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Foreword

In Western democracies systems of checks and balances built into
government structures have formed the core of good governance
and have helped empower citizens for more than two hundred years.
The incentives that motivate public servants and policy makers—
the rewards and sanctions linked to results that help shape public
sector performance—are rooted in a country’s accountability
frameworks. Sound public sector management and government
spending help determine the course of economic development and
social equity, especially for the poor and other disadvantaged
groups such as women and the elderly.

Many developing countries, however, continue to suffer from
unsatisfactory and often dysfunctional governance systems includ-
ing rent seeking and malfeasance, inappropriate allocation of
resources, inefficient revenue systems, and weak delivery of vital
public services. Such poor governance leads to unwelcome out-
comes for access to public services by the poor and other disadvan-
taged members of the society such as women, children, and
minorities. In dealing with these concerns, the development assis-
tance community in general, and the World Bank in particular, are
continuously striving to learn lessons from practices around the
world to achieve a better understanding of what works and what
does not work in improving public sector governance especially
with respect to combating corruption and making services work for
poor people.

This series advances our knowledge by providing tools and lessons
from practices for improving the efficiency and equity of public

ix



X Foreword

services provision and for strengthening institutions of accountability in
governance. The series highlights frameworks for creating incentive envi-
ronments and pressures for good governance from within and beyond gov-
ernments. It outlines institutional mechanisms for empowering citizens to
demand accountability for results from their governments. It provides prac-
tical guidance on managing for results and on prudent fiscal management.
It outlines approaches to dealing with corruption and malfeasance. It pro-
vides conceptual and practical guidance on alternative service delivery
frameworks for extending the reach and access of public services. The series
also covers safeguards for the protection of the poor, women, minorities and
other disadvantaged groups; strengthening institutional arrangements for
voice and exit; methods of evaluating public sector programs; frameworks
for responsive and accountable governance; and fiscal federalism and local
governance.

The Public Governance and Accountability Series will be of interest to public
officials, development practitioners, students of development, and those
interested in public governance in developing countries.

Frannie A. Léautier
Vice President
World Bank Institute



Preface

Globalization, localization, and information revolution are
empowering citizens to demand accountability from their govern-
ments. For such accountability to be an effective tool, a framework
for measuring government performance for public services deliv-
ery is required. This book provides tools of analysis for measuring
performance for the whole of government and for various levels of
government, as well as for important individual sectors such as
health, infrastructure, and local and municipal services. The book
also draws lessons from performance measurement systems in
industrial countries.

The underlying framework presented in this book addresses two
overarching issues: (a) whether the public manager is doing the right
things—that is, delivering services consistent with citizen prefer-
ences; and (b) whether they are doing it right—providing services
of a given quality at the lowest tax cost to citizens. To answer these
questions, the book operationalizes the following empirical tests:

Efficacy test: What is the extent to which the public programs
meet stated goals?

Efficiency test: Are public services being delivered in a least cost
manner for a given quantity and quality of services?

Alternate service delivery test: Is the access to public services being
expanded with appropriate partnership or contractual relation-
ships within and beyond government? What activities or pro-
grams could be outsourced in whole or in part to the private or
voluntary sectors?

Money’s worth test: Are the public funds being put to their best use?

Xi
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Applications of the above tests are expected to enable government managers
to conduct self-evaluation of their achievements in creating public value and
to provide other stakeholders with a frame of reference for judging govern-
ment performance in delivering public services. Such a spotlight on govern-
ment performance is expected to yield improved delivery of and access to
government services in developing countries.

I am grateful to the Swiss Development Cooperation Agency for their sup-
port, and to the leading experts who contributed papers; together they have
made this series possible.

Roumeen Islam
Manager, Poverty Reduction and Economic Management
World Bank Institute
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Overview

ANWAR SHAH

raditionally, public trust in public sector performance in de-

livering services consistent with citizen preferences has been
considered weak in developing countries. The reason is that poli-
ticians and bureaucrats are typically observed to show greater inter-
est in rent-seeking activities than in delivering services wanted
by their citizens. The global information revolution of the late
20th century has further eroded this confidence. The information
revolution empowers citizens to access, transmit, and transform
information in ways that governments are powerless to block, and
in the process it undermines authoritative controls. It also con-
strains the ability of governments to withhold information from
citizens. Globalization of information—satellite TV, Internet, phone,
and fax—enhances citizens’ awareness of their rights, obligations,
options, and alternatives and strengthens demands for greater
accountability from the public sector. Thus, measurement of gov-
ernment performance has assumed topical importance in popular
discussions and debates.

This book focuses on measuring government performance in
the delivery of public services. For this purpose, the chapters in this
book present ideas on the measurement of the whole of govern-
ment performance and for selected sectors.

The underlying framework used in these chapters addresses
two overarching issues: (a) whether the public manager is doing the
right things—that is, delivering services consistent with citizen pref-
erences; and (b) whether the public manager is doing them right—
that is, providing services of a given quality in the least-cost manner.
For the latter question, the following tests are used in the analysis:

XXiii



XXiv  Overview

Efficacy test: Are the programs achieving agreed-upon objectives?
Efficiency test: Is the public manager using resources economically?
Alternate service delivery test: Does the public manager face the right
incentives for forging appropriate partnership or contractual relation-
ships within and beyond government? What activities or programs
should or could be transferred in whole or part to the private or volun-
tary sectors?

Money’s worth test: Is the general public receiving the best value for its tax
dollars?

The first section in this book is devoted to broad-gauge performance
measurement. It draws lessons from performance measurement systems in
industrial countries. It presents a simple measure of the quality of gover-
nance and offers a framework for assessing local government performance.
The second section is concerned with the measurement of service delivery
in developing countries for selected sectors.

In the past several years many governments have restructured their public
sectors in an attempt to deal with the twin problems of indebtedness and
growing citizen disenchantment with government. In many jurisdictions,
restructuring efforts have included an emphasis on the need to introduce a
results-based or performance-based approach to management in the public
sector. Typically, efforts at introducing results-based management have
begun at the bureau or departmental level. However, several North Ameri-
can governments have begun experimenting with performance reporting at
a very high level. The objective is to produce a governmentwide perfor-
mance plan that links governmental activities to key social outcomes. The U.S.
state of Oregon set up an independent board to develop and monitor mea-
sures of the social well-being of state residents (158 such measures in 1991,
reduced to 20 in 1999). The U.S. state of Florida initially established
268 indicators dealing with progress in families and communities, safety,
learning, health, economy, environment, and government. It has more
recently abandoned this effort. The province of Alberta, Canada, has estab-
lished 27 “measuring up” quality-of-life indicators. New Zealand reports on
the net worth of the government. The United Nations (UN) publishes
human development indicators.

The whole of government performance is addressed by the first three
chapters in this book. In chapter 1, Roberts provides a review of experience
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in implementing such performance measurement in industrial countries.
He describes current efforts and considers key challenges likely to be
encountered in the adoption of this innovation. Huther and Shah, in chap-
ter 2, develop a framework for measuring the quality of governance and
present comprehensive indicators of the quality of governance for a sample
of 80 countries. Chapter 3 by Andrews and Shah develops a framework for
assessing the performance of local governments.

Lessons from Industrial Countries

Alasdair Roberts reflects on governmentwide performance measurement
efforts in industrial countries and considers the challenges encountered in
implementation. The goal of the new governmentwide performance mon-
itoring is to (a) build consensus inside and outside government about pri-
orities, thus making it easier for governments to make reallocation decisions
in a period of retrenchment; (b) improve popular confidence in gov-
ernment; and (c) demonstrate the ineffectiveness of some government
interventions, thus reducing popular pressure on governments to make irra-
tional expenditure decisions.

There are four major challenges to the implementation of government-
wide performance monitoring.

Designing appropriate processes for selecting outcome measures: This is
inherently a political process. The quasi-independent commissions that
have been used in some U.S. states are more independent of the pressures
of the bureaucracy, but they have less legitimacy and their work is typi-
cally ignored by the legislature and the executive. In Canada, the indica-
tors have been chosen by the governments, which have the legitimacy to
do so, but they also may have a more difficult time making public state-
ments about priority areas and may be reluctant to give attention to a few
key social indicators for fear that they will have made explicit the criteria
by which their performance should be judged in the future.

Collecting credible data on important dimensions of societal well-being: Tt
may be more difficult for smaller subnational governments to collect
these types of data because of cutbacks and governmental restructuring.
A related danger is the possible politicization of the statistical agencies.
Making causal connections between governmental activities and social indi-
cators: It is a difficult analytical exercise for officials to make clear causal
links between their activities and higher-level outcomes because they
must have the data needed to test whether the causal chain is working as
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expected and must be able to discount the effect of exogenous factors
appropriately.

Using performance data to improve public debate about governmental
responsibilities: The media and legislative response to the new data has
been muted. This is partly due to the skepticism about the credibility of
information provided directly by government departments.

A review of industrial country experiences shows that governmentwide
performance monitoring yields consultative processes that help polities
make a rough ordering of priorities but do not lead to better assessment of
the merits of alternative programs.

Alasdair Roberts concludes that governmentwide performance moni-
toring is more likely to be effective (a) when it is done in smaller, more
homogeneous communities and (b) when the task of selecting outcomes to
be measured is left to a body that is partly or wholly independent of gov-
ernment. In large jurisdictions a more prudent approach may be to empha-
size the development of performance reporting on a sectoral basis and to
promote the production of data that may be used by nongovernmental
organizations (NGOs) to develop benchmarks of societal well-being. The
sectorwide measures may make some of the methodological problems more
tractable and reduce the political sensitivity of selecting targets.

A Simple Measure of Good Governance

Debates about the appropriate role, policies, and institutions of the state are
often hampered by the lack of a definition for good government. To pro-
vide a quantifiable measure of good government, Huther and Shah (chap-
ter 2) developed an index for the quality of governance for a sample of
80 countries. They apply the index to the debate on the appropriate level of
fiscal decentralization.

In measuring the quality of governance, the authors developed indices
for the government’s ability to achieve the following:

Ensure political transparency and a voice for all citizens: The citizen par-
ticipation index measures political freedom and political stability.
Provide effective public services efficiently: The government orientation
index measures judicial and bureaucratic efficiency and the absence of
corruption.

Promote the health and well-being of its citizens: The social development
index measures human development and equitable distribution of income.
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Create a favorable climate for stable economic growth: The economic man-
agement index measures outward orientation, independence of the cen-
tral bank, and an inverted debt-GDP ratio.

In relating the index of governance to the degree of fiscal decentrali-
zation for the 80 countries, Huther and Shah are not astonished to find a
positive relationship between fiscal decentralization and quality of gover-
nance. However, the strength of the correlation is surprising.

Assessing Local Government Performance

Andrews and Shah (chapter 3) tackle two important questions faced in
developing countries:

What does good local government look like in the developing world?
What factors should one consider when evaluating local governments?

The importance of such questions derives directly from the fact that decen-
tralization has become increasingly common in developing countries over
the past 15 years. Local governments are increasingly required to play larger
roles in providing services, alleviating poverty, and facilitating development.
Given the important role that local governments are being called to play,
central governments and development organizations are starting to ask how
well they are doing and how they can be improved, but resources for con-
ducting such evaluations remain limited.

Andrews and Shah attempt to identify criteria for evaluating local gov-
ernments in developing countries. The chapter takes a mixed practice-
theory approach to identifying such evaluation criteria. The practice
element builds on existing evaluations practice at the local level in developed
countries such as the United States, which typically focus on issues of legal
conformance and fiscal health. The theory dimension introduces concerns
about responsiveness, efficiency, and accountability, where the potential for
gains in these areas are the dominant underlying arguments in favor of
decentralization and local-level governance. The approach recognizes that
local governments in developing countries face their own special issues, and
that evaluation criteria identified for use in such settings must be easily
accessible, facilitating an observation-based analysis and requiring limited
resources.

The first area in which the authors suggest that evaluation is vital relates
to legislative and process conformance. Local governments face legislative
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and process requirements related to setting up and upholding bylaws, -
generating and collecting revenues, following specific steps in resource

disbursement, and providing services. Evaluating conformance to these

requirements is important for ensuring the legality of local governance as

well as for providing guidance as to temporal limitations and complexities

and even inconsistencies in the institutional setting in which local govern-

ments find themselves. This knowledge can help evaluators in determining

why the local government is performing as it is and in providing appropri-

ate advice for remediation or improvement.

The second evaluation area is fiscal health. This area is important for
evaluators because local governments are generally required (by national or
provincial/state governments) to manage their fiscal matters carefully,
ensuring that they do not overspend and that their expenditure is in line
with their mandate as it is generally represented in the budget or as it is
stipulated in national-level policy documents or legislation. The most fun-
damental criterion for assessing fiscal health is the net worth of the govern-
ment that incorporates its cash flows, its revenues and expenditures, and its
assets and liabilities. This criterion can be derived from standard financial
statements and budgets: High and sustained deficits and debt, poor allo-
cations (with significant resources going to administration rather than to
capital maintenance, for example), and a disjunction between planning allo-
cations and implementation. These fiscal health evaluation criteria are also
only as reliable as the budget and financial reporting process that determines
financial figures, however. Because of this, evaluators are directed to exam-
ine not only the figures reflecting fiscal health on the expenditure side, but
also the processes by which expenditures are reported. Furthermore, because
the literature stresses that fiscally healthy local governments should have
their own reliable revenue sources, a fiscal health evaluation should analyze
the size of the local revenue base (that is, the potential local resources avail-
able to the government) and the revenue effort on display (or the actual local
resources raised as a percentage of the potential).

Andrews and Shah suggest responsiveness as a third area in which local
government evaluations should focus, arguing that decentralization in a
democratic context should lead to greater responsiveness to constituent
demands. The level of local political influence on allocations decisions and
the level of civic participation in the decision-making process are seen as two
important aspects of the local government service provision process that
relate to responsiveness. Where each is higher, one can expect a higher level
of local government response to citizen demands. Apart from these process
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aspects, the authors also emphasize evaluating responsiveness in terms of the
antipoverty perspective evident in budget allocations.

As with responsiveness, theory presents potential efficiency and
accountability gains as a major reason why governments should decen-
tralize. Consequently, the authors argue that efficiency and accountability
concerns should also permeate an evaluation of local governments in devel-
oping countries. Specific evaluation criteria related to efficiency include the
cost of production and the degree of competition in service production. Cri-
teria related to accountability include several that require the ability to
observe governance processes: the information citizens have regarding local
governance (transparency), the access citizens have to the governance
process and their ability to express their voice to officials, and the specific
laws and processes governments adopt to either enhance or reduce their
accountability to citizens.

Combining the discussion of the five factors yields an evaluation design
in which a model local government would conform to legislation in process
and structure, maintain its fiscal health (in outcomes and processes and in
maintenance of a positive net worth), do the right things (be responsive) in
the right way (with maximum efficiency), and be accountable to its con-
stituents (in processes and for its outputs and outcomes).

The remaining chapters are concerned with providing practical guidance on
the service delivery performance of the government—on measurement
issues commonly encountered in developing countries (chapter 4 by Hatry),
local and municipal services (chapter 5 by Kitchen), health (chapter 6 by
Soucat and others), and infrastructure (chapter 7 by Esfahani).

Results Focus in Basic Education, Welfare,
and Solid Waste Collection and Disposal

Managers in any government and any government agency, whether at the
national or the local level, need regular feedback on the quality and outcome
of services. Harry Hatry, in chapter 4, presents practical guidance on out-
come measurement procedures and basic steps in implementing them. He
lists outcome indicators for elementary and secondary education, youth
welfare, child development, and solid waste collection. He also provides
guidance on the use of outcome data.
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Hatry describes the difficulties involved in measuring results of public
programs in developing countries. Despite these obstacles, the author argues
that it is important to develop a results measurement program and provides
tentative suggestions for developing such a system at an affordable cost.

Outcome (or results) measurement is the regular measurement and
reporting of the results of public agency programs. It includes measurement
of program results and the way in which the service is delivered (such as how
long it takes to get service) and also sometimes the efficiency with which the
service is provided (for example, output per unit of input).

Outcome measurement serves many purposes, including to identify
problem areas, identify the extent to which service quality has changed after
improvement actions have been taken, improve budgeting so that resources
are allocated to produce the maximum benefit to citizens, make public agen-
cies more accountable to the public, and increase the public’s trust in their
government.

Implementing outcome measurement is particularly difficult in devel-
oping countries due to limited data processing technology, lack of trained
staff, lack of understanding by the government of the need for feedback,
limited government experience obtaining feedback from citizens, and the
different interests and degree of support for outcome measurement by
donors. Measuring response times is particularly challenging.

The key issue for developing countries is discerning what can be done
at low cost to undertake such measurement without compromising the abil-
ity to obtain at least roughly correct information. The first step is for agency
personnel to identify the mission and objectives of each service, and from
these mission statements the agency should identify the indicators to be used
to measure outputs and outcomes. The remainder of the chapter discusses
four basic data collection and measurement procedures that may be used:

Indicators and proxies on service delivery performance from agency records:
These include measures such as incidence of disease, infant mortality,
crimes, traffic accidents, educational achievement, and pollution in
drinking water. Initially, the effort might be concentrated in major pop-
ulation areas because of difficulties in obtaining data from rural areas.

Customer feedback surveys: Customer surveys can provide various types
of information for outcome measurement, including ratings from citi-
zens of overall satisfaction with individual public services and timeliness
of delivery; factual information about citizens’ condition, attitudes, and
behavior such as use of public services, extent of crime victimization, and
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corruption; problems with and suggestions for improvement of services;
and demographic information. These surveys may be expensive and
therefore it may not be possible to conduct them regularly without exter-
nal financial support from donor agencies or NGOs. It is possible to
reduce costs by requiring less precision in the results than a 95 percent
confidence interval, while still conducting a representative survey.

Focus groups: If small representative sample surveys are infeasible, the
government can fall back on a procedure that does not provide statistical
credibility but can give some useful citizen feedback. The government
could invite a small number of customers for a session during which they
are asked about their experience with the service, how they would rate the
service on various characteristics, and what their suggestions for
improvement are.

Trained observer assessment of key physical conditions: In this case, public
agencies themselves monitor and track the condition of key facilities
under their responsibility, including such things as conditions of roads,
sanitation facilities, hospitals, and school buildings. This should be a low-
cost procedure, as long as staff members are available to do the ratings.

With regard to data quality control, the author suggests that an atmo-
sphere be provided in which data findings are not threatening, that there to
be adequate training, and that the government’s audit office be made
responsible for reviewing samples of the data and collection and tabulation
procedures.

Opverall the author takes a benevolent view of government and assumes
that government agencies in developing countries are actively and vigor-
ously attempting to improve their service delivery performance. To the
extent that this view is contradicted in practice, much of what the author
suggests may not yield reliable and useful information. This would be a par-
ticularly serious limitation for countries with a high incidence of corrup-
tion. In such countries, the data on the incidence of corruption and
government performance are usually suspect. Further, the author’s sugges-
tions on indicators should be taken simply as illustrative examples and
tailored to each country’s individual circumstances. Many of his illustrative
indicators may not be feasible to implement in low-income countries.
Nevertheless, the merits of having meaningful objective measures of service
delivery performance for the public sector in these countries cannot be over-
stressed.
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Local and Municipal Services

Does the public manager face the right incentives for forging appropriate
partnership or contractual relationships within and beyond government?
What activities or programs should or could be transferred in whole or part
to the private or voluntary sectors? Harry Kitchen addresses these questions
in chapter 5 in the context of local and municipal services.

Kitchen argues that municipal services may be delivered in a variety of
ways. Alternatives range from complete public provision to complete private
provision to a mix of those forms, including public-private partnerships. For
public sector provision, the economic and political arguments in support of
independent and autonomous or semi-independent and semi-autonomous
special purpose bodies instead of city hall are generally weak. Such special
purpose bodies do not contribute anything unique. Their existence creates
or has the potential for creating decision making problems and unnecessary
costs both for local governments and for local residents. Eliminating special
purpose bodies and transferring their responsibilities to municipal councils
should improve the extent to which local public sector efficiency, account-
ability, and transparency can be improved. Certainly, it would remove the
confusion over who is responsible for what and allow local councils to set
priorities and to weigh and consider the trade-offs necessary in making deci-
sions on the relative merits of ,say, spending on water and sewer systems
versus spending on roads and public transit, police and fire agencies, local
parks, or other services.

Although private sector provision of municipal services is generally
interpreted as contracting out or entering into public-private partnerships, it
also includes the use of franchises, grants for specific services or functions,
vouchers, volunteers, and self-help and private nonprofit agencies. Privatiza-
tion does not mean that governments should forgo ownership of municipal
services. Indeed, they should retain the right to set standards and specify
conditions and should generally retain overall responsibility through the use
of contractual arrangements. The private sector’s role is to deliver services
according to the specifications and conditions laid out by government.

Kitchen states that there are a number of studies at the municipal level
that compare the cost of delivering services in the public sector to the cost
of delivering services in the private sector. In each study, the cost compari-
son is between local government provision and provision through contract-
ing out to the private sector. In virtually all cases, significant per unit cost
savings have been observed for private sector provision. Those savings, it is
argued, are due to competitive forces that are present in private sector deliv-
ery but are generally absent in public sector delivery.



Overview  Xxxiii

Kitchen argues that, overwhelming as the empirical evidence may be, it
has not silenced some critics. Perhaps the strongest criticism has come from
public sector unions, which feel particularly vulnerable because of possible
job losses and reduced bargaining power. On the other hand, contracting out
has the potential for increasing management’s flexibility in managing man-
power; for increasing productivity, especially if incentives are built into pay-
ment schemes; for increasing a manager’s ability to hire specialized expertise
when needed; and for lowering the public sector’s payroll costs.

Although there has been relatively limited discussion and application of
the role of franchises, grants, vouchers, volunteers, self-help programs, and
private nonprofit agencies in delivering public services, those instruments
or organizations may become important in the future, especially if govern-
ments reduce or discontinue some services. Similarly, there is increasing evi-
dence that public-private partnerships will grow in importance.

Kitchen concludes that the debate about the future of private sector
delivery of public services will continue. There will be advocates for greater
privatization as well as critics. In reality, however, political pressure to reduce
government expenditures and reduce or restrict increases of tax and user fee
will force governments to resort to private sector delivery, in one form or
another, for a variety of what are currently referred to as municipal services.
In fact, this movement is even legislated or mandated in some countries.

