursuing a structural
approach reorganisation to address them. Nevertheless, it understandably wants to be confident that

approaches are in place to ensure a proper emphasis on economic prosperity, enable effective
decision-making with public accountability, avoid unhelpful competition and cost, and to be
credible with investors and the business community.

4.171 In the light of these issues, I believe that an approach which marries some of the benefits of
a voluntary approach with some of the rigour of a structural solution is necessary. Establishing a
framework in which proposals for sub-regional working are developed and owned locally and then
considered against a clear set of tests and expectations set by the Government would ensure that
the partnerships have clear objectives, can take a long term view and are sufficiently strong to
support the greater responsibilities that would then be provided. This offers a developmental
solution to the problem, with the capacity for improvement and change as the relationships
between different groups of authorities, and between local and central government grow.

* Based on a case study prepared by URBED as part of Joseph Rowntree Foundation’s Making Connections:
Transforming people and places in Europe project.
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Possible tests for sub-regional arrangements

The Government’s tests for any new arrangements might include an expectation that they
would:

* reflect a sensible definition of the prevailing economic geography;

* have appropriate arrangements for offering voice and accountability to all of the
communities affected;

* be able to set clear outcomes and objectives, underpinned by a robust evidence base;

* include robust decision-making machinery, capable of making hard choices, building
local support and agreeing clear priorities. That suggests a presumption in favour of a
tight board structure with delegated powers, but connected to and accountable to
leadership arrangements for all relevant councils, with scope for non-executive
members to be drawn in to bring additional skills and experience;

* be clear about how decision-making will be connected across key issues, including

transport, spatial planning, infrastructure investment and skills;
* be able to demonstrate support from the public and the business community;
* show the ability and intent to attract the key technical skills necessary; and

* have clear and well-signed ports of entry for would-be investors to access, and clear
policies governing the speed and nature of decision-making processes.

4.172 The development of Multi Area Agreements, as signalled in the Local Government White
Paper, provides a possible model for such an approach, whereby local authorities could establish
arrangements between them and enter into a discussion with central government on the objectives
of that agreement and what central government could contribute by way of devolved powers and
resources to its success. This would meet the recommendations of the Barker and Eddington
reviews that such powers are wielded at that level where appropriate arrangements exist.”

4.173 The objectives of empowering place-shaping and taking a holistic approach to issues of
prosperity suggests that it is also important to align existing governmental and delivery
arrangements in order to reduce the scope for conflicting policies and decisions. While delivery
agencies may well need to have boundaries designed around variable spatial patterns for different
services — perhaps strengthened by strong executive boards — the strategic direction and
accountability for that needs to be clear and located with local authorities and their leadership.
That should be the case unless the agency is unequivocally the agent of central government.

4.174 New arrangements between collaborating local authorities provide one way to redistribute
and devolve responsibilities and funding (including those of existing Passenger Transport
Authorities) in order to ensure the alignment of local decision-making powers. Others, including
Eddington and Barker and the LGA, have undertaken detailed analysis of the most appropriate
responsibilities and funding to be managed at the sub-regional level, and following their analysis,

these could include:

*  strategic planning powers currently held partly by the individual authorities within
the arrangement and partly by central government;

*  resources and land currently administered or owned by Communities England;

®  power over some strategic roads currently administered by the Highways Agency;

» Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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®  ability to make some adjustments to the quality and frequency of rail services, and
perhaps to commission or decommission some sub-regional services;

*  allocation of some proportion of current regional transport and housing funding
and regional economic development spending;

*  powers and revenues allocated to local authorities in relation to road pricing; and

®  depending on existing arrangements and the views of local employers, a role in

convening the work of an area-wide Employment and Skills Board.

WHAT THIS MEANS FOR SERVICES

4.175 The analysis for my Inquiry used a range of techniques to assess the problems facing local
government and possible solutions. Although my work was never intended to provide an
exhaustive analysis of all the services which local government provides or influences, I have
examined a range of specific services in order to inform my work. They were selected to cover
different issues in terms of pressures, degree of central control and role in place-shaping, and
included economic development, children’s services, social care for older people, waste and
recycling, health and well-being and community safety.

4.176 T used these services to provide a focus for my case study work, public deliberation events,
and a series of expert seminars.” In these I examined a range of questions about the role of local
government, relations between central and local government and local partners, pressures and
funding arrangements.

4.177 This section draws out issues which emerged in relation to specific services. It focuses first
on the analysis of the Barker, Eddington and Leitch reviews and my analysis of economic
development to draw out implications for planning, transport and skills. It then summarises the
most prominent issues which have emerged in relation to housing and other specific services.

% A summary of which is provided in Annex H.
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Planning

Economic development

4.178 Local authorities already have wide responsibilities and powers to act on issues related to
economic development and prosperity. Finding new ways to develop sub-regional arrangements
and to devolve responsibility and resources — as set out above — will expand the influence of the
local level in making decisions on economic issues. There are also some specific issues, arising from
my work and my consideration of the Barker, Eddington and Leitch reviews, which I wish to
discuss further.

4.179 Land use planning is an important aspect of place-shaping, perhaps the most immediate
tool that authorities can use to influence the physical aspects of localities. It has important links to
environmental, economic and social issues, to quality of life and to the distinctiveness of
communities. In developing local plans, and in making planning decisions, a host of sometimes
conflicting views and interests have to be balanced — between the environment and the economy,
the interests of existing investors and those of future investors, and between the interests of local
communities and wider regional and national interests. There is not necessarily a ‘right’ answer
here — the ability to take a nuanced approach, and to recognise the validity of different views within
and between communities, is essential. I agree with Kate Barker’s conclusion that a return to the
previous generalised presumption in favour of development is not appropriate, and that a more
balanced approach is required which takes account of local plans and the likely costs and benefits
of development proposals.

4.180 The Barker Review of Land Use Planning argues that decisions should be made at the level
where the impact is felt, and that this is most often the local level. There are some areas of planning
policy and guidance where the Government can make this clearer and give more discretion and
responsibility to local authorities to make those decisions themselves, and the Government should
take steps to reduce inappropriate central oversight, prescription and intervention where that does
exist. It may be appropriate to set some targets or guidance where there are priorities of national
significance, but these should be focused on desired outcomes rather than the means by which they
are accomplished. Some planning and decision-making might well sensibly take place at a sub-
regional level within the locally led arrangements described above. This should enable local
authorities better to manage some of the physical attributes of place, and support local
distinctiveness where desirable. A side-effect of this should be to make planning a more rewarding
career and thus to enhance its reputation and attractiveness.

4.181 The Secretary of State’s call-in powers are the ultimate means by which the Government can
influence or change local planning decisions. While there will be circumstances in which it is
appropriate for national considerations to override local decisions, it is imperative that these powers

are used in a transparent way, and only where issues of genuinely national significance are involved.

Recommendation 4.18

The Government should pursue devolution and clarification in the planning system as set out
by Kate Barker in her review of the land use planning system and in particular:

* reduce the complexity and detail of directions which provide for central control; and

® set out clearer criteria on the use of call-in powers.

4.182 Both Barker and Eddington propose changes in the way major infrastructure projects are
dealt with in the planning system, most notably through the creation of an independent Planning
Commission to make the final decisions on such projects. The objective behind this is — along with
related recommendations on Statements of Strategic Objectives — to simplify, clarify and speed up
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the processes that exist for making decisions on projects of national significance. This proposal has
been contentious, and sparked discussion, both in submissions from stakeholders and in my
Inquiry’s seminar on the Barker Review.” However, I think that there are attractions to the
proposal, which could provide a clearer and more transparent discussion and decision-making

process for issues of national importance.

4.183 It is right that decisions of national importance, where the national interest is
overwhelming, are ultimately made at a national level. Current planning arrangements do already
seek to deliver this through the use of ministerial call-in powers, and through legislation which
gives secretaries of state the powers to determine applications for certain types of infrastructure.
However, the system can be complex and time-consuming for both those seeking to develop major
infrastructure projects and for the local communities who quite legitimately want to have their say
— with multiple stages at which ‘final” decisions are made, which are later amended. Reforming the
system to make it clear from the start who will make the final decision, and what factors will
influence them, would make it simpler for individuals and communities. There was a wide variety
of opinions on this issue in submissions to the Inquiry, though a number took the view that it
could help to provide greater clarity.

The establishment of an independent planning commission could streamline the consideration of

projects of national significance provided the strategic objectives are clear. However, it needs to be
linked to the process of policy making. In particular, each phase of the planning process needs ro
take forward delivery by establishing the need, and principles to be adopted. (West Midlands
Shire Councils)

4.184 Just because a decision has national benefits does not mean that the perspectives of local
people, and the impact on their community or quality of life, should not be taken into account. It
will be imperative that these implications are considered, both by the Government in its
preparation of the national Statements of Strategic Objectives and during the Planning
Commission’s deliberations, on the basis of representations from individuals and communities.
The Barker and Eddington proposals acknowledge this.

4.185 Once decisions have been made, the Commission, the Government and local authorities
will also need to put effort into communicating those decisions and the reasons for them.
Communication is something at which our institutions of government have traditionally been
poor, but it is essential if communities are to have trust in government at all levels. There is a
challenge here for both local and central government.

Recommendation 4.19

In taking forward reforms to the planning process for major infrastructure projects, the
Government should ensure that:

* the new arrangements apply only to issues of unambiguously national importance,
subject to clear and published criteria;

* local individuals and communities are informed of the process and have an opportunity
to make their views known; and

* aclear process for reporting back to local communities is established.

7 A summary of which is provided at Annex G.
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Transport 4.186 There is substantial debate about how decisions on transport investment and prioritisation

should be made, and many local authorities perceive that the current system does not give them
sufficient influence over the decisions taken in their area. The sub-regional governance proposals I
set out earlier in the chapter should provide an opportunity for local authorities and the
Government to develop approaches which will enable greater devolution and effective local
decision-making,.

4.187 There is also one particular aspect of transport provision where the capacity for influence
by either local or central government is weak. That is in buses, which were deregulated in all areas
outside London in 1986. Lack of influence over buses outside London is felt by many to have led
to falls in ridership, rises in fares, and to have weakened the ability of local authorities to maintain
effective integrated public transport systems. London, where regulation remained, has shown
substantially better performance and higher usage in the intervening period, partly, it is argued
(including by the Audit Commission and National Audit Office) as a result of the different
regulatory system, which has allowed Transport for London to manage provision better in
London.*® However, it is important to note that the substantially higher subsidies now provided for
bus operation in London are also a factor, and that other parts of the country have also seen
improvements in local provision, often helped by effective working relationships between bus
operators and local authorities.

4.188 The Government has acknowledged the problems associated with the current approach and
has recently announced plans to enhance and extend the powers and options at the disposal of local
authorities.” This is a welcome step, which should expand the ability of local authorities to ensure
that local public transport provision is appropriate and integrated. The Government’s proposals
were supported by the vast majority of submissions to the Inquiry on this subject.

