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LOCAL AUTHORITY CREDIT STANDING

PRIME MINISTER

We discussed on Monday the need for a line to take on the Audit
Commission's Report on London Boroughs, so as to make it clear that

the Government does not stand behind their debts.

2. I attach a 1line to take which has been agreed between
officials in the Treasury, DOE and the Treasury Solicitors'

Department. I am copying this minute to the Nicholas Ridley.

Cokhag Q&kcxwg
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FD(j 29 January 1987

(Approved by the Chancellor
and signed in his absence)




2 MARSHAM STREET
LONDON SW1P 3EB

01-212 3434

My ref:

Your ref:

David Norgrove Esq

Private Secretary to

The Prime Minister

10 Downing Street

LONDON N,

SW1 /% January 1987

AUDIT COMMISSION: LONDON REPORT

I enclose a copy of the latest draft we have of the Audit
Commission's London report, which is due for publication tomorrow.
We cannot be sure that there are no last-minute final revisions,
but we will let you have a published copy as soon as we can. The
Report is of course under an embargo until tomorrow.

I have arranged for briefing on the Report for Prime Minister's
Questions tomorrow to go to you separately.
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MISS ISOBEL OGILVIE
Private Secretary
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The Audit Commission
for Local Authonities
in England and Wales

OCCASIONAL
PAPERS

The management of London’s authorities:
preventing the breakdown of services

Summary

Although London is the richest city in the
United Kingdom, large parts of it face
desperate social and economic problems. In
some boroughs, unemployment among
young men exceeds 45%; in some places,
among young blacks, it exceeds 60%. More
than one child in three is born into a single
parent family. Hall the school leavers have no
‘O’ levels or their CSE equivalents. Homeless-
ness, housing conditions, crime, are
worsening year by year, as the cycle of urban
deprivation becomes more estahlished. In
such circumstances, although extra capital
spending will be needed, money alone is not
the answer; the need is for outstanding
management of each of these problems. This
is not evident in many Lundon authonties.

Management problems can be clearly
identified and include: reductions in grant,
housing in poor condition, failure 10 act
promptly on opportunities 1o reduce waste,
difficulty recruiting and keeping staff, and
generally poor industrial relations. And the
consequences are serious: expenditure
arounddouble thatin similarly deprived areas
after allowing for the extra costs associated
with employing people in London, poor
services, a cash gap in prospect next year of
‘over £400 million - as much as 40% of
current revenue expenditure in some places
~ and over £700 million of deferred purchase
arrangements which will load exira costs onto
lomorrow’s ratepayers.

The size of the looming cash gap and the

scale of the problems has led the Comnussion

1o publish this paper now.

But many authorities are already seeking to
reform themselves, have been very open
about their problems - often receiving little
but further criticism for their pains. And
analysis of authorities’ performances shows
that not all Inner City authorities are poorly
managed. Local government must work if the
problems of Inner London are 1o be tackled.
So this paper reiterates the Commission’s
proposals for management reform within
London authorities. Local  accountability
must be made more effective, management
streamlined, the stalulity and authority of the
positions of officers must be stirengthened and
the systems for distributing grant and
controlling capital spending reformed.

““Once the cycle of
decay becomes
established it will be
immensely difficult
to reverse.”’

‘

Once the cycle of decay becomes estab-
lished itwill be immensely difficult 1o reverse,
Prevention is the only viable strategy; and this_
will_undoubtedly _cost_money. There s
therelore notime to lose if effective action is to
be taken 1o prevent the emergence in London
of the urban dereliction that now affects some
large Nornh American cities.

1. Since itwas established in early 1983, th
Audit Commission for Local Authorities i
England and Wales (The Commission) he
become increasingly concemed about th
cost and quality of the services delivered
Inner London authorities. This Occasion.
Paper summarises in tum the Commissior
views on:

(i) The nature of the problems facing Inm
London authorities. Unless their magn
tude and causes are understood and tF
serious consequences of neglect mo
gencerally appreciated, the Commissic
will have failed in its duty as 2
independent  watchdog  over  loc
government management and finance.,

(ii) The cvidence that improved  loc
management could make a significa
difference 1o the quality of local service

(iii) Theimmediate financial prospects. The
is a gap between current levels of revent
expenditure and the funds likely to |
available next year in the most depriv
London boroughs, of over £400 millior

(iv) The steps that will be needed in the ne
term by central government as well .
local authorities 1o reverse the prose
decline. If local authorities in Inn
London cannot be persuaded to aclopt 1l
sleps  necessary 1o improve  the
management performance, it will invi
the imposition of new organisation
arrangements. ;

The paper draws only on malerial already
the Commission’s publications, publisin
statistics and auditors’ public reports whe
the facts have been checked with the lix

from the Commission’s studies warrants.

All the reports published by the Audit Commission in the last thiee years have set out vither spedific recommendations for action by local authorities o
conclusions on the local impact of government measures, e for distributing block grant or controlling local authorities’ spending.

[

Occasionally, however, studies carried out by the Commission raise issties which appear o metit hroader debate. These subjecis are covered in a series of
Occastonal Papers as a contrlnition 10 the wider disg ussions of PNt management issees abiecting local government services. The firt papes
convidered value for money in the fire protection services. This, the second Occasional |
boroughs, and what the conveguend es will he unless more effegtive manay

uper, examines problems fcing management in Inner London
pement is applicd. Otbis Oceasiond Papers will follow, as material @inerging




authdiles concerned. The Commission
beli that the very existence of so large a
public record - despite the olwious nisks
involved - demonstrates that many of the
authorities concerned are sceking beneficial
change.

Problems facing Inner
London

2. Inner london comprises o dozen
boroughs and the City of London. These
authorities, with the Inner London Foucation
Authority (ILEA), provide local government
services 1o a population of some 2.3 million
people and around 1.3 million commercial
and domestic ratepayers. Members and
officers in the boroughs in question face a
desperately difficult situation: Inner London
and four Outer London Boroughs - Brent,
Haringey, Newham and Waltham Forest

ich have many of the same characteristics
.in( lude some of the most deprived in
England and Wales on almost any indicaltor of
social and economic deprivation.

3. There are very disturbing parallels
between the situation in parts of London and
that in parts of New York and Chicago. The
South Bronx and the Southside of Chicagn
represent a future to be avoided at almost 3l
costs. There, a combination of poor housing
and education, high crime rates much of it
drug-related, large scale immigration and

Exhibit1

NORTH AMERICA:

associated racial tensions, an exodus of jobs
and the more well off 10 the suburbs, high
youth unemployment and welfare depend-
ency and the hreak-up of traditional fomily
structures (with a wry high proportion of
single parent families), have served 10 create
whatsomecommentaorsin the United States
have described as an uban ‘underclass: !
Each of these factons tends 1o reinforce the
others, creating the kind of vicious circle
shown in Exhibit 1. Once such 4 situation
develops, it is extraordinarily  difficult 1o
retrieve, as American experience over the last
three decades demonstrates, So preventing
the further growth of an uran ‘inderclass’ in
the United Kingdom must be a national
priority concemn,

4. Many of the factors that have created an
‘underclass’ in a number of North American
cities are present in lorge pants of Inner
London and some Quter London boroughs
with Inner London characteristics:
= There has been a decling in opportunities

for semi-skilledd and unskilles employ
ment. Over the period from June 1982 1o
June 1986 the number of jobs in
manufacturing  and  construction  in
Greater London fell by 126,000, This is
panticularly serious when around hall the
95000 leaving school in Inner London
every year have no ‘O’ level or equivalent

I The Origing of the Underclaw, Lemann, Atlantic
Monthly, huwe 1984

A VIEW OF THE FACTORS CAUSING AN URBAN ‘UNDERCLASS’

Lack of

CSE passes

Unemployment - is relatively  high,
particularly among young people from
cthnic  minorities.- In  October 1986,
unemployment among men In Inner
London was 21%, Al that time 34% of all
men aged 20-24 were registered as
unemployed (the figure was 46% in
Hackney and 44% in Lambeth); for young
people of Afro-Caribbean : origin, - the
figure is likely to be higher still ~ in 1984
the unemployment rate among  West
Indians was double that for Greater
London as a whole

Nearly 40% of families live in council
owned accommodation, much of it in
poor condition. In April 1984, over one in
five of the 444,000 Council dwellings was
considered unfit, lacked some basic
amenities or was in need of renovation.
The Commission has already shown that
the backlog of maintenance and i

ment work on Council houses in Inner
London is double the national average and
dverages over £4,000 per dwelling
Yhenisanlnmasinglymlouspmblemd
homelessness. On a typical night, over
5,000 families will be accommodated in
bed and breakfast accommodation at
Council expense; and there is the Council
house waiting list in Inner London of over
150,000, partly caused- by the difﬁcul?
'P“?‘%um__-~°1‘l’°"ﬂ'“ N buying their
irst e,

Marketable Skills

Low Education
Achievement

Poor inter-
personal Skills

Single Parent
Families

Street Crime

Shift to White
Collar Jobs

High Youth
Unemployment

Wellare
Dependency

Trouble with
the Law

Policing
Problems

Poor Housing

Heightened
Racial Tension
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Crime, much of it drug related, is high and
rising. The number of serious crimes
reported per thousand residents in Inner
London is 56% above the average for
metropolitan areas outside London; and it
has increased by over 90% since 1971,
There is now a violent crime every hour in
Inner London

The number of single parent families is
high and increasing: in Inner London as a
whole, in 1984, 31% of children were born
into single parent families. (The figure was
39% in Southwark and 42% in Lambeth.)
In 22% of the cases, the mother was under
20 years old

Racial tensions, and problems between
the police and ethnic minorities are
evident - and not just from the Brixton
jots and the events on the Broadwater
q.vm Estate.