Health

In chapter 6, Soucat and others provide various tools (including method-
ologies, sources of data, and indicators) to analyze the performance of the
health sector. The sector’s performance is assessed according to its capacity
to (a) channel resources to the poor by funding pro-poor interventions;
(b) reach the poor by providing outputs that influence the availability of
quality health services to be used in the household production of health; and
(c) minimize financial obstacles to the use of the interventions.

For an analysis of a health system’s performance to be comprehensive,
the authors argue that all suppliers of health care services in a country
should be considered, including public, NGO, and private providers. In
addition, a comprehensive assessment should be multidimensional and
include various aspects of potential as well as actual coverage. A hierarchi-
cal model is described in order to carry out this analysis, corresponding to
eight stages. The first five stages correspond to potential coverage and
include accessibility, availability of human resources, availability of material
resources, organizational quality and consumer responsiveness, and social
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accountability. The last three stages measure actual coverage and include
relevance and utilization, continuity, and technical quality. Various possible
measures or indicators for each of the eight stages are offered, as well as
available data and suggestions for future data collection. The data suggested
include hard data (for example, the percentage of children vaccinated
against an illness as a measure for utilization) and survey data (such as
asking the poor about their perceptions of care to measure consumer
responsiveness).

The eight stages identified by the authors to provide effective health
coverage for the poor include the following:

Physical accessibility: One approach to measuring accessibility is to mea-
sure the service supply relative to the population served; for example,
number of clinics per 1,000 population. However, this approach does not
account for the distribution of services with respect to the poor. The data
are more meaningful if they are broken down by district to compare rural
versus urban or poor versus nonpoor, or if they take into account the
physical size of the area served and the population in the area. Suggestions
for data collection and analysis include linking health maps with poverty
maps and household surveys.

Availability of human resources: Shortages of qualified staff limits access,
especially to the poor. Suggestions for data collection include collecting
data on health personnel in the public, private, and NGO sectors.
Availability of material resources: Shortages of drugs or equipment ham-
per the provision of health services. Suggestions for data collection and
analysis include collecting data on the availability and distribution of
equipment, drugs, and other inputs from central health information sys-
tems or by conducting surveys of a sample of facilities (for example,
essential drugs surveys).

Organizational quality and consumer responsiveness: A number of factors
influence the user friendliness of services, including the attitude of health
staff, hours of operation, waiting time, gender of the service provider, and
modes of payment. Suggestions for data collection and analysis in this
area include qualitative surveys, focus groups, exit interviews with
patients, on-site assessment, and situation analysis. Situation analysis
(which was developed for family planning but may be adapted for other
services) combines various methodologies to collect information from a
sample of facilities and communities on the availability of inputs,
provider behavior, process quality indications, and perceptions of the
community.
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Social accountability: Health staff members in government clinics are
often unresponsive to the poor because they are not directly accountable
to them. Data on the ability of the poor to exert influence on services may
be collected through visits to a sample of communities and facilities,
possibly by an NGO in collaboration with communities.

Relevance and utilization of services: Utilization, which is defined as the
first use of a service by a consumer in a given year, is a key indicator of the
extent to which the poor come in contact with the health system. Data on
utilization can be gathered from health information systems (numbers of
visits, patients, vaccinations), and household surveys (for information on
the percentage of a target population using a particular service), and by
linking (with a poverty map) the quantity of services produced in a spe-
cific area to income levels by area.

Continuity and timing of interventions: Timing and continuity examine
whether consumers receive the requisite number of contacts for services
that require repeated interventions, and whether time-sensitive services
(such as prenatal, maternal, and emergency) are delivered in a timely
manner. These can be assessed by looking at dropout rates and other indi-
cators of follow-up, preferably using a combination of facility data and
household surveys.

Technical quality: The capacity of the sector to provide the appropriate
combination of technology and empathy at a given level of utilization is
key to ensuring that interventions are translated into effective outcomes.
However, quality can be difficult to measure. Suggestions for data collec-
tion and analysis include compiling information on perinatal mortality
rates, malaria fatality rates, tuberculosis cure rates, and maternal mortal-
ity. In addition, the WHO’s Topical List of Priority Indicators for IMCI at
the Health-Facility Level provides a useful instrument for assessing
quality in the management of childhood illness.

The chapter also considers how health services can be better channeled
to the poor. In order to do this, one must examine allocative efficiency (giv-
ing priority to health services that are public goods), equity of expenditures
(whether interventions benefit the poor), and affordability of a health sys-
tem for the poor. Allocative efficiency is the extent to which cost-effective
and critical public good interventions are being funded, an example being a
comparison of spending on more cost-effective preventive care versus
spending on curative services. In terms of allocative efficiency, immuniza-
tions and management of communicable diseases deserve the highest pri-
ority, followed by basic clinical and acute care. Equity deals with the extent
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to which poor individuals benefit from public services in comparison to the
rich, and affordability considers the extent to which out-of-pocket expendi-
tures constitute a serious financial burden on the poor.

Infrastructure

Large parts of the population in many countries, especially the poor, bear
substantial economic and human costs because of serious shortages in infra-
structure services, in terms of both quantity and quality. To remove these
shortages and improve the standard of living in these countries, govern-
ments need to create incentives for private and public service providers to
invest and perform. Hadi Esfahani in chapter 7 argues that improving per-
formance measurement is a crucial step in this endeavor. For this purpose,
the problem that needs to be solved is efficient and systematic collection and
processing of information about performance in infrastructure services.
Since the nature of infrastructure services limits the relevance of simple pro-
ductivity and profitability measures, one has to collect data on a variety of
measures, both quantitative and qualitative. In this regard, involving com-
munities to provide information about outputs and feedback on other
performance measures can be very helpful. To put the collected data into
effective use, one has to make a choice of which indicators are more impor-
tant. Recent experience suggests that it may be better to focus on some key
indicators and ensure that the others meet some minimum criteria. The
chapter presents such indicators for power, telecommunications, road trans-
port, water, and sanitation services.

Evaluating and using performance indicators poses problems of their
own. One needs to have appropriate benchmarks and, as much as possible,
to distinguish between the effects of exogenous factors and the consequences
of actions taken by service providers. This cannot be achieved easily through
quantitative analysis and, inevitably, one has to rely on judgment. Ensuring
that the judgment is well informed and widely accepted requires appropri-
ate institutional arrangements that can ensure that experts are involved in
the process and act independently.

A key issue in the design of public policy on infrastructure is that the
information needed for performance measurement is costly to obtain,
mostly because both service providers and consumers have incentives to use
the information under their control strategically. The literature on per-
formance measurement has focused on this issue and has tried to under-
stand how to reduce these costs.
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Measuring performance may be difficult for various reasons. For
instance, quality and cost have a variety of dimensions that may be hard to
observe. Another reason is the monopoly feature of many public services:
competition reduces the need to measure all the details of quality and cost
because inefficient and low-quality firms are automatically disciplined by
the market—that is, weak performers in efficiency and in quality will also
have poor profits. However, when the service provider is a monopoly public
enterprise, profit is no longer a sufficient performance measure. Nonethe-
less, competition can be part of the solution to the infrastructure perfor-
mance problem in areas where technology allows for parts of infrastructure
to be organized in a competitive fashion.

There is a wide range of both qualitative and quantitative indicators for
measuring performance in infrastructure services. One common form of
categorization is to distinguish among the measures of assets, inputs, proc-
ess, outputs, and outcomes and then use them to define indicators of effi-
ciency, effectiveness, and productivity. The author provides tables of
example indicators for power infrastructure, telecommunications, trans-
portation, water, and sanitation. Given that there are many variables to be
selected that reflect both quality and cost, one approach has been to restrict
the measures to a very limited but crucial set of indicators, so as to not lose
sight of what really matters to the public. However, focusing on a few mea-
sures may distort the incentives of service providers and encourage them to
concentrate only on what is monitored, to the detriment of everything else.
These concerns have led to the “balanced scorecard” approach, which
focuses on a few crucial indicators but minimum standards for a variety of
other measures must also be met.

Another variable that the author considers important but that has not
been paid much attention in the literature is flexibility—the assets and skills
available in an organization that allow it to cope with change and take
advantage of new knowledge and technology.

In selecting indicators, the following criteria should be met. The indi-
cators should be valid, reliable, understandable, timely, resistant to perverse
behavior, comprehensive, nonredundant, focused on controllable facets of
performance, and sensitive to data collection cost.

Once indicators have been selected and data have been collected, the
task of evaluating performance can begin. To assess whether a given level of
a measure indicates good or bad performance requires a comparison with
established benchmarks based on the history of an enterprise and the expe-
rience of others. Benchmarks can be best-practice standards defined by
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experts or the performance of actual enterprises that are comparable with
the one under review. There is a large literature that discusses how bench-
marks should be selected. Systematic analysis of the role of exogenous
“noise” in each specific situation is a desirable approach, but it may be too
costly. Three methods may be used to evaluate performance indicators:
evaluation by peer enterprises, evaluation by boards that are responsible to
customers and stakeholders, and evaluation by independent rating agencies.



Issues Associated with
the Implementation
of Governmentwide
Performance Monitoring

ALASDAIR ROBERTS

In the past 10 years, many western democracies have dramatically
restructured their public sectors. The forces that have driven this
restructuring are now familiar. Government expenditure in many
jurisdictions grew significantly throughout the late 1970s and 1980s,
for a combination of reasons. At the time, however, there was little
popular support for new tax measures to defray the cost of new
spending. The taxing power of governments was also constrained by
the increasing ease with which citizens and businesses could move
from one jurisdiction to another. The result was a rapid expansion in
governmental indebtedness. By the early 1990s, the cost of servicing
this debt was itself a significant burden on government treasuries.
Governments began substantial efforts at retrenchment that were
aimed, as Vice President Al Gore of the United States put it in 1993,
at making government “work better and cost less” (Gore 1993).

At the same time, citizen dissatisfaction with government
appeared to be growing in many jurisdictions. The erosion of faith
in government may have been driven more by broad social, eco-
nomic, and cultural trends than by the behavior of governments
during this period. However, dissatisfaction may also have been
aggravated as a consequence of the difficult re-allocative decisions
that governments were obliged to make in order to deal with the
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problem of chronic indebtedness. Faith in government may also have been
eroded as cutbacks led to an erosion of service quality in the public sector.

In the late 1980s, governments began responding to the twin problems
of indebtedness and an erosion in citizen trust by placing more emphasis on
the need to identify and report on performance measures for government
programs. The idea of encouraging a results orientation within government
became a key component of the new paradigm (OECD 1996) for restructur-
ing public sectors that had become established in many nations. The idea
itself was not new: it had precedents stretching back to the use of planning,
programming, and budgeting systems (PPBSs) in the 1960s. But the atten-
tion given to this idea in the 1990s in terms of governments’ communication
with nongovernmental stakeholders was new. Governments not only encour-
aged more emphasis on results in internal administrative arrangements; they
also went out of their way to show external audiences that governments were
conscious of the need to measure their effectiveness, and often successful in
ameliorating public problems.

A results orientation was expected to enhance governmental perfor-
mance in a variety of ways. Internally, better data about the performance of
programs would allow central agencies and political executives to make bet-
ter decisions about the allocation of scarce resources. Performance measures
could also be used as a new instrument for holding the managers of public
programs accountable, replacing input-based controls that were thought to
discourage efficiency and innovation within government. It was hoped that
public reporting of performance data would also change the behavior of
nongovernmental actors. Advocates of performance reporting hoped that
public debate would focus more on the effectiveness of programs as instru-
ments for achieving substantive policy goals, rather than administrative
processes used within those programs. Advocates also believed that citizens
would be impressed by the extent to which many government programs had
succeeded in remedying important social ills.

Early attempts to encourage a results orientation within government
typically focused on the identification of performance measures at the
bureau or program level. The U.K. government’s Next Steps Initiative (NSI),
begun in 1988, is still one of the most advanced examples of a system of
bureau-based performance reporting. Under NSI, 130 agencies are required
to make annual public reports on their success in achieving performance tar-
gets. The U.S. Government Performance and Results Act, adopted in 1993, is
mainly intended to establish a similar system of bureau-based performance
reporting within the U.S. federal government. Canada’s business planning
reforms and its Improved Reporting to Parliament Project, begun in 1995,
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are other illustrations of an attempt to encourage bureau-based perfor-
mance reporting within a national government. A large majority of subna-
tional governments in the United States and Canada have undertaken
similar initiatives (Melkers and Willoughby 1998).

A few governments have attempted to push the idea of performance
reporting even further. Their aim is to complement bureau-level perfor-
mance reports with a system of performance planning and reporting for
government as a whole. The concrete result that is aimed for is a govern-
mentwide performance plan that identifies specific measures of societal
well-being that are regarded as important, and assesses the effectiveness of
government as a whole in improving those measures. A legislative require-
ment to develop a governmentwide performance plan was included in
the U.S. Government Performance and Results Act, and the Canadian gov-
ernment also committed to the development of a governmentwide per-
formance plan in 1995. A handful of states and provinces are also
experimenting with governmentwide performance plans.

Advocates of this ambitious attempt to extend a results orientation to
government as a whole hope that it will produce several benefits. It is hoped
that the process of drafting and refining a governmentwide plan will help
build consensus inside and outside government about priorities, thus mak-
ing it easier for governments to make re-allocative decisions in a period of
retrenchment. Annual plans might also improve popular confidence in gov-
ernment, by showing the connection between governmental actions and
aspects of community well-being that are regarded as important by the pub-
lic. Such plans might also demonstrate the ineffectiveness of some govern-
ment interventions, reducing popular pressure on governments to make
irrational expenditure decisions.

Before governmentwide performance plans can realize these goals, gov-
ernments must overcome four problems in implementation. Limited expe-
rience has already shown that care must be taken in designing processes for
the selection of performance measures. The collection of credible data that
measure progress toward important aspects of societal well-being may also
prove difficult, as may attempts to draw causal links between the everyday
activities of government bureaus and high-level social indicators. It may also
prove difficult to ensure that governmentwide performance plans have a real
influence on broader popular debate about governmental priorities.

Experience seems to suggest that governmentwide performance moni-
toring is more likely to prove effective when it is done in smaller, more
homogeneous communities, in which agreement on appropriate outcome
measures is easier to attain. Such schemes may also be more effective where
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the task of selecting outcomes is left to a body that is partly or wholly inde-
pendent of government. At first, such an arrangement seems one of doubt-
ful legitimacy, particularly if the outcome measures selected are expected to
have a real influence on the shape of policy debate. However, an indepen-
dent body is not constrained by some of the bureaucratic and political con-
siderations that may make it difficult for governments to select a narrow
group of outcome measures and report regularly on those measures. In the
end, however, even a well-designed performance monitoring scheme may
have only a limited impact on internal budgetary decision making or on
popular opinion about government priorities.

Many students of reform within U.S. and Canadian governments have
observed that institutional innovations tend to be diffused in a regular pat-
tern. In the first phase, an innovation is tried, with some success, in one or
two subnational governments. Several other subnational governments
then replicate the innovation, which eventually becomes established in
conventional wisdom as the appropriate way of organizing government
affairs. In the last phase, the remaining jurisdictions adopt the form—if
not the substance—of the innovation, in an attempt to rationalize their
practices with generally accepted practice (Rogers 1983).

Governmentwide performance monitoring is an institutional innovation
that may eventually be diffused across North America in this classic pattern.
It has already had notable successes in a small number of jurisdictions, and
several other jurisdictions have begun to emulate these early innovators.
However, there have been notable variations in practice between jurisdic-
tions. Two national governments have endorsed the idea of governmentwide
performance planning but have had no real success in putting the idea into
practice.

Efforts by Subnational Governments

Oregon

The first and most prominent effort at governmentwide performance plan-
ning was begun in the U.S. state of Oregon. In 1987, Democratic Governor
Neil Goldschmidt began a series of public consultations aimed at building
consensus on long-range priorities for the state. The consultations took place
in a context of continuing economic distress and contention over several
important issues, including the balancing of economic development and pro-
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tection of Oregon’s extensive natural resources. The consultations led to the
publication of a 1989 report, Oregon Shines, which outlined a broad 20-year
development plan for the state. The report also recommended the establish-
ment of a new body, the Oregon Progress Board, to monitor implementation
of the plan. The Board was established by the state legislature in 1989. The
Board is chaired by the governor and consists of nine leading citizens (Oregon
Progress Board 1998) appointed by the governor.

The legislation establishing the Board required it to develop an economic
and social development strategy for the state that included concrete goals and
“measurable indicators of attainment . . . that show the extent to which each
goal is being achieved” (Oregon Laws, Section 285A.150). The Board was also
directed to produce a biennial report that used these indicators to assess the
state’s progress in implementing the development strategy. The first report,
titled Oregon Benchmarks, was completed in 1991, and included 158 mea-
sures of societal well-being. The Board described the report as “a report card
on how well [Oregon] is achieving its dreams” (Oregon Progress Board
1998). Revised reports were published in 1993, 1995, and 1997. (The mea-
sures currently used by the Board are listed in annex 1.A.)

The Board claims that its Benchmarks reports have had a substantial
impact on popular and legislative debates. The state legislature has maintained
continued support for the Board. The exercise has also attracted extensive
attention outside the state. The Corporation for Enterprise Development, a
national nonprofit organization that promotes strategies for economic and
social development, credited Benchmarks as a successful attempt to build
methods of accountability that did not “simply count the number of program
inputs” (Oregon Progress Board 1998). The Ford Foundation’s Innovations in
American Government program gave the exercise an award for innovation in
1994, and the National Governors’ Association has encouraged other states to
begin similar performance-monitoring exercises. Benchmarks, Vice President
Gore said in 1996, was “the wave of the future” (National Performance Review
1996, 57).

Florida

Of the eight state governments that have followed Oregon’s example, Florida
is perhaps the most advanced.! A commission appointed by Republican Gov-
ernor Lawton Chiles, Jr. to review the activities of the state government
observed in 1991 that the state had “no systematic means for measuring how
well the state is doing across broad areas of concern” (Florida Governor’s
Commission for Government by the People 1991). Governor Chiles responded
to this finding by appointing the Commission for Government Accountabil-
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ity to the People—commonly known as the GAP Commission—in December
1992. The commission consists of 15 citizens nominated by the governor and
approved by the state senate (Florida Commission on Government Account-
ability to the People 1996).

The GAP Commission’s mandate, endorsed by the state legislature in its
1994 Government Performance and Accountability Act, is to “track the
impact of state agency actions upon the well-being of Florida citizens” (E.S.
14.30, 5. 10). Its first benchmarks report, modeled on the Oregon precedent,
was released in February 1996. It included 268 indicators tracking Florida’s
progress in seven major areas: families and communities, safety, learning,
health, economy, environment, and government. The GAP Commission
later said,

In a single document, . . . citizens received the comprehensive information
needed to take an active role in steering government toward better results. A
part of Florida’s overall performance measurement framework, the Florida
Benchmarks Report provides citizens with the ultimate test of effective gov-
ernment by addressing how citizens are faring. It allows Floridians to track
whether the state is doing better or worse in areas where we invest state dollars.
(Florida Commission on Government Accountability to the People 1996)

A second report, Critical Benchmarks Goals, was issued by the Commission
in June 1997. The GAP Commission had narrowed its focus to 60 critical
measures and suggested performance goals for each measure for the years
2000 and 2010, based on surveys of popular opinion (Florida Commission
on Government Accountability to the People 1997). A 1998 report, Florida
Benchmarks, provides updated performance data on the 60 critical measures
(Florida Commission on Government Accountability to the People 1998).
These critical measures are listed in annex 1.B.

The Commission’s work has been widely endorsed by the popular press
in Florida, but the state legislature has been more ambivalent in its support.
The Commission’s already small budget was cut substantially in 1995-96. In
the spring of 1998, legislators eliminated funding for the Commission
entirely. The statute authorizing the Commission has not been repealed,
however, and commissioners are presently attempting to raise funds from the
private sector to continue its work (K. Stanford, personal communication,
December 1998).

Province of Alberta

Several Canadian provinces are engaged in serious efforts to introduce
results-based reporting, although primarily at the agency or departmental
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level. Two Canadian provinces have extended their experiments to include
efforts at governmentwide performance planning.? The first is Alberta, under
the Conservative government of Premier Ralph Klein. Its 1995 Government
Accountability Act obliges the provincial treasurer to publish a “consolidated
business plan” that includes “measures to be used in assessing the perform-
ance of the government for each of its core businesses”; the treasurer is also
required to publish an annual report that presents data for each of the mea-
sures included in the governmentwide business plan (Statutes of Alberta
G-5.5, ss. 7 and 10). The Klein government has identified three core busi-
nesses for the government as a whole, and uses only 27 core measures to assess
progress in these three areas. Four annual reports on these core measures—
titled Measuring Up—have now been tabled in the provincial legislature
(Alberta Treasury 1998). The core measures are listed in annex 1.C.

In Alberta, the process of developing a governmentwide performance
report is integrated tightly with the preparation of the annual budget. Like
the budget, the performance report is produced within the provincial
bureaucracy. There is no independent commission which selects and reports
on performance measures, as there is in Oregon or in Alberta. A small staff
within the province’s Office of Budget and Management assists the Klein
Cabinet in the selection of priorities and the identification of measures.

Province of Nova Scotia

Nova Scotia, like Alberta, went through a period of severe retrenchment in
the middle 1990s. It also adopted a governmentwide planning and reporting
system that was in many respects comparable to Alberta’s. The Nova Scotian
exercise was begun as part of the provincial budget-making cycle and was led
by officials within the province’s Department of Finance. A tentative list of
80 governmentwide performance measures was published in 1995 (Nova
Scotia Department of Finance 1995). A refined list, developed by officials
after informal consultations with representatives of business and other non-
governmental organizations (NGOs), contains 55 measures. The govern-
ment’s first formal report on these measures, Nova Scotia Counts, was released
in October 1998. As in other jurisdictions, the Nova Scotian government
argues that agreement on key outcome measures will help to overcome “ad
hoc planning”and the “weak link between government priorities and depart-
mental goals” (Nova Scotia Priorities and Planning Secretariat 1998). It also
suggests that its public report “is fundamental to accountability. . .. Knowing
where we stand and how we are progressing tells us where we need to increase
or redirect our efforts” (Nova Scotia Department of Finance 1998, 1). (The
Nova Scotia measures are listed in annex 1.D.)
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Efforts by National Governments

United States

The growing interest in governmentwide performance planning has also
affected national governments. In the United States, the production of a gov-
ernmentwide performance plan for the federal government was mandated
by the U.S. Government Performance and Results Act, passed by Congress
in 1993. In its report on the Act, the Senate Government Affairs Committee
explained that the governmentwide plan was to provide “a single cohesive
picture of the [government’s] annual performance goals for the fiscal year”
(U.S. Senate 1993, Section 4) The first plan was prepared by officials in the
U.S. Office of Management and Budget as part of its preparation of the pres-
ident’s budget proposal for fiscal year 1998/99, and was released publicly in
February 1998.