The ability for local authorities to be able to plan and secure new bus services to a level it
considers necessary to secure broader objectives, including economic regeneration, free from the
constraints of the current legislation, would be invaluable. This does not mean a return ro
prescriptive regulation but empowerment to local authorities to work more flexibly to meet local
needs. (Essex County Council)

Recommendation 4.20

The Government should implement its plans for local authority powers to regulate bus services
as soon as practicable.

Skills and  4.189 The UK’s competitive position is now, and will increasingly in the future be, dependent on

employment the level of skills of its workforce. The Leitch Review of Skills sets out powerful arguments for

March 2007

further investment in the skills of both our existing and future workforce if we are to maintain and
improve our prosperity. To a significant extent, it is for individuals and their employers to assess
and pursue their own skills needs. However, there is also an important role for government in
setting the appropriate framework, providing funding and addressing social issues associated with
a lack of skills or access to training. The Leitch Review proposes a new demand-led model for adult
skills and a simpler framework for employer engagement, in order to make the system more
responsive and competitive. It also calls for greater integration between skills and employment
services, drawing together existing services such as Jobcentre Plus with a new adult careers service.

% National Audit Office and Audit Commission, Delivery Chain Analysis for Bus Services in England, 2005.
* Department for Transport, Putting Passengers First: The Government’s proposals for a modernised national
Sframework for bus services, 2006.
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4.190 The vital contribution that skills can make to economic development makes it essential that
local authorities in their place-shaping role, engage with these issues. They will be particularly
concerned to ensure that the public funding and planning/commissioning of training and skills
provision, which are the responsibility of the Learning and Skills Council (LSC), are responsive to
local conditions and the needs of local employers and individuals. The Leitch Review’s
recommendations would replace the current system of planning and commissioning with a
demand-led skills system, driven by individual and employer requirements, though the
Government’s initial response envisages a continuing role in the short term for some planning and
commissioning, at the regional level, including to deal with identified gaps in the provision
available.”

4.191 I think that in any system, there is likely to be a need for the employer voice to be tested
with high quality local intelligence to consider whether it provides a complete picture of the needs
of the area. Where a planning and commissioning approach is retained, that needs to be tested to
ensure that it is responsive to the conditions of the labour market. There is also a need to challenge
and monitor the activity of public sector employment and skills support. All of these activities must
engage employers and reflect the functional economy, rather than being bound by the
administrative boundaries of local authorities or the region.

4.192 The Employment and Skills Boards recommended by the Leitch Review (and being
developed in a number of areas at present) could perform such a role. Local authorities should have
an appropriate role in any such boards, both as substantial local employers, but also as the
representatives of the wider community with an interest in the future prosperity of the area. Many
local authorities already have, or are in the process of developing, arrangements with local
employers, and where these are effective they should be allowed to continue. It would also be
desirable to link activity on skills with any other joint city or sub-regional activity being taken
forward by partnerships of local authorities, as described earlier. Skills issues need to be considered
alongside the complex mix of other issues which impact on local economic prosperity and the

economic opportunities of individuals.

4.193 Local authorities also have a role to play in addressing other employment and skills issues,
particularly for those furthest from the labour market. Authorities” contributions in this area are a
good example of their convening role, working with Jobcentre Plus, the LSC, employers and
others, including the voluntary sector, to address the variety of different factors, including
childcare, transport and housing, as well as skills, that can affect the ability of individuals to enter
the labour market. A number of authorities made this clear in their submissions.

Ir is sensible to link employment and skills issues together in a way that enables more effective
planning and delivery arrangements to reduce worklessness. The creation of clear progression
routes from unemployment into work that involves a range of local service providers is a key
challenge for City Strategy. In addition to formal learning and training, greater links need ro be
made with other public services... This includes health services, housing providers, adult learning
and adult social care services etc. (Manchester City Council).

4.194 Reforms to the welfare system in this areas, following David Freud’s report Reducing
Dependency, Increasing Opportunity: Options for the future of welfare to work, which recommends
regionally based contracting of support for those facing multdiple disadvantage and long-term
benefit dependency, are likely to have implications for local authorities.” As his report identifies, it

“ Department for Education and Skills and Learning and Skills Council, Delivering World-class Skills in a
Demand-led System, 2007.

“Freud, D., Reducing Dependency, Increasing Opportunity: Options for the future of welfare to work: an indepedent
report to the Department for Work and Pensions, 2007.
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will be important to ensure that any new framework strikes the right balance between large-scale
contracting and local, sub-regional control, providing local authorities with appropriate influence,
and contractors with the incentives to work closely with them.

4.195 Funding and responsibility for 14-19 education and skills provision is currently shared
between local authorities and the LSC, with local authorities expected to play a strategic role.” The
implementation of the new 14-19 diplomas, and the expansion of more complex and innovative
forms of provision which cover the traditional school-leaving age of 16, make it essential that
authorities and the LSC, as well as schools and other providers, work closely and effectively
together.

4.196 There is a debate about whether merging funding and responsibilities within local
authorities would help to secure more seamless provision. There are certainly some potential
advantages to such a move, though as has been pointed out, integrating responsibilities in the local
authority could simply create a new division at 19, and the Leitch Review recommended against
further structural reorganisation in this area. The Government will want to keep current
arrangements under review, especially if it decides to require all young people to remain in full or
part time education or workplace training up to the age of 18, as discussed in the Leitch Review.

Recommendation 4.21

In taking forward reforms following the Leitch Review, the Government should:

* ensure that there is sufficient scope and resource to enable the Learning and Skills
Council and local partners to tailor provision appropriately at the local level;

* enable local authorities to play an appropriate role in Employment and Skills Boards;
and

* seck to build on existing arrangements between employers and local authorities where
possible.

Housing 4.197 Patterns of housing development and mobility, the availability and condition of housing

and the willingness of individuals and developers to invest in it are all important influences on, and
reflections of, the health of our communities. That applies as much to social housing as it does to
privately rented and owner occupied housing. Policy objectives from school attainment to the
cohesion and sustainability of communities are affected by the type, quality and affordability of

housing available.

4.198 Housing is not simply a matter for national policy — its influence on local communities is
too direct and material for that, and the reality of the different housing markets across England are
clearly evident. The challenges for national policy in responding to very different market
conditions and issues in the North, South East and East, and South West have been evident in

recent years.

4.199 As such, looking at housing issues in a strategic context is an essential part of the place-
shaping role of local authorities. Local government has traditionally been focused on its role as
municipal landlord, and some authorities who have transferred their stock to the social sector no
longer see themselves as interested in housing issues. However, that will need to change if local

“ Department for Education and Skills, Further Education: Raising skills, improving life chances, 2006
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authorities are to perform a full place-shaping role. The new role is very different, however, and is
essentially strategic — using powers and influence to shape local markets and the contribution of
other players. Local authorities have already demonstrated their ability to engage and develop
innovative solutions through creative use of public land and Section 106 negotiations with

developers to respond to the issues in their areas.

4.200 I have identified the following as issues that local and central government will need to
pursue in the future:

o a clear challenge to local government to take a strategic view of housing provision
in their area across the piece, including market as well as social and affordable
housing;

®  aquestion mark over whether local government will have to take a more active role
in supply, given the difficulties of provision for older people, and continuing
problems in supply, especially of affordable housing and in some rural

communities;

®  the importance of ensuring that investment in social housing delivers the best
value for money, both with regard to local action, and to the impact of the
Housing Revenue Account Subsidy arrangements. Authority-owned housing is
still a £98 billion asset, and one which needs to be used to full effect; and

®  adanger that current arrangements are too fragmented both locally and nationally,
and a need to engage housing associations, particularly the larger organisations,
more fully in place-shaping. The Government should consider whether extending

the duty to cooperate to housing associations would have advantages.

Recommendation 4.22

The Government should ensure that local authorities have appropriate influence over housing
issues in their place-shaping role and should consider whether to extend the duty to cooperate
to housing associations and other social landlords.

Social care for adults

4.201 Local authorities have a range of responsibilities to provide social services to all age groups.
In both adult social care and child protection there is a strong sense of a national entitlement,
perhaps due to concerns about the need to protect both our vulnerable older people and vulnerable
children in ways which offer equal standards of protection across the country. Participants at the
public engagement events strongly argued for national standardisation in the funding of social care,
particularly for older people and the supply of residential care.” However, in these services, as in
others which are even more strongly nationally controlled — such as schools and the NHS — the
need for local tailoring to meet local needs, to engage with those receiving the service and their
carers, and to link with other services, is still significant. My recommendations on the convening

role of local government set out earlier are therefore relevant.

“ OPM, Lyons Inquiry — Public Deliberation Events, 2006.
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4.202 Social care is not what economists term a local public good, such as street lighting or public
health, which provide benefits to the whole community equally. It is a publicly provided private
good, provided specifically to those who need a range of care but on a means-tested basis. It has
clear benefits to the people supported and their families, but few direct ‘spillover’ effects on the
wider community — and the rationale for public provision is based on a sense that society should
provide care to those who need it and cannot afford to pay for it themselves.

4.203 I focus my comments here on social care for older people. Local authorities are responsible
for commissioning and delivering adult social care to national standards.* Local authorities have
the flexibility to vary who is eligible to receive care (across four different categories of need defined
by government), and for non-residential care they can decide whether, and how much, to charge
for services.” This has a range of advantages — particularly in terms of the ability to determine
locally how many people are eligible for care. However, it means that while the standards of social
care are intended to be uniform across the country, whether or not people are eligible to receive it,

and the charges they have to pay, can vary greatly across the country.

4.204 This poses one of the most difficult questions facing our public services today: who should
pay for adult social care, and how should it best be managed? Dereck Wanless sparked the latest
debate on this important issue and raised profound questions about the role of the state in
providing private goods and about who is best placed to decide who is entitled to what.* There
now needs to be an open debate involving central and local government, service users, private

sector providers and current and future tax payers if the best solution is to be found.

4.205 The Comprehensive Spending Review 2007 will examine some of the challenges in the
future provision of adult social care. It will need to consider whether there is scope to clarify
responsibility for adult social care, in order to improve the ability of the system to manage pressures
more effectively. It should take account of the factors affecting the appropriate balance between
central and local control. These include the principles in Chapter 2, but the following are
particularly relevant to adult social care for older people:

*  How strong is the sense of national entitlement?
*  Is central government or local government best placed to manage pressures?

*  How much do costs, needs and the most effective form of delivery vary between
different areas?

o How much scope is there for co-production and innovation?
*  How extensive are the benefits of joining up locally?
4.206 I examine each of these questions in turn in relation to adult social care for older people.

4.207 In my survey work social care was clearly seen as a service that is, and should be, subject to
the shared responsibility of central and local government. However, some aspects of adult social
care — particularly older people’s residential care — increasingly raise concerns about uniform
entitlements and there appears to be little appetite among the public for local difference in this

#“ There are national minimum standards against which all core providers are inspected and regulated by the
Commission for Social Care Inspection (CSCI).

