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ABSTRACT

This thesis provides a comprehensive examination of the potential for
the increased use of charges for local government services. It eschews a
simplistic aggregate market-based analogy, adopting instead a service by
service approach which takes full account of service objectives. It avoids
an overly descriptive approach and develops its own rationale and

methodology. Practice can then be considered in a situationally relevant
context.

Part 1 criticises economic theory's conception of the public sector and the
distarted meaning of efficiency which results. The market-based analogy
has led central government policy up a cul-de-sac where increasing
centralism exacerbates the fundamental problems inherent in any
system of collective choice, leading to increased central-local tensions
and further centralism.

Part 2 provides an overview of the use of charges by local government
and reviews charging methodologies previously propounded. Besides
being arbitrary, they are methodologically deficient because they are
based on incomplete analysis of individual and collective interests. They
assume a clear delineation can be made between the collective/ objective
interest and the individual/subjective interest, tax finance for the former
and user charges for the latter. A new methodology is proposed which

synthesises individual and collective perspectives, namely customised
value added services.

Fart 3 applies the new methodology to a wide range of local government
services, three in-depth case studies followed by more concise
consideration of other services. Provision of physical structures (roads,
schools and other capital facilities) is considered as well as services to
identifiable individuals (leisure and recreation, housing etc). A
consistent blend of theory and practice provides a policy relevant,
evolutionary, incremental approach to a selective, sensitive expansion
in the use of service charges. The overriding aim is to improve equity
and increase access to improved quality of service, not simply to raise
revenue nor to deter or ration use.



PREFACE

"What emerges clearly from the evidence on the structure
and scope of charges within the welfare state Is the

complete absence of any coherent philosophy about their
role” (Heald 1983 page 305)

This thesis attempts to rectify that omission by developing an
appropriate rationale and a coherent philosophy for the use of charges by
local government. It argues that the standard neoclassical analysis is
seriously deficient and its recommendations totally inappropriate for
local government service provision. That led to inherently inconsistent
policies being adopted, most notably the introduction of the Community

Charge. It is argued that this confused market and non-market solutions

In attempting to constrain public expenditure which was not anly
thought to be increasing faster than the capacity of the economy to
finance it but was thought to grow at the expense of the wealth-creating
private sector. lThe economic problems of slow growth of national
Income, rising unemployment and inflation were increasingly seen as
less a problem of insufficient demand for national output (where
Keynesians would advocate increased public spending) and more a
problem of insufficient private supply of the means of production
(entrepreneurship, investment capital, economically active labour and
marketable land).

From the newly-adopted monetarist perspective (defined in its broadest
terms) the problem was one of too much public expenditure and the
excessive levels of taxation and borrowing that it required. Whilst both
theory and evidence are inconclusive, the Conservative Governments of
the 1980s believed that high taxes and high interest rates deter risk-taking
by firms and destroy work incentives for people. Local government was
seen a major culprit in this scenario, accounting for up to a third of
public expenditure during the late 1970s. EXxcessive growth of local
government services arose (in this interpretation) because of
fundamental deficiencies in public choice mechanisms. The
Government thought that reform of local government taxation and a
new grant system would put a brake on local government expenditure.
In the longer term, however, the progressive introduction of charges for
local government services was seen as providing the most effective
means of achieving accountability and imposing restraint on spending,
No coherent philosophy was offered except that private markets must
necessarily be better than public nonmarket provision.



This thesis provides a critical review of the conventional distinction
between private and public and the implications for the use of charges

for local government services. It then develops its own charging
philosophy and considers its practical implementation,

First, however, it is important to clearly delineate the parameters within
which the thesis must fit. No attempt is made to develop a general
philosophy of governance or management. A wide range of disciplines
would have to be invoked for such an approach. Instead, the thesis is
built upon a background informed by economics and attempts to
transcend the limitations of conventional economic theory by taking
account of the situational context of local authorities and their provision
of services. 'The thesis is not a social science synthesis of local
government. Such a ‘big bang approach would be inconsistent with the
operational culture of local government and pre-empted by the short
term planning horizon which it employs. Instead, the thesis is non
synthetic and exploratory, concerned with the potential for incremental
change consistent with the current policy making framework and service
environment.

[t has been noted that "few economists devote much time or effort to
studying the mechanisms by which economic writings and research are
translated into public policy ..Economists tend to view their
professional role in the governing process as that of experts separate
from politics, value judgements, and other subjective and normative
factors." (Nelson 1987a page 49). Much the same can be said of academic
economists and the attempt to remain neutral technicians inevitably
makes economists irrelevant and ultimately excluded from practical
policy matters. Nowhere is this more evident than in local government.
Nelson argues that, despite their claims to be neutral, economists are
partisan advocates of efficiency and he argues that they should accept
that fact.