Although it has been described by U.S. officials as the “world’s first”
national governmentwide performance plan, the document is quite distinct
from plans prepared by state and provincial governments. The report does
not provide a succinct list of social indicators, as state and provincial plans
do. In fact, the plan is a reproduction of three chapters from the president’s
1998 budget: the first describing the nation’s fiscal performance, the second
describing the government’s management reform initiatives, and a third reca-
pitulating major performance commitments developed in departmental and
agency performance plans (U.S. Office of Management and Budget 1998).

Canada

The Canadian government has also experimented, with very limited success,
in the development of a governmentwide performance plan. The govern-
ment’s central budget office, the Treasury Board Secretariat, began an exten-
sive renovation of its expenditure management system in 1995, with the aim
of developing planning and budgeting procedures that were “fact-based and
results-oriented” (Treasury Board Secretariat 1995). As in other jurisdictions,
the main emphasis was on the encouragement of results-based management
at the departmental and agency levels. In 1996, however, the Treasury Board
Secretariat indicated its interest in developing a system of governmentwide
performance reporting such as those introduced by some states and provinces,
which emphasized “a few core indicators of government performance”; such
a system, the Secretariat thought, might provide “a single comprehensive per-
spective on the most important information that shapes the government’s pri-
orities and decisions” (Treasury Board Secretariat 1996, 2-3). In early 1997,
the Secretariat organized a series of internal discussions aimed at identifying



Issues Associated with the Implementation of Performance Monitoring 9

a set of indicators that could serve as the basis for a governmentwide per-
formance plan.’

In an October 1997 report, the Treasury Board Secretariat reaffirmed its
interest in the concept, observing:

Agreement of key societal indicators . . . would contribute significantly to more
effective and integrated policy and planning. Many jurisdictions have also
found that engaging citizens in determining what matters and what to count
can be a way of building a more meaningful relationship between government
and citizens. (Treasury Board Secretariat 1997, 16)

At the same time, however, the Secretariat observed that the development of
key indicators would be “a multiyear undertaking.” It seemed to suggest that
the more effective method of developing indicators would be on a sector-by-
sector basis. The Secretariat observed that several federal departments were
engaged in negotiations with provinces regarding program delivery in which
the development of jointly agreed-upon outcome measures was being actively
discussed (Treasury Board Secretariat 1997). A 1998 report from the Secre-
tariat once again confirms the government’s interest in the identification of
“broad indicators” but suggests that this project will take several years (Trea-
sury Board Secretariat 1998a, 9). A list of possible indicators drafted by an
internal working group (see annex 1.E) was not adopted in the 1998 report
(Treasury Board Secretariat 1998b).

Relationship to Social Reporting Movement

The problem of selecting appropriate measures of societal well-being, while
novel to many advocates of governmentwide performance planning, is famil-
iar within another professional community, often known as the social indica-
tor movement or the social reporting movement. This movement has its roots
in attempts in the 1950s by agencies of the United Nations to define and mea-
sure what was then referred to as the “standard of living” (Rothenbacher 1993,
2). However, the movement truly gained momentum in the United States in
the next decade, driven in large part by the frustration of many policy analysts
over the neglect of serious social problems. Political leaders, these analysts
thought, suffered from “economic philistinism” (Gross 1966, ix): a tendency
to equate societal well-being with progress on a handful of macroeconomic
indicators, such as growth in gross domestic product (GDP).

The remedy to this problem was thought to be the development of sys-
tems of social statistics, built on a broader set of indicators of societal wel-
fare. Early advocates, such as Mancur Olson, hoped that performance on
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these neglected measures might be reported regularly in a social report com-
parable in form to the Economic Report of the President (U.S. Department of
Health Education 1969). Social reports, it was thought, would reveal “the
social costs of growth” (Noll 1998) and change the course of policy making.
Olson later said,

With better and more nearly balanced information, . . . the country could rea-
sonably hope for more informed debate and wiser judgments about the
options that society faced. A social report could present a better and wider
array of information about how society was doing and about the choices it
would have to make. (Olson 1988, 3)

Not only would social reporting encourage attention to a broader range of
issues; it would also encourage better social planning. Social reports, Franz
Rothenbacher observes, were expected to become “a tool for the measure-
ment and evaluation of national goal attainment, advance warning, and
forecasting of social events” (Rothenbacher 1993, 2).

The 1970s and early 1980s became a boom period for the social indica-
tors movement (Noll 1998). The statistical agencies of many Western democ-
racies began producing social reports, and international agencies maintained
a continuing interest in the area (OECD 1976, 1982). However, enthusiasm
for the concept cooled in the 1980s. Social reporting became an “incompletely
diffused” innovation; there were “distinct signs of declining scientific inter-
est, as well as diminished financial and institutional support” (Rothenbacher
1993, 3, 38).* One informed observer suggests that efforts at producing a
single, comprehensive social report have been displaced by attempts to develop
appropriate social indicators within policy sectors. This approach makes con-
ceptual and technical problems more tractable, and also accommodates the
reality that the policy communities that rely most heavily on these indicators
are already segmented functionally (Felligi and Wolfson 1997).

There are clear parallels between the aims and methods of the social
indicator movement and those of the benchmarking movement in Canada
and the United States. Both aim at developing and reporting on a range of
measures of societal well-being, with the expectation that the publication of
this information will improve the quality of policy making. Despite the sim-
ilarities, however, the benchmarking movement emerged without any appar-
ent awareness of its predecessor, or any attempt to draw on lessons learned
from earlier experiments in social reporting. This may be explained by the
fact that benchmarking first became popular among subnational govern-
ments with weakly developed statistical services. These governments may
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have lacked the personnel who, by training or professional association,
would have been familiar with earlier efforts.

Within the Canadian federal government, discussions about the develop-
ment of governmentwide performance indicators have included representa-
tives of the national statistical service, Statistics Canada, who are familiar with
earlier attempts to develop social reports. This may partly account for the
relative caution with which the Canadian government has approached the
development of a governmentwide performance plan. It might also provide
a partial explanation for Treasury Board Secretariat’s apparent inclination
toward a sector-based approach to the development of outcome measures—
a path already taken by some advocates of social reporting (Treasury Board
Secretariat 1998a).

Whether governmentwide performance planning will prove to be a widely
adopted institutional innovation in U.S. and Canadian government remains
to be seen. There is evidence from some early adopters that the innovation
may produce significant social benefits. However, there are some serious
obstacles to the successful implementation of this sort of planning. Four of
these are discussed in this section.

Processes for Selecting Outcome Measures

If a government decides to produce a plan that includes a list of key societal
indicators, a crucial question is then how those indicators should be selected.
This had already proved to be one of the major stumbling blocks, as encoun-
tered by earlier proponents of social reporting. The job of producing a social
report, Mancur Olson observed, “proved an awesomely difficult task” (Olson
1988, 3), in large part because of the inability of specialists to reach consen-
sus about the aspects of societal well-being that ought to be given emphasis
in a system of social statistics (Felligi and Wolfson 1997; Noll 1998).

The problem of selecting indicators may have proved intractable because
it is a normative problem that cannot be resolved through scientific inquiry
by a community of specialists. Some kind of mechanism for legitimating
choices of indicators is required. The social reporting movement, consisting
primarily of academics and professionals within national statistical services,
does not appear to have developed any effective method of securing popular
consent for the choice of indicators. The benchmarking movement, by con-
trast, has developed such mechanisms. In fact, subnational governments have
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developed two distinct approaches for the selection of social indicators. The
approach taken by U.S. state governments relies on a quasi-independent
commission, which undertakes wide public and legislative consultations. The
approach taken by Canadian provincial governments relies on the authority
of an elected executive, with limited informal consultation. In this section,
some strengths and weaknesses of the two approaches will be noted. In both
approaches, however, the selection of indicators is recognized as a political
rather than strictly technical decision.

In Oregon and Florida, the task of identifying social indicators and per-
formance targets for those indicators has been delegated to a board that is
intended to operate independently of both the executive and legislative
branches of government. The Oregon Progress Board consists of nine indi-
viduals appointed by the governor. The original legislation apparently
required ratification of those appointments by the senate (Rarick 1989), but
the current legislation does not. The law requires that appointments be “rep-
resentative of the ethnic, cultural, social and economic diversity of the peo-
ple of this state” (Oregon Laws, Section 285A). In practice, governors appear
to have made an effort to enlist leading citizens representing business, labor,
and other nongovernmental organizations. An effort has also been made to
maintain an appearance of bipartisanship; for example, former Governor
Barbara Roberts appointed to the Board the Republican whom she had
defeated in the 1990 gubernatorial race (Peirce 1994). Florida’s GAP Com-
mission is similarly organized. State law requires that the commission include
15 members appointed by the governor and approved by the senate. Nine
appointees must be selected from the private sector, and six from the public
sector. A modest attempt at bipartisanship was also made in Florida: its
Democratic governor appointed two Republicans to the commission (Barrett
and Greene 1998).

To a large extent, the decision to establish an independent commission
represents an attempt to deal with the challenges posed by a system of gov-
ernment characterized by a clear separation of powers between the executive
and legislative branches. Reformers have said for many years that effective
long-range budgeting is nearly impossible in such a system because of the rel-
ative weakness of the executive and the independence of a large number of leg-
islators. Conventional reform proposals have centered on strengthening the
executive’s powers over the budget process,” but these have been rejected by
legislators as an obvious erosion of their influence over spending. The reluc-
tance of legislators to give up influence to the executive is particularly strong
when, as in Florida until 1998, opposing political parties control each branch.
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Proposals to give planning authority to an independent body, such as
the Oregon Planning Board or the GAP Commission, represent an attempt
to improve the rationality of budget making without arousing legislators’
concern about the erosion of their authority. The success of the method
clearly depends on the construction of a board that is regarded by the leg-
islative branch as being largely autonomous of the executive branch. In
Florida, for example, the ambivalence of the state legislature with regard to
the GAP Commission may be largely attributable to its perception that the
commission was not truly neutral (Barrett and Greene 1998). The success of
this approach also depends on another historical particularity: the long tra-
dition in American politics, especially at the state and local levels, of non-
partisan “good government” movements. The notion of giving policy
influence to a group of leading citizens is therefore a familiar one.

The notion that these boards represent attempts to improve the orderli-
ness of budget making is recognized by other observers. One commentator
observes that the Oregon Benchmarks exercise “attempts to impose rational-
ity on the political process of budgeting” (Cincinnati Enquirer 1994, A12).
The National Conference of State Legislatures has compared the Oregon
Board and others like it to “state versions of Japan’s Ministry of International
Trade and Industry,” designed to lead state planning for economic develop-
ment (Knickerbocker 1991, 8).

At the same time, the idea of transferring policy influence to an
unelected body clearly creates significant questions of political legitimacy.
Although both the Oregon and Florida statutes create an obligation to
appoint a representative board, there is clearly no way in which such small
boards could represent all significant dimensions of society. Problems of
representation would be aggravated in polities that are larger and more
socially heterogeneous than Oregon or Florida.® The method of selection—
that is, appointment, rather than election—aggravates legitimacy problems.

The two boards appear to have dealt with potential legitimacy problems
in two ways. First, both planning exercises have been built on widespread pub-
lic consultations. The Oregon Planning Board has relied heavily on advisory
committees, advice from other organizations, and regional meetings, when
choosing and refining its benchmarks. The Board also relies on broad biennial
surveys of public opinion and smaller, more specialized opinion surveys. Sec-
ond, the planning process incorporates legislative review of proposed out-
come measures. The Oregon benchmarks were reviewed by 18 legislative
committees and ultimately given approval by the state legislature as a whole
(Peirce 1994).7
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There is another risk with the use of a quasi-autonomous board: that
its work will be ignored by both the executive and the legislative branches
and have no real effect on budgetary decisions. A recent commentary on the
Oregon experiment observes:

This is Oregon’s Achilles heel. While the benchmarks have had a remarkable
impact on the private and nonprofit sectors—and many counties have imitated
the effort and developed their own benchmarks—state government has not
significantly reoriented its spending priorities to pursue the new goals.
(Osborne and Plastrik 1997a, 104)

The Floridian experiment—which the state legislature ultimately stopped
funding—may illustrate this point even more dramatically.

Canadian governments are based on the parliamentary rather than the
congressional model and consequently do not suffer the same difficulties in
budget making. The legislature is controlled by the executive and rarely upsets
expenditure proposals put forward by the executive. There is consequently no
need for a device to build consensus between the two branches on long-run
goals. In both provincial experiments with governmentwide performance
planning, the selection of social indicators and performance targets has been
conducted inside the executive branch.

At first glance, this approach seems to resolve two of the problems asso-
ciated with experiments by state governments. The risk that planning will be
detached from budgeting would seem to be reduced, since the same group of
actors within the executive is presumably making both planning and budget-
ing decisions. Furthermore, an elected executive might seem to have a better-
established right to make decisions about the selection of social indicators
than an unelected board or commission. However, this approach may also
have its own significant weaknesses.

The first may be a difficulty in defining a narrow set of key performance
measures. The two state governments have gradually winnowed their list of
social indicators to a small number that are thought to be most central to
community well-being. The Oregon Benchmarks exercise began with more
than 250 measures; this list was eventually narrowed to 92 indicators, of
which 20 are given special attention as key benchmarks (Oregon Progress
Board 1997). Similarly, the GAP Commission began with a list of 270 bench-
marks, but its focus later narrowed to 57 critical benchmarks (Florida Com-
mission on Government Accountability to the People 1998). In both cases,
shortening the list has necessarily required some important judgments
about the relative importance of different policy areas.

Independent commissions may have an easier time in making public
statements about priority areas than the central agencies within govern-
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ments. This may be so for two reasons. First, unelected officials within cen-
tral agencies may not have the authority to make deeply political decisions
about which of the many indicators proposed by other departments and
agencies ought to be regarded as key measures. The inclination may be to
maintain an expansive list and allow political executives to make decisions
about key priorities. But political executives may also face few incentives to
produce a narrow list of indicators. A neat list of indicators may please a few
stakeholders whose interests have been attended to, but displease a larger
number of stakeholders whose interests appear to have been neglected.

There is precedent to suggest that this may be a serious problem. In
1974-75 the Canadian government undertook a planning exercise that was in
many respects comparable to the sort of effort required to produce a govern-
mentwide performance plan. Central agencies consulted with ministers and
departmental officials in an attempt to settle on priorities for the government
elected in 1974. A brief list of priorities was thought to be essential if senior
decision makers were to make effective use of newly introduced PPBS proce-
dures. There was strong ministerial and departmental pressure to expand the
list of priorities, and neither central agencies nor the Cabinet seemed able to
resist this pressure. The effort to articulate a few top priorities was eventually
abandoned (French 1984). Difficulties in reaching internal agreement about
top priorities may have been encountered during the development of the U.S.
government’s governmentwide performance plan. A recent U.S. General
Accounting Office (GAO) study notes that the process for developing the plan
had been “decentralized,” with the result that it lacked an “integrated, consis-
tent” perspective on government priorities (GAO 1998b, 2, 6).

One of the reasons that governments may prove reluctant to give atten-
tion to a few key social indicators is the fear that in so doing they will have
made explicit the criteria by which their performance should be judged in the
future. The concern is a reasonable one: in fact, one of the primary purposes
of governmentwide performance plans is to promote accountability in this
way. But governments may have legitimate concerns that a range of consid-
erations beyond their control could influence those indicators. Actually stip-
ulating performance targets—that is, the desired value of a social indicator at
some point in the future—raises the political stakes even further.

This may explain why governments that have produced their own per-
formance plans—rather than having one produced for them by an indepen-
dent commission—have been reluctant to make commitments about progress
on social indicators except in rough terms. The performance plan for the U.S.
government, for example, includes many commitments to “strive toward,”
“promote,” or “help achieve” outcomes. It may be understandable for a
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government to avoid specificity on performance targets, particularly when
success depends so heavily on the cooperation of state, local, or foreign
governments, private contractors, or a healthy economy. Nevertheless, there is
a marked difference in tone in plans produced by independent bodies, which
make much more specific commitments about progress on indicators—
including, for example, precise targets for per capita income and unemploy-
ment in 2000 and 2010 (Oregon Progress Board 1998).

Other difficulties may arise when governments attempt to produce their
own performance plans. One is the danger that the performance plan may
become an object of political contention rather than an instrument for
building social consensus. A plan that is closely associated with a current
government will, if it is taken seriously at all, be criticized by opposing par-
ties, for its inattention to certain indicators, the timidity of its targets, or the
unreliability of data used to assess progress.® The Alberta plan anticipates
this difficulty and includes an attestation by the provincial Auditor General
about the methods used to collect and report data (Alberta Treasury 1998).
However, this is only a partial solution to the danger of politicization. Plans
produced by apparently nonpolitical commissions may not attract such
attacks. Furthermore, the consultations that commissions may undertake in
an effort to legitimize their plans may prove to be more effective in building
agreement on priorities and indicators.

Within the Canadian government, the task of selecting social indicators
is also complicated by continuing tensions in federal-provincial relations. A
decision by the federal government to set benchmarks in certain policy areas
might be construed as a more vigorous assertion of federal authority in
those areas. In some fields, the federal government is also negotiating with
provinces about the devolution of program responsibilities. These nego-
tiations have been partly premised on the notion that rules about the use
of federally provided funds might be loosened if provincial governments
succeed in achieving stipulated outcomes. A decision by the federal govern-
ment to select social indicators and specify targets as part of a government-
wide performance plan might affect these negotiations. The result may be to
encourage a more incremental, sectorally based approach to the selection of
governmentwide performance measures.

Availability of Credible Information about Outcomes

A second difficulty that will need to be confronted if governments are to
track performance on key indicators of societal well-being is the lack of good
data for many of these indicators. This may be a particular difficulty for
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smaller subnational governments whose statistical capabilities are limited.
Larger subnational governments, and even national governments, may also
need to grapple with deficiencies in their statistical systems.

A review of Oregon’s key benchmarks (annex 1.A) may illustrate the dif-
ficulty confronting smaller subnational governments. The benchmarks appear
to rely significantly on data collected during the normal administrative activ-
ities of state agencies. The measures relate to activities that are thought to
be causally related to improvements in well-being; but direct measures of
well-being—evidenced, for example, by popular opinion about personal eco-
nomic circumstances, personal safety, or environmental quality—are not
included. Oregon’s Planning Board has attempted to remedy data shortages
by commissioning its own population surveys,’ but these may be too broad or
irregular to serve as good foundations for benchmarks. By contrast, Florida’s
benchmarks (annex 1.B) include more indicators that are based on citizen
assessments of their personal circumstances. It may be that Florida—with a
larger population and more expansive state government—also has more
expansive statistical capacities than does Oregon.

All subnational governments also include measures that can only be
tracked using data that are collected by statistical agencies within national
governments (MacRae 1985, 301). (To a lesser degree, these governments
also rely on data collected in the course of the administrative activities of
other parts of the national government.) Of course, the benchmarking
efforts of national governments also depend directly on the range and qual-
ity of data available from national statistical agencies. However, national sta-
tistical agencies vary in quality, and they may prove unable to generate the
data needed if either level of government is to measure relevant dimensions
of societal health. Concerns about the limitations of national statistical sys-
tems have been expressed for many years. Even within the domain of eco-
nomic activity—traditionally regarded as one in which data collection is
relatively good—important gaps have been noted (Prewitt 1987, 266).
Larger gaps can be found in other domains (Brink and Zeesman 1997).

It has been suggested that the past 15 years of governmental restructur-
ing has significantly eroded the capabilities of national statistical agencies.
In Canada, cutbacks within the public service are said to have eliminated the
“critical mass of analytic capacity” that is necessary to do effective social
reporting (Deputy Minister Task Forces on Policy Capacity 1996; Felligi and
Wolfson 1997, 19). In the United States, a combination of trends are said to
have weakened statistical capabilities: cutbacks, reductions in data collection
activities as part of attempts to reduce the burden of paperwork require-
ments on NGOs, and increasing difficulties in collecting data from state and
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local agencies (Bonnen 1983; Triplett 1990; Weiss and Gruber 1987; Morin
1994). One critic suggests that these trends have contributed to a string of
“major gaffes in statistical provision” (Mitchell 1995). Cutbacks and efforts
at deregulation are also said to have undermined statistical capabilities in the
U.K. statistical agency (Tant 1995, 261).

Governments that are committed to the idea of governmentwide per-
formance monitoring may need to consider closely whether their statistical
capabilities are adequate. A related danger is the politicization of statistics pro-
duced by national statistical agencies and of the agencies themselves. If, as
advocates hope, performance plans become a focus for public debate about
governmental priorities, there will be a natural tendency for some social actors
to question the manner in which statistics have been defined and the accuracy
of the data presented in the plans. Political executives, sensitive to the fact that
popular judgments about their performance will be influenced by statistics in
their plans, may also look for opportunities to define statistics or present
results in favorable ways. The risk is that the credibility of statistical agencies
will be undermined, as well as the credibility of the statistics that they produce.
Such an erosion of credibility might make performance plans useless as instru-
ments for shaping public debate or holding governments accountable.

The risk is not a hypothetical one. Economic indicators are now widely
used to assess governmental performance, and they have sometimes become
politicized in this way. Debates have arisen about the manner in which sta-
tistics measuring unemployment, poverty, and inflation have been defined,
with inferences that government agencies have redefined those statistics in
ways that favor political executives (Tant 1995). Similar debates may arise
about the broader range of social indicators that are likely to be included in
governmentwide performance plans, particularly if the indicators are un-
familiar. The usual recommendation is that “strong institutional safeguards”
(Bonnen 1983, 188) should be established to reassure the public about the
integrity of data produced by national statistical agencies. But this proposal
may induce other problems. Political executives may complain that statisti-
cal agencies are preoccupied with narrow professional concerns—such as
the need to maintain consistency in statistical concepts and data collection
methods over time—and insensitive to the need to adapt their procedures
to suit contemporary priorities (MacRae 1985).

Linking Governmental Activities to Performance Outcomes

Advocates of governmentwide performance planning hope that it will improve
the rationality of governmental budgeting. It is expected to do this in two
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ways. First, the obligation to select concrete outcome measures will oblige
decision makers to clarify our expectations about the results desired from
government action. Second, the availability of information about the effects
of different types of government action on outcome measures will enable
decision makers to allocate resources where they are most likely to be effec-
tive. Programs that affect outcome measures favorably will be expanded, and
programs that do not will be eliminated.