“ The need categories are called the Fair Access to Care (FACS) eligibility bands.

“Wanless, D., Securing Good Care for Older People; taking a long term view, King’s Fund, 2006.
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service, despite wide variations already on a number of dimensions. Participants at the public
deliberation events run for my Inquiry tended to see social care for older people particularly as ‘a
national issue’. They were conscious that needs varied widely in terms of the size and needs of local
populations of older people, many of whom moved to certain areas after retirement, which they
felc meant it should not be funded from local taxation.

Managing 4.208 Derek Wanless’ detailed analysis showed that future pressures are likely to be driven by the
pressures greater number of older people living longer and requiring intensive support. Increases in unit
costs, particularly wage costs, which make up the great majority of the adult social care budget are
also important pressures.” My case study research also identified the rising expectations of adult
social care service users, who are demanding higher standards and increased flexibility in the

services they use:

As peaple move into older age they have different changing expectations. Our generation and
generations behind will have a very different expectation to the generation who are currently
service users. We need to make sure our services are absolutely modernised for current service users
... S0 where youve got the need, youve got increasing demand, the need to improve services for
hard to reach communities like black and ethnic minority communities, the need ro modernise

services. (Senior local government social care officer)®

4.209 A recent survey commissioned by the LGA into people’s expectations of social care and
charging policies found that only ten per cent of people expected to pay for all home care, and 49
per cent expected to make a contribution, but that over one third (32 per cent) still expected to

receive all home care for free.?

4.210 There is scope to better manage these pressures though considering how people are
supported in their old age, which may affect the point at which people need more intensive or
residential care. Unit cost pressures could arguably be managed more effectively at the local level,
particularly because wage pressures and the markets for social care provision vary between different
parts of the country. Meeting service users’ changing expectations is also arguably better achieved
at the local level. However, central government determination of standards, particularly for

residential care is a clear driver of the costs of provision.

4211 More generally, there is a need for the system to support increased cooperative working
between the NHS and local authorities, as discussed earlier. This means, as a minimum, aligning
budget and performance management cycles to enable better joint planning. But joint working
would also be supported by changes that increase flexibility on both sides, as discussed in earlier

sections.

4212 1 would argue strongly that responsibility for determining the eligibility for social care
should be as closely aligned as possible to responsibility for (and levers to enable) the management
of pressures. The current hybrid model whereby local authorities set eligibility criteria and bear the
cost, but central government sets the standards and the means testing criteria for residential care,
gives local government limited tools but arguably much of the responsibility for managing
pressures. An increasing number of authorities are already restricting care to those with the highest
levels of need, as this form of rationing is one of the limited number of ways in which they can
respond to pressures.

7 Wanless, D., Securing Good Care for Older People; taking a long term view, King’s Fund, 2006.

“ Entwistle, T. et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for the
Lyons Inquiry, 2007.

“ LGA, Without a care? 2006.
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4.213 Aligning responsibility for determining who is eligible with the management of pressures
might also encourage a greater focus on outcomes rather than inputs — which came through as

particular issues in my case studies:*

The performance agenda is driven by numbers and not necessarily by quality and... the things
that social workers on the ground actually see are the most appropriate numbers to be counting.
(Senior local government officer)

4.214 There may also be scope for local authorities to become more efficient in the commissioning
and provision of social care services and to take on a greater role in shaping the market in their
area, which could help to manage cost pressures. Procurement practice and markets vary
significantly across the country, and Chapter 5 discusses local governments role in using

commissioning and ‘market-shaping’ practices to deliver value for money.

4.215 Differences in culture, the age profile, levels of wealth and whether an area is urban or rural
mean that the needs for adult social care vary greatly between areas. This means not only that
demands on social services will vary greatly, but that the best means of meeting those needs is likely
to look very different in different places. This suggests the need to allow for variation, to respond
to local needs in a tailored way, which must be balanced against the widespread view that social
care is a national entitlement demanding uniform standards.

4.216 Achieving some of the objectives of adult social care — for instance, helping older people to
remain independent and in their own homes — depends on working with individuals themselves
and with carers and the local community. Designing services which help people to remain self
reliant for as long as possible requires the involvement of service users and the local community in
service design and delivery. This can also lead to innovation — finding new mechanisms which, for
example, prevent falls and help people live safely ac home for longer. The Partnerships for Older
People Projects (POPPs) have been found to provide flexibility at the local level for local authorities
to work in partnerships with other organisations and their citizens in the design and delivery of
services. An example from Sheffield is outlined earlier.

4.217 The crucial role of other local services in supporting the objectives of social care suggests
that social services must remain rooted in the local community to be effective. This is particularly
important for children’s services, and for support for adults and non-residential care for older
people. It is important for local authorities to work across their boundaries and join-up effectively
with local PCTs.

4.218 There is also a key role for co-production in the effective provision of support for vulnerable
people, through working with and supporting carers and neighbours who provide day-to-day
assistance. Developing strong relationships with carers is crucial not only for ensuing the best
possible care for those receiving social services, but also in managing pressures into the future.

4.219 The case for making adult social care a more clearly ‘national” or ‘local’ service is therefore
finely balanced. It suggests there is a case for it to remain a shared responsibility between central
and local government, reflecting both the sense of national entitlement and the need for local
flexibility to cope with varied needs and to make the most of links with other services and carers.
This is a clear example of a service where central and local government together need to operate a
system of ‘managed difference’ (discussed in Chapter 3) in order to maximise the well-being of
service users and the local community.

* Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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4.220 However, there is a clear need for reform to enable the system to cope more effectively with
future pressures. Reforming the system of social care to align incentives for efficiency — balancing
costs against outcomes and satisfaction — with the ability to control eligibility and pressures as
effectively as possible is a huge challenge. In my view it can only be solved by a well informed and
honest debate about the challenges the system faces and the difficult questions they raise.

4.221 There needs to be a clear, shared agenda between central and local government about the
care and support we provide for older people. A critical outcome from the Comprehensive
Spending Review 2007 should therefore be to ensure that the solutions for managing the future of
social care effectively are properly debated by central and local government, service users, carers,
private and third sector providers and taxpayers. Following questions raised by Derek Wanless, this
should ask whether the current system has got the balance right in terms of who should bear the
costs of care, and to what extent: should it be taxpayers through local taxation or national taxation,
or individuals themselves; and who should make decisions about levels and standards of care
provided by the state. Any shared agenda needs to ensure individual needs are met in the most cost-
effective way possible, particularly gaining an understanding of who pays — the balance between
NHS and social care, and the role of co-payment in providing better individually focused care.

4.222 If Government makes a ‘national promise’ about future adult social care, local government
must be adequately funded to enable it to deliver that part of the promise for which it is asked to
be responsible. As part of this, it is important that responsibility for managing pressures lies with

those who are able to do so most effectively.

Recommendation 4.23
The Government should lead a clear national debate about how we want to manage and pay
for social care for older people, which should cover:

* what, if any ‘national promise’ central government wants to make for the whole
country;
* what local government is to be responsible for, and who is best placed to manage

pressures; and

* who should pay for social care: state or service user, and how incentives can be aligned
to ensure competing demands are managed appropriately.

Domestic waste collection and disposal

4.223 Waste is the other area of significant cost pressures that I examined in my case studies. Rising
costs in waste management are a widespread problem, as our dependence on cheap landfill must
be reduced in line with EU legislation. The UK faces substantial financial penalties if it fails to
meet targets on reducing the amount of waste sent to landfill, which may be passed on to local
authorities through the Landfill Allowance Trading Scheme. The Scheme provides for fines if
authorities exceed their landfill limits, including any extra allowance they may buy from other
councils. Local authorities must therefore invest in alternative means of disposing of waste,
including increasing recycling. The continuing rise in the volume of waste, together with rising
targets for recycling and composting and increasingly strict regulations for the treatment and
disposal of waste, all contribute to the growing cost pressures on local authorities.
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4.224 In many ways, waste collection is one of the most local of services, however the issues and
challenges described by case study interviewees showed more consistency than any other service
area.”’ This may reflect the fact that the current policy agenda in waste has been set at European
and central government levels. Respondents in my case studies saw solutions to the problems facing
them as lying in improved county and regional partnerships and significantly increased capital
investment. They also saw a critical role for central government in incentivising collaboration
through carefully chosen performance targets and the introduction of new economic

instruments.

4.225 An issue which emerged clearly in discussions on waste was the confusion over responsibility
for managing the waste stream, including over crucial issues such as minimising our production of
waste in the first place. All tiers of government have different, though overlapping, roles to play in
making sure we meet our international obligations, each of which is essential to the delivery of the
whole. Even within central government, a range of departments have relevant responsibilities
including Defra, who lead on the development and implementation of waste policy, the statutory
framework and most waste negotiations at EU-level. Defra and DTT have joint responsibility for
responding to some EU waste directives. CLG lead on planning for waste management facilities
and waste from the extraction industries as part of their wider responsibility for planning policy,
and HM Treasury, CLG and Defra have responsibility for adequately funding waste management.”

4.226 Local government leads the way in some areas of waste minimisation — which should be the
‘first best option for managing waste pressures in the future. Work with communities and
households to encourage such changes in behaviour through co-production is one of the key
advantages in ensuring waste collection remains a properly local service. Many local authorities are
already taking forward innovative initiatives in this area, and many are building waste reduction
messages into their existing literature on recycling and composting. However, despite the
introduction of the recycling credits scheme, authorities which push ahead on waste minimisation
may not always reap the benefits themselves, partly as a result of the complex and shared
responsibility for waste.” Chapter 6 discusses ways in which local authorities can be given more
levers to manage pressures in waste through charging mechanisms.

4.227 Despite some notable successes in partnership working, interviewees still complained about

the complexity of institutional arrangements for waste management:

Effectively we're doing it [working in partnership with the districts] bur thats taken a hell of
a lot of hard work and many years to achieve. (Senior local government officer)*

The first [priority] for me would be the abolition of two-tier working because on waste
management, I think its an anomaly. (Senior local government officer)”

°' Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.

2 Review of England’s Waste Strategy — a consultation document. Defra, February 2006.

% Waste collection authorities have a duty to encourage householders to recycle and compost more of their waste,
through initiatives such as sorting waste before it is collected. To incentivise this activity, the Government
introduced recycling credits in 1990. Because recycling and composting waste diverts that waste from normal
disposal routes, action at the collection end of the waste stream saves money at the disposal end of the operation.
Recycling credits allow waste collection authorities to claim some of the revenue that their recycling and
composting activities save waste disposal authorities.

% Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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4.228 Some interviewees were also concerned about whether responsibilities at the regional level

were working as well as they could:

It interesting because I do quite a lot of work at a regional level and the regional agenda is
completely dominated by the regional spatial strategy work and planning and housing numbers
and things like that. And waste doesnt appear very high up the agenda ... Transport comes higher
up, but the overall thing is housing at the moment and housing numbers and again thats

responding to government agendas. (Senior local government officer)*

4.229 For some officers, real progress required the establishment of unitary local authorities
responsible for collection and disposal. However, other consultees argued that effective waste

management can be achieved through effective multi-agency working:

Having a critical mass for partnership working is more important than restructuring change, for
instance through unitary status. (Representative, Lincolnshire County Council, waste

seminar)”’

4.230 Others argued for the Landfill Allowance Trading Scheme and recycling targets to be
brought together as part of a coherent package of measures to provide incentives for districts to
work with their disposal authorities:

need more incentives (including financial incentives) to get two tier areas working together.
Parmership working really requires a shared decision-making structure, pooled funding, and a
clear precept on local taxes. (Representative, Kent County Council, waste seminar)*®

4.231 The introduction of the duty to cooperate between tiers should help to encourage joint
working — discussed earlier in this chapter — but there is a need also for central government to be
clearer about its own responsibilities for managing the waste stream. Waste offers a good example
of a service area in which there is a need to find ways to make the system as a whole work better,
based on a clearer understanding of what each tier is best placed to do.

4.232 For instance only central government — or in some cases the EU — can legislate for initiatives
to improve the incentives on businesses and the packaging industry to reduce the amount of waste
we produce in the first place. But only local government can manage the collection of domestic
waste in a way which recognises the different challenges of different types of community — for
example, rural areas compared to blocks of flats — working with communities to find the most cost-
effective ways of minimising waste and increasing recycling. Other tiers also have a contribution to
make. The need to find solutions must be explicitly recognised as a shared responsibility between
central and local government, and the challenge is to ensure that all tiers contribute what they are
best placed to do to make the system work as well as possible.

4.233 This means, for example, being clearer about which drivers of waste production and
disposal costs can most appropriately be managed by central government (such as the negotiation
of international obligations), which should be managed at the regional level, and which are
appropriately subject to local action (such as mechanisms to influence the behaviour of
households). It also means finding ways to improve the way in which objectives and incentives are
aligned between the various tiers of government, and to make it possible for authorities to work

constructively together to manage waste pressures.

* Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
7% A summary of this work is provided at Annex H.
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4.234 The Government recently announced its intention to legislate for Joint Waste Authorities
in those areas where local councils wished to establish such formal partnership structures. This is a
positive step in a context where joint working may make it easier for authorities to procure
alternatives to landfill and streamline their dealings with private sector firms. It will, however, be
important that there is room for structures to be tailored to, and driven by, local partnerships, and
not imposed according to a central template.

4.235 There may also be a case for examining the tools local authorities have to influence not just
how waste is disposed of, but also the volumes emerging in the first place. To this end, Chapter 7
considers the case for giving local authorities greater powers to influence the behaviour of local
people through a variable charge for the collection and disposal of domestic waste.

Recommendation 4.24

The Government should give greater recognition to the fact that effective waste management is
a shared responsibility between central and local government and consider ways to provide
greater local flexibility to manage the waste stream locally (including waste production),
particularly through a new power to charge for domestic waste (see Chapter 7).

Community safety

4.236  Community safety offers a very good example of a set of concerns and activities which can
only be delivered effectively where there is a strong local element — particularly to influence
behaviour, working very closely with local communities. It is key to supporting social cohesion,
which is one of the most important roles for local government in modern society, as discussed in
Chapter 2.

4.237 One of the clearest messages to emerge from my case studies was the need for more stable
funding for community safety to enable strategic planning and to encourage partnerships to grow.”

4.238 The community safety interviews exhibited high levels of consistency across the case study
areas. Respondents described very similar issues; they provided a largely positive account of
partnership working, identified problems with the prevailing system of central-local relations,
primarily for excessive dependence on national performance targets, and almost unanimously
criticised current funding arrangements for the dysfunctional effects of short-term project funding.
They complained that national targets required them to focus on issues of questionable local
significance, crowding out what were perceived to be more pressing local priorities.

4.239 Two points were particularly emphasised. The first was focused on their dependence on
short-term project funding. Interviewees complained particularly that short-term initiatives — very
often introduced with their own detailed regulations — antagonised local communities, as services

they supported were axed when the funding dried up:

Short-term funding is always a difficulty with communities because if they think this is just short-
term fix they don’t buy into it. They ger quite upset in fact ... whats going to happen at the end
of the year then — don’t know — well what's the point of us committing if you're going to pull them
out? That is a difficulty and you need that longer-term strategic approach to this kind of subject
if you're going to get communities really engaged and supported because they will see through it.

* Entwistle, T. et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for the
Lyons Inquiry, 2007.
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Many of them have been round this bidding process many many times. And it does take up a lot
of time and energy ... theres a bit of money here and a bit of money there. The time it takes to
actually pull that together you have to sometimes think well is it actually worth it? (Senior police
officer)®

You want to ger a grant to start up a youth club ro hire the hall — which kids are you going to
involve? How do you demonstrate theyre from Area 6? Well actually some of them are from Area
5 and some of them go to the school in Area 3. Oh well we're not going to pay for them theyre
not our kids you need to go to Area 3 and Area 5 and theyll give you a proportion of the grant.
Well if that was me I wouldve given up wouldn’t you? (Senior local government officer)®

4.240 Second, our respondents complained more broadly about the uncertainty of funding
arrangements. They argued that short-term and tightly hypothecated funds made it difficult to
focus on key local priorities, including prevention, as emphasised earlier:

The real problem is the funding keeps changing ... if they want us to do a three-year strategy,
then give us three years funding, because otherwise its pretty pointless in my view, (Senior

stakeholder)®

There isnt spare money to pick up all these government initiatives ... because theyre done on
grants you never know quite how long it’s going to go on for. So security of funding is the essential
thing for the development of partnerships because then youd never get one partner reneging on a
deal because ... theyve run out. (Senior local government officer)®

4.241 This problem may have emerged in relation to community safety more strongly than other
services, because of the strong reliance on focused, time-limited grants provided through a range
of channels. A key role for Local Area Agreements should be to allow the funding and flexibility
for those sources of funding to become more streamlined and stable over time. Other evidence on
community safety supported the broader findings of the Inquiry in terms of the need for greater
local flexibility both in terms of function and funding, reflected in earlier sections. Police funding
did not emerge as a particular issue from my case studies, although a number of submissions raised

it as an issue as discussed in Chapter 3.

Recommendation 4.25

The Government should simplify funding streams and targets, particularly for community

safety.

Health and well-being

4.242 The protection and improvement of public health is a role which clearly benefits from local
determination, arguably to an even greater degree than social care — since the benefits of enhancing
health and well-being can accrue to the local community as a whole, and the health needs of each
community (and therefore what needs to be done) vary dramatically. Priorities range from the need
to reduce smoking and obesity, to tackling sexually transmitted illnesses, all of which can require
quite different local emphases depending on the local population, and different strategies to tackle
them.

- Entwistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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4.243 Some of the targets which have proved most intractable to the Government relate to health
and well-being — particularly in terms of tackling inequalities in health outcomes, for example
childhood obesity and life expectancy. It is clear that there are great difficulties in improving the
health of some groups, with poor health being strongly linked to deprivation and determined very
strongly by cultures, behaviours and wider environments. This raises the importance of local
services, such as schools, colleges, children’s services and social services, libraries, leisure, transport
and environmental health, since they can all influence health either directly or indirectly by
influencing behaviour.

4.244 These links are not new — public health was one of local government’s first responsibilities
— but they are increasingly being recognised again. For example there is a shared ‘healthier
communities’ aspect of the Corporate Assessment part of the performance framework, and the
Joint Annual Review framework also examines ‘being healthy’ as an aspect inspected. The recent
consultation by the Commission for Social Care Inspection on a new Adult Outcomes Framework
includes improved health and emotional well-being and an emphasis on Healthy Communities.**

4.245 However, funding for health and well-being activities comes mainly through PCTs, plus
some small specific grants to local authorities. Strong arguments have been put to me that such
activities therefore get ‘squeezed out” by acute healthcare needs, which are subject to more stringent

management controls and targets, and findings from my case studies supported this.”

4.246 In my case studies, health and well-being were not seen by interviewees as a current core
role for their local authorities. Roles within councils were varied, and case study interviewees often
had responsibility for health and well-being in addition to a ‘main’ role. That said, some councils
are embracing the health and well-being agenda through their local strategic partnerships, and
through joint appointments with health services, including joint Directors of Public Health.

4.247 Some consistent messages emerged from the interviews. Accounts of partnership working
with the NHS served largely to underline the difficulties of collaboration, with difficulties in
aligning performance management frameworks and different budget cycles. As with community
safety, respondents claimed that a collaborative approach to health and well-being was crowded out
by the hierarchical emphasis on acute care in the NHS. In terms of funding, as in other areas,
respondents experienced problems with short-term project funding and the current funding
pressures in the NHS. In particular this reduces flexibility to channel funding into preventative
approaches.

4.248 Given the importance of health for every other aspect of people’s well-being, I would expect
this emphasis on public health to grow over time — exploiting councils’ advantages in using co-
production to work with communities and individuals to improve outcomes — as they are given

greater flexibility in place-shaping. The key issues in moving this agenda forward are set out below:

. health is a key issue for place-shaping and needs councillors to take the approach
to convening that I recommend in Chapter 5, taking ownership of the overall
health challenge, seeing the health impact of the services which the council
controls and joining up with NHS services. The new duty for health trusts to
cooperate will assist with this;

o cooperation on health would be assisted by better and explicit alignment of aims,
performance frameworks, inspection and budget regimes between councils and
health trusts;

A New Outcomes Framework for Performance Assessment of Adult Social Care: Consultation document, CSCI, 2006.
® Entwistle, T.. et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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*  local health commissioning at GP surgery level has the potential to fit well with
councils’ work to localise services to smaller community areas, but this would be
greatly assisted by the duty to cooperate or similar mechanism being extended to
GDPs. This would of course need to take account of the particular status of GPs
within the public sector, as many are effectively independent — albeit publicly
funded — businesses; and

®  local authorities, through scrutiny but also as partners, have the ability to challenge
health services in a constructive way, as well as to consider how their services can
better support health outcomes. Councils are well placed to engage with local
communities to help encourage healthier behaviours and approaches for all age
groups. At my seminar on public health, contributors also pointed out the role which
councils could play in ensuring local service users can engage with and help to shape

services which can tend to be producer-led and focused on national targets.*

Recommendation 4.26

The Government should support a stronger and more explicit role for local government as
convenor in the realm of health and well-being, building on the proposals in the Local
Government White Paper to strengthen partnership working.

Recommendation 4.27

The Government should ensure the commitment to harmonise budget and performance
management cycles in health and social services is delivered.

Children’s services

4.249 Children’s services have seen dramatic reforms in recent years. The Children Act 2004
introduced a significant reorganisation of children’s services, bringing services and partners
together with the aim of promoting better outcomes for all children and improving the child
protection system. By 2008 every council is expected to lead the creation of a Children’s Trust,
bringing together strategic oversight of all services for children and young people in an area. The
reforms aim to introduce an approach to child well-being, welfare and safeguarding based on early
intervention and prevention, rather than simply through improved child protection procedures.