Economic theory makes the mistaken assumption that social values are
determined exogenously and simply have to be articulated by policy
makers. More realistically, social values emerge as part of a continuous,
adaptive interaction between all participants to the public expenditure
process. Economists should be part of that process, acting as zealous
advocates of efficiency. It is in this context that all-embracing abstract
economic models attaining the utopia of general equilibrium in a single
bound will inevitably fail in their practical implementation. Changes
will inevitably be introduced on an incremental basis in the light of



public discussion and the outcomes actually achieved, rather than those
expected by economists. Economists have to campaign tor efficiency,
using many of the same tactics as other interest groups. Economic
approaches should be policy relevant, sequential and adaptive rather

than an abstract, single-stepped mechanistic model for the achievement
of allocative efficiency. 'Big bang' solutions are simply not feasible.
Reforms must be introduced: gradt.ally in order to limit the damage from
any unforeseen outcomes or errors in the implementation process.

Qualitative arguments are more likely to be influential than overuse of
technical, quantitative models. Common sense combined with careful
thinking and intelligible writing, a knowledge of institutional detail,
service environment, the historical legal, political and cultural
framework, are all required in order to make relevant
recommendations. In this sense, economics is more of an 'art' than a

science’ in constructing arguments that policy makers can understand
and find persuasive.

[t is for these reasons that the thesis avoids an overly general abstraction
of reality. [t simply begins by laying a few ghosts to rest, namely that
public services must necessarily be provided free at the point of use
simply because they are public or because equity requires it. The
apparent mutually exclusive distinction between private and collective
choice is found to be both false and counterproductive in policy terms.
Charging for services is neither inconsistent with collective choice nor
with collective provision of services. Neither does it have any necessary
implications tor privatisation nor for market provision.

After outlining the rationale for charges within collective choice
mechanisms (Part 1), the thesis develops a coherent philosophy for
charging consistent with collective solutions (Part 2). That philosophy is
then applied to the range of local government services, practical
implementation taking account of differing service characteristics (Part
3).

The conclusion is that the widespread opposition towards increased use

of charges 1S misconceived, firstly because it mistakenly associates
charges with market systems and, secondly, because it believes that
charges are necessarily counterproductive in terms of equity. The
practical examples show how charges can be used as an integral part of

service delivery, securing increased access to and availability of services
to those for whom they are intended.



PART 1: RATIONALE




CHAPTER 1: ANALYTICAL FRAMEWORK

INTRODUCTION

Local councillors are elected locally to spend tunds raised largely by the
centre and this creates tensions of dual accountability. The result has
been an excessive preoccupation with the retorm of both local taxation
and central government grants (paid to local authorities). The aim of
successive reforms has been to improve accountability in the choice and
delivery of services. This preoccupation with grants and local taxes has
occurred despite the fact that Conservative Governments have regarded
taxes and public provision as inherently undesirable compared with
individual choices facilitated by prices in private markets. Whilst official
government documents openly conceded the superiority of service
charges linked to individual choice aver levels of consumption, further
progress on the issue has been desultory (Wilson 1991). By default, the
result of successive reforms has been the increased centralisation of local
government financing and a progressive narrowing of the local tax base.

These developments flew in the face of almost all academic comment on
the issue, the overwhelming consensus being that the cause of the
increasingly severe fiscal problems faced by local government was the
very narrowness of the local tax base (reviewed in Bailey 1991 and 1992).
The Government's emphasis on achieving accountability through
various permutations of local taxes and central finances is seriously
defective because the very nature of the problem has been misconstrued.
Accountability has come to be synonymous with relating payment to
voting rights or service use, whether by means of one or maore local
taxes. Much attention has been paid to the supposed distortions of local
government choices caused by the prevalence of subsidies to service
users which weaken the relationship between those who vote for, those
who pay for and those who use local government services. This then
leads, by implication, to the need to constrain 'excessive’ levels of service
provision, a quest which came to dominate the public expenditure
debate of the 198Us.

[n contrast to the successive reforms of grant systems and local taxes,
there has been a long and largely unproductive debate concerning
proposals for the increased use of charging for local government
services. This retlects a general suspicion on the part of service users and
providers that the intention is to curtail service provision and
development, an attitude enhanced since the later 1970s by the repeated



attempts to cut public spending and roll back the frontiers af the State
The expansion of local government service provision during the post
war period went hand in hand with the development of the welfare state
and was largely {though not entirely) predicated upon a commitment on
the part of successive governments to continued use of subsidies.
Proposals for the increased use of charges are seen as reneging on the
commitment to subsidy and positively exploitative of service users in
expecting them to ‘pay twice' for the service, through both taxes and
charges. Moreover, there is a general impression that the justification
for most local authority charges is simply that they are easy to collect,

rather than being based on any coherent rationale intended to promote
service provision.