- This catalogue of problems is so serious
+1o be difficult to comprehend by thase who
«ve never lived in a rundown Inner City area,
he following quotation from a DOE report,
wluded in the Commission’s analysis of
apital - Expenditure Controls in  local
«vernment in England, puts into words the
ality facing too many people in Inner
ndon today:

“Many (estates) have become ‘dumping
grounds’ for the poorest, most disad-
vantaged families, as ‘better’ tenants have
moved. Very modern estates with the more
up-to-date amenities are also hated for
their long dark corridors and balconies
and monolithic style. They provide havens
for skatebaarders, go-kart fans, and, in
some cases, young muggers; they ccho
noise; they invite abusive graffiti; the lifis,
are regularly smashed. Some modern
estates also suffer from physical defects, of

hich the most notorious are water

‘nmmlion, condensation and unsuitalfle
eating systems.” (Priority Estates Project,
DOE, 1980).

6. Exhibit 2 shows where the housing
roblems are particularly serious. In the most
eprived authorities, over 40% of children
o last year were 10 single parents and over
quarter of all those aged 18 or less live in a
vusehold where there is only one parent; the
vel of serious crime reported is more than
5% abowve the rate for London generally; in
Jctober 1986 unemployment among men
wed 20-24 was over 40% and for those of
Jro-Caribbean origin it was probably well
ver 50%; on an average day over 35'% of the
year-olds who ought to be in school will be
uanting,.

7. Local authorities often lack the powers
nd resources 1o tackle these problems. But it
+not for the Commission 1o propose policies
ir the solution 1o the ‘Inner City’ problems,
or 1o comment on government policy
wards Inner Cities generally or London in
wrticular(But it is clear that faced with such
hallenges, the management of local services
' London cannot afford 1o be less than
wistanding. And this is the Commission’s
“pitimate concern. Puor management was an
nportant contributory tactor 1o New York's

problems in the eary 1970s: incompetent)

appointments 1o key management positions,
workforce opposition 1o any changes in
working practices, tension between the
police and the local black community and
heavy use of socalled « reative accounting to

mask the reality that the City was borrowing

heavily 1o finance current expenditure all
played their pant. The situation in New York is
described, graphically, by Charles Morris in
The Cost of Cood Intentions. Y Good
management of Inner London boroughs is a

necessary, i1 no(mnl: condition of
preventing similar problems ere,

Exhibit 2

““...itis clear that faced with such challenges, the
management of local services in London cannot
afford to be less than outstanding.*’

RELATIVE HOUSING DEPRIVATION
Authorities Housing Z-scogu (based on analysis of 1981 census data)

Authorities with 2 score over +3
\

Hackney** Wolverhampton ®
Newham Westminster
Lambeth** Waltham Fgrest
Hammersmith & Fulhem Lewisham

Tower Hamlets® Ealing

Haringey Liverpool®®
Brent* Blockburn®
klington®* Birminghgm* *
Wandsworth® Sandwell ®
Camden Coventry®

Southwark Nottingham®
Slough

Leicester®
Merthyr Tydin

Kemington & Chelses
Manchester Blaenau Gwent
Rhondde Knowsley *

* = Urban Programme Authority
“* = Partrership Authority

High

Level of Deprivation

Source: Department of the Environment

(+veZ-scores indicate authorities with more serious problems)




@ ‘management
dlff‘nce’

8. In its most recent Annual Report, the
Commission drew attention 1o ils o ems
about Inner London in particulag in the
following terms: i
- Controllable revenuve expenditure (i,

excluding housing benefit and the cost of

Home Office services such as the police
and fire service) in Inner London was some
75"% higher per  resident than  in
metropolitan aeas outside  Losxkon in
1984-5
-« The trend in expenditure per person in
Inner London since 1981 has been notably
different from that elsewhere. Everywhere
else it has fallen in real terms; in Inner
London it has increased by 20%
Levels of consumer satisfaction with local
services were notably lower in Inner
London than elsewhere, A MORI poll for
the Commission <howed the fllowing
figures for overall net satisfaction with
rvices (a positive figure means that morne
ple expressthemselves as ‘firly or very
satisfied” than were ‘faidy or wvery
dis<atisfied):

Net
satisfaction Expendilure
Inner London - 1% 1,020
; resident
Outer London 680
Metropolitan
areas

Shire arcas

+13

+15
+ 2

580
460

9. Some London authorities have argued
'y that higher <pending reflects greater needs,
and that these can only be tackled with more
resources and that increased government
grant and extra borrowing alone were
required. However, increased imvestment
only makes sense if it can be managed
elfectively: one of the lessons of the pasfis that
) ving money at the problem’ all 100 often
’\Iy means more waste. So  ihe

ommission has undertaken a further review
of the available information on the cost and
quality of services in Inner London. It has
reviewed the reports of its auditors both on the
local arrangements for securing econony,
efficiency and effectiveness and on individual
services:  housing  management  and
maintenance, social <ervices for children in
careandthe elderly, refuse collection, whicle
mainienance, cash flow management and
internal audit. And evidence has been
obtained from some North American cities
facing the problems described earlier: New
York, Boston, Chicago, Washinglon DC,
Philadelphia and Atlanta.

10. This further work has confimwed the
Commission's concerns. Even though there
has recently been a welcome change in the
aimosphere in which auditors have been
working, and some useful progress has been

made, a very serious situation is in prospect.

Not 1o put too fine a point upon it, Lnee parts
of London appear st on precisely Soure
which will lead to financial and imanagenwent
“breakdown? In the Commission’s view, the
problems now: Lcing somwe London hormughs
are ol due solely 10 sxcial el evonomic
frctons over which thwy have no conteol, (OF
course  these  conditute o daunting
management cChallenge, Bul munagement
makesavital difference - forgood orill: there .
is amarked contrast hetween the performance
in terms of econony,  offickerwy  and
elfectiveness of similarly deprived authorities
in London and the prowine es, Thisconclucion
emerges from analysis of three grugs of
authoritics <hawn below, : ;
Group Eight degwivand Tonhon Inmundn: Berrt,
A Camwlen, 1l kiny, 1l Wingion,
Fombwth, Lewistuim oo Sonrln ok,
Group light other Londdon bormndn Lxing
[} similar problems of housing dopwivation:
Hammersmith andd Fulham, Gerenwich,
Kemington and Chelsea, Newham, kower
Homlets, Walthamy_Forest,  Wondworth

andd Wesitimsinster,
Group The vight nunt deprivee] Metmopoditan
C borughs e hwling  Liverpesd — fee
which infornution wae ol availablek:
Birnungham, Brodfond, Comastry, Kirkkeos,
Knowsley, Manchester,  Sandwell  and
Waolverhanyton.
11 In terms of ecconomy, there is a clear
difference between Group A on the one hand
and Groups B and C on the other in the bevel of
staffing and expenditure ranking kw Block
Grant (excluding police, fire and education
services) per capita in 1985-6:

The inclusion of Kensington and Chelwea
and We<tminster in Group B has the «fied of
very slightly increasing  expendituee por
resident.

r T

BORNE EXPENDITURE

REAL CHANGE IN RATE AND GRANT —
FY 1980-1986

Eper  Whole-time employees
Group  resident per ‘000 residenls
A 1470 19
L} .87 14
C 152 10

W Group A authorities had been spending at
the sanwe rate por capita as Group B, their total
anntial experwditure would have been some
L260million a year less, worth well over £350
million to the local ratepayers because of
lower grant ‘penaltios:?