4.250 Another significant area of reform in recent years relates to schools funding, and increased
central direction of that funding through, first, passporting of increases in budgets directly to
schools and then ring-fencing in the form of the Dedicated Schools Grant. These changes, and
their implications for local government, are discussed in other chapters.

4.251 My Inquiry’s case studies particularly focused on issues related to vulnerable children and
child protection.” Although the issues raised by respondents in the area of children’s social care
showed some local variety, the key challenges appeared common across different authorities. A
common statutory framework means that these services are delivered in a very similar fashion and
case study respondents tended to support these arrangements. They welcomed clear central

% This work is summarised in Annex H.
" Entwhistle, T., et al., Perspectives on Place-shaping and Service Delivery: A report of case study work conducted for
the Lyons Inquiry, 2007.
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guidance and called for more dedicated funding for their area of work. The only problems they
reported about the system of central-local relations were focused on the resource requirements of
the existing inspection and performance management systems. They called for a more joined-up
approach to target and indicator setting, which would facilitate inter-agency collaboration. I
recognise that a holistic approach to child protection does not only depend on a consistent focus
on the child identified as at risk; it also requires links to a wide range of other responsibilities, in
particular certain aspects of community cohesion, housing availability, employment opportunities,
educational standards and even road safety.

4.252 Councils should not be tempted to ‘opt out’ of educational issues because of the constraints
imposed by the funding framework and the increasing independence of schools (through the
introduction of academies, trust schools and so on). Bringing together education and other service
providers across all sectors for different age groups is a key part of place-shaping, and is critical to
strengthening community cohesion, community safety and enhancing employment and health

outcomes.

4.253 Schools provide a service directly to the community, and therefore provide a vital link
between local communities and the local authority, crucial to any place-shaping agenda which
focuses on improving the well-being of families. No other service provider, except arguably GPs,
plays such a role. Furthermore, schools play a vital role in helping to determine the life chances of
local children, and potentially have a huge part to play in local preventative strategies which work
with families and children. It is therefore critical that they should be able to work closely and flexibly
with local partners, particularly on issues around prevention, which are demonstrably cost effective
and can dramatically improve life chances for those children, as well as reduce the costs that fall to
other services through crime and poor health later on.

4.254 These issues are widely recognised, but schools have been excluded from the duty to
cooperate applied to local partners with respect to Local Area Agreements under the Local
Government and Public Involvement in Health Bill, as they were from the Children Act 2004 duty
to cooperate with strategic bodies locally to promote the well-being of children in the local area.
This is on the grounds that:

*  the duty to cooperate would be too onerous on both schools and local authorities
and it would be impractical for every school to be actively engaged with the Local
Strategic Partnership on a regular basis; and

. local authorities already have a direct relationship with schools (though this has
been weakened in recent years). Schools are now also to be placed under a new
duty under the Education and Inspection Act 2006 to promote the well-being of
their pupils. The Government intends that by 2010 all schools should be extended
schools, working more effectively with other services in their local area.

4.255 It is also clearly the case that schools are much more likely to play an active role in a local
strategy if they have been consulted and agree with the priorities being pursued by the local
authority, and I understand concerns that prescribing the relationship with the Local Area

Agreements could create perverse effects in some areas.

4.256 Schools are, however, required to have regard to the Children and Young People’s Plan,
which informs and is informed by the Sustainable Community Strategy. Nevertheless I am
concerned at schools being excluded from the arrangements for other partners when they play such
a critical role in the place-shaping agenda, and am concerned that this link may be too weak to
ensure a high degree of cooperation on place-shaping issues. The Government should consider

more formal mechanisms to ensure greater collaboration on place-shaping issues.
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Recommendation 4.28

The Government should consider more formal mechanisms, such as an extension of the duty
to cooperate or a duty to have regard to the LAA or Sustainable Community Strategy, to
encourage greater collaborative working between Local Strategic Partnerships and GPs
and schools.

CONCLUSION

4.257 The Local Government White Paper and subsequent Bill signalled a welcome and strong

move towards a more devolved system of local government, responding directly to a number of the
recommendations I made in my May report. In this chapter, I have argued that in order to make
the most of the opportunities offered by these changes, we may need to tackle a number of risks,
many of which require profound and sustained behavioural change on the part of central (as well
as local) government, and those who work within it. In my May report, I argued that to deliver
and sustain change over time a programme of reform may need to be underpinned by a formal
constitutional settlement to ensure it has cross-party support and provides a long-term and
sustainable basis for change. This is discussed further in Chapter 10.

4.258 Central government determines the framework and much of the detail in the current
system, and it is from central government that much of the change has to come. While the recent
Local Government White Paper and Bill are a significant step forward, further change is essential
if momentum is to be maintained towards greater local choice and flexibility. The key changes
needed are in behaviour and approach, to ensure that the devolution the Government is committed
to is not undermined by additional controls over time.

4259 Clearly, local government is responsible for its own behaviours, ambitions and
achievements, and only local government can improve itself and its efforts on behalf of its
communities. Chapter 5 discusses changes which local government needs to make. But there is a
shared responsibility to ensure the system of local government works well.

4.260 We need to ensure our system provides the conditions necessary for local government
expertise and energy to be released to find the best way in each community to maximise value for
money and well-being. This will mean different things for different services as discussed above.
However, in general this requires:

®  greater clarity over who is responsible for what — this is particularly important for
social care, given future pressures — and the need to be very clear about who is

responsible for managing or funding which aspects of those;

®  delivering on promises of a performance management system which is streamlined,
and more clearly focused on the needs of whole communities rather than

individual services;

*  a funding system which is much more transparent, with clear objectives agreed
between central and local government;

®  behavioural change on the part of government to ensure that promised reductions
in targets and central controls are maintained over time, not replaced by indirect
or ‘soft’ controls. This may require a shift in mind set in some areas — and possibly
a requirement to report regularly on progress to Parliament — to ensure all parts of
government act in the spirit, and not just the letter of the Local Government
White Paper;
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o greater flexibility over how local authorities can use existing resources, particularly
by pushing forward on the Government’s commitment to reduce the use of
specific and ring-fenced grants;

*  stronger acknowledgement and support for local government’s convening role;

*  greater acknowledgment that well-being depends on a broader definition of
efficiency, i.e. greater emphasis on doing the right things for local communities
rather than just doing them as cheaply as possible. This means encouraging
innovation, making the most of local government’s ability to engage with local
communities and supporting co-production to get better outcomes; and crucially
it means supporting local government to make the right decisions to manage
pressures on local services as effectively as possible in the light of local

circumstances; and

o recognising and encouraging the need for local government to make best use of its
powers, and to develop the confidence and capability to deliver its place-shaping

role for all communities.

4.261 In order to underpin and sustain change into the future, the relationship between central
and local government must itself improve. Chapter 10 discusses the ways in which a more formal
constitutional basis could be established to underpin that relationship. Key issues which need to be
the subject of agreement between central and local government include the agreed roles and
responsibilities of each tier of government and greater transparency about the objectives and
performance of the funding system. These elements are essential to encourage a more mature and
negotiated relationship between central and local government, and through that to build the
public’s trust in the system and our institutions of government over time.
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This chapter explores what local government’s own contribution to reform should be, arguing
that greater local flexibility presents as significant a challenge to councils as it does to central

gover nment.

Opportunities for reform present a complex challenge for the leadership of local authorities,
requiring long term vision and the ability to build coalitions to achieve that vision. This
challenge falls to both political and managerial leaders.

An important role for the modern local authority is that of convening across all local services.
To fulfil that role effectively, it needs to adopt a leadership style that engages local partners,
facilitating, advocating, arbitrating and influencing rather than dominating.

The national voice of local government is important in supporting both improvements across
the sector, and the growth in confidence of all councils as place-shapers. The Local Government
Association (LGA) should continue to develop its role with partners, to provide leadership to
local government and to challenge underperforming councils.

Political parties and political groups are also key players in the process of improving leadership,
particularly in improving councillor recruitment and in making the role of councillor, especially
frontline councillor, more rewarding. Political parties can play their part by refreshing their
approach to recruiting councillors, while political groups should enhance performance
management of their members and consider circumstances when use of the party whip may not
be appropriate.

Improving public engagement is also very important and should be supported by better
information for the public, developing scrutiny and through more creative approaches.

Finally, councils need to consider how they could use existing powers more innovatively, making
best use of Local Area Agreements (LAAs) and the development of their commissioning role to
build their capacity to innovate. This can build on local governments success to date in
securing efficiency, developing approaches which focus on outcomes in terms of their value to
the local community.

INTRODUCTION

5.1 Chapter 3 argued that the centralisation of governmental and public service functions has
confused the accountability for local service delivery. This has generated a relationship that ‘crowds
out’ local governments role in responding to local needs and priorities, and limits local
governments contribution to the kind of society we want. I believe also that this downgrading of
the local has contributed to a sense of powerlessness among some local politicians and officers,
which needs to be reversed if local government is to deliver its full potential in helping to meet the
challenges we face in the 21st century.

5.2 Chapter 4 set out the changes that I believe central government needs to make and I will
go on to describe how local government funding should be reshaped to ensure that local
government can play its full role. However, responsibility for changing the dynamic of local-central
relationships and re-energising the relationship between the citizen and their locality also rests with

Lyons Inquiry into Local Government — Final Report 173



Local government’s contribution to reform

174

local government itself. This chapter therefore looks at the changes needed in the behaviours and
attitudes of local government — both for individual local authorities and for local government
collectively. I do not want to downplay the progress that many local authorities have made already
but, while there is no comprehensive blueprint for success, I am convinced that major changes of
approach are needed if councils are to embrace the place-shaping role in all our communities and
rise to the challenge that ambition presents. My recommendations concentrate on those changes
which are most urgent.

PLACE-SHAPING - THE CHALLENGE FOR LOCAL GOVERNMENT

53  In Chapter 2, I identified place-shaping as capturing the central role and purpose of local
government, defining it as the creative use of powers and influence to promote the general well-
being of a community and its citizens. I went on to argue that shifting the relationship between
central and local government by reducing central control and prescription will enable local
government to respond better to local need and to manage pressures and expectations of public
services more effectively. There is also, however, a clear need for local government to step up to
the place-shaping challenge, and develop its style, skills and behaviours in order to make the role
a reality.

5.4  The term place-shaping covers a wide range of local activity — indeed anything which affects
the well-being of the local community. It will mean different things in different places and at
different levels of local government, informed by local character and history, community needs and
demands, and local politics and leadership. The powers and freedoms which local government can
exercise are an important part of enabling councils to play this role. However, I am clear that
effective place-shaping is as much about the confidence and behaviours of local government as it

is about statutory powers or responsibilities.