Previous attempts to provide a coherent rationale for the increased use
of service charges have been poorly received by the generality of service
users and providers simply because they have been based on an
analytical framework analogous with market systems.  This is
particularly so in the case of the use of economic theory to determine the
optimal balance between subsidies and charges, the recommendation
always seeming to be to increase the levels of existing charges and to
introduce completely new charges for services that were previously
provided at no direct cost to users. Economic theory is often viewed as
esoteric if not arcane, an abstraction from reality based on a multitude of
untenable assumptions within an incomplete analytical framewaork.
Not surprisingly, it often leads to conflicting policy recommendations
and such contradictions are frequently exacerbated by the value-laden
stances adopted by economists themselves. kEconomics is not a pure,
objective, clinical science (if, indeed, such an approach were appropriate
to the policy-making arena) and the prescriptions of economists are no
more valid than those of other interested groups.

The lack of consensus about the role of charges for public sector services
is often seen as the inevitable outcome of conflicting views regarding the
equitable distribution of income. That distribution is affected by the
provision of free or heavily subsidised local government services as
much as by the levying of taxes on earnings and expenditures or the
payment of state benefits in cash. Hence, any increase in the role of
charging for local government services is often criticised on the grounds
that it promotes inequity since the poor are assumed to make most use
of these services. Those in favour of the increased use of charges often
challenge this assumption, arguing that in fact middle and higher
income groups receive the greatest benefits and that such groups are able
to pay for services such as leisure and recreation, public libraries, public



‘ransport and even education.

Economists usually seek toO avoid equity issues, regarding them as
judgemental, and economic analysis has singularly failed to resolve the
apparent tradeoff between equity and efficiency. Neoclassical economic
theory demonstrates that prices in unconstrained private markets are
clearly superior to non market planning systems in achieving an
efficient allocation of resources. Government intervention in the form
of subsidy is only required where private markets fail to achieve such an
efficient allocation. In other words subsidy is only justifiable in
efficiency terms in order to counteract market failure. fdowever, society
may regard such an allocation of resources as unacceptable in equity
terms and hence payment of subsidy may also be determined by political
considerations. Political factors seem to outweigh economic etficiency
considerations in determining the extent to which subsidies are paid in
practice. The scope for increased use of charges for local government
services is often regarded as strictly limited simply because they are
public (rather than private) services, primarily provided to promote
equity or satisfy basic human rights {eg access to schoaol education or to
information). Hence, the apparent irrelevance of economic theory in the
area of local government service charges arises mare because of the
failure to define the nature of "‘public' (as distinct from 'private’) than it
does because of the apparent deadlock between efficiency and equ ity

THE NATURE OF PUBLIC

In the literature of subjects other than economics there is a pragmatic or
commonsense view of the public sector. It is regarded as the outcome of
historical processes and political compromise, an evolving organic
institution which has changed in response to the imperatives of national
security and in the light of changing social expectations regarding the
welfare state and the appropriateness of collective action n an
increasingly diverse and complicated economic system. Such a pre-
theoretical interpretation of the nature of 'public is not shared by
neoclassical economic theory. Instead the nature of ‘public is
determined purely on theoretical grounds and becomes an accidental
residual of the failings of private markets to achieve an economically
efficient allocation of resources. The need for public and collective
action arises out of the limitations of private allocative processes and so
economics has an essentially negative rationale for government
intervention which is quite distinct from the more positive approach of
other academic disciplines. It also suggests that the appropriate scale of
government intervention will be reduced to the extent that government



policies are successful in promoting ettective competition ar to the
extent that ‘government failure' is greater than 'market failure' in
responding to the expressed demands of private individuals.

T'he efficiency justification for government intervention is therefore
based on two interdependent parts, first that markets fail to achieve an
efficient allocation of resources and, second that government
Intervention corrects rather than exacerbates the degree of allocative
distortion. Both of these conditions must be fulfilled for intervention to
be justitied; failure in just one rules it out. In general, allocative
efficiency requires the greatest possible output and the greatest aggregate
benefit to be derived from the finite level of resaurces available to an
economy. This will only be the case if a set of hi ghly abstract marginal
conditions are satisfied. Namely, it must not be passible to reallocate
either productive resources (such as Capital and labour) or the output
which is gained from their employment so as to increase the level of
economic wellbeing. Any reallocation which is necessary in arder to
satisty this condition can almost always be achieved within the market
system simply by using taxes and subsidies as required to adjust demand
and supply. This is the theoretical rationale for government
Intervention which is provided by economics and the nature and scope
of that intervention can, in principle, be determined by such technical
criteria. Hence, in this analytical framework, the essence of 'public' is
that it is merely the sum of actions necessary to correct private
distortions.