Some governmentwide performance plans have taken a first step toward
improved rationality by attempting to identify activities that are broadly
related to key outcome measures. (The Florida government uses an innova-
tive web page to identify programs that are related to each of the GAP Com-
mission’s key benchmarks.!?) But substantial improvements in the quality of
budgetary decision making will be attained only if officials within depart-
ments and agencies are able to develop performance management systems
that can link their activities to higher-level societal outcomes. To do this, offi-
cials must be able to specify the logic underlying the program design (Rossi
and Freeman 1993)—that is, the causal chain that links their work to changes
in social indicators. They must also have the data needed to test whether the
causal chain is working as expected, and they must be able to discount the
effect of exogenous factors appropriately.

Experience shows that it is extremely difficult for officials to make clear
links between their activities and higher-level outcomes. But it is not for lack
of trying. The attempt to make such links was central to several earlier budget
reform efforts, including most notably the attempt to introduce the PPBS in
the late 1960s and early 1970s (Carter, Day, and Klein 1994). The PPBS was also
introduced as “a revolutionary development in the history of government
management” (Schick 1966, 243), but its limitations soon became evident.
Departments and agencies often had difficulty in defining the logic underly-
ing their programs, collecting appropriate information, and accounting for
exogenous influences (GAO 1997a, 3). Overall, the effort to link activities and
outcomes proved “far more difficult than expected” (GAO 1997b, 16).

The difficulties that confounded earlier efforts to rationalize budgeting
are evident in current reform initiatives as well. The GAO, reviewing the first
set of performance plans submitted by federal departments and agencies
under the U.S. Government Performance and Results Act, concluded that
most “did not relate strategies and resources to performance” (GAO 1998a, 3).
A similar complaint has been made about many of the performance plans
recently produced by Canadian government departments (Auditor General
of Canada 1997, s. 5.85). Even in the United Kingdom, which is sometimes
regarded as a leader in this field, executive agencies rarely make clear con-
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nections between their work and changes in social outcomes. Their per-
formance is defined for accountability purposes with a mix of input, activ-
ity, and output measures (Talbot 1996).

It has also been suggested that the challenges of linking departmental
activities with outcome measures may have increased substantially because of
important structural changes within the public service over the past 20 years.
Contemporary U.S. government has been described as a “hollow state” (Mil-
ward, Provan, and Else 1993), that relies more extensively on the cooperation
of third parties—subnational governments, NGOs, and contractors—in the
execution of its responsibilities. Under such conditions, the GAO has sug-
gested, the task of tracing the effects of federal policies might be even more dif-
ficult (GAO 1997b, 17).

The GAO suggests that one of the barriers to the implementation of per-
formance reporting within departments and agencies may be a shortage of
staff members who are skilled in performance measurement or program eval-
uation (GAO 1997a, 1998a). This trend may be aggravated as departments
attempt to meet downsizing requirements by cutting staff members not
directly involved in program delivery. The GAO’s observation suggests a
potential remedy: a strengthening of analytic capacity within departments and
agencies. This might improve performance reporting, but not radically. It
must be recognized that this is a road that governments have traveled before.
The failure of earlier efforts to rationalize budgeting also led to an expansion
of program evaluation capabilities throughout the 1970s (McQueen 1992;
Henry 1995). This improved, but did not revolutionize, the quality of decision
making within governments.

The usefulness of a governmentwide performance plan is contingent on
the success of bureau-level efforts to make connections between their activ-
ities and larger social outcomes. Otherwise the public may find itself agreed
on the need to improve a particular social indicator, but uncertain about
what changes should then be made to government’s spending decisions. The
problem is anticipated by the GAO, which observed that

The difficulties associated with selecting appropriate measures and establish-
ing relationships between activities and results will make it difficult in many
cases to judge whether changes in funding levels will affect the outcomes of
federal programs. (GAO 1997b, 3)

Shaping Public Debate

Advocates of governmentwide performance planning suggest that the avail-
ability of such plans will shape public opinion in a variety of ways. The pub-
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lication of targets, it is suggested, will focus public opinion and encourage
consensus on social priorities. It might encourage tolerance of alternative
methods of delivering public services that, though unconventional in design,
are seen to be effective in ameliorating social problems. Confidence in gov-
ernment might also be restored, as citizens see that government is attentive
to results and effective in dealing with problems. These are ambitious goals,
and it is unclear to what degree governmentwide performance planning can
contribute to their attainment.

The experience in some U.S. states is encouraging. Oregon Governor
Goldschmidt’s original initiative to craft a statewide strategic plan, and con-
tinuing efforts by the Oregon Progress Board to define and track bench-
marks that relate to the goals included in that plan, are said to have had a
substantial impact on public opinion. Goldschmidt’s successor, Barbara
Roberts, found that the benchmarks helped moderate popular reaction to
spending cuts during a 1991-92 fiscal crisis (Peirce 1994). Roberts’ succes-
sor, John Kitzhaber, repeated the planning exercise in 1996. Since 1990, many
county and local governments have undertaken similar benchmarking exer-
cises (Osborne and Plastrik 1997b). The most significant of these may be the
exercise undertaken in the Portland area. Local and regional governments
established a Portland-Multnomah County Progress Board, modeled on the
state board, and began a consultative exercise that resulted in the selection
of 85 benchmarks. A smaller number of “urgent benchmarks” are said to
have proved useful in guiding budget making by local authorities (Portland-
Multnomah Progress Board 1998).

Florida’s GAP Commission has had less resounding success but appears
to have built up significant public support. When legislators in the state’s
house of representatives threatened to stop funding the Commission in the
spring of 1998, many leading state newspapers editorialized in favor of the
Commission’s work. The benchmarks report, one said, “is extremely useful
to citizens and politicians” (Tampa Tribune 1998, 14). However, there did not
appear to be sufficient popular support to block the proposal.

Other experiences with performance-reporting exercises have not proved
so promising. In Canada, for example, observers have noted the lukewarm
response of legislators to the increased volume of performance information
now being produced by federal and provincial agencies. One commentator
suggests there is a “utilization gap” within the federal parliament: many legis-
lators do not evince an interest in performance plans and reports produced by
federal departments under the government’s Improved Reporting to Parlia-
ment Project (Lindquist 1998). The same problem has been noted in a recent
report by Canada’s Auditor General (Auditor General of Canada 1997, Ch. 5).
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There is evidence that this is a pattern common to many jurisdictions. A
recent study of legislative use of performance information in Australia, New
Zealand, and the United Kingdom found that the “greatest disappointment. . .
is the unwillingness or inability of Parliament to use better information when
it is provided” (Thomas 1996, 3). This may even be a difficulty in the United
States, notwithstanding its tradition of legislative independence and the strong
interest of some congressional committees in the implementation of the 1993
U.S. Government Performance and Results Act. In a 1997 study, the GAO
found that legislative staff members “questioned the validity and usefulness of
outcome data in decision making and perceived a potential for loss of needed
detail” (GAO 1997b, 15).

The reaction of legislators to the publication of performance information
is important because they play an important role as intermediaries in the com-
munication of government information to the broader public (MacRae 1985,
320-23). So, too, do journalists. But the media seem to share legislators’ indif-
ference to results-based reporting. “The introduction of performance reports
has been a journalistic nonevent in Ottawa,” says one observer:

There has been virtually no reporting on the initiative nor on the progress on
the results commitments identified in the reports . . . Journalists are cynical
about the information contained in the performance reports, seeing them as
communication documents that leave considerable “wiggle room” for govern-
ments. (Lindquist 1998)

Another report suggests that the inattentiveness of legislators and journalists
represents the main barrier to achievement of a results-based management
culture in Canadian governments (English and Lindquist 1998).

To some extent, the muted enthusiasm of legislators toward perfor-
mance reporting is understandable. The organization of government work
has implications for the redistribution of social resources that are often more
important than the achievement of formally articulated program objectives.
There are also other explanations of legislative and media indifference. One
is skepticism about the credibility of information about outcomes provided
directly by government departments. In this respect there is a clear differ-
ence between the structure of the Canadian and U.S. federal performance
reporting exercises, and several state exercises. Data provided by groups such
as the Oregon Progress Board or GAP Commission may be given more cre-
dence because these organizations are not believed to have incentives to
engage in misrepresentation.

Other studies have suggested that widespread public participation in the
formulation of plans and selection of benchmarks is necessary to ensure that
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the public, legislators, and media are receptive to performance information.
The GAO suggests this explains the continued public interest in the Oregon
benchmarks (GAO 1993). A Canadian study agrees, and contrasts experience
in the province of Alberta. Alberta, it says, “has received less public commen-
tary on its results because there was no extensive public consultation process
prior to implementation” (Public Policy Forum 1998, 6).

Mancur Olson observes that early efforts at social reporting also met with
limited public interest and did not prove to be “a starting point for the nation’s
debates and choices” (Olson 1988, 3). In part, this may be the result of an over-
estimation of what the revelation of information about social conditions was
likely to accomplish, without a rebalancing of forces within civil society. Sta-
tistics that show clear deficiencies in some aspect of societal well-being may be
newsworthy for a brief time (Kingdon 1984, 95-121). But the willingness of
governments to take the actions needed to address those deficiencies depends
largely on the ability of the constituencies who feel those deficiencies most
directly to exert political influence. We imagine that the failure of governments
to remedy certain social ills is the result of poor information about those prob-
lems; but it may be that the lack of information about those problems is a
result of the political weakness of certain sectors of society.

Some U.S. and Canadian governments, like those in other jurisdictions, have
recently confronted many serious threats to governability, including debt-
induced constraints on spending authority and a substantial erosion in pop-
ular respect for public institutions. A range of institutional innovations—
including governmentwide performance planning—are now being tested as
devices for responding to these threats. Advocates suggest that these inno-
vations might dramatically improve governmental capabilities and restore
public trust. But there are respects in which current reforms are not “inno-
vations” at all: sometimes, they are reworkings of ideas that have already
been tested. The problems that limited the usefulness of similar efforts in
budgetary reform and social reporting are likely to hamper current efforts
at governmentwide performance planning.

There is some evidence that planning exercises are effective in building
popular consensus on governmentwide performance planning in subnational
governments. But effectiveness appears to depend on a planning process that
is regarded by nongovernmental actors as independent of the political execu-
tive, and which allows for extensive consultation with all sectors of society.
In fact, it is not clear whether the use of quantifiable indicators of societal
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well-being is the most important characteristic of these planning exercises.
Oregon’s benchmarks have attracted wide attention, but it may be the process
that led to the selection of policy priorities—and not the benchmarks them-
selves—that is the most important feature of Oregon’s innovation. Further-
more, it may be difficult to replicate this process with equal effectiveness in
jurisdictions that are more populous, geographically larger, and more demo-
graphically heterogeneous. National-level consultative exercises have had a
much less impressive record in building consensus on policy priorities.

We may also need to temper our expectations about the capacity of gov-
ernmentwide performance planning to improve the rationality of the bud-
geting processes within government. Such planning may help polities to make
a rough ordering of priorities, but the capacity to make precise calculations
about the merits of alternative programs may not be dramatically improved.
The task of linking governmental activities to high-level societal outcomes
may prove too analytically complex. A veteran of the social reporting move-
ment recently observed that

The ambitious ideas of using social indicators to contribute to a rationaliza-
tion of the political process, to establish goals and priorities, to evaluate polit-
ical programs, and develop an early warning system have proven to be too far
from reality. In this regard, social indicators have suffered a similar fate as other
scientific instruments of political decision making, such as cost-benefit analy-
sis or the [PPBS]. (Noll 1998)

A related question is whether polities will be prepared to make substan-
tial re-allocative decisions even when there is good evidence that current pro-
grams are ineffective in influencing outcome measures, or that alternative
programs are likely to be more effective. As noted earlier, advocates of plan-
ning may underestimate the politics of budget making, and in particular the
ease with which expenditure decisions can be changed in the absence of well-
organized constituencies who care about the societal outcome in question.
There is also doubt about whether polities will be open to substantial bud-
getary changes in the absence of a popularly recognized fiscal crisis. The
willingness to tolerate hard decisions about budgetary reallocations that was
evident in Canada and the United States three years ago is now dissipating,
as governments move into a new era of budget surpluses. Better information
about program effectiveness may be overlooked by a public that is reluctant
to bear the pain of further budgetary reallocations.!!

A prudent strategy for governments in larger jurisdictions may be to
develop mechanisms for establishing and publicizing priorities that do not
require the identification of quantifiable outcome measures or the specifi-
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cation of specific targets for those measures. A model may be the approach
developed by the New Zealand government, in which ministers define and
publish a set of medium-term policy goals that are referred to as strategic
result areas. A set of more detailed departmental objectives, known as key
results areas, are then developed for each strategic result area. It is note-
worthy that New Zealand—a jurisdiction that is widely regarded as a leader
in efforts to encourage results-based management—does not attempt to
select quantifiable indicators or specific performance targets in either its
strategic result areas or its key results areas (Boston and Pallot 1997; New
Zealand 1997). Such an approach has at least three advantages. It avoids the
difficult technical problems of defining appropriate outcome measures, as
well as the political risks of stipulating performance targets for indicators
that may be only loosely influenced by government action. The danger of
politicization of key statistics or statistical agencies is also reduced.

At the same time, a government could encourage the development and
publication of outcome measures on a sectoral basis. Such an approach may
have the advantage of making methodological problems more tractable and
of reducing the political sensitivity of the work of selecting targets. The
approach might be one that includes wide consultation with the non-
governmental stakeholders who have a direct interest in a specific policy area
and who are most likely to use social indicators in public deliberations over
policy. To be effective, such an approach still requires adequate capacity for
data collection and interpretation within central statistical agencies, and
adequate analytic capacity within line departments. The extent to which the
capacity and independence of statistical services has been weakened as a
result of recent efforts at retrenchment may deserve further consideration.

1. Other states that have begun similar initiatives include Connecticut, Hawaii, Maine,
Minnesota, North Carolina, Texas, and Utah. Of these, Minnesota’s initiative—
known as Minnesota Milestones—appears to be the most advanced.

2. Two other provinces—Ontario and Quebec—are reported to be considering similar
initiatives (Thomas 1997).

3. The Secretariat has begun an internal exercise known as the Societal Indicators Proj-
ect. An NGO, the Canadian Policy Research Network, has also been commissioned
by the government to begin a project on societal indicators that might serve as the
basis for selection of government performance measures (Canadian Policy Research
Network 1998).

4. Tt has been suggested, however, that the movement is enjoying a resurgence, fueled
by the same frustration about “economic philistinism” among policy makers that
motivated its early adherents (Brink and Zeesman 1997).
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5. There is a long list of such proposals, including the recommendations of the 1937
Brownlow Committee and the two Hoover Commissions. The budget reform pro-
posals made in 1993 by the National Performance Review are comparable. Histori-
cally, reformers who have pushed for stronger executive authority were known as the
“executive budget movement” (Wildavsky 1987, 53—64).

6. Oregon has a population of 3 million; Florida, 13 million.

7. To some extent, the use of social indicators may also serve to legitimize policy mak-
ing by an autonomous and unelected body. The real point may be to forge common
ground between the executive and the legislative branches and thus to improve the
rationality of budget making. The use of quantitatively defined benchmarks may
serve to give this function a technical, rather than overtly political, appearance.

8. There was apparently a long debate within the Canadian government about the polit-
ical risks of specifying measurable performance goals for a major new federal pro-
gram, the National Child Benefit (Greenspon 1997).

9. The Oregon Progress Board has conducted a biennial population survey since 1990.
It also undertakes smaller, more specialized surveys, such as a 1991 survey on liter-
acy (Times Wire Services 1990).

10. http://www.oppaga.state.fl.us/government/s_gap.asp.

11. Governing magazine, commenting on the defunding of Florida’s GAP Commission,
observes: “Then there’s the fact that Florida, like many states, is running a significant
surplus right now, and the pressure to keep a tight watch on state programs is dimin-
ished. Efficiency and effectiveness are far more popular in hard times. When there’s
money to be brought back to home districts—for boat basins, say, or exit ramps—
people who question whether those projects genuinely contribute to the overall good
of the state are not likely to be popular” (Barrett and Greene 1998, 68).
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Quality of Jobs

Eighth grade reading/math skills

Oregonians with bachelor’s degrees

Adults with intermediate literacy skills

Industry research and development spending
Employment outside Portland and Willamette Valley
Manufacturing exports

Professional services exported (imported)

Oregon’s national rank in new companies

Per capita personal income relative to the United States

Safe, Caring, and Engaged Communities

High school dropout rate

Eighth grade use of alcohol, illicit drugs, and cigarettes
Incomes below 100 percent of federal poverty level
Overall reported crime

Reported child abuse

Oregonians without health insurance

Volunteerism

Healthy, Sustainable Surroundings

Urban highway congestion

Forest, agricultural, and wetlands preservation
Air quality

Salmon/steelhead populations

Source: Oregon Progress Board 1998.
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Families and Communities

Percentage of Floridians who said that Florida was a good place to live
Percentage of Florida children living in poverty

Number of teenage mothers ages 15-19 who gave birth per 1,000 teenage
girls ages 15-19 in Florida

Percentage of Floridians age 65 and older living in poverty

Percentage of low-income households in Florida spending more than
30 percent of their income on housing

Percentage of Floridians who believed that race relations in their com-
munities were good or excellent

Safety

Number of violent crimes reported per 100,000 Florida residents
Number of nonviolent crimes reported per 100,000 Florida residents
Percentage of Floridians who said that they were afraid to walk alone at
night in an area near where they lived

Number of child abuse and neglect victims whose maltreatment was ver-
ified or found to have some evidence of occurrence (per 100,000 Florida
children)

Number of people murdered by a family or household member per
100,000 Florida residents

Number of people who died in alcohol-related traffic crashes per 100,000
Florida residents

Number of children (per 100,000 Florida children) who were referred
to the Florida Department of Juvenile Justice for (a) violent crimes, and
(b) property felonies

Number of children who were judged guilty of a criminal offense children
(per 100,000 Florida children)

Learning

Percentage of public school students in grade 8 who scored 4.0 or above
on the Florida Writes! test
Percentage of public school students in grade 10 who scored 4.0 or above
on the Florida Writes! test
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Percentage of Florida public high school graduates who were referred for
remediation in one or more subject areas after entering (a) community
colleges, and (b) state universities

Percentage of Floridians who rated the job their local public schools were
doing as good or excellent

Percentage of Floridians who believed the availability of high quality,
affordable college education was about the same or better in Florida com-
pared with other states

Percentage of Floridians age 25 or older who had at least a high school
diploma or GED

Percentage of Floridians age 25 or older who had at least a bachelor’s degree
Percentage of Floridians ages 19—34 who had a middle or high level of lit-
eracy: (a) prose literacy; (b) quantitative literacy; (c) document literacy

Health

Number of infants who died before their first birthday per 1,000 live
births in Florida

Percentage of babies in Florida who weighed less than 5 pounds, 9 ounces
at birth

Percentage of two-year-olds in Florida who were immunized

Average lifespan in Florida (in years)

Number of deaths from cancer per 100,000 Florida residents

Number of new cases of sexually transmitted diseases reported per
100,000 Florida residents

Number of new cases of AIDS reported per 100,000 Florida residents
Percentage of Floridians who did not have health insurance: (a) under
age 18; (b) ages 18-34; (c) ages 35-64; (d) age 65 and older

Florida’s total personal health care expenditure as a percentage of total
personal income.

Economy

Percentage change in the number of full- and part-time jobs in Florida
Florida’s unemployment rate as a percentage of the U.S. unemployment rate
Florida’s average personal income as a percentage of the U.S. average per-
sonal income

Florida’s average wage as a percentage of the U.S. average wage
Percentage of Florida households that believed they were better off finan-
cially than a year ago

Percentage of Floridians living in poverty
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Environment

Millions of gallons of fresh water used per day in Florida for agricultural use
Gallons of water used per Florida resident served by Florida’s public water
suppliers, such as city and county water departments

Percentage of domestic wastewater that was reclaimed and reused for
agriculture, landscaping, or other beneficial purposes

Number of plant and animal species in Florida that were showing a
decline in population or living in a habitat prone to development or sub-
ject to other disturbances: (a) plants, and (b) animals

Percentage of high-quality natural areas in Florida that were protected
from development

Percentage of surface-water bodies in Florida where the water quality was
rated good: (a) lakes, (b) streams, and (c) estuaries

Percentage of Floridians living in areas where the outdoor air meets or
exceeds air quality standards

Pounds of municipal solid waste collected per Florida resident
Percentage of municipal solid waste collected that was recycled

Government

Percentage of Floridians who trusted state government to do what was
right almost always or most of the time

Percentage of Floridians who trusted the federal government to do what
was right almost always or most of the time

Percentage of Floridians who rated the job their local government was
doing as good or excellent

Percentage of Floridians who rated the local law enforcement services
where they lived as good or excellent

Percentage of Floridians who rated highways and roads where they lived
as good or excellent

Percentage of Floridians who rated the freshwater quality (lakes, streams,
and rivers) where they lived as good or excellent

Percentage of Floridians who rated the social services where they lived as
good or excellent

Percentage of Floridians who voted in presidential elections

Percentage of Floridians who voted in nonpresidential elections

Source: Florida Commission on Government Accountability to the People 1998.
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Helping Albertans to Be Self-Reliant, Capable, and Caring

Life expectancy at birth

Health status

Births to mothers under age 18
Educational attainment
Literacy and numeracy

Family income distribution

Promoting Prosperity of Albertans

Gross domestic product
Job creation

Resource wealth

Skill development
Adoption of new technologies
Cost of government
Infrastructure capacity
Taxation load
Provincial credit rating
Net debt

Workplace climate
Export trade

Preserving the Alberta Tradition

Crime rate

Serious youth crime
Resource sustainability

Air quality

Water quality

Land quality

Heritage appreciation
Intergovernmental relations

Source: Alberta Treasury 1998.
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Social Responsibility

Education profile of population
High school graduation rate
Self-reported health status

Perinatal mortality rate

Healthy weight

Crime rate

Safety at night

Life lost due to accidental causes
Workplace accident rate

Disposable income

Labor force composition
Participation in events and activities
Civic and voluntary activities
Charitable donations

Cooperatives’ equity

Geographic distribution of board membership
Municipal voter turnout

Number of school advisory councils
Child poverty rate

Participation in leisure activities
Optimism about the future
Waterways stewardship

Safe municipal water supplies
Involvement in recycling programs
Seniors living independently
Prevention of family violence

Economic Growth

New public and private capital investment
Employment and participation rates

Net number of new jobs created

Net number of new full- and part-time jobs created
Regulatory burden

Corporate tax burden

Strikes and lockouts
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Worker absenteeism

Weekly hours of work

Education of the labor force

Participation in company-sponsored training
Participation rate in adult education and training
Gross domestic product

Company registrations

Value added in manufacturing

Responsive Government

Provincial government employment, wages, and salaries
Review of departmental programs

Public satisfaction with services received

Departmental outcome measures meeting or exceeding targets
Service satisfaction surveys

Government services meeting quality standards

Fiscal Stability

Net direct debt

Net direct debt and GDP
Net direct debt per capita
Debt-carrying charges
Credit rating

Balanced budget
Effective personal tax rate

Source: Nova Scotia Department of Finance 1998.
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A Secure and Confident Society

Life expectancy at birth

Incidence of low income among children and seniors
Knowledge workers as a percentage of total employment
Distribution of the population by literacy level

Crime rates in Canada

Canada’s trade in cultural goods and services

A Sound and Prosperous Economy

Net employment growth in Canada since 1989
Real disposable family income

Real gross domestic product percentage change
Total factor productivity in G-7

Population by educational attainment

Business investment in plants and equipment
Canada’s infrastructure—international ranking
Use of technology

Canada’s competitiveness—international ranking
Trade

Tort costs as a percentage of GDP, 1994
Projected CPI inflation, 1997

A Safe and Healthy Environment

New Canadian supplies of ozone-depleting substances (ODS)

Carbon dioxide emission from fossil fuel use (1958-94)

Sulfur dioxide emissions in Canada and the United States (1980-94)
Changes in species conservation status from 1978 to 1997

Number of hours that ground-level ozone levels exceed guidelines
Discharge of dioxins and furans from Canadian pulp mills using chlorine
bleaching (presented as toxic equivalents) (TEQs)

Level of municipal water use by sector, 1983-94

Erosion control practices

Percentage of distribution of households by household environmental
practices, goods or services, 1991 and 1994
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Responsive and Accountable Governance

Government efficiency and transparency—Canada’s 1996 ranking among
G-7 countries

Federal deficit to GDP

Federal debt rating as of June 1997

Federal taxes and debt as percentage of GDP

Foreign held debt to federal government debt

Level of education of federal government employees

Representation of designated groups in the public service

Source: Treasury Board Secretariat 1998b.