5.5  In my May 2006 report, National prosperity, local choice and civic engagement, 1 cited diverse
examples of place-shaping behaviours in local government, including Gateshead, Middlewich,
Lewisham, Woking and Wakefield. These authorities and many others have made space for this
even with current constraints on local flexibility. However, experience is patchy and I have
identified a ‘dependency culture’ in many areas of local government — and all could do more. In
the remainder of this chapter I will concentrate on the behaviours that I consider need to be
developed by local government to ensure that all authorities can become effective place-shapers.

Focusing on the future

5.6 DPlace-shaping requires local government to be more consistent in raising its sights beyond
the immediate delivery of services, the short term political cycle and the timetables of funding and
performance management — and to do this with greater ambition. It needs to focus on developing
a vision for an area and its communities, a vision owned by those communities and by local

businesses.
5.7 Such vision for the future requires:
®  having a sense of where a place should be in five, ten, 20 and even 30 years’ time;

®  awareness, of long-term trends locally as well as in the world beyond their
geographic boundaries — for example the changing economy and workforce,
demographics and diversity, and environmental challenges;

*  asense of how the local area can be prepared and well placed to respond to these
challenges;
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o an ability to be responsive, as influences and trends will change in unforeseen ways,
and local government and its partners will need to be prepared to adapt and
change direction as required; and

*  strategies for achieving all of this.

5.8 The pressures to focus solely on the shorter term are very strong, even for those councils
with four-yearly all-out elections. For councils with more frequent elections, these pressures are
even greater. Long-term planning can be challenging to achieve in the face of short-term demands
but some local authorities have realised that it is only by shaping a strong vision for the long-term
future that they can create a truly cohesive community. The residents of a single local authority can
have very diverse needs and interests varying between people living in urban and more rural
settings, between people distinguished by ethnicity or by other social or demographic factors. In
the short term, such difference can generate seemingly insuperable conflicts. A longer term view,
which emphasises common interests, future economic prosperity, environmental sustainability and
a harmonious, secure community is more likely to overcome divisions and secure support for some
of the more difficult, immediate decisions a council has to take.

5.9  The best authorities are already taking this longer term strategic approach to securing
sustainable strategies that address the issues facing their communities. They are scenario-planning
for the future, drawing on information about national and international trends as well as engaging
with local partners and residents concerning their priorities and aspirations. They are using their
community strategies as tools for engagement and working with local partners to articulate local
ambitions and identify joint approaches to meeting future challenges.

Black Country Consortium

The four local authorities of Dudley, Sandwell, Walsall and Wolverhampton are working
together to counter the process of decline across their region and deliver lasting change. They
were instrumental in setting up the Black Country Consortium to help engage the private sector
and other public bodies in decisions which affect the whole community, and are jointly
developing a Core Strategy which will provide a common set of strategic policies to be applied
consistently across the whole of the Black Country.

The strategy will require significant investment by each local authority in the economy, town
centres, housing, education, the environment and transport. The Black Country Study
commissioned by the Consortium, sets out an ambitious long-term vision which has been
agreed with over 150 civic and business leaders, community representatives, educationalists and

young people. Their vision statement says:

By 2033, we aim to make the Black Country a confident ‘we can do it place, where our skills,
work ethic and diversity are key to our prosperity. The Black Country will be made up of a
polycentric network of four centres — Wolverhampton, Walsall, West Bromwich and Brierley
HilllMerry Hill — each offering a distinct, wide range of shopping, leisure and cultural
[Jacilities, office employment and housing. A transport revolution will have taken place with
our bus, Metro, rail and road networks making it easy to move around ... Our
manufacturing companies will be prospering, ar the cutting edge of technological innovation
but our high quality environment — not our industrial legacy — will dominate the urban
landscape... Our canal system, linking our communities together, means we are known as
Britain’s Venice. .. All Black Country citizens will have a deep sense of belonging and will be
enabled to contribute actively to the social, economic and physical well-being of the area ...
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5.10 However, despite many strong examples of long-term planning, I have detected a sense that
some local authorities have developed a tendency to wait and see where central government will go
next, rather than setting out their own long-term strategic plans. In some cases this reflects political
instability or other obstacles to making difficult decisions, but also insufficient confidence about
the long-term budgetary position of the authority. Sometimes this is linked to too narrow a focus
on service delivery rather than a wider strategic view of service provision within the locality.

5.11 I recognise that proposals have been made in the White Paper, Strong and Prosperous
Communities for leaders with a four-year mandate to assist this shift to longer term thinking.
I welcome this, but it will not be enough by itself to generate the change needed. I discuss the need
for flexible models of leadership in Chapter 4, and local authorities need to find ways to manage
their own governance which work locally. Clearly councils need to avoid a protracted, inward-
looking debate about any change. Some may be concerned that less frequent elections will reduce
the viability of local party political machinery by reducing the need for regular canvassing and
campaigning. I would argue, however, that parties should anticipate this challenge and consider
how they can motivate their supporters to engage with the electorate outside election time,
participating in activities such as the identification and training of the councillors of the future to
aid succession planning.

5.12  As I set out in Chapter 4, stable three-year funding and fewer specific grants will support
the development of a long-term approach. This is largely a matter for central government, but local
government also needs to recognise that too often it has been complicit in supporting initiative-
based funding as a means of securing additional resources for their area — only then to complain
about the lack of flexibility in its use, the burdens of accounting for it separately and its time
limited nature. I hope that a reduced dependency by government on funding through these streams
will enable local authorities to be more strategic. The incentives I identify in Chapter 9, which
will enable councils to benefit from economic growth in their area, should also support the long-
term approach.

5.13 Iam also concerned that the performance and inspection framework should support a long-
term approach, as I have already highlighted in Chapter 4. I believe that the new post-CPA
performance framework signalled in the White Paper should consider the extent to which indicators
measure longer term outcomes rather than simply short term impact. Councils, too, should focus
their planning and performance management around these long-term outcomes and the ultimate
public value of their activities, rather than solely concentrating on narrow output measures.

Recommendation 5.1

In their forward planning, local authorities should look further ahead than even the ten-year
time frame of the community strategy and therefore should:

* make best use of intelligence and evidence of future demographic and other changes;
* take account of national and international trends and forecasts;

* engage local partners, businesses and residents in a debate about the long-term
aspirations for the area; and

* focus their performance management on long-term outcomes.
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Leading communities and places

5.14  Leadership in local government is complex and I am convinced that there is no standard
recipe for success. Councils as different as Kent, Camden, Tameside and High Peak have
demonstrated they can provide strong local leadership, but do so in ways that are specific to their
local circumstances. Leadership is also rarely just about a single leader; it is undertaken at several
levels and by a variety of players — including individually by frontline councillors, council leaders
and mayors, and collectively by the cabinet and the council as a body across the whole area and on
behalf of the entire community. Good leadership extends far beyond the walls of the town hall. It
involves harnessing the expertise and energy of diverse groups of local people, public and third
sector partners and local businesses and engaging them as leaders in their own fields.

5.15 There are numerous theories of leadership, many derived from the business world. The
IDeA Leadership Academy and the Leadership Centre for Local Government have done much to
identify which aspects of leadership are most relevant to the local government context'. The
Commission which established the Leadership Centre defined leadership as “creating and making
happen what would not otherwise happen. Above all, it is getting significant new things done or
improvements made.” This captures well the energy and dynamism that is required in providing
leadership in the complex environment of local government. There is clearly a shift in the
understanding of councillors’ leadership in the local government family from one of exercising that
leadership principally through the formalities of decision-making in the council chamber to an
approach based on coalition building and developing popular support outside the town hall among

residents, partners and opinion formers.

5.16  Leadership of place is an inherently political role, involving the setting of clear priorities and
making difficult choices, resolving conflict and balancing differing demands and views. The
process of arbitrating between competing local interests tests community cohesion, so requires
leaders to bring together an inclusive vision of ambitions for the future, persuading others to
support a shared direction, and shifting public opinion as well as responding to it. It also involves
effective engagement before decisions are taken, and communication to ensure that decisions have
been well understood by those they affect. Local leaders have a key role in developing trust in local
government and in local institutions generally.

5.17 Leadership also operates at an organisational level, through the actions of both elected
members and senior managers, at a very local community level through the representative role and
the actions of frontline councillors, and at a strategic level through partnerships and the convening

role of local government.

'Funded by the department for Communities and Local Government and formed following recommendations
by the Leadership Development Commission (comprised of ODPM, the LGA, the Audit Commission, the IdeA,
the Society of Local Authority Chief Executives (SOLACE), the Employers Organisation (EO), the Society of
Personnel Officers (SOCPO), the Cabinet Office (OPSR) and HM Treasury) set up in 2002 to improve
leadership within local government.
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Providing 5.18

political been created and adapted over the years in response to contemporary issues and circumstances.

Lyons Inquiry into Local Government — Final Report

Improving waste management in Mid Bedfordshire

In 2002, Mid Bedfordshire District Council identified recycling as both a major performance
issue and a concern for local people (through a MORI survey). As well as putting capital
investment into rolling out kerbside recycling and retendering all waste management with a 12
year contract, the leadership of the council realised that a more radical approach was required
to deliver the required step-change in performance.

Research showed that the most effective way of increasing participation, driving up recycling
percentages while minimising cost, would be to move to alternate weekly collection (AWC) of
waste and recyclables, combined with the innovative use of split back vehicles for the collection
of dry recyclables and garden waste to minimise the numbers of collection vehicles and crews
required. This had some risks, since at that time only a small number of authorities had adopted
AWC, many on a partial basis and with a couple having backtracked and returned to weekly
collections following public dissatisfaction.

The Leader of the Council identified that, while the environmental and financial benefits of the
AWC system were attractive, seeking to change the behaviour and expectations of 53,000
householders was a significant challenge.

The Leader set out her vision and all her tenacity and resilience was required to respond to
intense political and public scrutiny of the proposals with waste management, rats and maggots
becoming topics of conversation in parish councils and public houses. A vociferous minority of
residents who opposed AWC sought to challenge the council at every opportunity and gained
significant and disproportionate media coverage.

The Leader took a personal interest and personal responsibility for the communication of this
change to residents. She maintained a single voice across the majority group despite different
views and steered the proposals through the council’s decision-making process. She took phone
calls and answered letters from residents personally, sending a letter to all households, and
delivered a post-implementation survey. She also made appearances in local media to put the
case for AWC, emphasising the wider benefits to the community in terms of sustainability.

Post-implementation, surveys show that this leadership has shifted public attitudes, showing 84
per cent satisfaction with recycling. Performance has also improved markedly, with recycling
increased to 20.2 per cent, composting to 9.35 per cent giving a total of 29.5 per cent against
a statutory target of 18 per cent and a previous total of only 12 per cent. It is also estimated that
this approach has saved the authority an initial £750,000 per annum and up to £12 million over
the life of the new contract.