12. Some of the difference between
evpenditure levels in London and ‘the
prewinees is dine 1o the higher cost of
employing people in Inner London, This is
wflected both in the London weighting
allowance and the higher gradings often
myessary o recruit people o posts in
London, Sonw experts have calculated that
this adds as much as 30% 10 the staffing costs
o London authoritics. Even assuming that it
Lnts 40'% more (o operate in London than in
the provinces lor reasons outside the control
of London amthorities, there is still a gap of
well over 100% between expenditure per
headin Inner London in Group A and the most
deprived authorities outside the capsital; and
expenditure in Group A is nearly 50% above
that in Group B for the same range of services.
Morcover, as Exhibit 3 shows, there s an
evident contrast hetween the three samples of
authoritics in the expenditure trends over the
past six wars.X i

2. An aurhewrity’s grant b mases s qeneding b secha od
hedow a4 beved dhtermined Dy the maermnment. Thee
b uiltionn avtime, an the athontios themmedves cliim,
that moe of the poeedh of dhdorndd e hoe

wratmarnnts han been ined o finance doyodhay (e,
R eapenehitone, %
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GLC

Index:
FY 1980 = 100

Group A

Group B

o 4

Group C

100

81 82 83 B4

o ST A

85 86

Financial Year ending 31 March

: Analysis of CIPFA Finance and General Statistics,
adjusted for changes in the retail price index and
financial reserves. GLC excludes London Transport
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Indicator
Housing management performance index
Cost per child in council home (LAweck)

» Refuse collection vs Ross standard (%)
HAverorwryew)

. Maintenance cost per weighted vehicle (Lhear)
Cash flow: rate income “lost’ through poor cash
management (per £000 demanded)

I: SELECTED COMPARISONS, 1985-6

Memo:
Good
Practice
1.4
N/A

“$
700

50

Group
A B . C
24 1.7 18
£438 327 199

£1123 830 832
86

81 69

13. Relative efficiency and effectiveness are,
of course, more difficult 1o assess than
economy:itis possible thathigher staffing and
expenditure in Group Ateflect greater levels
of need and higher quality services. Table L

shows how the various groups compare in the
principal areas examined by the Commission

indicators are discussed in more detail below.
14.In each case, the quality of local service
not the issue: the analysis compares like
hlike, and excludes the effect of policy and
her variables outside authorities’ control,
¥ The table shows that Inner London authorities
1end To have cosis for an apparently com-
parable standard of service well above the
most deprived Metropolitan districts. But
the analysis also reveals _differences_in
patterns of expenditure between the Iwo
Broups of London authorities. The Com-
mission believes that some large
difference is auributable 1o cal
management. The rest of this section
discusses the evidence in more detail.

Staffing

15. Local government is, of course, labour
intensive. As Exhibit 4 shows, the eight
London authorities in Group A have twice as
many staff in post in relation to the local
population as  the most deprived
Metropolitan districts outside London. For

poses of comparison, education staffing

been excluded. Moreover, these
authorities have been increasing staffing in
central services - €.8. committee suppon,
personnel and management services, legal
services and the like; in overhead areas in
particular ‘more’ is not necessarily ‘better’
Table 2 provides the details.
Rt
Table 2: CHANGEIN STAFFING, 1980-6
Staff in post at 15 March
Full-time equivalent

‘White
Collar’
+19%
B Y
C + 9

‘Blue
Collar’
+ 4
-16
-14

Central
Services
+18
-14
+ 4

C.foup
A

Had central s1affing in the Group A London
boroughs changed at the same rate s ineight
other comparably deprived London boroughs
in Group B, 1otal expenditure would have
been of the order of £50 million lower.

_year period:
over the past three years. The various |

pant of this |
local !

16. Al the same time, for reasons discussed
later, Group A authorities find it difficult 10
recruit and keep staff.

Table 3rbased on data in the Municipal Year
Book, shows the percentage of senior officers

that has left the Council over a recent three-

Table 3: TURNOVER AMONG SENIOR
OFFICERS

Haringey 3y
Islington 46

% leaving in three years to late 1986
Lambeth 25
Lewisham 57

Bremt* 77%
Southwark 57

Camden 69
Hackney [PV

“Political control over Brent Council changed
after the period shown.

The problem is not confinedL 1o Group A
authorities:Ahe comparable figure for Group
B was 46%. By contrast, the average for the
Metropolitan districts in Group C over the

!

Exhibit 4

STAFFING LEVELS, MARCH 1986

Full-time staff per 000 population

Sample G

Source: Analysis of

Non-manual
(Services)

Non-manual
(Overheads)

Manpower Watch statistics
[Sample A excludes Southwark )

i o T T S SS—

same period wa&lb'l.. There are currently no
less than 32 senior (Tirst three tier) posts vacant
in the cight boroughs; at least 15 chief officer
posis paying over £25,000 a year are currently
vacant. By contrast, there are only five chief
officer vacancies in Groups B and C. These
stark figures may mask the difficult realities. In
one of the boroughs in question, the auditor
described the situation in the following terms:

“Vacancies were running al 20% and
although the current year (1985-6) shows
some improvement, there are still serious
shortages. In Building Works Division,
four of the 10p six posts have been vacant
for several months, and Social Services has
been 25% below its authorised comple-
ment of Social Workers . . .  (with) on
average, posts vacant for almost eight
months . . . Two-thirds of the permanent
employees leaving have been in post for
less than two years”

17. Accounting and computer staff are
particularly difficult to recruit and keep. Not
surprisingly In such circumstances, there have
been very disturbing delays in submitting
accounts acceptable for audits. As at the
beginning of December 1986, anumber of the
Group A s had not submitted
table accounts for the year ended 31 March,
1986 10 the Commission’s auditor - even
though the law requires that all accounts

ould be submitted for audit by 30
September following the end of the financial

yedrin such circumstances, members (and
the local people) must Tack Information

essential lo effective management,

Manual 9.5

8.1

222222
P, =]

9.3

(excluding education)
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Cou*il house management
e

18. task of managing muie than
400,000 Council owned dwellings in Inner
Lomdon is arguably the most important
service that the Inner London bomughs
provide - over a million people are directly
alfecied, and the cost (of general managy-
ment, excluding caretaking, cleaning, ward-
ens elc.) exceeds £80 million a year. The
Commission’s recent repon, Managing the
Crisisin Council Housing contrasts the recent
performance of the three groups of authoritics
referred to above:

‘“. .. the situation has reached unprece(!ented
levels, with total arrears exceeding £24 million.’

Group

B C 20. The following extracts from awditon’

reports provide the flavour of the local
situation with which management has had to
_copein Group A authorities. tach quotation is
from a recent report 10 4 different authority
that is already on the public record:

“ . . the council should carry out a
fundamental review of the (caretaking and
cleaning) service .. . such a review should
lead 1o a more efficient and effective
service with potential saving of as much as

Arrears (% of

annual rent) ; 70 6.7
Relet periedd

fweeks) 20 3 9

Management cost

per dwelling £200 206 (01

rage rent for
‘d house* LIR55 (2155 (178}
April 1986, not weighted: excludes Lambeth
(no data), Kensington and Westminser (net
representative),

19. The same report introduced the concept
of an ovenall Housing  Management
Performance Index which shows how local
performance can be related to good practlice
in housing management after taking into
accounprrelevant policy and other variables
such as the level deprivation, proportion of
high-rise dwellings, size of the council owned
stock and so forth. An authority performing at
the good practice level - i.e. the level already
achieved by one quarter of authorities -
would have an  overall Management
Performance lpdex of 14. Table 4 shows the
overallindex for Group A authorities as well as
the key components withinthe index. It shows
that the management performance in the
Group A boroughs is substantially worse than
would have been predicted given the relevani
| circumstances and ‘good practice’

mance. Thus, in Group A voids, stalfing
and other costs are 70% higher than might
reasonably be expected, and arrears nearing
three times good practice levels.

Table 4: HOUSING MANAGEMENT
PERFORMANCE IN SEVEN
GROUP A LONDON
BOROUGHS

Management
Performance Index

Actual Good Practice
Voids 2.0 1.0
Arrears ﬁ" 1.0
Stalling > ;
Other Costs 1.
Overall ‘ 1.

The overall MPI (weighted by the number of
dwellings) for Group B London authorities
/ il ."";4 re ' -

“ .. inmy previous letter | commented on
the worsening situation regarcling rent
arrcans . .. It subsequently became
apparent to me that many of the measures
had not been fully implemented and the
position was continuing to deteriorate, In
recent months, the situation has reached
unprecedented levels, with total arrears
excecding £24 million.”

“. .. for properties
requiring minor repairs
only, the average period

between lettings was
over 26 weeks.”’

“ .. itis still not possible 1o have complete
confidence in the figures procduced by the
housing rent <ystem: the system s still
vulnerable 10 traud and income is not
being collected as promptly as it should be
(arrears rose by 19% in the two years o
. March 31, 1986 when they exceeded 22%
of annual debit; over 17,000 tenants owed
more than cight weeks’ rent at thie end of
the financial yoar)”
“ .. 1983, the system for dealing with
emergency repairs 1o council houses was
examined . . . as it appears, centain trades
on standby were only required 1o work at
infrequent intervals, Proposals were put to
the Trade Union side in 1985, These were
rejected and a revised scheme is 16 be
submitted shortly
“ . . for properties requiring minor repairs
only, the average period between lettings
was over 26 wecks”
5 documentary  procedures  are
rudimentary and generate unnec essary
paperwork and administrative effort . .
Arrears amounted 1o £11 million.”