A Simple Measure of
Good Governance

JEFF HUTHER AND ANWAR SHAH

Debates on the appropriate role of the state and appropriate
policies and institutions to further this role are typically car-
ried out by relying upon anecdotal evidence in the absence of a
quantifiable definition of good government. This chapter attempts
to fill this void by developing a gauge of the quality of government
through the construction of an index of governance quality for a
sample of 80 countries.! This index is offered as a starting point for
an objective assessment of various economic policies to further the
quality of governance, rather than as a precise and definitive indica-
tor of governance quality. After describing the construction of the
index and the results, we provide an application to the debate on the
appropriate level of decentralization of fiscal powers.

This application provides empirical support for the theoretical
underpinnings of the fiscal federalism literature. Governance qual-
ity is enhanced, according to this theory; more closely matching
services with citizen preferences, and moving governments closer
to the people they are intended to serve, ensures greater accounta-
bility of the public sector. The chapter is organized as follows. The
first section presents an approach to the measurement of gover-
nance quality. The next section applies this measurement to the

39
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decentralization debate. The following section notes limitations of the
approach, and the last section highlights main conclusions.

Governance is a multifaceted concept encompassing all aspects of the exercise
of authority through formal and informal institutions in the management of
the resource endowment of a state. The quality of governance is thus deter-
mined by the impact of this exercise of power on the quality of life enjoyed by
its citizens. There is growing awareness in the development community that a
comprehensive look at the enabling environment of institutions (World Bank
1992, 1994; Picciotto 1995; Hansen 1996; Huther, Roberts, and Shah 1997;
Shah 1994, 1995, 1998a, 1998b); interests; and policies is needed in deter-
mining the net impact of the state on the well-being of its citizens.

Although no single index can conceptually capture all aspects of this
enabling environment, a focus on key observable aspects of the governance
dimensions can be helpful in providing a comparative perspective on differ-
entials in the quality of governance among different nations. The key observ-
able aspects of the governance dimension considered in this chapter are citizen
voice and exit, government orientation, social development, and economic
management. Accordingly, the governance index we have composed has four
composite indexes, chosen to provide an indication of a government’s ability
to (a) ensure political transparency and voice for all citizens, (b) provide effi-
cient and effective public services, (c) promote the health and well-being of its
citizens, and (d) create a favorable climate for stable economic growth. These
factors are among those cited in the World Bank (1992) booklet, Governance
and Development, as representing the most important goals that should be
faced by governments. It is important to note that these are goals that all gov-
ernments can be expected to pursue regardless of their country’s wealth. In
developing these indexes, we have relied on existing indicators that measure
salient characteristics of each of these indexes (see table 2.1).

The ability to create an index of governance quality has been enhanced
by the creation of several quality-of-life indexes in recent years. For example,
we make use of previously published indexes measuring health, education,
political freedom, and government corruption. The increasing interest in
developing countries as potential borrowers has led to increased data, largely
through surveys, on a wide variety of institutional issues. The index devel-
oped in this chapter takes advantage of this increase in data availability, as
well as more traditional sources of information on developing countries
such as the World Bank and International Monetary Fund (IMF).
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Components of Governance Index

Index name Component indices

CP  (itizen Participation Index
PF  Political Freedom
PS  Political Stability

GO  Government Orientation Index
JE  Judicial Efficiency
RT  Bureaucratic Efficiency
CO  Lack of Corruption

SD  Social Development Index
HD Human Development
Gl Egalitarian Income Distribution

EM  Economic Management Index
00 Outward Orientation
(B Central Bank Independence
DB Inverted Debt-to-GDP Ratio

Using the objectives described above, the resulting index of governance
quality (GQI) is

GQI =CP¢, * GO, * SD?, * EM** @ -« |

where

CP =PF %% PS 19,

GO =RT Kl * COKZ * IE liKliKz,
SD = HDA % GI ',

EM = OO M] * CBM2 * DBI_MI_Mz.

o, %, K, A, and M are weights indicating the relative importance of compo-
nents to overall governance assessment.

The citizens’ participation index is composed of two indexes—one that
assesses the degree of political freedom within a country and one that assesses
the level of political stability of a country. Political freedom assesses the abil-
ity of citizens to influence the quality of governance they receive. The politi-
cal stability index was composed by a commercial group with the perspective
of an investor in mind. This perspective may understate the ability of citizens
to participate in governance decisions in some countries, but it is a reason-
able indicator of the continuity of citizen participation.
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The orientation of governments toward the provision of public goods
and services is assessed through three indexes: judicial efficiency, bureau-
cratic efficiency, and lack of corruption. Improving judicial efficiency has
been recognized as a prerequisite for a country’s development at least since
the 1960s (Blair and Hansen 1994), and the costs of bureaucratic inefficiency
and corruption have been well documented (de Soto 1989). All three of these
indexes are based on surveys that attempt to gauge the degree to which pub-
lic sector employees are focused on serving the populace rather than enrich-
ing themselves or their political parties.

Social development within a country is assessed through two widely
known components, the United Nations’ Human Development Index (HDI)
and Gini coefficients (which quantify the degree of income inequality). The
HDI combines estimates of life expectancy, average education levels, and per
capita income. The Gini coefficients are based on recent surveys of income
distribution.

The quality of a government’s economic management is assessed
through performance indicators of fiscal policy (ratio of debt to gross
domestic product [GDP]), monetary policy (central bank independence),
and trade policy (outward orientation). For monetary and trade policy, we
were able to use indexes that capture, to some degree, the institutional ori-
entation of government. The central bank independence index is based on
the legally stated independence of the central bank. The outward orientation
index includes a component of investors’ perceptions of the receptivity of a
government to trade. Unfortunately, the fiscal policy index, the debt-to-GDP
ratio, is a particularly imperfect measure of institutional orientation. This
limitation is offset to some degree by the historical perspective it provides,
since debt is a cumulative measure of a country’s fiscal policies. The indexes
of fiscal and monetary policy may be subject to a bias against poor countries.
It is possible, for example, that the debt-to-GDP ratio may be biased against
countries that are growing rapidly, regardless of the quality of their eco-
nomic management, since public investment typically has very long term
payofts. Or, conceivably, a country with a poorly developed revenue collec-
tion system may find monetization of debt to be the most efficient form of
financing. However, neither of these indexes is strongly correlated with
income, suggesting that bias, if it exists, is not strong.

A more general question regarding bias is whether aggregating these
indexes introduces a systematic bias toward or against any country or group
of countries. For example, does the better availability of data from developed
countries mean that these countries, as a group, are rated higher or lower
than least-developed countries? Or, does the composition of these indexes
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by Western-oriented academicians, businessmen, and economists lead to a
bias against governments that are pursuing alternative goals? The answer to
the first question is that it seems unlikely. The answer to the second question
is yes, although ideological differences are more likely to develop over the
weights applied to each objective rather than over which objectives should
be included. The index is flexible enough that adjustments could easily be
made if one wishes to argue, say, that citizen participation is not a relevant
component of governance quality.

The issue of the appropriate weight of each category is clearly a sensitive
one. For example, should a government that creates a favorable economic cli-
mate but lacks political freedoms be judged a higher- or lower-quality gov-
ernment than one that provides political freedom but hinders economic
growth? Where possible, our answer has been to give each of these categories
equal weight. This was done, in part, to convey a sense of impartiality to the
process. More important, this approach places no excessive emphasis to any
single index. This is important given the nature of the indexes used—some of
them are, by necessity, subjective and others may reflect assessments that may
change quickly. Equal weighting means that potential biases or errors do not
unduly influence the composite index.

With the exception of the social development index, all component
indexes were given equal weight. For social development, the HDI coefficient,
A, was given a weight of 0.80 because of the broad, encompassing nature of
the HDI (see annex 2.A for compilation techniques, sources, and limitations
of these indexes). The results are presented for 80 countries in table 2.2. The
indexes used to create this index were modified in two ways. First, indexes for
which higher numbers represented worse governance (Gini and debt-to-GDP)
were inverted. Second, all indexes were rescaled so that each has a mean of 50.
The outward orientation index required additional modification to combine
the initial 1980-83 index with the speed of integration index for 1980-83 to
1990-93. In cases where the underlying index did not provide an assessment
of countries in our sample, we have extrapolated index numbers based on the
performance of comparable countries (see annex 2.B for component indexes).

There is a high correlation between governance quality and per capita
income—countries of the Organisation for Economic Co-operation and
Development (OECD) dominate the top governance category and none are
in the two categories with the poorest governance. Conversely, there are no
African countries in the top governance category. The correlation between
the index of governance quality and per capita GDP appears to be much
stronger than its weight of 6.7 percent (through the HDI) would suggest.
This high correlation between governance quality and per capita GDP raises



Ranking of Countries on Governance Quality

Governance Governance
quality quality
Country index Country index
(a) Good Governance

Switzerland 75 France 60
Canada 71 Czech Republic 60
Netherlands 71 Belgium 58
Germany 71 Malaysia 58
United States 70 Israel 57
Austria 70 Trinidad and Tobago 57
Finland 68 Korea, Rep. of 57
Sweden 67 Greece 55
Australia 67 Spain 55
Denmark 67 Hungary 54
Norway 67 Costa Rica 54
United Kingdom 66 Uruguay 54
Ireland 66 Italy 53
Singapore 65 Chile 53
New Zealand 64 Argentina 52
Japan 63 Jamaica 52
(b) Fair Governance (c) Poor Governance

Romania 50 Egypt, Arab Rep. of 40
Panama 50 Morocco 40
Venezuela, R. B. de 50 China 39
South Africa 50 Kenya 39
Poland 49 Honduras 38
Mexico 48 Indonesia 38
Saudi Arabia 48 Cameroon 38
Jordan 48 Nicaragua 37
Peru 48 Nepal 36
Oman 48 Pakistan 34
Ecuador 48 Nigeria 33
Colombia 47 Ghana 32
Tunisia 47 Zambia 29
Russian Federation 46 Togo 29
Brazil 46 Uganda 28
Turkey 46 Yemen, Rep. of 28
Sri Lanka 45 Senegal 28
Paraguay 45 Sierra Leone 26
Philippines 44 Malawi 26
Zimbabwe 44 Iran, Islamic Rep. of 26
Thailand 43 Zaire 25
India 43 Rwanda 22
Cote d’Ivoire 42 Sudan 20
Papua New Guinea 41 Liberia 20

Source: Authors’ calculations.
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the question of causality. If demand for high governance quality is driven by
high per capita income, then an index of governance quality will simply
reflect per capita income. Or, if there are necessary preconditions for high
per capita income, such as outward economic orientation and workforce
education, then high per capita income will reflect high governance quality.

It seems likely to us that causality runs both ways—some components of
governance do enhance the likelihood of higher per capita income, and higher
per capita income does increase the demand for higher-quality governance.
The challenges for those postulating a relationship between governance qual-
ity and income that runs in only one direction are the outliers—why, for
example, is Ireland’s per capita income so low given its high governance qual-
ity or, if causality runs the other way, why does the Czech Republic have such
good governance, given its per capita income?

The good performance of European countries is not limited to Western
Europe. The Central and East European countries (as well as Latin Ameri-
can countries) have combined improvements in citizen participation and
economic management with relatively high marks for social development.
Strong geographical patterns appear in all parts of the world—European
countries govern well, African and South Asian countries govern poorly,
Latin American and East Asian countries are somewhere in the middle. One
possibility these patterns raise is that those countries’ standards for gover-
nance quality may be influenced by the performance of their neighbors.

In table 2.3 we have shown correlation coefficients for several factors that
may influence, or may be influenced by, governance quality: per capita pur-
chasing power parity (PPP) income, GDP growth, and military spending.

Governance Index Correlation Coefficients

Governance Military Annual
Index Income (as % govt spending) Growth (85-94)

Governance 1.00 0.89 —0.16 0.25
(0.00) (0.22) (0.03)

Income 1.00 -0.11 0.26

(0.42) (0.03)

Military 1.00 0.10
(0.47)

Annual growth 1.00

Sources: Income and Growth from World Bank (1996b), Military and Subnational Expenditures from Interna-
tional Monetary Fund (1995).
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The strong positive correlation between income and governance quality sup-
ports the casual observations drawn above. The negative correlation of mili-
tary spending with governance quality is not statistically strong, but it does
suggest that it may be governments that are being defended rather than coun-
tries. The positive correlation between the 10-year economic growth rate and
governance quality supports the argument that the institutional focus of gov-
ernment is an important determinant in economic development. Also, since
the highest-income countries have generally not had the highest growth rates
over the last decade, the positive correlation between higher growth and bet-
ter governance suggests that good governance improves economic perfor-
mance rather than vice-versa.

During the past half century, developing countries have, in general, followed
a path of centralization. As a result, these countries are more centralized today
than industrial countries were in their early stages of development (Boadway,
Roberts, and Shah 1994). The economic framework developed in the fiscal
federalism literature addresses the question of the appropriate level of cen-
tralization by assigning taxing, spending, and regulatory responsibility to var-
ious levels of government and their interface with the private sector and the
civil society at large. This framework argues for the assignment of a responsi-
bility to the lowest level of government that can internalize benefits and costs
of decision making for the specific service (Shah 1994). The subsidiary prin-
ciple adopted by the European Union conforms to this view by requiring that
the assignment of responsibility should be to the lowest level of government
unless a convincing case can be made for a higher-level assignment. A num-
ber of recent developments, discussed below, are prompting these countries
to have a second look at this issue, and almost all developing countries with
populations greater than 20 million are rethinking their fiscal arrangements.

Major catalysts for change include the demise of capitalism, national
government failures, subnational government failures, assertion of basic
rights by the courts, globalization of economic activities, and the demon-
stration effects of the European Union (Shah 1995). The demise of com-
munism prompted a major change in government organization and the
geographical boundaries of some countries. In other countries, national
governments have failed to ensure regional equity, economic union, central
bank independence, a stable macroeconomic environment, or local auton-
omy. The record of subnational governments is also not very commendable.
Subnational governments have often followed “beggar thy neighbor” poli-
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cies, sought to “free-ride” with no accountability and, in pursuit of narrow
self-interest, often undermined national unity.

The judicial systems in some countries are also providing stimuli for
change by providing a broader interpretation of basic rights and requiring that
national and subnational legislation conform to the basic rights of citizens.
The emergence of a new, essentially borderless world economy complicates
this picture by bringing new challenges to constitutional federalism. These
challenges arise from the decline of nation states in carrying out regulation of
certain economic activities as borders have become more porous and infor-
mation technology has weakened their ability to control information flows.
The European Union’s policies and principles regarding subsidiarity, fiscal
harmonization and stabilization checks are also having demonstrable effects
on country policies.

The overall impact of these influences is to force a rethinking on assign-
ment issues and to force a jurisdictional realignment in many countries
around the globe. In developing countries, rethinking these arrangements
hasled to gradual decentralization of responsibilities to lower levels in a small
but growing number of countries. Some writers have cautioned against such
a shift in division of powers in a developing country environment and have
highlighted the “dangers of decentralization” (Prud’homme 1995; see also
Tanzi 1996). These authors have expressed concerns ranging from macro
mismanagement, to corruption, increased red tape, and the widening gulf
between rich and poor regions under decentralized fiscal systems. Sewell
(1996) and McLure (1995) provide rejoinders to these concerns by mar-
shaling conceptual arguments and anecdotal evidence in support of their
viewpoints.

In the following section, we reflect on various elements of the dangers
of decentralization, on the basis of available empirical evidence. In relating
decentralization to quality of governance, four aspects of governance quality
are stressed: citizen participation, government orientation, social develop-
ment, and macroeconomic management.

Citizen Participation

Citizen participation ensures that public goods are consistent with voter pref-
erences and public sector accountability. Such participation is possible only if
political freedom (voice and exit) is permitted and political stability prevails.
We combined individual rankings of countries on these indicators to develop
a composite index of citizen participation. We find that both subindexes are
positively correlated with fiscal decentralization. The correlation coefficients
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in table 2.4 indicate that this relationship is statistically significant, which sug-
gests that citizen participation and public sector accountability go hand in
hand with decentralized public sector decision making.

Government Orientation

Public sector orientation plays an important role in public sector perfor-
mance. If the public service is oriented toward serving its citizens, bureaucratic
red tape and corruption will be minimal and the judiciary will further
enforce accountability through timely and fair decisions in the administra-
tion of justice. Such an orientation is typically lacking in some developing
countries, where the civil service pursues rent seeking and power and influ-
ence through command and control and bureaucratic red tape and graft.
A composite ranking of countries on three indicators of government ori-
entation—judicial efficiency, bureaucratic efficiency, and lack of corruption—
provides a good indicator of public sector orientation and performance. We
relate the degree of expenditure decentralization to the ranking of countries

Correlation of Subnational Expenditures with
Governance Quality Indicators

Pearson correlation coefficients

Citizen Participation

Political Freedom 0.599**
Political Stability 0.604**
Government Orientation

Judicial Efficiency 0.544%*
Bureaucratic Efficiency 0.540%*
Absence of Corruption 0.532%*
Social Development

Human Development Index 0.369*
Income Distribution (inverse of Gini coefficient) 0.373*
Economic Management

Central Bank Independence 0.327*
Inverse of Debt to GDP Ratio 0.263
Outward Orientation 0.523%*
Governance Quality Index 0.617**

*Pearson correlation coefficient is significant at the 0.05% level (2-tailed test).
**Pearson correlation coefficient is significant at the 0.01% level (2-tailed test).
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on individual indicators as well as to the composite rank on government
orientation and find that all these correlations show a positive, and statis-
tically significant, association (see table 2.4). This suggests that typically
decentralized countries are more responsive to citizen preferences in serv-
ice delivery and strive harder to serve their people than centralized coun-
tries. Several case studies corroborate these findings. Crook and Manor
(1994), Meenakshisundaram (1996), based on a review of experience of the
Indian state of Karnataka, and Blair (1996), based on the Philippines’ more
recent experience with decentralization, conclude that decentralized demo-
cratic governance had a positive impact on the quality of governance especially
in reorienting government from a command and control to a service provider
role (see also Blair and Hansen 1994). Landon (1996) carried out a study of
education costs in Canada and concluded that local control regimes were
more successful in controlling overhead costs than were provincial control
regimes. Humplick and Moini-Araghi (1996) report that for a large sample
of countries decentralization leads to lower unit administration costs for
road services. Gurgur and Shah (2002) find that centralization of authority
is an important determinant of the incidence of corruption for a sample of
30 countries. A synthesis of recent literature presented on this subject by
Shah, Thompson, and Zou (2004) also supports this conclusion (see also
Huther and Shah 2000; Shah and Schacter 2004).

Social Development

Two aspects of social development are considered: human development and
income inequality. For ranking countries in terms of their achievements on
human development, we rely solely on the United Nations’ index on human
development. This index incorporates life expectancy, adult literacy, educa-
tional enrollments, and per capita GDP in PPP terms. The egalitarian nature
of the society is captured by an inverse rank on the Gini coefficients estimated
by Deininger and Squire (1996). Table 2.4 shows that fiscal decentralization
is positively correlated and statistically significant with both indexes.

Macroeconomic Management

It is frequently argued that a decentralized public policy environment of the
type found in developing countries contributes “to the aggravation of macro-
economic problems” (Tanzi 1996, 305). In the following, we reflect on the
available empirical evidence on aspects of monetary and fiscal policies to
form a perspective on this issue.
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Monetary Policy

Monetary policy is clearly a central function and best entrusted to an inde-
pendent central bank (Shah 1994). The critical question then is whether or
not independence of the central bank is compromised under a decentralized
fiscal system. One would expect, a priori, that the central bank would have
greater independence under a decentralized system since such a system
would require clarification of the rules under which a central bank operates,
its functions, and its relationships with various governments. For example,
when Brazil in 1988 introduced a decentralized federal constitution, it sig-
nificantly enhanced the independence of the central bank (Bomfim and
Shah 1994). However, in centralized countries the role of the central bank is
typically shaped and influenced by the ministry of finance. In an extreme
case, the functions of the central bank of the United Kingdom, the Bank of
England, are not defined by law but have developed over time by a tradition
fostered by the U.K. Treasury.