As with the rest of Britain’s constitutional framework, local government structures have

leadership Leadership in local government has moved from appointed magistrates through various models of

appointed and elected bodies. Complexity is nothing new, and through much of local
government’s history, leadership has had to be forged within a tangled patchwork of overlapping
tiers of government. Successive local government Acts have sought to secure a local government
system that combines effective service delivery with local leadership and accountability, but much
of the complexity remains and local government continues to operate at different tiers and to co-
exist with numerous appointed bodies. In particular, recent developments such as the development
of New Deal for Communities, city academies and Foundation NHS Trusts have seemed to create
new forms of local governance which can impact on the role of elected councillors and make

accountability less clear.
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5.19  Iam convinced that structure is less important than the spirit in which it is implemented and
the attitudes of those in leading roles, but I do welcome the recent focus on developing leadership in
local government whether through structural change within councils or otherwise. My concern about
the reforms of the Local Government Act 2000 is that it prompted councillors to focus too much on
internal issues and neglect their outward facing, community engagement and leadership role.

5.20  Visibility of leadership is very important and a key component of accountabilicy. Where
people know who is in charge, they know whom to call to account. This is important in terms of
public recognition, but also in building the personal networks and relationships with key local
partners. If leading councillors, whatever the leadership model being used, adopt an outward
looking approach, communicate and engage local people with energy and enthusiasm and also
develop credibility with their partners, they can be excellent place-shapers, even where leadership
is not focused on a single individual. A summary of these place-shaping behaviours, which apply

as much to small localities as major cities, is set out below.

Political leadership behaviours that support effective place-shaping include:
* anticipating future challenges and opportunities for the local area;

* building coalitions and looking outside community boundaries for knowledge and

collaboration;

* advocating powerfully on behalf of the local community with the credibility to
negotiate across all sectors;

* arbitrating between competing local interests and supporting community cohesion,
taking tough choices where necessary;

* listening to the views of local residents and stakeholders, being accessible and visible;

* communicating effectively with local residents and other stakeholders and building
trust in local institutions;

* being open with information and ensuring transparency in decision making;

* demonstrating a high level of understanding of local issues and having a strong evidence
base which shapes policy priorities;
* focusing on service performance for its impact on the community rather than to meet

government requirements, looking outward rather than upward; and

* championing efficiency and service innovation — getting the best value from public
expenditure and maximum impact from private investment in their area.

Recommendation 5.2

In reviewing their structures and leadership arrangements local authorities should focus on
securing visible and accountable leadership with the capacity to take a long-term, outward-
looking approach and build credible relationships with local partners.

Managerial 5.21 In my May report, I emphasised political leadership as key to place-shaping. I should also

leadership stress the importance of managerial leadership. Research has identified that councils with CPA
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‘excellent’ ratings had strong leadership, both political and managerial. The Tavistock Institute and
Warwick Business School identified one of the preconditions for local government improvement
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as “political ambition supported by professional excellence.”” High calibre managerial leadership

also requires a high quality team of directors, not just a chief executive.

5.22  The consequences of the recent emphasis on strong managerial leadership has not always
been fully thought through, however, with a risk that roles may overlap and that expectations may
be confused. This may be especially the case where there are changes of political leadership. On the
one hand, the convening role and role as head of service for thousands of staff requires a courageous
leader who, with the other members of the corporate management team, has a profile and
commands respect. Indeed, a glance at advertisements for chief executives in the local government
media confirms this expectation. On the other hand, a chief executive should not be seen as a rival
to, or usurper of, elected members as community leader, acquiring a public and media profile
which consistently outstrips that of their leader or mayor.

5.23  This can be a very difficult balance to achieve:

Only those who have had the privilege of managing in a political environment can know how
exciting, exhilarating, exhausting and, at times, quite frightening it can be. Politics (with a small
) is an intrinsic part of management bur politics (with a big ‘P) adds a whole different
dimension to the job of managing. (Cheryl Miller, former President of the Society of Local
Authority Chief Executives (SOLACE)).?

5.24  Good chief executives should, however, be able to express their wider duty to the area’s
stakeholders by being able when necessary to challenge members to maintain an outward focus and
strong ambition for improvement — for example, in a complex hung council. In an unstable
environment, chief executives must also have the confidence and status to maintain separate
dialogues with a range of partners, including with representatives of government departments as
well as Government Offices.

5.25 One of the key roles of managerial leadership is to develop the organisation in terms of
competencies, behaviours and understanding including the ability to build coalitions outside the
organisation. I am convinced by Jim Collins’s argument that the flywheel of public sector
achievement is the development of “brand reputation — built upon tangible results and emotional
share of heart — so that potential supporters believe not only in your mission, but in your capacity
to deliver on that mission.” Again, I feel strongly that facilitating this role of local government is
not a matter of legislation or formal frameworks, it is primarily a question of behaviours. The next
box sets out the managerial behaviours which I think best support councils’ place-shaping role.

2 The Tavistock Institute and Warwick Business School for the LGA Beyond Competence: Driving Local
Government Improvement 2005.

* Foreword to the report of the SOLACE Commission on Managing in a Political Environment 2005.
“ Good to Great and the Social Sectors: A Monograph to Accompany Good to Great, Collins, J. 2006.
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Managerial leadership behaviours that support effective place-shaping include:
* negotiating roles, remits and boundaries with the political leadership;

* understanding and demonstrating genuine enthusiasm for the full scope of place-
shaping and its tensions;

e supporting elected decision-makers with the ability to recognise the need to invest in
purposeful engagement and challenge which helps to underpin the elected role racher
than displacing or subverting it;

* supporting councillors in their frontline role and developing structures and processes
for effective public engagement;

* negotiating room to manage the resources of the organisation, especially to commission
external resources where necessary and to deal with staffing issues, including having a
strong voice in all top level appointments;

* achieving visibility to staff and to partners as part of the nexus of community
leadership, personally capable of reinforcing the links with other public bodies and the
private sector;

* articulating an emphasis on knowledge and evidence, efficiency and professional
expertise in preparing the council for its ‘primus inter pares’ role; and

* questioning the performance and ambition of the organisation, acting as a champion
for value for money and ensuring that the council is able to challenge itself.

Convening 5.26  Effective local leadership is not simply a question of getting the political management
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arrangements right. It is also about the ability of the council, collectively, to exercise leadership of
the whole community, creating a shared agenda that recognises the roles that different partners can
play in bringing it to life. As with wider political leadership, convening requires local government
to be able to identify a direction of travel, articulate a sense of the future and enthuse others to be

part of a common mission.

5.27  This role, too, has been a major focus of change and improvement in recent years, although,
as noted in Chapter 4, progress has been variable. Many local authorities have grasped the
opportunities offered by Local Strategic Partnerships (LSPs), local public service agreements and,
more recently, Local Area Agreements, to take significant steps in developing the convening role
and the skills and behaviours which make this effective.

5.28 However, despite the very significant progress that has been made by many local authorities
in their convening role, I believe that local government still has further to go and I set out here a
series of criteria for successful partnerships.
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Strong partnerships have:
® agood strategic capacity;
* aclear understanding of their role and purpose;
* shared goals;
e effective sharing of information and data;
* inclusive and relevant membership;
* afocus on external impact rather than internal processes; and

* partners with mutual trust, willing to put aside their own interests to focus on the wider
interests of the partnership.

5.29 I believe that, as yet, too few existing partnerships meet these tests. In addition, elected
members need to be better equipped to participate in and lead partnerships.” Local government
needs to work with local partners to ensure that partnership structures are fit for purpose. Many
are legacies of past initiatives and in some areas there is a proliferation of partnerships with overlaps
and duplications. This often makes poor use of partners’ time and undermines coherence in
partnership working. In many areas a rationalisation of existing partnerships with greater clarity
about links to key strategic bodies such as the LSP would ensure more effective working.

Recommendation 5.3

Local authorities need to take the lead in ensuring local partnership structures are fit for
purpose, streamlining and reducing the number of bodies and groups where necessary, ensuring
that the structures are genuinely local in character and meet the criteria outlined above.

530  The most effective local leadership makes a virtue of the fact that councils have several roles
to play at once: balancing the role of community strategist and visionary with that of champion of
the local community and scrutineer of partner agencies, while having a particular interest as one of
the area’s key service providers. Embracing and enhancing the convening role also involves a
recognition on the part of local government of the importance of influencing outcomes in services
which are being directly delivered by others. This form of leadership requires a consensual
approach, new skills and strong, shared knowledge and understanding of local needs and priorities.
It is principally a matter of building broad coalitions and consensus about the direction of travel
for an area, reaching out to citizens, partners, businesses and stakeholders from within and beyond
the geographical boundary and being open to the contribution of others, valuing their expertise.
Too often key partners find local government tending to confuse leadership with dominance,
where partners feel that their views are not sufficiently valued.

531  Good leadership for prosperity, as part of economic place-shaping is particularly challenging
and complex, since it requires work with partners and independent organisations including private
businesses at a regional, national or even international level. The council has to have the leadership
and influencing skills to assert the interests of its residents, while having the credibility to be taken

seriously as a negotiating partner.

* Joseph Rowntree Foundation, New roles for old: local authority members and partnership working, 2002.
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work

Cumbria County Council leading the recovery programme following the Foot and Mouth
outbreak.

In March 2001, England was hit by an outbreak of foot-and-mouth disease (FMD). The worst
affected county in the UK was Cumbria. Cumbria County Council led the area’s recovery
strategy. They set up and chaired an FMD taskforce from early on in the crisis, bringing
together key stakeholders from the public, private and voluntary sectors to provide a collective
voice for the county.

The Council established a Rural Action Zone (RAZ). To help members of the public follow the
progress of the initiative, Cumbria RAZ produced a monthly newsletter, the first of which saw
2,000 distributed to individuals and organisations. The ‘First Steps’ strategy involved
implementing short-term measures — allocating £500,000 to provide immediate support to
community led projects tackling social, environmental and economic recovery. The ‘Next Steps’
strategy went on to set out a programme for maximising the use of existing rural regeneration
programmes, as well as harnessing increased external resources. The council secured a £42 million
rural recovery programme in Cumbria from the North West Development Agency for the
period 2003-2008 and established a new independent company — Rural Regeneration
Cumbria — to manage the programme from April 2003.

The Council led a Cumbria FMD Inquiry, published in September 2002. This included far-
reaching proposals. Secretary of State for the Environment, Food and Rural Affairs, Margaret
Beckett commented “the thinking behind these imaginative ideas has been welcomed by the
Government ... we'll be seeking to assist their successful implementation.”

Cumbria County Council Leader Rex Toft commented:

Securing so much money to boost the rural economy in Cumbria is significant as its the

largest grant of its kind ever to be given. This funding will be spread over a five year period

and will have a tremendous impact on the worst affected areas. It will help to broaden the

economic base of rural Cumbria as well as benefiting the agriculture and agricultural

support industries and contribute towards strengthening Cumbrias tourism industry.
Cumbria County Council continue to lead on the rural regeneration of Cumbria in partnership
with Rural Regeneration Cumbria and, since 1 September 2006, Cumbria Vision. Over the past
four years 1,000 new jobs have been created and many hundreds of others safeguarded.