>uch a rationale for government intervention clearly does not explain
much of what governments and the public sector do. Neoclassical
economic theory provides at best only a partial explanation of the need
for a public sector. Similarly any economic rationale for the increased
use of service charges by local government set in allocative efficiency
terms is also partial. It delivers a concept of ‘public’ (ie those activities
which cannot be efficiently provided by markets lett to their own
devices) but it singularly fails to deliver a pricing methodology that can
be applied in the public choice context of local government. This is

because the essence of 'public’ is not adequately theorised

Moreover, economic theory also requires public sector decision rules to
yield the same choices as would result from the aggregation of
individual preferences. In other words public sector decisions should
mimic those of private markets after allowing for any of the technical
measures (1e taxes and subsidies) required to cope with market tailure. [t
voting systems fail to adequately reflect the aggregate of private wants



then government failure becomes quite profound in that it is no longer
simply a question of which institutional framework (private market or
public sector) can deliver a particular output at lowest social cost. Now it
is question about the legitimacy of providing particular (levels of)
services. The economics of both public choice and public pravision
suggests that collective action is something of a disaster area
Opportunism and the pursuit of self interest in a calculatively rational
way means that the users and praoviders of public services will always
seek to promote their individual interests at the expense of the collective
interest. Such behaviour ultimately leads to the inefficient and excessive
provision of services which are of relatively low value. This will be
exacerbated by the largely random decisions resulting from imperfect
voting systems. The analytical framework utilised by economic theory
yields a dismal appreciation of public and an overriding preference in

favour of private markets where competition and prices can be relied on
to avoid or minimise such distortions.

However, it could be argued that this perspective is the inevitable
outcome of taking private maximising market activity as the natural
order of things and then building the theoretical rationale for
government activity on that foundation. In other words markets are
natural, provide the most efficient institutional framework for the
growth maximising allocation of resources, and everything else is a
problem. But this is historical nonsense since private markets are a
much more recent phenomenon than collective action. [t also makes
two questionable assumptions: that the driving torce which pervades all
of man's activities is the maximisation of economic materialism and
that scarcity is a pervasive constraint on the availability of resources
required to facilitate that maximisation. However, it is arguable that
welfare is not directly related to one's ownership of resources (Or
praperty rights) and that psychological, spiritual and relational
(distributional) factors are of greater importance. Maoreover, the notion
of scarcity is cultural rather than naturally given: it is the social, political
and philosophical invention of classical liberal man,

On both a world and local scale the problem 1s not so much one of
inadequate production but rather maldistributed output. In other words
capitalism is based on an accumulative dynamic constrained by scarcity
leading to the bias in favour of economic growth which only the private
competitive market can deliver through specialisation according to
comparative advantage and cost minimisation through markets.
Economic efficiency is technical, mechanistic, free of cultural and
institutional context and therefore claims to be the universal positive




science aof economic behaviour. In fact orthodox economics has tailed to
progress from a highly sophisticated technical intellectual construct
towards a maore comprehensive and relevant model which combines the
socio/ politico and cultural contexts with ecanomic constructs (Preston
1992). The acclaimed market model is also institutional nonsense since
it is not markets per se which distribute resources but rather modem
corporations acting within the constraints imposed by the market
system. It can be argued that large corporations face many of the same
organisational problems as governments, even if they are subject to a
different set of constraints. The direct comparison of government with
markets is therefore methodologically invalid and leads to a distorted set
of conclusions which inevitably cast market systems in a favourable
light.

it 1s instructive to invert the conventional approach of standard public
finance textbooks which almaost invariably begin with a demonstration
of the primacy of perfectly competitive private markets in allocative
efficiency terms and then demonstrate the special and restrictive cases in
which government intervention is required. An alternative approach
would be to attempt to adequately theorise the nature of 'public' which
would yield a clear and unambiguous definition of what activities
should be undertaken by the public sector according to the set of criteria
derived. All other activities could, in principle, be left for private
markets to provide. The problem then becomes one of whether market
systems are competitive enough to deliver such outputs in an
allocatively efficient way. In this approach it is the private sector which
becomes the residual. The fact that markets could provide the service by
means of the price system does not necessarily mean that they should do

SQO.

[n practice it is not possible to define the essential nature of public nor to
draw such a clear dividing line between public and private. Nor is it
possible to adequately theorise either one, But this is precisely what the
standard pubilic finance textbook does with the result that it both distorts
the whole analysis of the public sector and also results in a presumption
in favour of pricing public sector services, the rationale for subsidy being
highly restrictive. Moreover, the emphasis on allocative efficiency
results in a largely irrelevant set of pricing recommendations simply
because the promotion of allocative efficiency is not the primary

objective of local government service provision Such pricing rules are
only strictly applicable to situations where both local government and

service charges are merely re ulatory arrangements to provide a

solution to the failure ot uncontrolled markets to attain allocatively



efficient configurations of production and consumption.