For a systematic examination of this question, we relate the evidence pre-
sented in Cukierman, Webb, and Neyapti (1992) on central bank indepen-
dence to a share of subnational expenditures in total spending. The correlation
coefficient in table 2.4 shows a weak but positive association, confirming our
a priori judgment that central bank independence is strengthened under
decentralized systems. Increases in the monetary base caused by the central
bank’s bailout of failing state and nonstate banks represents an important
source of monetary stability and a significant obstacle to macroeconomic
management. In Pakistan, which is a centralized federation, both the central
and provincial governments have in the past raided nationalized banks. In
Brazil, which is a decentralized federation, state banks have made loans to
their own governments without due regard for their profitability and risks. A
central bank role in ensuring arm’s length transactions between governments
and the banking sector would enhance monetary stability regardless of the
degree of centralization.

The empirical evidence presented suggests that such arm’s length trans-
actions are more difficult to achieve in countries with a centralized structure
of governance than under a decentralized structure with a larger set of play-
ers. This is because a decentralized structure requires greater clarity on the
roles of various public players, including the central bank.

Fiscal Policy

In a centralized country, central government assumes the exclusive responsi-
bility for fiscal policy. In decentralized countries, fiscal policy becomes a
responsibility shared by all levels of government, and the federal (central) gov-
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ernments in these countries use their powers of the purse (transfers) and
moral suasion through joint meetings to induce a coordinated approach. Sev-
eral writers (Tanzi 1996; Wonnacott 1972) have argued, without empirical cor-
roboration, that the financing of subnational governments is likely to be a
source of concern within open federal systems because subnational govern-
ments may circumvent federal fiscal policy objectives. Tanzi (1996) is also con-
cerned with deficit creation and the debt management policies of junior
governments. Available theoretical and empirical work does not provide sup-
port for the validity of these concerns. On the first point, at a theoretical level,
Sheikh and Winer (1977) demonstrate that relatively extreme and unrealistic
assumptions about discretionary noncooperation by junior jurisdictions are
needed to conclude that stabilization by the central authorities would not
work at all simply because of this lack of cooperation. Their empirical simu-
lations for Canada further suggest that failure of a federal fiscal policy in most
instances cannot be attributed to uncooperative junior governments’ behav-
ior. Saknini, James, and Sheikh (1996) further demonstrate that, in a decen-
tralized federation with markedly differentiated subnational economies with
incomplete markets and nontraded goods, federal fiscal policy acts as an insur-
ance against region-specific risks. Therefore decentralized fiscal structures do
not compromise any of the goals sought under centralized fiscal policies.

On the second point noted by Tanzi, empirical evidence from a number
of countries suggests that, while federal fiscal policies typically do not adhere
to the European Union’s guidelines that deficits should not exceed 3 percent
of GDP and debt should not exceed 60 percent of GDP, junior governments
policies typically do. This is true both in decentralized federal countries such
as Canada and in centralized federal countries such as India and Pakistan.
Centralized countries do even worse on these indicators. For example, Greece,
Turkey, and Portugal do not satisfy the European Union guidelines. The results
in table 2.4 provide weak confirmation of our empirical observations—the
coefficient, while positive, is not statistically significant at the 95 percent con-
fidence level.

Outward Orientation

Economic liberalization is now commonly accepted as a cornerstone of good
economic management. The World Bank has recently ranked countries on
the openness of their economies, taking into account factors such as gross
national product (GNP) originating from trade, manufacturing exports, for-
eign direct investment as a share of GDP, credit rating, and manufacturing
content of exports. This index is related to the degree of expenditure decen-
tralization and finds a positive relationship between these two indicators.
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Economic Management

When we combine the three aspects of economic management considered
above in an index of the quality of economic management, the result shows
a positive association with the degree of fiscal decentralization. This is to be
expected, because the decentralized systems are more transparent in defining
the role of various public agents and place a greater premium on accounta-
bility for results.

Finally, we combine indexes on economic management, social development,
government orientation, and citizen participation to derive an overall index
of governance quality. This index is then related to the degree of fiscal decen-
tralization. Given the positive correlation between all of the governance qual-
ity component indexes and the composition of government expenditures, the
positive relationship between fiscal decentralization and governance quality
is unsurprising. What may be surprising is the strength of this correlation:
if one assumes that the mix of national and subnational expenditures is an
explanatory variable for governance quality, the resulting ordinary least
squares regression yields an R? of 0.38 (the coefficient on subnational expen-
ditures was 53.07, with a standard error of 10.99).

Causality

The relationship between the level of decentralized expenditures and gover-
nance quality appears to be strictly increasing, but clearly there must be some
form of Laffer curve. It is easy to construct cases where complete decentral-
ization of expenditures would lead to lower quality governance than where
there is a mix of national and subnational expenditures. However, the data
do not show that even the most highly decentralized governments have
increased decentralization at the expense of lowering the quality of gover-
nance. This suggests that highly centralized countries can improve their gov-
ernance quality through more decentralized expenditures without the risk of
engaging in excessive decentralization.

In conclusion, recent discussions on the appropriate level of decentral-
ization of fiscal expenditures have largely been theoretical or anecdotal (for
example, see Prud’homme 1995 and Sewell 1996). The decentralization side
of this debate cites efficiency gains from greater voice for local constituents
while the centralized side cites efficiency gains from economies of scale (often
from consolidating human or physical capital). The conclusion of the value
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of greater decentralization was informed by examining the relationship of fis-
cal decentralization to various individual and composite measures of quality
of governance. At an empirical level, it appears that governance quality may
be enhanced by greater decentralization. It should be noted however, that this
analysis is a macroeconomic one and cannot be applied to specific expendi-
tures. Even at the theoretical level, the appropriate mix of national and sub-
national roles and thereby expenditures differs by sector (or, even by project).

Reservations

As a starting point, we accept the caveats offered by the authors of the indi-
vidual indexes that we have used. These caveats generally note that the indexes
are meant to convey a general placement of countries rankings rather than
precise assessments of country’s relative performance. In addition, the authors
generally acknowledge the potential for errors in individual rankings, since
many of the indexes rely on subjective judgments or limited surveys. It can
be argued that aggregation may offset the statistical biases associated with
the techniques and biases of the individual indexes. A larger issue is less an
econometric one than a theoretical one, relating to the weights applied to
each component index. Our approach of applying equal weights to each
component index is open to criticism that one component, say citizen par-
ticipation or social development, should be weighted more heavily than
another, say economic management. Making adjustments to these weight-
ings would influence the rankings of individual countries, but our prelimi-
nary impression is that such adjustments would not affect the general trends
noted here.

Omissions

Many of the indexes used in the governance index did not cover all of the coun-
tries that we have included in our sample. In cases where index numbers were
not available (see table 2.5), we sought assessments of the relative perfor-
mances of missing countries from World Bank staff. The majority of missing
cases were from Africa, although indexes of government orientation were also
missing for Central Europe. Estimates for missing values were made by senior
members of the World Bank’s Operations Evaluation Department (OED).
Of the 80 countries for which we were able to construct the governance
index, subnational expenditure data were available for only 40. These coun-
tries® are fairly well distributed across per capita income groups and geographic
regions, although developed countries are more strongly represented in this
group than the larger group for which the governance index was calculated.
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Omissions from Original Indexes

Index Omitted (%)
Political Freedom 6
Political Stability 28
Judicial Efficiency 28
Red Tape 28
Corruption 20
Human Development 0
Gini Coefficient 19
Outward Orientation 0
Central Bank Independence 30
Debt / GDP Ratio 21

Discussions and policy work regarding the role, scope, and effectiveness of
government have typically taken place in the absence of empirical measures
of governance quality. This chapter introduces a measurement that will allow
both theoretical work and policy issues to be discussed in the framework of
a concrete definition of governance quality. The definition we have used
could easily be modified to reflect different beliefs about the relevance of the
components used in this index. The index could also be narrowed or broad-
ened to reflect differences in beliefs about the role and scope of government.

The application of this index to the decentralization debate shows that
the polarization of opinion in the absence of hard empirical evidence can be
overcome with the use of an appropriate standard of reference such as the
one used here. The use of this index allows us to reach unambiguous con-
clusions regarding the net positive effects of fiscal decentralization on pub-
lic sector performance in a majority of countries.

1. See Huther and Shah (1998) for an earlier version of this paper. Subsequently a vast
literature has emerged following Huther and Shah methodology but providing a more
comprehensive coverage of governance indicators.

2. Argentina, Australia, Austria, Belgium, Brazil, Canada, Chile, Colombia, Czech Repub-
lic, Denmark, Finland, France, Germany, Hungary, India, Indonesia, Iran, Ireland,
Israel, Italy, Kenya, Malawi, Malaysia, Mexico, Netherlands, Norway, Pakistan, Paraguay,
Philippines, Poland, Romania, South Africa, Spain, Sweden, Switzerland, Thailand,
Uganda, United Kingdom, United States, and Zimbabwe.
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Sources of Data

Various indexes used to create the governance quality index are described
below:

Political Freedom (Hagq 1995). This index measures four factors that reflect
an individual’s ability to exercise political freedom: a country’s political
process, its statutory freedoms, an individual’s ability to exercise freedom
of expression, and the degree to which discrimination is tolerated.
Political Stability, Judicial Efficiency, Red Tape (Mauro 1995). These
indexes, developed by Business International Corporation, are unavoid-
ably subjective. These indexes were developed with an investor’s perspec-
tive in mind. This perspective may lead to different assessments of, say,
judicial efficiency than an index with a less pecuniary perspective. These
indexes, which we have not been updated, are based on older data than
the other indexes—1980-83.
Corruption (Transparency International and Gottingen University
1996). This index, frequently updated, is based on survey results from
several risk assessment consulting groups, the Global Competitiveness
Report, and the Institute for Management Development.
Human Development Index (UNDP 1996). This index, published by the
United Nations Development Programme, measures life expectancy,
adult literacy, enrollments in primary, secondary, and tertiary education
institutions, and per capita GDP in purchasing power parity terms.
Gini Coefficients (Deininger and Squire 1996). These estimates of
income equality are based on household surveys, which are presented
by the authors as a substantial improvement over previous work in
both data quality and coverage.
Outward Orientation (World Bank 1996). This index uses an initial
assessment of outward orientation made for 1980-83 and modifies it
according to the speed of integration index calculated for 1990-93.
The factors composing the index are a population-adjusted trade ratio,
the country credit rating by Institutional Investor, foreign direct invest-
ment as a share of GDP (in PPP terms), and the share of manufactur-
ing that is exported.
Central Bank Independence (Cukierman, Webb, and Neyapti 1992).
This index is compiled from examination of 16 statutory aspects of
central bank operations, including the terms of office for the chief
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executive officer, the formal structure of policy formulation, the bank’s
objectives (as stated in its charter), and limitations on lending to the
government.

Debt-to-GDP Index. Compiled from IMF (1995a, 1995b) using data
from most recent year available.

Quality of Indexes

For detailed information on the component indexes used, we refer those
interested to the original works for discussions of the index strengths and
weaknesses. In cases where the indexes have been produced for several years
(HDI and Gini coefficients), the authors have had time to respond to criticisms
of the initial versions. The indexes used from Mauro (1995) were constructed
by a commercial organization, Business International Corporation, which
sells updated versions. Presumably, the version made public by Mauro is old
enough that its commercial (and, perhaps, academic) value is low. Unfortu-
nately, an updated version was out of the range of our research budget.

The political freedom index created by Haq is new both in the sense that
there are no previous versions and in that it addresses a topic that had previ-
ously not been subjected to formal indexing. The corruption index is updated
annually and reflects the results of several surveys on bureaucratic honesty.
The outward orientation index is an updated version of an index first created
in the mid-1980s. The central bank independence index is relatively new and
represents the legal characteristics of a country’s central bank. As the authors
note, there is often a discrepancy between the statutory independence of a
central bank and its independence in practice. The authors attempted to cap-
ture this effect, by developing a second index that measures the frequency of
turnover of heads of central banks. This second index has not been incorpo-
rated into this paper because of the small number of countries covered.

Note that although all of these indexes have been published in the past
three years, the data from Mauro (1995) and from Cukierman, Webb, and
Neyapti (1992) are somewhat older. This may bias results for, or against, spe-
cific countries that have experienced rapid change since the early 1990s. The
Mauro indexes, for example, have assessments of Liberia and Nigeria that, given
more recent events, seem high. The indexes have not been adjusted to reflect
these changes, in order to preserve the internal consistency of these indexes.

Adjustments to Indexes

The following adjustments were made to the indexes that are components
of the Governance Index:
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Political Freedom: mean shifted to 50.

Political Stability, Red Tape, Judicial Efficiency: mean shifted to 50.
Corruption: unchanged.

Human Development Index: mean shifted to 50.

Gini Coefficients: 10 — sqrt(Gini), mean shifted to 50.

Outward Orientation: In (speed of integration index) used as percentage
change, then applied to initial index; mean shifted to 50.

Central Bank Independence: mean shifted to 50.

Debt-to-GDP Index: 2 — debt-GDP, mean shifted to 50.

Means were shifted as follows: Initial index number X 50 / Average of initial
index.
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Composite indexes are shown in the table below.

Citizen Government Social Economic
Country participation orientation development  management
Good Governance
Switzerland 67 86 65 85
Canada 64 83 66 72
Netherlands 65 86 66 69
Germany 62 74 64 85
United States 66 80 64 71
Austria 65 73 65 78
Finland 66 83 65 60
Sweden 66 83 65 59
Australia 61 83 63 65
Denmark 65 83 64 60
Norway 68 84 64 54
United Kingdom 61 78 66 62
Ireland 60 74 63 67
Singapore 59 86 60 59
New Zealand 64 88 64 48
Japan 62 76 64 52
France 64 65 62 52
Czech Republic 59 54 62 66
Belgium 62 72 66 40
Malaysia 54 59 54 64
Israel 52 75 61 45
Trinidad and Tobago 59 53 58 58
Korea, Rep. of 51 52 62 63
Greece 60 47 63 52
Spain 56 52 66 48
Hungary 57 52 62 48
Costa Rica 62 46 58 51
Uruguay 64 53 56 45
Italy 59 43 63 52
Chile 49 69 57 42
Argentina 57 46 55 52
Fair Governance
Jamaica 57 50 49 52
Romania 50 48 55 49
Panama 54 58 55 37
Venezuela, R. B. de 55 36 57 55
South Africa 52 56 42 50
Poland 55 54 60 32
Mexico 49 42 54 48

(continued)
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Citizen Government Social Economic

Country participation orientation development  management
Saudi Arabia 32 48 55 63
Jordan 49 58 52 36
Peru 44 53 48 46
Oman 40 41 50 62
Ecuador 51 42 53 46
Colombia 47 40 55 50
Tunisia 46 40 51 53
Russian Federation 54 32 59 46
Brazil 50 37 51 48
Turkey 48 38 48 50
Sri Lanka 46 51 49 36
Paraguay 46 43 46 44
Philippines 44 36 46 52
Zimbabwe 46 63 37 34
Thailand 43 30 56 50
India 50 37 35 53
Cote d’Ivoire 53 58 29 37
Papua New Guinea 54 29 36 52
Poor Governance

Egypt, Arab Rep. of 45 34 45 37
Morocco 38 52 40 32
China 38 25 46 56
Kenya 42 36 34 44
Honduras 45 37 39 33
Indonesia 40 24 48 46
Cameroon 42 42 35 32
Nicaragua 46 44 40 24
Nepal 45 39 29 35
Pakistan 41 24 36 38
Nigeria 44 22 32 41
Ghana 34 31 37 26
Zambia 38 24 31 25
Togo 37 22 30 27
Uganda 40 24 27 24
Yemen, Rep. of 28 28 26 31
Senegal 39 22 26 27
Sierra Leone 36 22 18 31
Malawi 31 28 25 20
Iran, Islamic Rep. of 20 14 52 29
Zaire 32 18 28 22
Rwanda 14 20 29 29
Sudan 18 22 29 16
Liberia 11 32 24 18

Source: Authors’ calculations.
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Decentralization is common in many developing countries. Local
governments are becoming more numerous in such countries
and are increasingly required to play larger roles in providing ser-
vices, alleviating poverty, and facilitating development (Mitlin
2000). Given the important role local governments are being called
to play, central governments and development organizations are
starting to ask how well they are doing (and how they can be
improved). The problem with asking such questions is that criteria
for evaluating local governments in developing countries remain
poorly formed: What does a “good” local government look like in the
developing world? What factors should one consider when evaluat-
ing local governments in such settings?

This chapter is written to address such questions, with the aim
of identifying criteria for evaluating local governments in developing
countries. It takes a mixed practice-theory approach to identifying
such evaluation criteria. The practice element builds on existing eval-
uations practice at the local level in developed countries such as the
United States, which typically focuses on issues of legal conformance
and fiscal health. The theory dimension introduces concerns about
responsiveness, efficiency, and accountability, with the potential for
gains in these areas underlying dominant arguments in favor of

63
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decentralization and local-level governance. The approach recognizes that local
governments in developing countries face their own special issues, and that
evaluation criteria identified for use in such settings must be easily accessible,
facilitating an observation-based analysis (and requiring limited resources).

Local government evaluation practice in developed countries generally
focuses on issues of conformance and fiscal health. The conformance focus
manifests in evaluations of whether local entities conduct their operations
within the legal parameters set for them, and whether they adopt processes
required (either by law or by some other professional standard setting entity,
such as the Governmental Accounting Standards Board [GASB]). The fiscal
health emphasis is reflected in evaluations of resource use in local government,
with the usual focus being the level of fiscal discipline evident in financial
management processes.

The main evaluation mechanisms in these local governments are embed-
ded in financial and accounting management systems and in the process of fis-
cal evaluation undertaken by outside rating agencies in countries such as the
United States. The influence of such mechanisms and the prevalence of this
kind of evaluation leads Foltin to say that local governments in the United
States have “focused principally on financial reporting and other financial
matters . . . and legal compliance” (Foltin 1999, 43). Even recent evaluations
in the United States and beyond, designed to emphasize performance, tend to
analyze conformance to specific best-practice internal management processes
and fiscal outcomes (examples include the Government Performance Proj-
ect and the Local Government and Public Service Reform Initiative work in
Central and Eastern Europe).

Legal and process conformance and fiscal health are important criteria
for evaluating local governments in developing countries as well. Given that
local entities are created by law and use public resources to fulfill their duties,
it is important that they operate within the parameters of legislation and
ensure an adequate level of fiscal health and discipline. Where local-level eval-
uations have been undertaken in the developing world, these considerations
have often been the dominant (and often the only) criteria (as reflected in a
1993 evaluation conducted by the Harvard Institute for International Devel-
opment in Indonesia [HIID 1993]).

Relying on this dominant practice is problematic, given that theoretical
arguments in favor of decentralization and the formation of local govern-
ments identify potential decentralization gains in other areas of interest, gov-
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ernment responsiveness, efficiency, and accountability to citizens (Tiebout
1956; Oates 1972; Shah 1998). Issues related to these areas also require eval-
uation, especially in developing countries, where local governments are often
created in response to low responsiveness, efficiency, and accountability in
central governments. In such situations local governments are required not
only to operate according to legislation and manage their finances well, but
also to provide the right services (in response to citizen need), in the right
(or most efficient) way, and with the highest degree of accountability to
constituents.

Combining the five focal areas yields the following broad criteria for
evaluating local governments in developing countries: conformance to
legislative and process requirements, fiscal health, responsiveness, efficiency,
and accountability to citizens. All five can be further broken down into more
specific criteria relevant to the developing country experience in general. To
ensure that the approach taken in this chapter is pragmatic and facilitates
observation-based analysis, such specific criteria are introduced with refer-
ence to examples of effective and ineffective local governments in developing
countries.

Local governments in developed and developing countries come into being
because of legislative action. Legislation defines the powers, functions, and
responsibilities of local governments. As such, academic and practitioner
local government evaluations in developed and developing countries appro-
priately derive their foundational evaluation criteria from legal (and quasi-
legal) sources. These criteria typically concentrate on local government
conformity with legislation (and other formal requirements) regarding the
setting and upholding of bylaws, the generation and collection of revenues,
the following of process requirements in resource disbursement, and the pro-
vision of services.

There are numerous studies of local-level legislative activity in countries
such as the United States, generally investigating whether municipalities pass
the kinds of laws they are meant to (and usually focused on local-level polic-
ing and the regulation of private markets). Such studies have also been
extended to the developing world, with researchers evaluating whether
municipalities set and uphold the laws they are required to, and whether they
use their law-setting powers to facilitate development in their jurisdictions.
A positive example of such analysis relates to the setting of legislation in Cebu
City in the Philippines (UNESCO 2001). The city passed Ordinance 1344 to
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creatively facilitate the development of low-cost housing, allowing the use of
a trust fund generated from the sale of city-owned lots exclusively for shelter
and its related expenditures. The city also used its law-setting ability to increase
the participation of vendors’ associations in market management (which is
recognized by the Revised Market Code). Finally, the city minimized red tape
that was hampering service delivery by instituting the Systems and Procedures
Rationalization in Government (SPRING) regulations. Halfani (1997) pro-
vides an example of a municipality not fulfilling its legal role effectively. He
writes that “a large sphere of urban life” in Nairobi “has operated outside the
regulatory and directive authority of the formal system” (188) because
the municipality failed to set and uphold laws as required. In such situations
the failure of the local government to comply with its de jure role can lead to
social instability and disorganization in commercial activities.

The legal mandate faced by municipalities also relates to their revenue-
raising activities. Laws typically limit both the kinds of revenues that local
governments can raise and the ways in which they can raise different revenue
types. In the United States evaluators must commonly ask whether govern-
ments are raising revenues in a legally sustainable way (such that the method
of revenue raising does not clash with legislation). The Proposition 13 debate
in California, for example, examined whether the process of collecting prop-
erty taxes (and valuing property) was legal, or whether it contravened equal
treatment clauses in the national constitution. In developing countries leg-
islation tends to shape revenue-raising abilities of local governments. Local
governments are required to adhere to such legislation. In the Republic of
Korea, for example, local governments are given access to certain taxes
(mostly regulation- and property-based) and are disallowed from using any
kind of sales or income tax to raise revenues (Shin and Ha 1998). In South
Africa local governments have a set of tax and user-charge instruments iden-
tified in law and face a limit on lending. Section 10 of the 1996 Local Gov-
ernment Transition Act states that municipal loans are not backed by
provincial or national governments: “Any money borrowed by a municipality
in accordance with this subsection and the interest thereon, shall be the finan-
cial obligation of the municipality concerned and shall be chargeable to and
payable from the revenues and assets of that municipality” (South African
President’s Office 1996, Section 10 G 8(¢)). It is important to identify whether
governments in such situations raise revenues in accordance with such limi-
tations, because if they do not, then their revenue-raising performance will
not be sustainable.

