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1. LACK OF COMPETITION

FACSIMILE:
(03) 5522 2290.

Costs to the community often outweigh the benefits — Councils are faced with

T . : - ) AUSDOC:
significant infrastructure funding shortfalls and any non-efficient use of funds is  px 30509,
not to be tolerated. PORTLAND.

2. IMPACT OF SMALL TOWNSHIPS

Council historically are both major consumers and major employers in small
rural townships.  Competition policy, combined with CCT & Council
amalgamation (in Victoria) has placed further pressure on the viability of small
rural communities.

3. COMPLIANCE COSTS
In many instances the cost of compliance outweigh the actual benefits paid.

4. NCP - DIVIDEND

4.1 The Glenelg Shire Council NCP Dividend
1998/1999 = $54,000.00 or $499,000.00 over five years.

4.2 The % share of the NCP dividend paid to Local Government is
too low.

4.3 Local Government as an industry has accepted the challenges

presented by the legislation.

Frank Draft point for your consideration
Need to fax them tomorrow.
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“The Competitive Edge"

Introduction

Competition policy has become a pervasive instrument of public sector change in the
late 1990s. In Victoria, the local government reform program - post-amalgamation -
has been dominated by the application of competitive theory to the local government
service system. This has been manifested in three primary forms: firstly, in the
legislative requirement that the 78 Victorian councils subject a minimum of fifty
percent of their operational expenditure‘ to competitive tendering (compulsory
competitive tendering), secondly, in the allocation of an increasing proportion of State
government programmatic funding via a competitive process, and thirdly, in the
National Competition Policy requirement that local government practice conform to

the principles of competitive neutrality and Trades Practice Act compliance.

The extensive application of competition policy to the public sector represents a
landmark change in the organisation and provision of public services. Relatively little
is known, however, about where this major policy direction will lead and about its
medium and long-term impacts. While most of the focus in competition policy thus far
has been on the financial and economic outcomes of the reform process, there has
been renewed interest, in recent times, in the broader impacts of competition policy
initiatives. This is reflected in the Australian Senate's recent inquiry into the Socio-
Economic Consequences of National Competition Policy and in the Productivity
Commission's present inquiry into the Impact of Competition Policy Reforms on Rural
and Regional Australia.

This report is based on the findings of a research project carried out in three
municipalities in western Victoria, involving interviews with key figures in the councils
in November and December 1998. The aim of the research was to explore how
individual councils had prepared and positioned themselves to meet the challenges
of competition policy, in particular the competitive neutrality and Part IV Trade
Practices Act requirements of National Competition Policy. And to identify how these
policy initiatives had impacted, thus far, and are likely to impact in the future, on the
organisation and operation of the local authority, as well as on the local community.
In addition, the researchers asked each of the councils for their assessment of any
changes that had occurred in the provision of public infrastructure and essential

services in their municipalities by other agencies as a result of competition policy.
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The three selected Western Victorian municipalities represent different geographical,

historical and structural conditions, and in effect, different economic micro-climates:

Council A:

Council B:

Council C:

provincial centre/regional nub with a reasonable level of growth
(1-1.5% annually) and with relatively diverse commercial and
industrial sectors.

declining manufacturing sector and experiencing mixed
agricultural fortunes (eg. buoyant dairying sector in the south of
the municipality contrasting with depressed wool production
sector in the north).

agricultural sector dominant and largely composed of wool and
beef production (with the attendant vagaries of these
industries), and centred around a declining sub-regional
service centre.

Summary of Major Findings

Research has shown that the metropolitan experience of competition policy differs, in

a number of significant respects, from the non-metropolitan experience (eg. Ernst,
Glanville & Murfitt, Breaking the Contract?, 1997). From this study it is clear that the
encounter with competition policy varies between individual non-metropolitan

councils as well. Most notably the experience of the provincial city municipality is

different - in a number of important ways - from the experience of the other two

largely rural municipalities.