£600,000 per annum. Throughout this
period and even 1o date the (housing rent
arrears)  position has continued 1o
deteriorate,  The existing  recovery
procedures were  having  litile  effect
larrcars at March 31, 1986 amounted 1o
L1145 million, 37% of gross debit). The not
cost of the present unacceptable level of
thousing benefit) errors could be more
than £1 million per annum; overstaffing in
the Housing Benefit division will be
costing the council up to £380,000 per
annum . ... It was taking on average, 80
days from the date of vacall;m a

requiring minor repairs until the property
was .waﬁable for letting and between (3
further) 33 to 39 days before a property
which was ready for letting was let”

"... the cost per dwelling (of caretaking and
cleaning) was 26% above the Inner
London average; in early 1985, the housing,
depariment were finalising an internal
report .. . | have suggested that officers
should reportin April 1987 . . . otal arrears
have again increased, from £5.8 million in
March 1984 to £6.6 million in March 1985
and £7.1 million in March 1986 despite
write-offs in 1985-6 of £600,000. . . it ook
some 61 working days from the void date
until properties subject to minor repairs
were ready for letting . , » :

¢ .. documentary
procedures are
rudimentary and
generate unnecessary
paperwork and
administrative
effort . . .”*
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Council housing
maintenance

21. The Comnussion has recently examined
housing  maintenance  performance: ity
conclusions were set out in a report,

Improving Council House Maintenance,

Auditors will be examining the local situation
this year; but preliminary indications are that
the position in Inner London is particularly
serious:

The maintenance and improvement

backlog on houses of traditional

constructionin Inner London is £4,400 per

dwelling, compared with £2,200 in
Metropolitan districts

Despite their serious problems, none of

e eight authorities in Group A appeans to

spending per dwelling as much on

Mainlenance  as  Tower  Hamlets,

Wandsworth and Westminster in Group B

- Inner London authorities on aVerage

assign 30% fewer officers to organising

repairs than Outer London boroughs for

instance

= The cost of jobbing repairs on roofs in

Particular is some 70% higher on average

in London than elsewhere as Table §

shows.x This_is_due in pan 1o the

preponderance of flats in |

Table 5: COMPARISONS OF PRICES
~ FOR SELECTED COMMON
JOBS
Inner London vs Metropolitan
and Shire districts

ing
laying
drpentry

Plumbing

+699%
Jas
KRN
290

22. The following extracts from the recent
District Auditor’s public reportto a Boroughin
Group A illustrates the problems:

“The Council budgets to spend  £20
million a year on day-to-day housing
repairs ... only one tender was received -
from the Council's own Direct Labour
Organisation. The repairs budget this year
is likely 10 be overspent by £2.5 million
; Thishasavisenlmman'.\Inmsllm.lllmk
of accountability and control’ . . . A1 the

end of October 1985 there was abac klogof

jobs  within the Maintenance DIO
equivalent 1o almost six monthy’ work.
Andifthe liquidated damages provision of
the maintenance contract  had been
applied, the DLO would have 10 pay L4
million a year for failing to meet agresd
response limes”,

“51% of all jolh tickets issued in October
1985 were (classified as emergencies) . . .
excessive use of emergency procedures is
wasting up to £600000 a year. On
average,repairs involve five trades . .~
“The (capital) DLO has in fact been
incurring considerably higher costs than
the values (L8 million in 1985-6) that it has
tendered, resulting in heavy losses (£4.8 ;
million in the two years 1o March 1985) . .
- had tenden reflected actual productivity,
the DLO would not have won any of the
contracts for which it bid in 1984-5 . . . the
shortfall against contracted performance
iscosting the Counc il £1.5 million a yearin
wages that are not being earned . . *

Social services

23. Auditors reviewed services for children
incare and the elderly in most of the boroughs
in Group A during their audits of the 1984-5
accounts. In this case, they found much to
commend in many Inner London authorities,
particularly in terms of the reduction in the
number of children in care placed in
residential homes and the increase in the
proportion  fostered.  Moreover, as the
Commission’s recent report on Community
Care shows, many Inner London authorities
make very much more generous provision for
local services for the mentally ill ind mentally
handicapped than is characteristic of Shire
Counties. Given the pressing need for such
services, and the problems described in the
Commission's recent report, Making a Reality
of  Community Care, the authorities’
determinationtomake such provision despite
the high cost of doing so is praiseworthy,
However, serious management weaknesses
were also  apparent, In particular, the
residential accommaodation for « hildron has
generally not been reduced in line with
demand, often due o industrial relations
problems, ASaresuli, ilicic was serious undor
occupancy and high unit costs. In many
homes, the cost exceeds £ 10,000 a year per
resident; and in one authority the average cost
was nearly £55,000 per resident.

Refuse collection

24.10 1984, auditors carried out a review of
the refuse collection service in over 350
councils, using the ROSS audit package
developed by LAMSAC. This enables the
auditor to compare local staffing and costs for
domestic collection with o standard that takes
accountof local policy decisions on standards
of service and also relevant lecal tactors
influencing collection costs which are not
under the authoritiey’ control. (In one Group
A authority, council policy means that sone
houscholds have twic e weekly colledtions, on
consecutive days.) Table 6 shows how the
results compare - the only 1wo Group B
London authonties for which the ilomsation
was available had costs wery dose inthe ROSS
standard.

25. In Group A boroughs, the cost of

domestic refuse collection was at least 20"%

Table 6: REFUSE COLLECTION, 1984
Costs per premise
(weighted average)

ROSS
Actual Audit  Difference

Six Group A
London

buroughs®

Fwo Group B
London
boroughs

Group C
Metropolitan
districts

£16.50 13.80 2.70

9.00 8.50 50p

11.20 960 1.60
)

* Excluding Lambeth and Hackney, for which
information was not available,

authorities, »

more than it need have been given local
policies and  conditions outside the
authorities’ control, e.g, housing density, high
rise/low rise, walk-time on premises etc. In
most cases, a further 10-15% would be saved
by moving to different methods of collection;
and bonus arrangements had not been
subjected to detailed scrutiny for ten years or
more. The situation in one of the Group A
boroughs was described by the auditor in the
following terms:

A Refuse Package Agreement was
introduced during 1984 which provided
for twice weekly collections using the skip
method, the clearing of emply propertics
on rounds and the collection of bagged
street refuse . . . the workforce were not
using skips but were being paid as though
they were . costing the council more than
L200000 a year. Reversion to a once-
weckly collection without the use of skips *
woulld enable the Council to save more
than L500,000 a year, use of skips could
increase this to nearly £ 700,000

Vehicle management

26. The costs of vehicle mdanagement are
muhhigher in Inner London than elsewhere,
as Table 7 - which is based on the reports of
auditors’ projects now being discussed with

Py, emr

Table 7: VEHICLE MAINTENANCE, 1985
Cost per Weighted Vehicle

Inner London

Outer London
Metropolitan districts
Shire countics

Shire districis

L1118
877
742
679
74

Maintendinge costs in Group A authorities
seem likely to be in line with Inner London
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gen’ (in the two examined by auditors
they raged 1,121 a year per weighted
vehicle). Two other Inner London boroughs in
Group B had costs which were better than the
‘good practice’ level of £700 a year; so in
Group A boroughs costs seemed likely to he
around 60% higher than necessary.

27. The scale of the potential value
improvements  from  better  wehicle
management is surprisingly great. For
example, auditors’ reports 1o Group A
authorities show that in one authority the
potential improvement was worth up to £1
million a year (28%) by reducing the size of
the fleet by 15 wehicles 1o stan wilh,
rationalising  maintenance arrangements
(there are eight garaging bases) and improwed
purchasing and stock control. In another,
maintenance costs were 57 % above the good
practice level. In a third case, the excess costs
were of the order of £400,000 a year.

‘... an average of over

£8 is ‘lost’ for every £100
of rates due . . .*’

Cash flow management

28. During their audits of the 1985.6
accounts, auditors examined authorities’
performance in terms of cash fow
management. In authorities in both Groups A
and B, an average of over £8 is “lost’ for every

Oolralesdue,becauseoldclaysinscnding
‘ rate demands, excessive administrative
costs and arrears. The abnormal delays in
1985 in ratemaking were ignored for purposes
ofthe analysis. The good practice level is a loss
of £5; and the difference represents some £40
million in extra costs in the Group A boroughs
alone:

= Arrears on sundry debtors average 35% ol
annual debit; in one authority, they were
96% — that is, there was a years’ worth of
sundry debts outstanding
Mortgage arrears amounted to an average
of 68% of annual payments due,
compared with an average of 1.8% in
Greenwich,  Waltham  Forest and
Wandsworth for instance
Staffing in the creditors’ department was
25% above good practice levels on
average, taking  all  relevant  local
circumstances into account
In one authority, failure to collect money
from the DHSS for the costs of housing
homeless families has cost the ratepayers
L1.3 million.