Similarly, local government budgeting and procurement processes are
typically shaped by national-level legislative requirements (or formal regu-
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lations developed by quasi-legislative agencies). In the United States formal
regulations emanate from the GASB and other entities, requiring certain
kinds of budgeting processes and reporting standards. This is also the case
in developing countries, with an example coming from the 1991 Philippines
Local Government Code. Chapter 3 of the Code outlines requirements for
the budgeting and financial reporting process in local governments. Section
314, for example, requires (among other things) that local government
budgets provide summaries of financial statements that set forth income
and expenditures during the preceding year, estimates of income for the
ensuing year (determined within legal parameters), estimated expenditures
required to carry out all local government functions in the year, all essential
facts regarding long-term obligations and the indebtedness of the local gov-
ernment unit, and other financial statements and data deemed necessary to
“disclose in all practicable detail the financial condition of the local govern-
ment unit” (Government of the Philippines 1991, Section 314 b.3.vii). In this
situation it is important to ask whether municipalities complied with the
requirements.

Similar process requirements in developing countries relate to planning
and participation. In Cebu City in the Philippines, the city government
responded positively to such requirements and adopted various schemes to
give substance to partnerships in accordance with the Local Government
Code. The most common is the special project contractual type of arrange-
ment. For instance, the Cebu People’s Multi-Purpose Cooperative serves the
needs of microenterprises (Etemadi 2000; UNESCO 2001).

Contrasting experience to this positive evidence of legislative confor-
mity comes from Dhaka and Bangladesh (Islam and Khan 1996). The Dhaka
Metropolitan Area governments faced significant legislation requiring plan-
ning and participation, but the municipalities in the area are recorded as not
having any planning program and not being very participatory. Similarly, in
Bangladesh about 120 municipalities have a mandate to propose and imple-
ment plans, but none of them has any planning department or even an offi-
cial urban planner. Another negative example comes from Bolivia, where the
Law of Participacion Popular was intended to change national and local
power structures by requiring the participation of poor groups in resource
allocation decision-making processes. Andersson (1999) conducted a social
study involving interviews of local officials and citizens, and found that par-
ticipation has not yet happened in the municipality of Caiza.

Apart from the processes of budgeting and resource allocation, local
governments also face legislated mandates regarding the type of service
toward which they have to allocate resources. Legislation typically identifies
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such functional responsibilities along with requirements related to service
quality and standards. In this light, the South African Local Government
Transition Act of 1993 provides a basic reference point for evaluating munic-
ipal performance by identifying the following as duties of local govern-
ments: “Water supply, sewerage purification, electricity if so agreed by all the
individual local government bodies, refuse removal, roads and stormwater
drainage, health services, emergency services, financial administration, and
any other service agreed upon” (Section 7 (c)(i)(aa)). Local government
studies in this setting typically begin by asking, “Are the local governments
providing these services?” The general answer to such a question is yes, with
most governments at least fulfilling the basic services mandate (providing
water supply, sanitation, and electricity services). But legislation in South
Africa and other countries often stipulates the functional responsibility fur-
ther, specifying who should receive services and what standard services
should be met. The South African Constitution commits to providing water,
electricity, and sanitation to all, for example, while most local governments
typically serve fewer than two-thirds of their constituents. Mitlin (2000) sug-
gests that many local governments in developing countries would fail on a
legislative requirement for a full-service provision: “It is clear that in most
urban centers, local governments fail to meet many of their responsibilities
to large sections of the population within their jurisdiction” (3).

This line of questioning is seen in the United States, where theoretical and
practical evaluations of local government often ask whether local entities
(school boards) provide the appropriate standard of education to all citizens.
It is also pertinent in countries such as Tanzania, where local governments
have a legal role in providing primary schooling (Therkildsen 1998). Local
governments are required to do more than provide primary education: They
are bound by a national mandate to provide the same standard education for
all citizens. “Good performing”local governments provide such standard edu-
cation according to such mandate, while “poor performing” local govern-
ments provide varying quality of education.

Legal conformance in areas such as service provision, budget process
development, revenue-raising activity, and local regulatory activity thus pro-
vides a foundation for evaluating local governments. This kind of evaluation
can also be useful in providing guidance as to temporal limitations, and
complexities and even inconsistencies with the institutional setting in which
local government find themselves (and which will factor into any evalua-
tion). This knowledge can help evaluators to determine why a local govern-
ment is performing as it is, and to provide appropriate advice for
remediation or improvement. In South Africa, for example, local govern-
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ments failed to provide services to all citizens in 1996 because territories
were expanded in that year (thus creating a temporal limitation on local gov-
ernments’ abilities to abide by legislation). In Tanzania the provision of edu-
cation is considered problematic, in that legislation simultaneously devolves
significant responsibility to local governments so that they can shape edu-
cation provision to local needs, and then requires the standardization of pro-
vision (Therkildsen 1998). In Nairobi, the poor regulatory performance of
the city is explained as the result of a “disabling” legal context that limited
resource access for the municipality and made it difficult for such to abide
by legal requirements (Halfani 1997).

Evaluating Fiscal Health

Fiscal health factors are closely related to the legislative criteria for evaluating
local governments. In most settings, local governments are required to man-
age their fiscal matters carefully, ensuring that they do not overspend and that
their expenditure is in line with their mandate (as it is generally represented
in the budget or as it is stipulated in national-level policy documents or
legislation).

In countries such as South Africa such requirements are legislated, with
municipalities and districts allowed to spend money only in accordance with
agreed-upon budgets, and not allowed to run a deficit on their operating
accounts. Municipalities that overspend are considered poor performers
because they create a fiscal burden for their constituents (reducing their abil-
ity to allocate resources to services in future periods because of debt-servicing
commitments). Municipalities that spend differently from their mandate are
also considered poor performers, because their budget implementation does
not match their stated objectives (unless, of course, there are valid reasons for
the difference between the budget plan and implementation).

The basic criteria for identifying poor fiscal health on the expenditure
side are widely known and easily observed from standard financial state-
ments and budgets: high (and sustained) deficits and debt, poor allocations
(with significant resources going to administration rather than to capital
maintenance, for example), and a disjunction between planning allocations
and implementation. In terms of these criteria, the literature and popular
press are flush with examples of poor-performing governments. The 1998
White Paper in South Africa (DPLG 1998, Section A, 2.2) reflects on this:
“Combined with service backlogs, collapsed or deteriorating infrastructure,
and deteriorating creditworthiness and borrowing capacity, municipalities
are experiencing financial stress, and in some instances crisis.” Press
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reports connected to this statement relate the fact that, by September 1997,
local governments in South Africa owed R 10 billion to various lending insti-
tutions and service providers such as Eskom (the electricity producer)
(Kihato 1998). As further reflected in the press reports, this kind of debt led
municipalities such as Nelspruit (the capital of Mpumalanga province) to
suspend capital projects and caused a 58 percent reduction in Johannes-
burg’s capital budget, resulting in “the provision and maintenance of infra-
structure [being] affected dramatically” (Kihato 1998).

Not all governments are poor performers in this category, however. Two
large cities in South Africa, Durban and Cape Town, were initially given strong
favorable evaluations by policy makers and in the popular press because of
their low deficits, high capital and service expenditures, and strong adherence
to stated budgetary goals. Both municipalities have recently been experienc-
ing some financial difficulties, however, running deficits and displaying fiscal
vulnerability. This shows the time-specific nature of the fiscal health evalua-
tion criteria, which can portray a healthy city in one year (with low deficits, for
example) and a vulnerable city the next (with high deficits, for example).

The fiscal health criteria are also only as reliable as the budget and finan-
cial reporting process that determines the financial figures. In countries such
as China, local government off-budget revenues and expenditures were
extremely large in the mid-1990s, introducing “a degree of non-transparency
in the fiscal process” (Arora and Norregaard 1997, 20) and yielding deficits
and allocations figures unreliable in judging true fiscal health. Evaluators in
such instances are required to examine not only the figures reflecting fiscal
health on the expenditure side, but also the processes by which expenditures
are reported. Niesner (1999, 32) describes this evaluation requirement thus:
“Check compliance with accounting controls—whether rules had been fol-
lowed, procedures had been established, proper accounting had been made,
and controls were in place and functioning.”

In tandem with the requirement that governments maintain discipline
on the expenditure side, the literature also stresses that fiscally healthy local
governments should have their own reliable revenue sources (Bird 1993; Oates
1993). An evaluation of this aspect of fiscal health requires analyzing the size
of the local revenue base (the potential local resources available to the gov-
ernment) and the revenue effort on display (the actual local resources raised
as a percentage of the potential). As with other aspects of the fiscal health
evaluation criteria, there is a strong overlap with legislation in this area. Leg-
islation often determines the size of the revenue base by defining tax and
user-charge abilities of local governments. Local initiatives within such leg-
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islated parameters tend to determine performance in terms of revenue
effort, however. It is not uncommon to find local governments collecting
revenues inefficiently in developing countries—for example, using outdated
modes of property evaluation or measurement of service access (such as
electricity use).

Governments that perform well in terms of the revenue criteria of the
fiscal health factor are identified as those that maximize the size of their rev-
enue base while ensuring that they do not create social inefficiencies when
levying taxes or user fees (Bird 1993). Examples of such governments include
those in South Africa that have developed debtor follow-up mechanisms
and indigent debtor policies to ensure that all constituents pay for services
received as they are able and Cebu City’s use of computerized assessment and
appraisal procedures related to property taxes. Further examples include
Abidjan’s establishment of neighborhood committees to engage the resources
of communities in addressing economic and infrastructure problems (DPLG
2000)! and the government partnership with community-based organiza-
tions for tax collection in the Sikasso commune in Mali (Attahi 1997).2 In all
these examples the municipalities are seen to be addressing their need for a
strong local revenue source by enhancing their abilities to access the revenue
base (through creative administrative and managerial methods).

A further way in which municipalities are seen to do this is through pass-
ing legislation that improves the functioning of their tax or fee mechanisms.
In Kenya, local governments changed their system of having multiple busi-
ness licenses to having one single business permit so as to simplify their
licensing process. The move resulted in an expansion of the tax base (with
all economic activities now included in the instrument) and a streamlined
licensing process (reducing their own collection costs as well as those of busi-
nesses). The tax has enhanced their fiscal status by increasing revenues (Devas
and Kelly 2001).

These examples show that fiscal health is about both the recorded num-
bers on financial statements and the processes underlying such numbers. Both
the numbers and processes are generally accessible to evaluators and form a
conventional source of evaluation information. Together with conformance
to legislation, the fiscal health criteria are commonly used to evaluate govern-
ments in the developing world. Decentralization literature holds, however,
that a fiscally healthy local government, one that spends responsibly and has
a reliable and sizeable local revenue source, can be considered effective only if
it uses such resources in responsive, efficient, and accountable ways (Oates
1972, 1993; Shah 1998).
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Proponents of decentralization argue that, in a democratic context, these
reforms lead to greater responsiveness to constituent demands, with local
candidates having to please voters (who are indeed their neighbors). Oates
(1993) builds the case for decentralized finance on the presumed responsive-
ness of local governments to their constituents’ welfare. These perspectives
underlie a large portion of the theoretical argument in favor of decentraliza-
tion: Local governments are more likely to provide the right services than are
higher-level governments. They also offer a practical appeal in the develop-
ing country context, where local governments are often created in reaction to
the low levels of responsiveness by central governments. But literature and
practical experience show that not all local governments are responsive to
their constituents, even if they conform to legislation and maintain high lev-
els of fiscal health (Oates 1993).

In a municipal case from South Africa, for example, observers found that
spending “decisions are often directed by a bureaucratic agenda and citizens’
inputs are limited,” constraining the potential for local government respon-
siveness (Foundation for Contemporary Research 1999, 45). In the Bolivian
context, Andersson (1999) observes that administrators see poverty reduction
as a hindrance to other economic development objectives and ignore the
demands of campesinos (peasants) (Morner 1987; Harris 1995). In both cases
the lack of local government responsiveness (especially to the poor) results
from the structure of local government processes and manifests in suboptimal
spending activity at the local level. Such processes and outcomes constitute the
criteria for assessing responsiveness performance in local governments in
developing countries.

Given the experience in the literature, two aspects of the local govern-
ment’s process of service provision require specific attention in any evalua-
tion of responsiveness: the level of local political influence on allocation
decisions and the level of civic participation in the decision-making process.
The extent of the poverty focus in local government allocations in develop-
ing countries is identified as a key outcomes indicator of responsiveness.

The literature shows that local-level responsiveness is eroded by a high
level of political influence from the central government on the decisions of
the local government about service provision. Benjamin (2000) finds that
higher-level government political and administrative appointments created
a hierarchical structure in Bangalore that made local governments more
responsive to central and regional government demands than they were to
the needs of local constituents. Devas and Korboe (2000) have a similar find-
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ing in their study of Kumasi in Ghana, where local political and administra-
tive representatives were strongly influenced by the central government, with
the chief executive of the district and 70 percent of the local assembly
appointed by central entities. They also found that the Kumasi local govern-
ment was not very accountable or responsive to its own citizens. In this light,
Mitlin (2000, 8) notes that the “influence of links with higher levels of gov-
ernment on local governments” seriously impedes the responsiveness of local
entities.’ In terms of such studies, it is apparent that local-level responsive-
ness is enhanced where politicians and administrators are appointed locally
through regular democratic processes, resources are sourced locally, and
political representatives are required to involve citizens in allocation decisions
and implementation monitoring activities (Blair 2000).

According to such criteria, the county of Pérez Zeledén in Costa Rica
provides an example of a high evaluation case (at least in terms of service
responsiveness processes). A county representative championed the develop-
ment of a program giving local citizens direct authority over discretionary
funds allocated to them from higher levels of government (Breslin and
Campbell 1999). These discretionary funds were traditionally used by repre-
sentatives to develop lines of patronage and clientelism in their communities,
but they are now channeled directly to district councils for local allocation.
The district councils have to show evidence of direct consultation with their
citizens when using the funds. This requirement is a shift from the old top-
down approach of deciding spending allocations (Breslin and Campbell
1999). The literature suggests that the resource allocation process is more
responsive and communities can see work being targeted and completed
(Optiz 1998; IADB 2000). There is evidence that administrators are receiving
more precise demands for actual results and public entities in the county are
more responsive and output oriented than in other counties, borne out in
lower relative response times to disasters.

The Pérez Zeledén case speaks to the importance of community partic-
ipation in enhancing the responsiveness of local governments. Mitlin (2000)
argues that participatory local governments tend to be responsive govern-
ments as well. She cites a number of cases of model participatory programs
at the local level in which citizen voice was elicited from all parts of the local
community (not just the wealthy) and where local politicians and adminis-
trators took citizen comments seriously (by recording and responding to
them all, for example). These include the healthy cities program in Leén,
Nicaragua; the environment and development programs in Ilo, Peru, and in
Colombia; and the participatory budgeting programs in Belo Horizonte and
Porto Alegre, Brazil.
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The Porto Alegre case is an excellent example of a participatory program
that enhances local government responsiveness. The participatory budget in
Porto Alegre (the capital of the state of Rio Grande do Sul) involves citizen rep-
resentation on a Budget Council and a Budget Forum. Community represen-
tatives discuss the budget in these settings, with their contributions taken up
by a specially developed administrative unit, the Planning Cabinet (Gaplan),
which processes community demands and transforms them into government
plans. A Community Relations Coordination Committee works with Gaplan
to maintain active records of participation and ensure that the community
and its representatives receive feedback on the manner in which their demands
affect plans. The number of citizen interactions with government through this
process increased from 1,000 in 1989 to 10,000 in 1993, with 64.5 percent of
participants classified as poor.

This case can be contrasted with conventional forms of participation in
local government structures in developing countries that often fail to enhance
responsiveness (especially to the poor). In South Africa, for example, local gov-
ernments are required to involve citizens in budgeting processes, but seldom
do so effectively (Putu 2001; Andrews 2003). In the Lichtenburg municipality,
where poverty levels were above 50 percent in 1996, case reports state that
although participatory mechanisms were in place, administrators selectively
ignored citizen inputs emerging from public meetings: “Problem perceptions,
which were not in line with facts and figures or the professional judgment
of officials and councilors, were excluded” (DCD-GTZ 1999: North West
Province Study, 4). A similar story emerges from the Thaba Nchu local gov-
ernment, where the participation approach was mostly seen to “reflect a com-
pliance approach” with information collected from disadvantaged groups
becoming “lost” in the process (DCD-GTZ 1999: Free State Study, 17, 18). In
such cases, although poor communities had the mechanisms to participate,
their participation was muted and did not empower them or increase their
municipality’s responsiveness to their needs.

Apart from those process aspects that distinguish responsive local gov-
ernments from nonresponsive local governments in developing countries,
the literature also emphasizes evaluating responsiveness in terms of the
pro-poor perspective evident in budget allocations. Poverty is a constant in
the developing world, and responsiveness to local need necessarily implies
responsiveness to poverty-related issues in such settings. In this regard
Mitlin (2000) observes that all municipalities in the developing world play
a major role in providing services that are critical for the poor, but that “The
critical role of basic services in reducing poverty is often forgotten or dis-
missed” (5). Authors such as Mitlin (2000) and Porio (1997) identify a num-
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ber of indicators of the pro-poor perspective in local governments, includ-
ing the amount spent on housing and the rehabilitation or upgrading of
slums and squatter areas, the amount spent on developing new infrastruc-
ture for provision of basic services (such as water, electricity, and sanitation)
and in providing such services in poor areas, and the locally financed activ-
ities aimed at stimulating small, informal commercial enterprises (such as
the provision of accommodation for hawkers or the improvement of street
trading facilities).

These indicators are generally open to evaluation in a practical sense,
with observers being able to see the results of local government interventions
in poor areas. Where it is not evident that local governments are providing
services in poor areas (or developing infrastructure for such), or where local
governments are repressing informal traders, it is obvious that the govern-
ment has not adopted a pro-poor attitude. In the developing world context
this is tantamount to saying that the local government has adopted a stance
of limited responsiveness (being responsive to elite demands rather than
general constituent demands). In situations where governments detail their
fiscal allocations processes, such observation-based evaluation can be sup-
plemented with references to budgets and financial statements. An NGO
called DISHA (Developing Initiatives for Social and Human Action) was
able to access and analyze provincial budgets in Western India to identify
expenditures going to poor groups, largely because the provincial budget
was very detailed and legislation allowed civic access to such detail (DISHA
2000). In their evaluation process, they initially found that the provincial
government was very unresponsive to the needs of the poor.*

As with responsiveness, theory presents potential efficiency gains as a major
reason why governments should decentralize. Oates (1993, 240) states, “The
basic economic case for fiscal decentralization is the enhancement of eco-
nomic efficiency.” Similarly, Arora and Norregaard (1997, 4) state, “An impor-
tant rationale for establishing a decentralized government . . . is to improve
economic efficiency.” Simply put, the argument is that local governments not
only are more likely than higher-level governments to provide the right ser-
vices, but also are more likely to provide these services in the right way. But
not all local governments provide services efficiently. The city of Bamako in
Mali was known to have particularly inefficient public sanitation systems, for
example, with 90 percent of the expensive individual drainage systems being
nonfunctional and most residents tipping liquid waste onto public streets
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(DPLG 2000). This kind of waste could be identified through active evalua-
tion of efficiency.

Local government efficiency has a number of components, including
cost efficiency and competitiveness. The decentralization literature assumes
that local governments will provide services at a lower cost than larger gov-
ernments and in a competitive way, because of the presence of alternative
service providers (including other local governments) (Tiebout 1956). This
assumption is particularly based on the argument that citizens can voice
their disapproval of inefficient service provision (through voice mecha-
nisms) or can exit inefficient jurisdictions (in favor of other jurisdictions or
nongovernmental producers in their own jurisdiction). Efficiency can be
evaluated either by examining the costs and competitiveness of fiscal out-
comes, or by examining the voice and exit mechanisms in place in local gov-
ernments (and the effect they have on production and provision behavior).

A study shows, for example, that the efficiency of Bamako’s cesspool
operations improved significantly in the 1990s, with records of decreased
service costs and improved service quality (and competitiveness) (DPLG
2000). In the 1990s the municipality decreased the cost of drainage by 80 per-
cent and built 1,800 new cesspools (DPLG 2000). These efficiency and related
productivity gains, as reflected in easily identifiable outcomes, mirror those
reported on in the best U.S. city government experiences. In the case of resi-
dential street sweeping in San Diego, for example, service regularity increased
in the late 1990s from once a year to between five and ten times a year, with
costs decreasing at the same time (Andrews and Moynihan 2002). The gain
is even greater in terms of commercial sweeping services (whereby roads in
commercial areas are cleaned). The efficiency gains in this setting are easily
identified because the city directly compares costs and service access with pri-
vate alternatives.®

Local government efficiency can also be evaluated in terms of the pro-
cesses used in service production. San Diego’s efficiency gains are largely
related to the fact that the city adopted a managed competition initiative to
stimulate competition between city service departments and private firms
offering similar services (Andrews and Moynihan 2002). In doing so, the local
government clearly identified the exit options citizens enjoyed (with citizens
able to use private alternatives instead of the city entities). Competitive pres-
sure arising from such identification led to the city adopting an approach to
benchmarking its performance against private alternatives, which facilitated
internal service improvements. Similarly, Bamako’s efficiency gains were the
result of a creative production arrangement between the city and an NGO
called Jigui (DPLG 2000). The NGO proposed that residents be responsible
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for 37 percent of the costs of cesspool construction, and that 63 percent be
covered through a government special development fund. It played a coordi-
nating role with the community and managed the cesspool operations. In
creating this collaboration, the Bamako city government created the capac-
ity for alternative service provision (by the NGO) as well as a civil society
source of commentary about the efficiency of government service provision.
The new exit and voice options stimulated a more competitive performance
in providing service.

Other examples of local governments producing services through
processes that enhanced efficiency include Cebu City, Buenos Aires, and
Ahmedabad. Cebu City developed a process of comparing service perfor-
mance in city projects (similar to abenchmarking process) and allocated extra
resources to projects that performed well, and to NGOs with a track record of
delivering in areas related to poverty alleviation (Etemadi 1997). The Ramé6n
Aboitiz Foundation Inc. was subcontracted to manage relief and rehabilita-
tion work in the aftermath of Typhoon Ruping, for example, while the NGO
Pagtambayayong was brought in to rehabilitate urban poor districts. Buenos
Aires privatized water and sanitation services to Aguas Argentinas, automati-
cally creating an alternative service provider (Hardoy and Schusterman 2000).
Although the privatization had its problems (with the city not structuring the
agreement to include an incentive for the private firm to serve poor people),
it still reflected an attempt to improve government efficiency. The city of
Ahmedabad adopted innovative service provision arrangements and financ-
ing when it involved itself in a number of strategic partnerships in urban devel-
opment. One of these is with the Slum Networking Project, which worked
with slum dwellers as partners to redevelop a street (Dutta 2000). In this case
the creative service provision arrangement improved efficiency and facilitated
greater responsiveness to the needs of poor constituents (the government was
able in this instance to produce the right services in the right way).