While all three municipalities are meeting their competitive targets (under the CCT

legislation), they could be seen to represent different positions on a continuum of

commitment to competition policy and in their structural response to it:

High Medium Low

Council B Council C Council A
declining manf. & mixed ag. declining agriculture/service centre provincial centre
separate provider unit separate provider unit no clear c/p split
(established late 1996) (established early 1998)
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: }Majb" Fmdings .'ahl’csompetiti\oh Policy & Rural Local Government

framework but different models and operating phllosophies
mpllﬂed in the different approaches aclopted across the

competitlon ,ln many servi'cé areas was a common phenomenon Rural
munlclpalities:in: Westem V'ctorla are in this sense on the comgmve edge.
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1. Implementing Competition Policy

The introduction of competition policy has been accompanied by a number of major
changes to the traditional structures and processes of local government. These
changes include organisational restructuring aimed at separating the policy-making
and purchasing (client) functions of local government from service provision
(provider) functions, and the establishment of new financial costing and accounting
mechanisms designed to ensure probity and competitive neutrality in the awarding of

council contracts.

A series of measures have been introduced over the past four years in all three study
councils to meet the structural and procedural requirements of competition policy.
Compulsory competitive tendering has been the primary driver of these changes,
although meeting the requirements of National Competition Policy has become more
important over time and has produced its own demands for change, notably in

financial costing and accounting.

A common complaint of Victorian local government is that compulsory competitive
tendering has been introduced uniformly and according to a common template
across Victoria, regardless of the obvious economic, social, historical, cultural and
geographical differences that exist between many of the 78 municipalities in the
state. The three municipalities in this study reiterated these concerns. Interestingly,
however, the standardisation characteristic of the model of CCT adopted in Victoria
has not necessarily produced a "standard" response to the structural and process-
related challenges of CCT. This is reflected in the restructuring measures introduced
in the three study councils.

All three councils have a form of client/provider split (as required by the Victorian
Office of Local Government), but in two of the councils modifications have been
introduced to the "pure" client/provider split. Council A has explicitly eschewed a full
split and the division of the organisation into client and service provider sub-parts.
Although Council C has formally restructured its organisation along client-provider
lines, its operationalisation of the split is more fluid and pragmatic than its
organisational chart - and indeed the textbooks - seem to suggest. Council B, in
contrast, has adopted fairly literal and strict approach to the client-provider split.
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The major reason for not implementing a full client-provider split, according to the two
councils concerned, was that they did not want to lose control of a vital part of council
operations. This view was captured by the Chief Executive Officer in Council A who
stated that, in the pure client/provider split, you have all the responsibility but none of
the right to intervene.

Other comments on the separation of the client and provider functions of council

included:

the client/provider split is necessary, but it needs to be very carefully
managed as there is real potential for division. (Council C)

the split caused difficulties..the “them" & "us" consequences are harder to
manage. (Council C)

we are a small council and there is only one accountant in the organisation,
but on client side..there is a lack of financial skills on the provider side, so we
have to be practical about how we manage the divide and deploy our
resources. (Council C)

we resisted a pure split..years of experience have been built up in planning
services and in managing specialist staff and we didn't believe that the
business logic was there to support multi-functional business units. (Council
A)

the community has the expectation that we are one organisation..also under
the full split you start to develop competing territories. (Council A)

In contrast to the other two councils, in Council B there is an explicit commitment to
all staff being on one side or other of the client-provider divide (the only person who
plays both client and provider roles is CEO). The split was effected with a clear
purpose in mind: we wanted to create a cultural split as well as a physical split..want
Council B Services to develop a culture of its own and it was achieved with a
minimum of tension. And the commitment to the new organisational model is likely to
be enduring: even if Labor won the next election we might retain our split, there are
advantages in clearer job functions and in working to a contract at fixed cost. At
Council B, the client side carries out its work also under a form of “contract" (ie. work
agreements are reviewed every two years and are “contestable” in that costs are
benchmarked against other councils) and the provider manager is involved in

reviewing these client service “contracts".
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In two of the three councils, structurally separate provider businesses have been
created, whereas in the provincial city council (Council A) the traditional unitary
structure of local government has been essentially retained. While both Counci! B
and Council C have set up separate provider entities, there are some interesting
differences in the operating philosophies and approaches of the two provider arms.