.
Internal audit

29. Finally, an effective internal  audit
service is vital for the comtineed financial
integrity of local govemment. During the last
audit round, awditors examined the intemal
audit arrangements in over 190 different
authorities. Their reviews revealed a serious
problem in authorities in Group A in
particular:
= Vacancies account for 15% of authorised

vstablishment,  double  the  national

nerage A
= Fewer than one in four staff in post are

qualificd,  compared  with  17% i

Metropolitan districts for exanmple

- There is relatively linle training. Fewer
than 1% of staff in post are trainees, one-
third of the national figure; and external
man-days of training (excluding that for
professional accounting qualifications) is
not much more than four hours a year per
member of staff,

30. The situationin the Group A boroughsis
rather worse than in Inner London generally,
where vacancies are concemed, as Table 8
shows. In this case, too, authorities are now
discussing _with “their _ auditors _sleps 1o
strengthen internal audit.

DLO in Hackney has been much improved.
Nonetheless, a serious financial ‘crunch’ isin -
prospect.

““There will be a )
management breakdown
. . . if there is insufficient
money to pay the wages

of council employees.
In a number of London
authorities present
expenditure is well
above their income. . .’

Table 8: INTERNAL AUDIT, 1986
Key Indicators

Vacancies (%)

Qualified staff (%)

Trainees in post (%)

Training day<Ataff membyer®

* Excludes professional Iraining.

Rest of
Inner London
15 5

25 25 kb4
1 8 L
09y 2.5 23

Group A

Metropolitan
districts
7

* * *

3. Local authorities are not alone in
incurring higher costs in London, For
example, the Metrapolitan Polic e over which
local authorities have no control, although
50% of the costs fall on local ratepayers) have
coststhatare very nearly double those in other
forces responsible for Metropolitan areas
(L112 per resident, compared with £60 in
*1985-6); and the clear-up rate in London, ie.
the proportion of notifiable offenc e< <olved, is
only 15% compared with 36%. Morcover, the
Commission is not suggestingthatall Group A
authorhies are poorly managed in every
regard. What the evidence does show,
however, is that comparcd  with  other
deprived authorities in london, Group A
authorities spend around £7 a week per
houschold more, Xxand _the services they

__provide are often no betier = and in some
cases worse - than than those provided by
Group B authorities. That is not to say that all
additional expenditure in Group A authorities
is wasted, nor that members and their officers
are not concernexl 10 see improvements. For
instance, de-centralisation and management
in Islington is bringinguseful benefits for the
extra costs; and the recent performance of the

The immediate
financial prospects

32. There will be a  management
breakdown ih an authority if there s
insulficient money to pay the wages of council
employeesyinanumber of London authorities
present éxpenditure is_ well_above their
income from rates, grants and charges. They
have been covering 1 gap between income
and expenditure by such measures as:

(@) Drawing down financial rescrves created
inthe past. Asthe Commission has already
shown, reserves have been built up by
many authorities over the past few years as
the ‘cushion’ against the uncentainties of
the grant system

(b) Borrowing 10 meet housing and road
maintenance costs that would tradi-
tionally be treated as revenue expenditure

(c) So-called deferred purchase arrange-
ments, under which the council borrows
10 fund expenditure which can include
day-to-day maintenance; the interest is
rolled up, and the first repayment deferred
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£m, as at December 1986
Cumulative

Capitalisation of maintenance”
Deferred purchase anrangenwents
TOIAL :
{Mema: Total per houschold

* In the three yean 10 end March 1987.

Table 9: ESTIMATES OF AUTHORITIES’ CREATIVE ACCOUNTING MOVES

Group A B
Lm im
180 55
S5 175
7W 230
1042 155

for a period, usually three yeans, The eight
boroughs in Group A hawe negoliatxd
delerred purchase arrangements amount-
ing 1o over £550 million, a large pan of
which s acknowledged by the boroughs 1o
be financing revenue expenditure.
Table 9 (which excludes ILEA) provides
timates of the extent 1o which the thnee
groups of authorities have used these devices
in the past. A pumber of ewen momre
imaginative ways of circunwventing  the
government’s systems for controlling capital
expenditure are now being developed. Once
again, the contrast between Group A on the
one hand and Groups B and C on the other is
evident.

—

¢, ., in the coming year,
it will be much more
difficult for authorities
to ‘fudge’.”

33. TheXnowes discussed abowe did not
involve any illegality; but that does not
necessarily make them desirable. Inany case,
i he coming year, it will be much more
difficult for authorities to ‘fudge’. The gram
system  extracts  penalties  for xadditional
spending and, in any case, rate-<apping imils
fﬁt'_sﬁ)_p%in all Group A authorities fon taising
money from ratepayers; and government is
introducing legislation 1o prevent authorities
funding current expenditure via deferred
purchase schemes. But the authorities will not
countenance any reductions i stalfing, and
have been reluctant g increase council house
rents, and it is now late 10 expect 1otal valug,
improvement  programmes 1o generale
savings on the scale required nextyear — even
il there weie the will 1o implement them,

3. As a result, without fudher creative
ACCOUNtInG measures a cash gap of serious
proportions is in prospect. The estimated
extentofthe funding gap inthe year beginning
on April 1987 in the Group A authorities is not
far short of £300 million. This gap represents
some J0% of their 1985-6 revenue expend-
iture. The contrast with Groups B and C is
notable:

Table 10: ESTIMATED FUNDING GAP
FOR NEXT FINANCIAL YEAR
As at December 1986

% Annual
Em  Revcnue Expenditure®
A 290 10
[} 1 21
C 140 0

* 1985-6 CIPFA Estimates: 1 EA excluded.

The funding gap in Group A represents
almost  exactly  the  dillerence between
expenditure per mesident i Group A
compared with Groap B. In other words if all
Group A authorities had been spending ot the
sami level per resident as Group B (excluding
Kensington and Chelsea and Westminsier)
there would be nosenous gap in prospect next
year.

35. Auditors have already drawn members'
attention to the serious nature of the problems
in prospedt next year. They have made it cleas

«

that authorities should budget within their
means and must punsue spending plans
which are capable of being met from
resources which are likely 1o be available. A
failuretodo so could give rise toaction against
counaillons under sections 19 and 20 of the
loxal Government Finance Act of 1982. The
stage is therefore set for a further round of
conlrontation between the authorities in
question and the government, with | the
auditors and the Commission caught in the
middle.

36. The size of the imminent revenue
shortiall is daunting, as Table 10 indicated.

‘/»E't'l_‘r’s such as the following may be necessary
mdge

Wl the gap:+

- If council house rents were increased 1o
the levels in Knowsley for example this
would generate some £35 million in
additional revenue; Wandsworth  rent
levels would generate an extra £120
million. At present, rents in Group B
average some 15'% above those in Group
A, for similar houses (Kensington and
Chelsea and Westminster haw  been
excluded,  as  not  representative)
Moreover, much of the extra cost 10 the
. more deprived tenants would be met from
Housing Benelit
A combination of increasing charges and
imposing a hiring freeze in administrative
al uther areas not delivering services
directly to the public would also nake a
worthwhile, if painful, contribution
The local auditors have identified specific
value improvement opportunities in the
cight boroughs in Group A worth of the
order of 10O million a year once they have
been fully implemented.

Complete elimination of all expenditure on
wormens rights, gay rghts, local econonic
development  and  support  for ethnic
minorities would only save somie L 20 milhon
in all Group A authorities combined (and L6
million in Group B).

37. Llowever, the likelihood is that such
measures will not be acceptable to the

“authorities concerned, on polincal grounds.

Andihe councils will simply seek to borrow -
through ever more ingenioustschemes. This

‘... a cash gap of serious proportions is in

prospect. The estimated extent of the funding gap
. . . is not far short of £300 million.”’