Use of the term 'charge' rather than ‘'price' mplies
politico/administrative rather than market control in such a way that
charges (and related subsidies) secure the publicness of the service
Economic theory consistently uses the latter term and allows public
sector prices only to have a role in allocative efficiency terms and
ultimately advocates relating prices either ta costs of provision or to
benefit received from the use of public services. The economic

prescriptions for charges have ignored the public choice framework
within which all decisions, including those relating to charges, must fit

Ihe efficiency rationale would select local gavernment for the provision
of services only if the net benefits of such an option exceeded all other
Institutional arrangements, including national or regional government
as well as the free market. For the same reasons, economists have also
pbeen preoccupied with the optimal size of local government
administrative areas in attempting to gain the benefits of economies of
scale (which serve to reduce average costs as the scale of output
inCreases). This perspective may be considered constitutionally inept.
Local government is not only a regulatory arrangement. [t promotes
pluralism, participation and public choice as well as the provision of
services, the so-called "4Ps’ (Young 1988). These are not mutually
exclusive roles. Local government's wide-ranging responsibilities for
service provision are thought to be a considerable incentive in
encouraging ordinary people to actively participate in public affairs,
whether for altruistic or self-serving reasons. Both maotives can be
accommodated within the pluralistic framework of local government
and both motives emphasise the need for effective mechanisms for the

exPression of collective choices.

[t has long been argued (by John Stuart Mill and others) that government
is concerned with the discussion of public ideas whereby democratic

deliberation (or deliberative government) identifies and develops
common interests in order to civilise the masses, constrain selfishness

and promote the pub]ic interest (Reich 1987). One of the criticisms about
imntroduction of the Community Charge (‘poll tax’) was the lack of time

allowed for public debate (John 1989) and this appears to be even maore
the case for introduction of its successor, the Council Tax. The emphasis

n deliberation has been superceded within economic analysis by the
idea that the pursuit of self interest can be relied on to promote the
public interest through the invisible hand' of market forces much more
effectively than deliberative democracy. These ideas were developed




Juring the Scottish Enlightenment by Adam Smith and others and
imply a minimal instrumental (rather than deliberative) role ftor
Government which is restricted to controlling the abuse of market

POWCT.

The prevailing view underpinning economic theory is that all
individuals (in both the public and private sectors) pursue their own self
interest and that the collective interest is simply the aggregate of
individual interests. The Government simply has to find this out in
order to maximise welfare. This narrow, mechanistic view of 'public
choice’ economics contrasts with the wider meaning of 'collective
choice’ within which tradeoffs of conflicting interests are both inevitable
and possible. Public choice theory identifies a democratic defect in that
voting systems necessarily fail to accurately represent the aggregate of
individual choices (see chapter 2). However, such problems arise from a
misrepresentation of government which is not simply a vote-counting
mechanism but is rather a dialectic forum in the Socratic tradition.
[deally governments are comprised of a set of individuals who can be
trusted to take the right decisions and whose decisions may not in fact
correspond to the aggregate or even to the majority of individual
preferences at the time the decision is made.

There is clearly a different meaning of the naturz of pub’c here

compared to the narrower economic meaning which allows no
deliberative role. This is despite the participation of economists
themselves in such deliberation and development of ideas for the
pursuit of the public interest and despite the obvious deliberative roles
of accomplished political leaders. There is an overdependence of
economic theory on static equilibrium analysis within the mechanistic

framework of public choice and a failure to recognise the dynamic and
interactive development of public ideas and collective wants and needs.

There is also insufficient recognition of time, place and quality in
collective choice processes. In the narrow utilitarian view there 1s no

recognition of the continuous dialogue and critical evaluation of exactly
what should constitute the public interest and, for this reason, the

conventional approach of economics is sadly lacking.

Time and place are important influences on the nature of public and
private and they make it impossible to determine a clear, categorical
definition of each sector that will stand the test of time. Instead, the

boundary between publiC and private is both tluid and hazy, not just in
terms of interest but even in terms of ownership (Dunsire et al 1988).

Victorian concepts of what was properly public differ quite radically from



those of today and reflect moral and paternalistic stances as much as
what the country is thought to be able to afford in terms of the supposed
tradeoff between equity and efficiency. These changing perceptions of
what is public have led to the rather confused state of policy for many
public services. lhe fact is that many services currently provided free by
local authorities have their origins in Victorian times and are sfill
largely predicated by the sets of socioeconomic circumstances and morals
of that period. Many of the changes to the scope and financing of the
public sector during the 1980s and early 1990s reflect a different moral
view of the rights and responsibilities of the individual. This has been

reflected in reforms of the welfare state in general and in reforms of local
government finance in particular

Iwo examples illustrate the point. First, the incoherent
conceptualisation of exactly what constitutes public housing, how it is to
pe delivered and how it is to be financed has led to the current confused
state concerning the determination of council house rents. There is a
proliteration of rent structures many of which arise out of the failure to
clearly differentiate public from private housing. Does publicness
necessarily entail subsidy? Does it also involve concepts such as the
quality and comprehensiveness of housing and related services as
distinct from the provision of bricks and mortar? Does it relate instead
to the characteristics of people occupying or eligible for council houses?
What are the implications for rental policy? A second example is the
nature of public library services. They were developed at a time of very
limited access to books but today books are relatively cheap, widely
available and there seems to be little differentiation between the types of
books in public libraries and those in private shops. Whilst there are
some differences in the characteristics of people frequenting public
libraries and private bookshops, there are also many similarities. Why
should one institutional form make free provision whilst the other

levies prices’