These are summarised in the chart below.

- ‘Cahtra'stiﬁg"s,tyles.of Prb_vidéf Business in LocalGovemment

mltted to the pnnmple &
as a State government

It was acknowledged by both councils that the present composition of the provider
unit boards created the potential for conflicts of interest to occur (although clearly this
is more likely to be a problem in Council C than Council B). However, as long as the
provider entities remain council businesses (with the council ultimately being
responsible for their commercial and practice behaviour), elected councils will
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necessarily wish to have a role in their major business decisions. As one councillor
stated councillors are on both sides of the client/provider divide and we have a role in
both camps.

With the advent of National Competition Policy, local government in Victoria has
been confronted with an overlay of requirements and accountabilities, in addition to
those that attended the introduction of CCT in 1994. Every in-house tender bid is now
required to conform to the competitive neutrality provisions of National Competition
Policy and this has meant that councils have been required to achieve new levels of
financial accounting sophistication and precision, particularly in respect to the
calculation of rates of return on assets and tax equivalents. All three councils
believed that they were still up-skilling themselves to meet the challenges of these
new requirements.

Fulfilling the provisions of competitive neutrality has added 6-10 percent to the cost of
in-house bids. This has had the immediate effect of making external bids "more
competitive" with in-house bids for service contracts. Although the councils could see
the benefit of the competitive neutrality test, in that it revealed a closer approximate
to the true cost of in-house provision, they all complained that local government was

hamstrung to an extent in fully competing with the private sector:

how much flexibility does the in-house provider have to compete with the
private sector?..there is a capacity in private sector tenders to bid tactically &
to bury their prices. (Council C)

the rules prevent us from operating as a business, for example it is normal
business practice to wear a loss on some jobs..if we are going to be
hamstrung then we should strategically be moving to outsourcing. (Council A)

we have none of the flexibility of private businesses..we can't loss lead and
we can't apply for Commonwealth R&D grants, for example. (Council B)

The structures and systems put in place in the three councils to meet the obligations
of CCT have been developed and driven by senior management, with the elected
councillors playing, at best, a marginal and supporting role. It was suggested in one
council (and partly affirmed in the other two) that a latent tension exists between
senior council officers and elected councillors over the management of the tendering
process and the implementation of competition policy:
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the tender panels [made up of senior officers and usually at least one external
expert] use the criteria of price and performance quality in forming their
recommendations about the winning bid, whereas councillors are applying a
broader set of criteria..what hasn't been tested is whether Council should
apply a broader test or simply stick to the competitive test of price,
performance and quality..councillors now wear two clear distinct hats and
they can't come to grips with having to make those tough decisions. (Senior
Manager)

Councillors are increasingly mindful of the social implications of contracts
going elsewhere..we are just starting to see the need for this as up until
recently it has been relatively straightforward..the importance of local
knowledge - and the possible loss of this - is critical and needs to be factored
into tender decision making. (Councillor)
There is scope under National Competition Policy for governments, including local
councils, to apply a public benefit test (based on a form of cost-benefit analysis and
utilising social, environmental and other non-economic criteria) to decisions on
competitive tendering; although the valiue and potential of the public benefit test is not
well understood in Victorian local government. None of the councils under study have
formally used - or even apparently countenanced the use - of the public benefit test
thus far in their decision-making on competitive tendering. Nevertheless, it appears
that elected councils are in some instances adopting an approach to the awarding of

service contracts that consciously, or unconsciously, incorporates elements of the

public benefit test (as the inset case study below illustrates).