~

-
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i s had been increased 1o Knowsley  Such an outlook is plainly unaccepta
l‘:(:\;u’ls',m:ml 226p with a typical defencd X However, the silualiop'willnolbﬂmm
purchase arrangement. by Yot more public criticism; neither will
problem simply go aw.y. A concerted effo
strengthen local management is needed.

linalseclionouhispaperdm!omha.l
a number of different reports,

Commission’s views r lerm
that warrant u cons

aiihoritics concerned, as well as govermn

xwas precisely the strategy adopted by New
. " Yorkinthe 1970s. There should be no question
of London boroughs being unable 10 meel
. their debts when they fall due - their capital
assets (if sold) and the local revenue base * * *
should more than cover any likely debts. But
the implications for lomormow's ratepayers are
serious, since the repayments will commence difficult social and eConamic |)!nhlwm,
*in three years. Exhibit 5 illusirates the scale of combined with expenditure in Group A
the burden now being buill up by contrasting _authorities.  for “appareni renily comparable

the effect on ratepayers in a typical Inner

scrvicvs%r twice that in the most deprived
London authority of two strategies: an areasin the provinces. A cash gap of over £400

increase in rents as above, and borrowingthe  million is in prospect for next year in the 16 //ﬁ x

equivalent amount via deferred purchase authorities in Groups A amd B — as is the eal' term StepS ;

arrangements under which interest is rolled likelihood of yet more creative Jccounting, 39. Experience of urban renowal in

up for three years and the principal repaid in loading costs on 1o tomorrow’s ratepayens.  country (e..Glasgowfand in North Ame:
Local estimates suggest that the situation will suggests that a comprehensive rather 1

equal instalments over ten years. In 1985-6,
rates in Hackney would have been 142pinthe  worcen substantially in the following year. piecemeal approach 1o the problems of I
g P London is rssential. Exhibit 6 shows sorr

the main elements of a possible strategy
reversing the decline in Inner Lome
drawing on this experience. The iy
deliberately focuses on management. T}
not just because the Commission hae
standing in  policy matters:  witl
rmpe'lcnlmanasemnldt:welocahmln
any policy initiatives are unli to

the anticipated b:mems. prone

38. In <hordt, Inner London faces particularly

Exhibit 5

EFFECT ON HACKNEY RATE PAYERS OF DIFFERENT FUNDING
STRATEGIES, 1985-86 ESTIMATE

£ million

- There is general agreement among 1l
familiar with the problems of
deprivation that one of the key
reversing the cycle of Inner City declin
loglveyoungpeoplehopeandse"m\'
- In particular, a reasonable prospect
job. What is needed is a partner

nthe public and private sectors
local universities and colleges, so
private funds (and jobs) are attracted
depressed areas. Scottish experis
shows that a ratio of publictoprivate se
funds of 1:4 or better is perfectly feasi
public funds perform a crucial ‘pu

P ! priming’ role. The recent resurgenc.

i 5 3 : Glasgow isdueasg;uchaﬂ::nythingrl-

% : the creation of jobs in private s¢

//// 4 and a productive partnership between

L7 , * /== Rates and Reserves relevant local authorities, universities

i employers, But it Is simply not reason,

10 expedt firms to invest when

confidence in the local authori

management. The economic histor

£104m <~ Total Net Expenditure

"'Om“ﬁ < Rate Support Grant

7%

Rents st
Knowsley
Levels®

Memo:

Implied Rate: 142p

Ly .
Deferred

Purchase
Agreement**

226p

Actual net expenditure, lﬁ £7.3 million in extra rents

Actual net expenditure, plus effect of arrangement 1o
in 1882 @ 12% interest Jeltrnd for 3 years and repay

Source: Audit Commission analysis

generate £7.3 million a yesr negotiated
able over 10 years

Liverpool Is a tragic case in poim
advisors to firms considering investny

in England will leslilg)

There need 10 powerful &
organisations o organise the effort -

least within the public sector -~ ane
drive it forward. In Glasgow, this role

played by the Scottish Developn
Agency which promoted the (1
project. In most North American citics
City Council plays the central role
London, the boroughs should providk:
necessary impetus (, \

Without improved al management,
additional public funds that may bem
available will not generate the returns
might be anticipated. There will simpl:
more waste. And high rates will encou
potential employers to expand elsewh
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PREVENTING FURTHER DECLINE IN INNER LONDON

ILLUSTRATIVE

CURHENT

Vision:

Damage limitation

REQUIRED

'i'urmround

Implied National
Strategy:

Tight central control
— rates

— borrowing
— capital spend

— pay and conditions
Privatisation

Make local government work

— strengthen local
accountability

distinguish roles of members
and officers

access to local sources of
capital

= reform grant system

Partnerships with private
sector

Local Structure:

Fragmented
— authorities
— services

— members

Streamlined committee
structure

‘Cabinet’ government
Strong Chief Executive

Centralised, committee-based

‘Management by members’

Employees’ interests first
-Concern for equity

Maximum delegation
‘Management by managers’
Customer interests first
Concern for value

Key systems for
local authority:

‘Grantsmanship’
Creative accounting
Access to capital markets

Strategic planning and control
Performance appraisal
Management information

Caucus and party management
Committee nanagement
Public relations

Line management
Community relations
Communications
Information technology

Staffing:

Emphasis on central staff

Professional/service
demarcations
Non-competitive pay/
low productivity

Lean overheads
Flexible deployment of staff

Competitive pay/
high productivity




’
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40. There is no point in treating the
symptoms  of  the 'poor management
rmance - in effect tuming olf the fire
‘v in the hope that this will put out the fire.
The strategy will have to address the
underlying causes illustrated in Exhibit 7. In
particular, withowt the right managers in
place, with appropriate powers, the prospects
for worthwhile improvements in the situation
are poor.

41. The Commission has alicady put
forward proposals 1o improve  the
management of authorities in Inner London.
And, of course, over the past four years, its
auditors have discussed detailed recom-

mendations with individual authorities. So
far, progress has generally been disappoint-
ing. But the Commission and its auditors have
been convinced that some, ot keast, of the
authorities in Group A now mcognise the
need for change in the way their affairs ane
managed, and recently, progress in reducing
waste has been more encouraging. The rest of
this paper ii}ﬁim.iiim—nﬁvs that the
Commission belioves can and <should be
taken immediately to improve the manage-
ment of all Inner London authorities that the
Commission  believes  warrant__urgent
consideration:

““There is no point in treating the symptoms of the
poor management performance. .. turning off
the fire alarm in the hope that this will put out

the fire.”’

Exhibit 7

THE CYCLE OF DECLINE IN INNER LONDON

Some Management Factors at Work

Poor Services and/or
'C_vuthn Accountin:

Low Rents

Poor Maintensnce

High Arrears

High Stalf Turnover,
Vacancies

High Turnover
smong Members

Members Attempts
to ‘Manage'

High Rates/Low
Perceived Value

Poor Job
Prospects lor Semi-
and Unskilled /

Worklorce Resistent
to Change

(i) Streamline the local organisation, so that
athorities are not bogged down in
committec-ridden bureaucracy.

(i) Strengthen the position of chief officers
visa-vis members of authorities. It is
essential that London authorities, which
lace some of the most difficult problems
in public administration in the United
Kingdom, are able to recruit and retain the
very best officers that local government
has to offer. Present arrangements make
this very difficult; and tumover and
vacancy levels are disturbingly high.

(iii} Strengthen local accountability, which is
particularly weak in Inner London.

(iv) Reform the system for distributing grant
and controlling capital expenditure. For
whatever reason, some deprived London
authoritics receive a lower grant per
capita than other, less deprived, authori-
ties outside the capital; and the present
systems for controlling capital spending
are in urgent need of reform since they
cause large-scale waste and inefficiency
and do not concentrate public resources
(i.e. borrowing approvals) where they are
most needied.

The rest of this paper describes in turn why
cach of the above steps is necessary and what
could be done. Without these steps, the
chances are small of altracting more invest-
ment — which holds the key 10 the new job<
without which serious social problems in
Inner London are bound to persist.

‘“. .. there are far too
many councilors in
local government.’?

Streamlining the
organisation structure

42. The London boroughs in Group A
provide services costing some £800 million a
year (excluding education) to some 1.7
million people. These services are the
collective responsibility of no less than 491
councillors in eight horoughs. The Commis.
sion has already made clear its view that there
are far too many councillors in local
government. In normal circumstances the
exira costs involved are not insupportable -
despite the problems inherent in managing
networks of large committees. As the Com-
mission’s various reports have demonstrated,
most local authorities are able 1o operate
reasonably economically, efficiently and
elfectively despite the managerial handicaps
they have imposed on themselves,

e S ————————— e —————
- ——————— e - - <




43. But the situation in London is different.
A practice of ‘management by members’ has
wolved, wherely members seek 1o do
Mficers’ work for them. Most authorities have
it least 10 standing commitices and many
nore  sub-committees. There would be
severdl committee meetings most days, each
equiring papers as well as officers in
ittendance.’ The result is predictably cum-
»ersome and expensive not just in members’
ind officers’ time and central overhead ¢ vsts,
utalsoin delays. Auditors’ reports refer alltoo
requently to the long time it takes to secure
iction. The following timetable is typical:

27 January, 1984:

‘ 12 March, 1985;

13 March, 1986:

Auditor refers 10
problems with rent
arrears

Further references
by auditor in
Management Letter
Officers report
submitted 1o
Housing
Management (Rent
Arrears) Sub-
Committee,
Committee resolves
to circulate for
review

30 September, 1986: Deadline for other
Committees to
comment

Thus, 2% years after the problem was first
wurfaced, the Committee structure is still
alking about what to do.