The very identities of public housing and public libraries are ‘under
threat' as the nature of publicness and privateness has changed over
time. There may still be a need for public libraries in rural areas and for
children's libraries everywhere in order to facilitate access to books in
hoth cases. But do affluent adults living in urban areas well served by
book shops necessarily require free public libraries in order to ensure
adequate standards of literacy, access to information etc? Does everyone
have a basic human right to sports facilities, to public libraries, to council
housing, to public transport or to any other public s_emcg? Does such a
right necessarily require such services to be provided free or heavily

10




subsidised? [n what circumstances do people have more of a nght to
these services compared with a right to a job, to adequate nutrition or to

an environment free of pollution?

Whilst economics can be criticised for applying an iInappropriate
analytical framework to the public sector at least it has a conceptually
clear framework and so has avoided the current confused and at times
anachronistic thinking underlying current charging policy in the local
government arena. The economic framework clearly needs
modification in order to be made consistent with the context of local
government. For example, ecanomic theory defines both public goods
and private goods in terms of their economic, rather than
adrministrative, characteristics of rivalry and excludability (see chapter 2)
Both are seen as highly abstract extreme cases and most outputs have
elements of both sets of characteristics as well as being subject to other
market imperfections. The distinction is based on technical
characteristics, in particular whether or not the output is marketable
This is simply a feasibility requirement in that those outputs that can be
efficiently provided by the private market should be so provided and
thase that cannot (eg because exclusion of nonpayers is impracticable)
have to be provided by the public sector, either directly as service
provider or indirectly as service facilitator or enabler.

However, this a necessary but not sufficient rationale for delineating
public and private. Of those services which could feasibly be marketed by
the private sector what other criteria are relevant to the decision
regarding which sector should provide them, if at all? Economic theory
neither determines whether a particular commaodity should be provided
nor at what level of output (eg nuclear defence or narcatic drugs). Nor
does it demonstrate which sector should provide any output. What it
does say is that under special sets of circumstances an allocative system
based on highly competitive markets is clearly superior to a nonmarket
allocative system if the commaodity is to be provided. The reason is
hecause the former has a more ettective policing mechanism for driving
out ineffiency, namely the threat of bankruptcy. However, whilst there
may be a presumption in favour of market systems where they are
technically feasible this does not exclude the possibility of such systems
being employed DY the public sector. The public sector is not necessarily
completely synonymaous with non-market allocative systems.

Both the public and private sectors require an institutional form in order
to engage In production and distribution. In the private sector it is often
the modern corporation. In the public sector it is government. There
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are two relevant questions, not just why does government exist but also
why do firms exist? The ‘invisible hand’ provided by the private market
requires a corpareal entity to allow it to function. [he choice then
becomes an empirical question about which corporation (firm or
municipal) is the maost efficient in terms of resource costs. This is the
fundamental question underpinning the privatisation debate in that it is
often argued that nationalisation is less effective at securing the public
interest than is regulation of newly privatised former public utilities
This is essentially an empirical question regarding the efficiency of
different institutional forms, not of market versus nonmarket allocative
systems. It is argued that political interference distorted both decision
making and the policing mechanism within the public sector with the
result that both management incentives and the policing function
provided by the threat of bankruptcy or takeover were severly distorted
or nullified. There is a presumption that the transter of property rights
to the private sector will reinstate such incentives and imperatives.
Even if this is not strictly true, for example where a former public
monopoly becomes a private maonopoly, it is argued that the latter is
easier to control by means of regulation. Such a perceived need for
continuing control through a regulatory framewaork effectively admits
the continuing public nature of the industry and the need to ensure
minimum standards of safety, availability of service, quality of output,
acceptability of tariff structure and so on. Publicness does not necessarily

require provision by the public sector.

Hence the form of institution and the mode of intervention are cruciat
to the public - private debate. It is not just a question of which sets of
abstact criteria give a particular service publicness or privateness, it is
also an empirical question regarding the efficiency of the particular
alternative organisational forms which could be used for service
delivery. The major public utilities such as gas, electricity and water are

no less public and no more private simply because ownership rights
have been restructured by privatisation. All continue to have the

essence of publicness in that they are crucial to the wellbeing ot the
nation's citizens. The same could be said for other services such as

leisure and recreation, education and health irrespective of how property
rights are organised. Publicness 1s not the sole prerogative of a particular
<ot of services, it is simply a concern for access and quality which goes
beyond the purely selfish needs of the individual. It implies some torm
af deliberation about what is proper rather than simply assessing what