: . y
might result ln prival e bidders,» ! ,
what Is already limited competition (le. ;
not worth. puttln the work into preparing atender in l!ght of this case).with as
e ,dverse outcomes for ratepayer value-for-money. - =

Page 8



“The Competitive Edge"”

2. Competition.between the idea and the reality

A central premise of the theory of competition policy and competitive tendering, as
applied to the public sector, is that the advent of competitive forces in hitherto
public service monopolies will raise efficiency to new levels and drive down the cost
of service provision. However, the realisation of these policy goals is likely to be
inhibited if, for whatever reason, there are defects in the mechanics of competition. In
the view of most of the respondents in this study, there are clear defects in the
mechanism of competition in rural municipalities in Victoria: rural and regional
municipalities have traditionally had a fair degree of contracting, but there was not a
lot of competition..in rural areas there is relatively little competition and most
contracts have been awarded in-house.

While there were some differences in perception about the actual level of competition
for local government contracts in rural areas, depending on which side of the
purchaser/provider divide the respondent worked (ie. senior staff from the provider
side had a sense that external competition was stronger than senior staff from the
client side of the organisation), a number of common trends was evident across the
three municipalities. These general trends in competition at the local level were
expressed by respondents in the following terms:

s reasonable levels of competition exist in the area of procurement (eg. plant
& machinery, liquid fuels), but there has been little - if any - competition in
areas such as road maintenance works, waste disposal and community
services.

= the degree of competition that exists seems to be related to the complexity
of task involved - the greater the complexity, the less local competition there
is likely to be.

= the further the service contract work is from a regional centre, the less
competition one is likely to encounter.

Opinion was divided about whether substantially greater levels of competition will
exist in country municipalities in the future, although there was agreement that each
successive round of competitive tendering is likely to bring new competitive
challenges, as private contractors become more interested and more familiar with the
competitive tendering process: potential tenderers are starting to ask smarter
questions..it is going to be much harder next time around (Council A). Two of the
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councils expressed concern about the danger of loss-leader bids to get foot under
the table and a real potential for private service monopolies to develop in the future.

All three councils gave competitive tendering, and competition policy more generally,
a mixed "report card". Each of the councils acknowledged that there had been gains
to the organisation as a result of CCT, although competition per se had rarely been
the driver of these positive changes. Conversely, the councils identified a clear down-
side of CCT. In weighing up the benefits and costs of CCT and its complementary
structural changes, only one of the councils concluded that on balance thus far that
the benefits outweighed the costs. The specific views of the councils are set out in
the two charts below.

‘abaut‘ offici

it has bee‘ {

lt has crea ed oppo . unmes for "go get ‘'em” type peaple but thls greater opporfumty
needs to be balanced a | against the culture of insecurity (Counctt C) -
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in terms of working conditions, many staff are better off and there have been gains to
uctlvity & erx:thtly Counc:l hasn't saved much money but

mumttes (in all areas of
v model (Council A)

titive process

are. taken mto
ﬁ anagement-- e

anage staffandthe:r workloads and there is reduced |
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the lowest paid workers (eg home carers) have had to reduce their wages (through

changed classifications) in response to the potential threat of Stlver Ctrcle [descnbed
as the home care benchmark] (Councﬂ A) o .

it may creaf{ : g o in the Infonnatlon loop between the cllent and provzder s:des
(Councﬂ B) : , . .

it uses standards to P ly a ross the state, 1rrespecttve of size of ]Ob locatlon
etc..this drive for umfonmty ends up costmg more (Council B)

there has been a real Iack of competmon in rural areas and a Ioss of service capacity
»w1thm counc:ls , : Sth

e

we've lost some of our sac:al cap/tal potentlaliy there w:ll be a blg fall off in voluntary
activity (Counc;( A) : ' :

lncreased user charges have. had:a negat s'";of.ja-.c"ir_ci_)p' pf( m

init's r‘;gi.@mmunity that

prohtbif ﬂnancial commltment
OF _"can't make

Jack of jobs
ing loyalty as
lo] idn,ft have
much ofa clue but he

rather than

ﬁthere has bee rathe
ad fo less regional

sharing resources ¢ ‘a coupie ol munici
cooperatton and reso__ e sharing i
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3. Competition policy and the future of rural communities

The extensive application of competition policy to the public sector represents a
watershed change in the management and provision of public services and presents
new and significant challenges to the practice of contemporary governance. All of the
study councils alluded to the fundamental nature of the changes occurring in the
structure and delivery of public services and they identified a number of key issues
arising from this process of change. These issues were: the impact of competition
policy on rural communities, the implications of the new model of governance for
rural local government, and the effects of competition policy and restructuring in other
service systems, particularly public utilities.