44. The problems of management |y
members s compounded by the high
lurnover  among  members. Excluding
Lambeth, inthe boroughs in GroupA lessthan

“% _of the members now in office has more

‘ari four years’ experience. There is therefore
3 dearth of experienced councillors, And
many memben are more concerned 1o
protect the present jobs of council employees
than they are 10 improve services or reduce
waste and inefficiency. The officers can be

»een as part of the problem rather than as part '

of the solution; and, in any case, local
sovernment salaries and conditions muake it
Jifficult for Inner London authorities 1o
compele with the privale sector or less
itressful authorities in the provinces - where
ousing and travel to work costs are generally
nuch lower. This is particularly true in the
‘nformation technology field, where senior
zouncil staff in London are paid around one-
hird below the rate necessary 1o atiract the
ery best qualified people, as the jobs
femand.

45. Relations between members and <enior
dficers are further compromised by labour
clations problems. Members often lind it
® —
EThe papen for g recent mevhing of one aathaonty's Ny
ml Resources Commtter totalked over 1) IS0 prapes;
e waeee ool distoahates ] uniil the mecting el Az thye

ot the Counail had 3 1otal of weell over )

omnuitees,  sulecommitiens and working  panus of
wembeny

v -

““‘Auditors’ reports refer
all too frequently to the
long time it takes to
secure action.”’

r

difficult 10 distinguish between their roles as
politicians, employers and trade unionists. It
has proved extremely difficult to secure

changes, in the face of trade union opposition

olten supported by members; and attempts at
any kind of performance review all oo often
result in demands for extra services which are
countered by claims from the trade unions for
additional staff and salary regradings. As a
result, auditors’ reports are peppered with
references 1o industrial relations difficuhiies,
The following quotations provide a flavour of
the situation; each comes from a different
Group A borough:

“ . . the Council has a ‘no redundancy’
policy for its employees. Such o policy
might be expected 10 lead 1o harmonious
industrial relations but in fact this is far
from being the case . . . Staff operate a
policy of no cover for vacane ies, sickness
- -« staff in the public libraries have also
imposed  minimum staffing  numbaers;
when numbers on duty fall below levels set
arhitrarily by the staff side, libraries are
closed 1o the public . . . During 1984-5
there were numerous days when area
offices of the Social Services department
could not open 10 the public . . .
Implementation  of  new l(‘(hnnlngy
generally has been subjected todelays due
in part 1o the protracted negotiations
(required by the New Technology
agreement) for cach work area affected
-« Stalf side ttrade union) representatives
are normally able to attend and speak at
committee meetings (of the authority)”

“ .. action should be taken to secure mare
effective working relations with  trade
unions, to ensure that prolonged disputes
or negotiations do not arise . ., (I am)
concemed  at the lack  of progress
concerning bonus schemes . . . closure
delayed by the effects of industrial action ™
* . durihg 198 3.4 andl 1984-5, there ware
four periods of industrial . tion during

which a ban on admissions 10 wesidential

homes was imposed
“ .. hecause of traded union resistance, no
work has yet been undentaken on the

clectricians and  plumbers {incentive)
schemes; while what little work has been
undertaken on the highways and sewers
schemes has been hampered | | | Super-
visors (are) refusing to co-operate with
work  study  (of  work inspection
arrangements)” ’

Insuch circumstances, as was shown earlier
(paragraph 16) officers will vote with their feet
and lcave, since they wish to be able 1o
manage, free of continual labour relations
hassley’,

46. Itis difficult to see how the situation can
be improvd while the presenl amalteur
approach 1o local management remains. It
docs not have 1o be this way, as the
Widdicombe Inquiry made clear. Indeed,
other major cities in the Western World
manage their affairs without the benefit of
anything like so many clected members. For
eximple, Atlanta, with a population of
705,000 /md annual expenditure of $18
billion tincluding Fulton County) provides a
wider range of services than Inner London
boroughs - including education, police, fire
services, some health care and water and
sewerage  services. The City Council
comprises 18 members, of whom 12
individual districts and six are elected city-
wide; and there are seven elected Fulton
County Commissioners. The City Council has
nine standing committees. The picture is
similar in most US cities, including many in
the South and West that are notably well
managed.

. . . authorities should
consider ... cabinet-
style government . . .”’

- 47.In London, there is no reason 1o think
that further fragmentation of the structure of
local government will do more than make a
difficultsituation worse. Rather, the challenge
i 1o make the existing structure work. For a
start, more effort needs to be devoted to
providing elected members of authorities
with some form of management training if
they are 10 continue 10 be involved in
operating decisions. In addition, authorities
should consider adopling what amounts 1o
cabinet-style governmentin placeof whatone
observer (sympathetic to the problems of the
authorities in question) has described as
‘management by mob’. Spedifically the
following approach should be given urgent
consideration in all Inner London authorities:
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tlected members should determine
council policies and priorities and (of
course) the budget and the rating
decisions which flow from them; and
s‘i to the safeguards against
] cised  appointments  discussed
below, they <hould appoint the chief
ollicers of the council
Chief officers should have delegated
excecutive responsibility, without the need
to refer back to the committee or council
for authority to take operational decisions
- 50 long as these are consistent with the
agreed policies and priorities, and can be
met within the approved budget
Each commitiee’s executive role should be
confined 1o moniloring performance
against agreed policies and prioritios N
Sub-committees should be wound up,
except under exceptional circumstances,
Where they are established, they should
have a specific task and a limited life
‘Back-bench’ councillors should have the
officer and other suppon necessary to
enable them to deal elfectively with ‘case-
work’ from their constituents
A single, flat-rate, allowance should be
aid to members for the totality of their

council work to discourage)Xinnecessary

commitiees arndl meetings.

48. Arrangements along these lines have
worked perfectly well, notonly in many North
American cities but alsoin some notably well-
managed English local authorities. There i< no
reason why they could not be adopted in the
near term in Inner London. Similarly, early
steps could be taken to strengthen officers’
positions. But these measures involve a level
of sell-discipline and willingness by some
members 1o forgo the appearance (not the
reality) of taking executive decisions.

¢

Strengthening officers’
positions

49. Napoleon is alleged to have remarked
that “it is not men that matter, but the man”,
Certainly, the Commission has observed that
the calibre of an authority’s senior officers s
reflected in the quality of the service il
provides, The same applies in the case of
council estate  management and  head-
teachers and schools, incidentally. For this
reason, the Commission welcomes moves to
decentralise housing management, as has
taken place in Islington for instance.

50. Given the nature of the problems now
facing local authoritics in London it is
essential that all possible steps are taken to

reverse the present trends which make it

difficult 1o attract the very best officers 1ihe
boroughs facing the nwnt serious problems,
The Commission has already put forward
proposals to this end, in its response 1o the
recommendations of the Widdicombe
Inquiry. Specifically, the Commission has
proposed that:

(i) The selection and dismissal arrange-
ments proposed in the Widdicombe
Report should be applicd 1o all chief
officers, and not just the Chief Executive,
= Interview panels should be limited in

size (normally 1o no more than five’

people) and should indlude at lpast

one independent external assessor

and o member of the local opposition
for all chief officer appointments. The

assessor should be in a position 1o

prevent what appears 1o be an

inappropriate appuintment  going

ahead
Rolling four 10 five year contracts
renewable only by mutual consent
should be considered to <feguand
chief officers’ professional indepen-
dence. And there should be an
independent element in the pro-
cedure for hearing appeals against
dismissal: in this case, oo, the
independent assessor's ratification
should be mandatory.

(ii) The standard Chief Executive’s contract
should define his (or her) authority vis-a-
vis other chief officers and in particular
specify the Chiof Executive’s role in

selection, promotion and compensation
decisions.

‘... these measures involve . . . willingness . . . to

forgo the appearance (not the reality) of taking
® executive decisions.*’

(iii) Members  of authorities should con-

centrate on the appointment of chief
officers and those reporting directly to
them lie. first and second tiers). They
should not be imvolved in any ap-
pointment below the third tier: and they
should only become imvolved in the
third tier appointments in exceplional
circumstances.

(iv) The pay and conditions of service lor first
and second tier officers in all London
authorities should be reviewed, urgently,
The review should be asked to determine
the extent to which the present terms are

sufficient to atiract people of the required
calibre and experience to these very
demanding jobs where the turnover rates
remain disturbingly high. (In its report,
Managing the Crisis in Council Housing,
the Commission has already called for
such a review),

WA Code of Practice could define the
responsibility and authority of members
and officers in detail.

‘. .. itis axiomatic that
the council should have
to balance the needs of
those who benefit from
services against those
who pay for them.*?