Recommendation 5.4

Local authorities need to adopt a leadership style that engages local partners, builds alliances
and secures support for delivering joint priorities. It should facilitate, advocate, arbitrate and
influence rather than dominate.

532 While the ‘pathfinder’ programme instigated following the Local Government White Paper
appears to have attracted a number of proposals to move towards unitary status, it is important to
recognise here the value of good two-tier local government® At the same time as the virtues claimed
for unitary government are expounded, many urban areas are trying to find ways of getting the
right balance between local and city-wide governance. Voluntary two-tier arrangements are being
formed and councils are exploring area and neighbourhood dimensions to governance.
Furthermore, the examples of local government elsewhere in Europe and beyond — which are often
offered as good examples, are frequently multi-tiered. Two-tier local government has a future and

¢ Invitations to councils in England to make proposals for future unitary structure and to pioneer, as pathfinders,
new two-tier models, CLG 2006.
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a key aspect of the convening role is the challenge for those tiers to work productively together, as
‘pathfinders’ or otherwise.

533 It is self-evident that, alongside the development of a new relationship between central and
local government, there should be an improved partnership between tiers. In the best county-wide
partnerships, time and effort are invested in building strong relationships and an understanding of
different perspectives as well as the investment in joint governance arrangements for LSPs. These
are most effective when they have an outward focus, making the most of the frontline engagement
of the districts and viewing all as equal partners rather than a hierarchy. I have seen good examples
of place-shaping at district and county level and am convinced that this is not the sole prerogative
of any one type of council.

The Cambrian Visitor Centre — place-shaping in Shropshire

During the 1960s, the Cambrian Railway in Shropshire fell into disuse. The former railway
station, the headquarters of the Cambrian Railway Company in the town of Oswestry, gradually
decayed over three decades. This dilapidated building provided a harsh first impression of
Oswestry for anyone visiting the district.

The Community strategy for Oswestry, led by the Council, identified the Old Station building
as key to regeneration. In 2002, Oswestry Borough Council began consultation with its
partners, Advantage West Midlands, Oswestry Borderlands Tourism, Cambrian Railway
Society, Cambrian Railway Trust and Oswestry Town Council on how they could regenerate the
former headquarters.

The consultation had several aims: to investigate how the area could achieve economic
regeneration and to look at the strengths and identity of the past and build them into the new
regeneration programme. The Council also wanted to identify gaps in business accommodation
for the town, to maximise the availability of high quality produce and local craftsmanship, to
ensure appropriate visitor infrastructure and to support the voluntary sector to develop a

sustainable social enterprise.

Oswestry Borough Council secured funding from Advantage West Midlands Rural
Regeneration Zone, Objective II European Regional Development Fund, the Market Town
Initiative, Shropshire Tourism Action Plan, Heritage Lottery Fund and the Townscape Heritage
Initiative, amounting to £2.1 million to renovate the building. The funding secured the
building, now managed through a charitable trust, and allowed the Council to create the
Cambrian Visitor Centre, an informative and interactive craft and visitor area, together with a
modern Tourist Information Centre, and ‘Porters Fine Food,” a restaurant utilising local
produce. The upper floors have been converted into high quality office accommodation and are
now home to a number of high profile technology and media companies.

The project has truly met its aims and objectives; a major building in the town has been restored
to economic use creating a sense of place for the area. Above all, it has restored a sense of pride
to the people of Oswestry who are proud to see this once dilapidated, significant landmark
restored to its former glory. The building was recently awarded joint first place in the National
Heritage Railway Awards sponsored by Network Rail.

5.34  From the perspective of the public, it is important that they receive a seamless service and
do not have to work through the complexities of individual responsibilities in order to access public
services. In practice, this can involve establishing a single access channel as well as remodelling

service delivery around the user, making ‘joins’ invisible.
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To achieve effective two-tier working, councils should ensure:

* a shared agenda across councils in both tiers but with room for preservation of local
identities and differing priorities;

* a common understanding of respective roles and responsibilities, without ‘turf wars’;

* strong leadership of place, at different levels, with different partners taking the lead at
different times;

* a sense of accountability which accepts shared responsibility, without any blame
culture, with the ability to make difficult decisions and tough choices, for example
about resource allocation;

* governance and service provision designed to support effective external partnerships,
with issues being discussed at the right tier;

* easily accessible service provision which is fully transparent to users and utilises shared,
locality-based access channels; and

* cfficient operations in both front and back office, avoiding duplication and accepting
that savings may accrue in a different tier to where the action (and even initial
investment) is undertaken.

5.35 Many parish and town councils thrive, contributing to place-shaping and some non-parished
areas have developed successful neighbourhood arrangements. I argue elsewhere in this report that

hoods and  devolution to local government can improve efficiency. A progression of this argument suggests
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parishes

that, for some services, even more local management arrangements and devolution of decision
making may help to deliver more efficient use of resources, in terms of meeting need in a more
targeted way and harnessing co-production to engage users in delivering services in a way which

works best for them. This is particularly the case in services related to ‘liveability’.

536  DPast experience of local councils in developing neighbourhood or local area governance
arrangements is, however, mixed and brings risks with it. While strongly identifying the benefits
of localisation, a recent report by the Young Foundation notes:

Community control over finances, services and assets brings with it the threats of fragmentation,
mismanagement of public goods, the politicisation of neighbourhood issues, and the potential for

localised power to create or exaggerate community divisions.”

5.37 In the light of these risks but also the benefits of neighbourhood governance, I believe that
if councils have more flexibility to act and greater space to reflect local choices in their place-
shaping activities, they are more likely to respond productively to bottom up-pressure. This should
help to improve the incentives for developing new neighbourhood arrangements, working with
them and devolving decision making where appropriate. Conversations with communities about
their needs are more likely to lead to action where the council has the discretion to act, space to
reflect on the best solution for local people and a clear focus on the local community, rather than

central government, as the primary customer.

5.38  Effective neighbourhood working is also partly a matter of style and behaviour. Using
models of neighbourhood governance which include participatory democracy involves taking
further steps towards accepting a strategic leadership role where at least as much is achieved
through influence as through direction. Effective place-shaping councils are more likely to
recognise the value to be gained through devolving decision making to neighbourhoods or areas
better placed to deliver the community’s strategic goals, having the confidence, in some

circumstances, to ‘let go’.

7 The Young Foundation, Managing the Risks of Neighbourhood Governance, 2006.
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5.39  There is no fixed prescription for effective accountability at neighbourhood level. There are
numerous different models and, despite the work of the Young Foundation and others, still not
enough evidence on what works.

Wakefield: developing new neighbourhood engagement and governance models

As part of the Wakefield Local Area Agreement — ‘Families and Neighbourhoods’, the Council
is rolling out three Neighbourhood Management pilots with its partners.

The pilots form an integral part of the LAA, not just in terms of the development of
neighbourhood level service delivery and governance models, but also in terms of the wider LAA
outcomes framework and in achieving its associated outcomes and targets. The pilots are also
one of the projects being used to put into practice the broader place-shaping community
strategy for the district — ‘Knowledge Communities’. The Knowledge Communities approach
supports local people sharing information and developing shared solutions to local problems,
both to increase local quality of life and to allow communities to shape their own destinies.

Each neighbourhood has its own model for governance and engagement. This ensures that the
Council and partners take advantage of the opportunity to identify good practice on the ground

and test out new approaches.
The three models being deployed in Wakefield are:

‘Community Leadership’ — this entails strengthening the roles and responsibilities of currently
elected representatives, in particular Local Ward Councillors. Local members are working with
communities and their representatives through neighbourhood forums, to identify local needs
and desires, and influence services and partners to achieve desired outcomes;

‘Collective Governance’ — this approach establishes new representative neighbourhood bodies
and partnerships to influence and deliver services, including through the formation of new
delivery organisations. The approach builds on existing community capacity and groups,
especially in the voluntary and community sectors, and seeks to broaden the base of
neighbourhood community activists; and

‘Realtime Democracy’ — this approach seeks to involve local people in day-to-day decisions
about their neighbourhood and services using different methods that go beyond the traditional
meetings-based approach. The approach is being supported by the innovative and wide scale use
of new technology, e.g. telephones, text voting, digital video production (‘citizen journalism’),
as well as more traditional engagement and communication mechanisms, e.g. bulletin boards,
neighbourhood newsletters, citizen forums and staggered voting.

The Wakefield approach is not exclusive, but is identifying what works, be it modern or
traditional, and assessing which approaches can be effectively employed on a larger scale.

Recommendation 5.5

Local authorities need to identify where they can make space for neighbourhood or parish
activity, particularly to address liveability issues, and to encourage participation and innovation.

Building 5.40 The extent of the local leadership challenge I have set out above demands a complex mix of
leadership skills and competencies from both elected members and senior officers. The Improvement and
capacity Development Agency (IDeA) and the Leadership Centre for Local Government have undertaken
excellent work with local government to develop the skills of local government so they can more

effectively deliver their local leadership and convening role. However, as I argued in my May
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report, I believe that there remains a need for councils, and for organisations that represent and
support local government, to develop the personal leadership skills within authorities, along with
raising the accountability and visibility of leaders, mayors and frontline councillors.

5.41 The current provision for improvement and development support in local government is
ovetly complex and not sufficiently demand-led and thus there is a risk of confusion amongst councils
about who does what and where to seek the most appropriate support. The combined resources
allocated to supporting and driving improvements in local government is significant — more than
£1.6 billion over three years from 2005 to 2008.* Although much of this work is undoubtedly having
an impact, local government collectively needs to review regularly whether it is achieving maximum
value from this important resource. It is also important to look beyond the local government
community, to what local government can learn from the business and third sectors, through
initiatives like Common Purpose.’

542 I am convinced that local government collectively, through the Local Government
Association (LGA) and its partners, needs to take responsibility for its own improvement and
ensure that maximum value is being secured from the resources, including those in IDeA, and
CLG available to support it. While the work by these organisations is vital in developing local
government leadership, I believe that a fundamental shift in the balance between central and local
government will be most important in delivering change. If local government works effectively to
recover public trust and a stronger sense of powerfulness, and central government becomes clearer
in its recognition of the contribution councils should be making to well-being, I am convinced that
a wider range of people will be willing to contribute to local leadership.

543 The leadership challenge in local government is primarily about councils gaining the
confidence and sense of power to speak for their local communities, but there is also a need for the
local government community to be represented and led nationally. The development of the LGA
in 1997 significantly strengthened local government’s national voice and there has been important
progress in recent years through approaches such as the central — local partnership, to generate a
more equal relationship between local and central government. Nonetheless, local government still
finds it difficult — particularly in the public’s perception — to be regarded as having sufficient stature
in many debates with central government.

5.44 While the debate with central government is important, I believe that the LGA is making
positive progress in secking to move away from the continual negotiation and wrangling with the
machinery of central government. Instead, it is beginning to embr