the populace of consumers demand

The nature of public is therefore not defined in terms of a particular set
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Of service characteristics (the approach adopted by economics). Noris it
defined on the basis of services being on the 'commanding heights' of
the economy (a phrase used to jusify nationalisation). The nature of
public is not to -be found in either technical or relative criteria. Rather
the nature of public is the need for deliberation and reconsideration of
the app}opﬁaterless of uncontrolled outcomes. On the one hand the
nature of public is conceptual and abstract and crucially dependent on
the particular set of socioeconomic conditions and the moral values
which exist at any one point in time. On the other hand the nature of
public is also pragmatic and institutional and depends on technological
and organisational imperatives. Public is not simply that which cannot
be private. Nor does public necessarily require a complete rejection of
the market system for a particular set of services in whole or in part.

Nor does public require public ownership as distinct from control. Nor

does it deny the use of charges

Hence the belief that public services are in some sense distinctive,
sacrosanct and should therefore be free at the point of use has no
legitimate analytical base. Rather, continued subsidy is usually justified
in terms of initial endowments, ie that those people who have received
services free in the past shauld continue to do so in the future. Or that
since services have been provided free in the past they should continue
to be so provided, even to future users whose circumstances may be
radically different from those of previous users. Or that charging for
services would in some way destroy their very publicness. Or that free
services in some way promote demaocratic decision making, enshrine
canstitutional ar God-given rights ar are essential to the fulfilment of a
meaningful life. None of these rationales has any intellectual base in
terms of the nature of public. Instead they are based on custom and
practice and this is the real objection to the increased use of charges,
simply that the major local government services have almost
exclusively depended on tax-financed support. There is of course a
legitimate concern for the welfares ot those service users who would be
adversely affected by an indiscriminate move towards the increased use
of charges. However, this does not preclude consideration of charges
where they promote rather than detract from service objectives. It is
those abjectives (implicit of explicit) which encapsulate the nature of
public, not the form in which the service is organised nor the way in
which it is financed

[ndividual/private and collective/public actions are not necessarily

mutually exclusive.  Hirsch (1976) argues that the familiar dichotomy
between individual and collective provision is false because an
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nereasing proportion of consumption in developed economies has a
public or sacial aspect rather than an individual aspect. The beggar your
neighbour approach of economic liberalism leads to frustrated
competition because what one can achieve, all cannot. With increasing
congestion of private markets and the scramble to keep ahead of others,
private behaviour loses its advantage over collective behaviour in
satistying individual preferences. Hirsch argues that selt interest only
Operates effectively in tandem with some supporting social principle, as
recognised by Adam Smith and John Stuart Mill. Such built-in restraints
are derived from morals, religion, customs and education. Reisman
(1990) adds sentiments, sanctions and formalisation. These serve toO
constrain 'free riding' by requiring individuals to obey the spirit as well
as the letter of social rules and so connect individual and collective
rationality.

Publicness is simply a collective concern for quality and availability of
service. Whilst deliberative government denies the primacy, naturalism
or superiority of unconstrained markets it does not suggest an inherent
conflict between publicness and charging. What it does suggest is that
the perceived contlict between allocative efficiency and equity as the
descriptor of the public-private split and the consequent rejection of
increased use of service charges is false. The preoccupation with
efficiency and equity issues has led the debate down a cul-de-sac _Father
than analysing potential local government service charges in terms of
the extent to which they promote allocative efficiency or equity, it is
more productive to analyse them in terms of whether or not the
oromate the publicness of services by enhancing quality and accessibility.
This is the analytical framework adopted for the analysis in subsequent
chapters. First, however, it is instructive to illustrate the enormous
palicy confusions which have arisen from the adoption of the
neoclassical economics analytical framework and hence assess the
potential contribution ot the alternative proposed in this thesis.

INAPPROPRIATE ANALYSIS: THE FAILURE OF THE POLL TAX

The concept of incentives has underpinned many of the public sector
reforms during the 1980s and early 1990s, ranging fram taxation to social
security and from privatisation to deregulation. The rationale for
replacement of the local domestic property tax (‘rates’) by the poll tax in
1989/90 was based on both equity and incentives. The incentive
companent relates to the widened tax base and the incremental costs of
locally determined expenditures. The poll tax attempted to make every
voter aware of the costs of voting for higher levels of service provision
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by requiring every resident adult to bear some of the costs. The
Government regarded this as more equitable despite the predicted and
well-documented impact of the poll tax on low income groups and
problems of principle, practice and implementation (Midwinter and
Mair 1987, Bailey 1987 & 1988b, Smith 1988c). It was argued that too
many people who both used local government services and could vote
tfor increased provision were making an inadequate or even no local
contribution through the former property tax. Payment for services was
neither related to their costs nor to the benefits they bestowed upon
users.