While it was recognised that competition policy was but one relatively recent input
into the on-going process of rural restructuring in Australia, there was the view across
the three councils that, on balance, competition policy is likely to have an adverse
impact on rural municipalities and rural communities, unless it is mediated and
moderated in some way. It was argued that a centripetal force was operating in rural
areas, where larger regional centres were growing at the expense of everything
around them - drawing in both people and services - and that this was being
encouraged by State government policy. The extensive application of competition
policy, especially over a period of time, could well accelerate this centripetal dynamic,

as local jobs and local service centres are lost to regional centre competitors.

Economies of scale and scope are significant elements of modern competitiveness
and local level service providers are at a distinct disadvantage in this regard
compared to their regional centre (and metropolitan) counterparts. Two of the three
municipalities have experienced substantial loss of employment - and population -
over the past decade and there was concern that further reductions in the local
employment market (and the workings of the negative multiplier effect) could push
these communities below the threshold of economic and social sustainability.
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Victoria has been in the vanguard of using competition policy as an instrument in the
reform of local government practice. And although the councils readily identified the
benefits of this reform process (as the previous section indicated), they also
expressed caution about the value of these changes for the longer-term health of
rural local government in the state. The following chart captures these views on the
role and function of local government.

implications of compefition pol:cyfor the role, of iocal government

sental functions are no
dmimstretrve ‘support &
management group.

Under full cost recovery, the suppo' ‘and.a
longer viable - historically Council:
management to other agencies eg. reg nal wa:

Once were out fservlce delivery we ‘

CO(mciIlors re obselete they have_ very litt open
capacity..the way things are going we ¢ ould- reduce it (ie. iocal gavernment
administratlon) to a dozen or so people 34 ,

! nt is not simply « driven 1by oo " me: ' eiicritena- there are some
deliver ) you area communrty .
eee, possrbly in those

Counciliors and’ client" in its focus),
committees (eg the art gallery) are be
has an lmpact on volunteerism, whi
municlpality o

i,_'l drsfranchised.. this
e strong in our

There is the. unresolved issue of governance in aii this. what is council's role"
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The Victorian government and the architects of National Competition Policy identified
public utilities (telecommunications, energy and water) as a high priority target for
restructuring and the councils commented on aspects of the public utility reform
program as experienced in their local communities. Two of the early trends which
drew particular comment were (i) the loss of locally-based employment in the public
utility sector as a result of rationalisation and retrenchment and (ii) the closure of
local service depots and service outlets. This has had the consequence according to
one council of adding impetus to rural decline, which results in the loss of people and
leaders out of the area. In the view of another council, the centralisation of public
utility operations, in the wake of the closure of local service centres, has made it
more difficult for the council to liaise with public utility providers:

private and centrally-based utility companies don't really understand regions,
distances and travel times..they are applying performance targets that aren't
realistic and that have no sense of geographical reality..we find it increasingly
difficult to deal with Powercor, you don't know anyone any more and
anonymous telephone contact is unsatisfactory.

Interestingly, it was suggested by one council senior manager that the
microeconomic reform program, which has been pursued particularly zealously in

Victoria, has had a residual - and possibly long-term - impact on community attitudes:

there has been a hardening of community attitudes..there is less concern
about and response to closing things down..indeed the current climate
encourages some people to see retrenchment and closure as the "natural”
response to problems..the opposition to microeconomic change has
weakened and there is a readiness to accept the rationalisation of services.

Amongst the councils there was some anticipation that the tight reins of competitive
tendering in local government wouid be relaxed by the Victorian government in the
near future, with possibly greater emphasis being given to the more flexible concept
of best value. Also significantly, none of the councils favoured the full corporatisation
of their provider businesses in the future, with one of the councils arguing that there
is no point in corporatising a public service.
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