Strengthening local
accountability

51. Local Government is not the same thing
as local administration of national services -
such as exists within the National Health
Service. Locally-elected councils have an
important say over the level and cost of local
services; and they must balance expenditure
with income from all sources. If the local
electorate are not content with their coungil’s
decisions, they can decide 1o elect an
alternative,

52. This is the theory. It will be evident that
effective local accountability is key to the
viahility of local government. ‘No taxation
without representation’ is a generally
conceded claim, even if the converse is not. It
is, arguably, no more than human nature for
citizens 1o be more careful with their own
money than with public funds. In any event,
local government exists to ensure both that
services are appropriate 10 local needs and
demands, and that local ratepayers’ inlerests
are protected. If an appropriate local balance
is struck between the costs and value of local
services, it is axiomatic that the council
should have 1o balance the needs of those
who benefit from services against those who
pay for them. Such is the position in many
shire areas, and in most Outer London
boroughs -~ where  domestic ratepayers
represent a sizeable proportion of the local
clectorate  and  contribute substantially
towards the cost of local services,




‘. .. local identity is
more difficult to
establish in London than
it is elsewhere.”?

3. But the situation in London is different.
nner London, domestic ratepayers meet
only 17% of the cost of local government
services (compared with 27% in Outer
London and 24% in shire areas, for example);
and the commercial ratepayers meet 49%, of
the costs, double the level elsewhere.
Moreover, local identity is more difficult 10
establish in London than it is elsewhere, Over
halfthose working in Inner London do not live
there. Many residents do not work in the
borough in which they live (10% do not work
in Inner London); and an unusually high
proportion of the local population moves
every year — as much as 25% in some
authorities. Interest in serving in local
government as a member is therefore
understandably low
54. In “addition 1o changing the
.»rv.mgemomsfmﬁnancinglocalg(wrnmvnl,
the Commission has already suggested the
following steps to strengthen local account-
ability:

Recast the Housing Benefit arrange-
ments, so that recipients benefit 1rom
lower than average rates and contribute
towards the cost of higher rates. The
present arrangements are on a cost plus
hasis: many recipients are reimbursed for
the full cost of their rates whatever they
might be. So it is entirely possible that
similar families living in houses a few
hundred yards apant would receive
different levels of Benefit. If they received
astandard amount per adult and child -
based on reasonable local housingcost -
recipients of Housing Benefit would not
be unalfected by their council's spending
decisions, as al present.

(i) Introduce a system under which one third
of the council is elected every year. This
system operates in a number of English
local authorities at present, without any
ol the disadvantages <laimed. The
Commission believes that local ac-
countability will be strengthened - and
local electors’ ability to influence events
will be enhanced where there are annual
elections,

(iii) Provide  better information for local
electors. Ithe local electors lack relevant,
timely and understandable information
about their authorities’ performanc es,

there is no reasonable prospect that local
accountability will be more than an
empty concept. The Commission bel-
ieves that the present situation is guite
unsatisfactory and has proposed steps to
improve the situation to the Department
of the Environment.

(iv) Reduce the scope for creative accounting
so that, in panicular, capitalising of
revenue expenditure (eg. on housing
jobbing repairs) does not mask « failure 1o
take difficult decisions, loading on 10
future gencrations the costs that should
be borne currently.

Reforming the systems for
distributing grant and
controlling capital
expenditure

55. The Commission has already published
its view on the present system for distributing
block grant 10 local authorities  and
controlling their capital expenditure. There is
no pointin repeating the criticisms here - not
least because government has come to accept
that the present systems hawe reached the end
ol their useful lives, Suffice it to say that, inthe

Commission’s view, the existing systems are:

wasteful and inefficient - and have given rise
1o many of the creative accounting devices
relerred to earlier. Like tax avoidance, creative
accounting will always exist so long as there is
such a complex system of central planning
and control. The key to reform, as the
Government now appears 1o acknowledge, is
elfective local accountability and a tar simpler
system.

56. The general weaknesses with the Hrant
distribution system affect London authorities
as they do the rest of the local government.
They are so serious that the Commission
believes that carly corrective action s
required. But London faces some particular
problenis, associated with the combination of
relatively  high rateable values, and  the
withdrawal of grant from authorities spending

above GRE - whid\&as :ete effect of

alising ratepayers t spending
d':c"isions of councils over which they have
little (if any) influence. Because the objective
has been equalisation of rate poundage - not
the average rate bill for a comparable property
- under the present system, deprived London
authorities can reccive less grant per person
than less deprived authorities outside the
capital. Forexample, the residents of Hackney
which is arguably the most deprived borough
in the country, received some £200 per
household less in rate support grant last year
than Manchester, which has lesser problems

““. . . deprived London
authorities can receive
less grant per person
than less deprived
authorities outside
the capital.”’

and does not face the exira cost of the London
labour market. The difference would have
meant almost £15 million in extra grant to
Hackney in 1985-6,

57. So far as capita)(is concerned, it is
obviously desirable 10’ concentrate the
available public support on those areas that
need it most. Expenditure on housin
improvements in  London needs io 52'
increased, yet capital allocations for housing
10 local authorities in Greater London have
tallen from £1.5 billion in 1979-80 10 under
L£500 million last year; and London's share has
fallen from 35% 1o under 30%. However, as
the Commission pointed out in its report,
Managing the Crisis in Council Housing,
almost LBOUmillionin borrowing approvalsis
being allocated 1o authorities who should be
ableto deal with their local housing problems
without the need for additional long-term

““Like tax avoidance, creative accounting will
always exist so long as there is such a complex
system of central planning and control.”




16

ging. Moreover, as Exhibit 8 shows,
:;('n 1981-2 and 1985-6 the total rate
support grant, housing subsidy and urban
programme grants received by authorities
with the most difficult housing problems (i.e.
with a housing Z-score of two or more) fell
almost as fast as in other authorities; in
ahsolute terms, the total housing subsidy and
urban programme grant per council dwelling
fell most in the most deprived authorities.

Exhibit 8

58. Of course there is no point in ‘throwing
public money’ at local housing problems,
however serious, if local management is not
competent to put it to good use. But Inner
London authoritics cannot be expected 1o
tackle the local housing problems without o
least unfettcred access to fulure capital
receipts, the  ability 1o fund  capital
expenditure from revenue and reasonable
confidence about the level of borrowing

TRENDS IN GRANT SUPPORT, FY.1982-1986
Rate support grant, housing subsidy, urban programme grants
£ million, st 1981 prices; Index: FY 1982 = 100
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Source: Audit Commission analysis of published information, 1986

but_this will_onl

approvals over the next three years, Additional
borrowing will also be necessary il the
capital's housing problems - in terms of
homelessness and the Mk'ﬁg:::" a:\d
im ts — are to be tac tively:

Y this wil make se_if there i _
persuasive  cvidence ol effective local
management.

* * *

59. To summarise, the Commission foresecs
very considerable problems in Inner London.,
The Southside of Chicago and Harlem and th
Bronx in New York provide a foretaste of the
future that is in store unless action is taken s
address the  underlying  problems:  high
wellare dependency and generationinterval-
ol 15 years or less; youth unemployment o
70% or more; extremely high crime rates,
much of it drug-related; uneasy relation.
between the police and a disaffected and!
largely unemployable urban ‘underclass’ witls
no stake in the development of the society in
which they live. This future cannot be allowe
tohappen. And, inthe Commission’s view, the
key to preventing it is effective management o1
the local authorities most directly concernex|

60. The Commission does not issue sucl
warnings lightly; and it has been heartened .
the concem to see constructive action that i
evident in some of the boroughs referred 10 ir
this paper. Many members are all 100 wel
aware that things cannot sensibly go on .
they are; they acknowledge both the serious
ness of the imminent financial crisis and the
need 10”strengthen local management. The
Commission and its auditors are anxious t
help in any way possible. It is always open it
authorities 1o ask the Commission to carry ou
local special studies, under Section?29 of th
Local Government Finance Act of 1982; amw
auditors are always ready to undertake extr.
work in particular problem areas, i
accordance with the Commission’s Code o
Local Gavernment Audit Practice. A numix:
of authorities have already taken advantage
this service. A constructive immediate nex
step would be the establishment of a join
working party of Audit Commission staff an«
representatives of the Inner London borough -
to agree on the way forward in the borough
facing the immediate financial crisis, and witl
respeci o the ceniral pavgrammes e

systems affecting Inner London.

~ Bl However, itisnearly three years since th-

Commission warned that failure to reform th

- grant distribution system and to strengthe-

local  accountability would lead 1o
explosion of creative accounting; and it is tws
years since the Commission pointed out th
waste and inefliciency generated by th
present systems for controlling capit,
spending. No action has yet been taken o
either front by government. The ¢
sequences are apparent 1o the most casu.
observer. A less than urgent response to th
problems of Inner London could have ew:

more serious resulls,