Increased accountability seemed to mean reduced expenditure (Martlew
and Bailey 1986 & 1988, Smith and Squire 1986, Ward and Williams
1986). The fiscal incentive of the poll tax to exercise discretion when
voting was strengthened by the lump sum nature of both
intergovernmental grants and of the revenues from the local business
tax. This meant that voters had to bear all incremental costs arising from
local discretion over service levels. However, an individual's takeup of
service provision depends on the balance between personal benefits and
personal costs. For those groups facing increased local tax costs as a result
of the substitution of the poll tax for domestic rates there were two
options (ignoring evasive nonpayment). First, they could themselves
vote for expenditure reductions and also attempt to persuade the
majority of other voters that a reduction in service levels, and therefore
local tax costs would be worthwhile. This would have little chance of
success because any tax reduction would be so widely spread that
personal savings would be small whereas service reductions would, by
their nature, tend to be concentrated on particular groups of people. If
voters are generally risk averse then they will be unwilling to risk a
potentially substantial loss for a small certain gain. This would even
apply to some services which they do not directly use themselves,
namely where there is an option to use them should the need arise.
Examples are school education (for voters who intend to start families in
the near future), care of the elderly (for those families with ageing
parents who may need care at some point in time) or police protection

(for those who feel at risk).

Secondly, they could attempt to seek compensation for their higher local
tax costs by seeking to increase their consumption of local government
services. The demand for local government services depends on tax
levels actually paid by individuals relative to both the benefit of service
received and the previous distribution of tax liabilities. The
redistribution of local tax burdens upon introduction of the poll ta
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generally made more affluent households better off and low income
households worse off than they otherwise would have been under
domestic rates. This could be expected to lead to a preference for higher
levels of service on the part of high income groups (since the average
cost to themselves has fallen) and also a demand for better services In
poorer areas (now that they are paying the same as higher income
groups). Previously, property tax liabilities depended on the rental value
of the property occupied by the local tax payer. Such values tend to be
lower in rural areas than in urban areas and lower in deprived urban
areas compared with affluent suburbs, even within the same local
authority. If lower property tax payments are positively associated with
lower service levels on an areal basis, replacement of that tax with a tlat
rate poll tax is likely to lead to demands for uniformity in service levels.

Hence, a more uniform poll tax increases (rather than reduces) the
incentives for service expansion. |his rather unexpected result arises
because of the failure to compare the new tax system with the one i

replaced within a collective or group perspective. The analysis of the
1986 Green Paper which proposed the poll tax (Cmnd 9714) was set in

terms of individual/private market rather than collective/public
nonmarket incentives and so, not surprisingly, it concluded that an
increased coverage of local tax liability would necessarily result in
increased fiscal restraint. This individualistic, market perspective also
underpinned the 1986 Widdicombe report's conclusion of a lack of
relationship between those who vote for, those who pay for and those
who use local services (Cmnd 9797). The whole concept of group or
collective behaviour was ignored and this is what made the official
name for the poll tax so ironic, namely the '‘Community Charge'. In fact
the rationale for the tax was almost totally lacking in any concept of
community or collective behaviour. Its basic premise was that people
would respond to the change in tax liability much in the same way that
individuals respond to changes in market prices, ie that demand is
inversely related to price. This market analogy was misplaced in
contradicting rather than complementing the set of incentives found in
collective situations and it led to the introduction of a set of wholly

Inappropriate policies.

The main point being made here is that the very nature of collective
choice provides a structure of incentives which will remain the same
irrespective of the nature of the local tax. As long as collective financing
is combined with individual and rival consumption of services any tax
reform at the local level could not achieve the expenditure constraint
required by central government. This applies as much to local income
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Or property taxes as it does to a poll tax The rationale for the poll tax
failed to incorporate this fact into the logic of its analysis. In fact, instead
Of widening the spread of local financial liability through the poll tax, the
Opposite course of action was required, namely relating extra payment to
additional use of services. This policy error arose because of the
preoccupation with a tax-based solution and ‘he confusion of collective
decision making with collective consumption of services. Consumption
1S Oon an individual basis irrespective of whether or not there are benetits
to other members in the group.

Hence, it is not self-evident that the widenin g of the local tax base would
necessarily lead to expenditure restraint on the part of voters. This
would only be the case if those services were provided under market
conditions and all decisionmaking, consumption and payment was
undertaken on an individual basis. In other words the poll tax would
have to be perceived as a price or charge directly related to service use
rather than being seen as a compulsary flat-rate tax unrelated to takeup
of services. Perhaps this explains the Conservative Government's
reluctance to accept the popular pseudonym 'poll tax’ and its strenuous
attempts to make the official name 'Community Charge' stick.

The official view was that the payment was to be interpreted as a pseudo
market price which voters were free to respond to by voting for service
changes just as they would express demands for goods in private
markets. Perhaps the Government lacked the courage of its own free
market convictions in that, whilst it believed that only unfettered
markets can promote efficiency it was not wil<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>