Alongside improved responsiveness and efficiency, enhanced accountability
is often seen as an expected gain from decentralization. Bird (1993) identifies
accountability gains as a central theme in localist arguments. These gains are
largely expected because decentralization shifts government authority closer
to the people (Shin and Ha 1998). As with responsiveness and efficiency, how-
ever, accountability gains are not always evident in local governments. Such
gains require evaluation to establish an effective view of the quality of local
governance.
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The word accountability is most often used in relation to governance
processes as it refers to political accountability to citizens.” In terms of
decentralization theory, local-level representatives are meant to be more
accountable to their constituents. The theory assumes that local constituents
have the ability to call such representatives to account for their actions and
for their performance, and to discipline or reward representatives accord-
ingly. This is only possible where political representation is highly localized,
however, and citizens have information about government performance and
voice and exit channels that can effectively be used to ensure the accounta-
bility of their representatives. This is not the case in many governments,
where citizens typically lack information about performance and the mech-
anisms necessary for voicing a response.

Governments commonly internalize information and elevate the knowl-
edge of technical, managerial, and political elites over the local “time-place”
knowledge of grassroots actors and constituents. Such transparency-reducing
approaches (and the devices associated with them) underscore an official and
unofficial limit on citizen information access—information is not provided to
social groups because their input is not valued or required in the governance
process—and legitimizes the exclusion of citizens (especially poor citizens)
from decision making. It reinforces an inward, managerial model of gover-
nance and prohibits local-level accountability.

Cases where local government accountability has improved in recent
years are remarkably different, exhibiting high levels of information dissemi-
nation to society at large. Information is disseminated through NGOs in some
cases (as in Bangalore’s Report Card [Paul 1996] and DISHA’s [2000] budget
demystification activities). In other cases local governments themselves report
on performance information or process detail in highly public venues (with
Hong Kong being a prominent example [Lam 1997]). The 1991 Local Gov-
ernment Code in the Philippines requires that local governments report on
performance, facilitating strong accountability links between citizens and their
representatives. Section 316(h) of the Code requires local governments to

conduct semi-annual review and general examination of cost and accom-
plishments against performance standards applied in undertaking develop-
ment projects. A copy of this report shall be furnished to the local chief
executive and the Sanggunian concerned, and shall be posted in conspicuous
and publicly accessible places in the provinces, cities, municipalities and
Barangays. (Government of the Philippines 1991, Section 316 h).

In such cases, access to performance information (especially when bench-
marked against goals or comparable alternatives) facilitates a challenge by cit-
izens against the “obscurantist and remote culture of the bureaucracy, and
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reinforces democratic notions regarding the obligations of government
officials and elected representatives as public servants” (Jenkins and Goetz
1999, 605).

In order for citizens to hold local governments accountable, however,
they need channels through which they can mount such challenges (and
respond to information they receive). Strong monitoring and evaluation and
voice and exit mechanisms facilitate this, and are notably lacking in many
local governments (Paul 1992, 1996). The most basic of these mechanisms is
the regular political choice process (in which citizens have an opportunity to
voice their response to whatever evidence they have of their political repre-
sentatives’ performance). Local governments in countries such as Nigeria lack
even this mechanism, with representatives appointed by central government
and citizens limited in their ability to voice approval or disapproval for local
government performance (Onibokun 1997). Political representatives in such
settings are unaccountable to local citizens largely because the mechanisms
that facilitate citizen influence are missing. In contrast, cities that would be
candidates for a high evaluation on the accountability criteria have active
electoral processes in place and/or other voice mechanisms that citizens can
use to call their representatives to account for performance. Cebu City, for
example, facilitates citizen engagement through rallies, forums, audiences
with the mayor, participation in local planning bodies, and the creation of cit-
izen monitoring entities (Etemadi 2000). Citizen voice is actively recorded in
such settings, and in many cases there is evidence that local officials respond
directly to those participating through such settings (to indicate how their
input affected decisions or outputs in the governance process).

A final area in which the literature increasingly suggests that accounta-
bility requires evaluation relates to local-level innovation. In many local gov-
ernments, privatization and other forms of service production are being
pursued in rather unaccountable ways, leading to low levels of service provi-
sion for constituents. Benin City in Nigeria privatized a number of its ser-
vices, including solid waste, for example. The privatized system left a lot to be
desired, with regressive patterns of service access in evidence (Ogu 2000). The
problem in Benin City lay not in the idea of privatization, but in the fact that
the government appeared to view this kind of innovation as a way out of
accountability (washing its hands of responsibility for provision following
the privatization). The lesson is that innovative solutions to public sector
problems need to be developed within the context of general accountability,
and they should be evaluated in such context as well. This is particularly
important in low-income areas, where market solutions to public problems
need to be extremely well developed to avoid regressive effects.
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This chapter asks the questions: What does a good local government look like
in the developing world? What factors should one consider when evaluating
local governments in such settings? In response five factors were identified as
constituting the broad criteria on which evaluators of local governments
should concentrate. Combining the discussion of each factor, a model local
government would

conform to legislation in process and structure

maintain its fiscal health (in outcomes and processes)

do the right things (be responsive)

do them in the right way (with maximum efficiency)

be accountable to its constituents (in processes and for its outputs and
outcomes)

This view of local government is founded on practice and theory, and exam-
ples of good and bad local governments show some detail of what is meant
in terms of each factor. Each of the five factors (legislative conformance, fis-
cal health, responsiveness, efficiency, and accountability) is multidimensional
and requires evaluation in terms of both processes and outcomes. Such eval-
uation is argued to provide a more complete, applied, and appropriate view
of local government quality in developing countries than other alternatives,
which typically concentrate on legal conformance and fiscal health alone. The
evaluation approach is also designed to facilitate observation-based evalua-
tion, so that interested parties will be able to identify good local governments
in the developing world by what they see.

1. In this case community committees work with the municipality to improve street
cleaning, garbage collection, security services, road maintenance, street lighting, and
collection of taxes and user fees associated with such service provision. They have col-
lected $120,000 in fees and have mobilized $20,000 for specific projects, including
infrastructure development.

2. Inthis case the community-based organizations assisted in tax collection, and the col-
lection rate increased by 300 percent in 10 months.

3. Kharoufi (1997) provides a specific example of this effect in Morocco. The author
writes that the hierarchical structure in which local governments are located signifi-
cantly impedes responsiveness: “A multiplicity of agencies and commissions may be
appointed to initiate projects which give little importance to local constraints or to the
overall aspects of the urban renewal problem” (71).
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4. DISHA's Participatory Budget Analysis program has demystified the process of gov-
ernance through pro-active budgetary analysis involving pro-poor NGOs. The budget
analysis has helped to keep government accountable for general money flows and pol-
icy decisions. The press and local activist groups have a device to assist them in under-
standing what government does, thus closing the power gap between informed
bureaucrats and uninformed citizens (DISHA 2000).

5. Another reference emphasizing the importance of efficiency is provided by Bird
(1993, 207): “Many developing countries are turning to various forms of fiscal
decentralization as one way of escaping from the traps of ineffective and inefficient
governance.”

6. The information regarding San Diego’s performance in these areas comes from an inter-
view with Ed Plank in August 1998 as well as documentation provided by Mr. Plank.

7. Accountability in this sense means “holding individuals and organizations responsi-
ble for performance measured as objectively as possible” (Paul 1996, 37).
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Results Matter

Suggestions for a Developing
Country’s Early Outcome
Measurement Effort

HARRY P. HATRY

he manager of a soccer team needs a running score of the game.

The manager needs this to help identify whether a change in
strategy or other action is needed and, subsequently, to find out
whether those changes resulted in the desired results (outcomes).

The manager of a private business needs regular feedback on
the business’s profitability so the manager can determine whether
actions are needed and, subsequently, whether those actions led to
the desired results.

Similarly, managers in any government and any government
agency, whether at the national or the local government level, need
regular feedback on the quality and outcomes of services to citizens.

Outcome measurement is the regular measurement and reporting of
the outcomes (results) of public agency programs. Measurement
should be done at least annually but preferably more frequently,
such as quarterly. The agencies might be national government agen-
cies or subnational agencies. Outcome measurement has also begun
to be used in some countries by private, nongovernmental organi-
zations (NGOs) to track the outcomes of their services.
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Outcome measurement includes the measurement of program results,
and the quality of the way in which the service is delivered (such as how long
it takes customers to get the service). Sometimes the term outcome measure-
ment is also used to include the measurement of the efficiency with which the
service is provided. The term efficiency is defined as the ratio of the amount
of input to the amount of product produced. Inputs can be expressed in
monetary units or amount of employee time. The word product traditionally
refers to the amount of physical output of the agency’s programs (such as the
number of meters of roads repaired). In outcome measurement, however, it
means relating the amount of input to the amount of outcome produced.
This provides indicators such as expenditures per meter of roads improved
to a satisfactory, or better, condition.

Outcome measurement serves a number of basic and vital governmental
purposes:

It helps service managers apply whatever resources they have to problem
areas identified by the outcome information, to get the best use from lim-
ited resources.

It provides information to public officials as to the extent to which the
program is “winning” or “losing,” thereby helping provide improved ser-
vices to citizens—by motivating public employees to continually improve
the quality and outcomes of the services they are delivering.

It identifies the extent to which service quality and outcomes have changed
after service improvement actions have been taken.

It helps in budgeting, so that resources are allocated in ways most likely
to produce the maximum benefit to citizens.

It makes public agencies more accountable for results to elected officials
and the public.

It can increase the public’s trust in the government.

Developing countries usually have many obstacles to implementing out-
come measurement. They include the following:

Very limited funds are available for services and for outcome mea-
surement.
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Data processing technology is highly limited (both hardware and software),
requiring the use of manual procedures, which can be inaccurate and con-
siderably more time-consuming.

Staff members typically (especially in operating agencies) have little formal
training and expertise in the quantitative techniques needed for outcome
measurement.

At the highest levels, government officials may have little understanding
and appreciation for the importance of obtaining feedback on service
quality and outcomes.

Government personnel may have quite limited experience in obtaining
input from their citizens (the customers of their services). Input is needed
initially to help identify what service characteristics should be measured
and, subsequently, to obtain customer feedback on service quality and the
results of services received by customers.

Developing countries typically rely on multiple donors who may have dif-
ferent interests and degrees of support for outcome measurement.

Despite all these limitations, most developing countries are likely to
be able to, and should, implement at least a rough version of outcome
measurement—even governments who exercise tight control over their pop-
ulations should undertake outcome measurements, if they are truly inter-
ested in the welfare of their citizens and not solely concerned with retention
of power. (The latter governments might restrict the reporting of the find-
ings. However, as long as they seek to make services as helpful to citizens as
possible, these governments should also implement an outcome measure-
ment process.)

Regardless of how poor a country is, as long as its government is provid-
ing services to the public, public agencies should attempt to do that job as well
as possible—that is, to produce as high a quality of service and outcomes as
possible. To do this, agencies need objective, valid, and reliable information
on how well they are doing in delivering quality services. Clearly, outcome
measurement cannot require so many resources that a service suffers rather
than improves. The key issue is what can be done at low cost to undertake
such measurement, without compromising the ability to obtain at least
roughly accurate outcome information. That is the subject of the rest of this
chapter.

The key point is that whatever service a public agency is providing, it
almost always can improve on the quality and outcomes of the service—
without additional resources. Outcome information should enable agencies
to make improvements and also to better justify their requests for resources.



88 Hatry

To implement outcome measurement, agency personnel should first carefully
identify the mission and objectives of each of the agency’s services. From
these mission statements and objectives, the agency should identify the out-
comes and indicators to be used to measure these outcomes. Tables 4.1, 4.2,
and 4.3 provide examples from programs aimed at education, welfare of chil-
dren, and street cleanliness. Each provides a statement of objectives, a list of

Outcome Indicators for Elementary and Secondary

School Systems

Objective: Provide children with education that leads to learning that in turn
produces young adults who are able to work and live in a modern society.

Outcome indicators

Data sources

10.

. Attendance/absenteeism rates—number and

rate of student-days

. Attrition/dropout rates
. Number of actual student-days

. Percentage of students promoted to the

next grade

. Number of students graduated or promoted
. Results of academic test scores

. Percentage of students achieving a specified

amount of test score gain during the
school year

. Number of disruptive incidents of violence

on school grounds

. Percentage of parents rating their children as

having improved in, or having good or
excellent work and study habits

Percentage of students who, years after
completing x years of schooling

(e.g., two years), either are continuing their
education or are employed

School records

School records
School records

School records

School records
Tests

Tests

School records

Survey of parents

Survey of students

Source: This list is abstracted from GASB 1989. (Service Efforts and Accomplishments Reporting: Its Time Has Come for
Elementary and Secondary Education. Norwalk, Connecticut: Governmental Accounting Standards Board).
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Outcome Indicators for Youth Welfare

Objective #1: Assure the physical and emotional well-being (safety) of children

End outcome indicators

Data sources

1. Number and percentage of child (a) “serious”
injuries and (b) deaths

2. Number and rate of reported (a) abuse and
(b) neglect by first-time parents

3. Number and rate of identified (a) re-abuse and
(b) re-neglect

4. Number and percentage of children indicating
“severe” emotional disturbance

5. Percentage of children reporting “substantial”
fear because of in-home factors (e.g., because of
physical or mental problems in their current
place of residence)

6. Number and percentage of children in the system
that subsequently had to be removed from a
residence because of safety concerns (including
cases in which the decision was to leave in
own home)

7. Number and percentage of safety-related
“serious” health problems

Agency Records

Agency Records/Trained
Observer Ratings
Agency Records

Trained Observer Ratings

Survey of children

Agency Records/Trained
Observer Ratings

Intermediate outcome indicators

Data sources

8. Percentage of children in the system that have
“adequate” immunizations

9. Number of cases in which needed “needed”
intervention was delayed beyond a specified
“appropriate” length of time—broken out by
reason category, such as “no space
was available.”

Agency Records

Agency Records

Objective #2: Encourage/support/ensure proper development of children,

including health, education, and social skills.

End outcome indicators

Data sources

1. Number and percentage of children who devel-
oped illnesses, or other health conditions that
deterred development or reduced ability to

Agency Records

(continued)
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Outcome Indicators for Youth Welfare (Continued)

End outcome indicators

Data sources

10.

function normally. (For school-age children, an
indicator such as “number/percentage who had over
x days absences for sickness” might also be used)

. Number and percentage of children who met nor-

mal growth curves and height/weight expectations

. Number and percentage of children who displayed

“age-appropriate” social skills

. Number and percentage of pre-school children

who “achieved school readiness,” such as indicated
by tests, etc

. Number and percentage of children who progressed

in school according to “normal” development, such
as by being promoted and/or passing all courses

. Number and percentage of children with at least

one “severe” school delinquency problem in the
past school year

. Number and percentage of children who dropped

out of school before completing x years

. Number and percentage of children who obtained

“basic life skills” and “self-sufficiency,” such as
indicated by performance in the children’s last
years of school on selected skills tests, e.g.,
reading, writing, math, vocational skills, etc.

. Number and percentage who became “self-

” «@r

sustaining,” “independent” young adults after
they became adults. (This indicator requires
follow-up surveys of youth, perhaps one or two
years after they completed school, to determine
if they have a regular job or are in post-school
education.)

Number and percentage who indicate a reason-
able level of self-esteem (such asindicated by
various self-esteem scales developed for
children of various ages)

Agency Records

Agency Records

Tests/Trained Observer

Ratings

Agency Records

Agency Records

Agency Records

Tests/Trained Observer
Ratings

Survey of young adults

Tests

Intermediate outcome indicators

Data sources

11.

12.

Number and percentage of children who have
been “fully” immunized

Number and percentage of children who have
had “regular” medical/dental exams

Agency Records

Agency Records




Outcome Indicators for Solid Waste Collection

Objectives and principal effectiveness measures for solid waste collection

Overall Objective: To promote the aesthetics of the community and the health and safety of the citizens by providing an envi-
ronment free from the hazards and unpleasantness of uncollected refuse with the least possible citizens inconceivable.

Objectives

Quality characteristics

Outcome indicators*

Data sources

Pleasing aesthetics

Health and Safety

Street, alley and neighborhood
cleanliness

Offensive Odors

Objectionable noise incidents

Health
Fire hazards

Fires involving uncollected
waste

Health hazards and unsightly
appearance

. Percentage of (a) streets, (b) alleys, the

appearance of which is rated satisfactory
(or unsatisfactory)

. Percentage of (a) households, (b) business rat-

ing their neighborhood cleanliness as satisfac-
tory (or unsatisfactory)

. Percentage of (a) households, (b) businesses

reporting offensive odors from solid wastes

. Percentage of (a) households, (b) businesses

reporting objectionable noise from solid waste
collection operations

. Number and percentage of blocks with one or

more health hazards

. Number and percentage of blocks with one or

more fire hazards

. Number of fires involving uncollected solid

waste

. Number of abandoned automobiles

Trained observer ratings
(@) Household Survey
(b) Business Survey

(@) Household Survey
(b) Business Survey

(@) Household survey

(b) Business Survey

b)
Trained observer ratings
Trained observer ratings

Fire department records

Trained observer ratings

(continued)
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Outcome Indicators for Solid Waste Collection (continued)

Objectives

Quality characteristics

Outcome indicators™

Data sources

Minimum citizen
inconvenience

General Citizen
satisfaction

Rodent hazard

Rodent bites

Missed or late collections

Spillage of trash and garbage
during collections.

Damage to private property by
collection crews.

Citizen complaints

Perceived satisfaction

9.

10.

11.

12.

13.

15.

16.

Percentage of (a) households, (b) businesses
reporting having seen rats on their blocks in
the past three months

Number of rodent bites reported per

1,000 population

Number and percentage of collection routes
not completed on schedule

Percentage of (a) households, (b) businesses
reporting missed collections

Percentage of (a) households, (b) businesses
reporting spillage by collection crews

. Percentage of (a) households, (b) businesses

reporting property damage caused by collec-
tion crews

Number of verified citizen complaints by type
per 1,000 household served

Percentage of (a) households, (b) businesses
reporting overall satisfaction with the solid
waste collection service they receive

(@) Household survey
(b) Business Survey

City or county health records.
Sanitation department records

a) Household survey
b) Business survey
a) Household survey
b) Business survey
a) Household Survey
b) Business survey

(
(
(
(
(
(

Sanitation department records

(@) Household survey
(b) Business survey

*Officials who wish to focus on the amount of dissatisfaction may substitute “

unsatisfactory” for the term “satisfactory” in many of these measures.

Aney 76
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outcomes that arise from the objectives, and specific indicators for each out-
come. Potential sources of data for each outcome and types of data collection
procedures are also included. Data sources and collection procedures are dis-
cussed in the next section.

Examples of procedures that governments in developing countries can use
to obtain basic information on service quality and outcomes are given below.

Counts of Major Incidents

Probably the first outcome data that most governments and their agencies
track on a regular basis are counts of key incidents, ones that are of major
importance to the government. They are obtained—where possible—from
agency records. These include counts such as

the incidence of various diseases, by category

the incidence of infant mortality, by cause

numbers of crimes reported to law enforcement agencies, by category
numbers of vehicle traffic accidents, injuries, and deaths, by cause
educational achievement levels, such as the number of children complet-
ing specific numbers of years of schooling

pollution content of sources of drinking water supply

These are examples of data that most governments seek to collect. Develop-
ing countries, however, may not have systematic procedures in place for col-
lecting and processing such information, at least not from all locations
throughout the government’s jurisdiction. Establishing these data collection
procedures can be a problem for some developing countries but should be
attempted. Even if data sources are not fully reliable, establishing even rudi-
mentary procedures for data collection is desirable and appropriate. Indica-
tors such as those listed above are basic quality of life indicators for the citizens
of any country or city. Even rudimentary manual systems are preferable to not
attempting any systematic data collection at all.

Initially, the effort might be concentrated in major population areas
because of difficulties in obtaining data from outlying rural areas. A system
that processes data solely from a country’s largest cities is preferable to one
that completely neglects the information. Such data should drive many deci-
sions about the allocation of scarce resources.
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Customer Feedback Surveys

Surveying customers can be a very useful tool in governing. It is a major way
to obtain credible, reasonably accurate feedback from customers of govern-
ment services. Surveys need to be undertaken in a reasonably sound, profes-
sional manner. Customer surveys can provide various types of information
for outcome measurement, including the following:

Ratings from citizens of their overall satisfaction with individual public
services (thus providing data for such outcome indicators as the percent-
age of surveyed customers who rated a particular service as either “excel-
lent” or “good” rather than “fair” or “poor”)

Ratings from customers of the specific characteristics of those services,
such as their timeliness and helpfulness (thus providing data for outcome
indicators such as the percentage of surveyed customers who rated a par-
ticular service characteristic, such as timeliness, as either “excellent” or
“good” rather than “fair” or “poor”)

Factual information about citizens’ conditions, attitudes, and behavior,
such as citizens’ health, earnings, use of public services (such as public tran-
sit), and extent of crime victimization, and the extent of extra payments
(bribes) needed to obtain services (thus providing data for outcome indi-
cators such as the percentage of citizens who have been a crime victim at
least once during the past six months)

Reasons why citizens had problems with specific services (asked of respon-
dents who gave negative responses on questions about their experiences
with particular services), thus providing useful information about prob-
lems that need attention

Suggestions for improving services, which may provide specific guidance
to public managers

Demographic information on the population surveyed (thus helping iden-
tify which population groups have had particular problems with services
so that attention can be directed toward them)

Annex 4.A provides an example of a customer survey questionnaire used
in Uganda.! It includes questions about the quality of services received by cit-
izens and about corruption experienced by citizens.

Citizen surveys, if properly done, provide reasonably representative feed-
back. This is unlike other sources of citizen feedback, such as open meet-
ings, group discussions, and tabulations of complaints received by an agency
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(because only some people attend such meetings, and only some people are
willing or know how to complain).

For some services an agency would survey samples of all households
(for services that most households can be expected to have first-hand expe-
rience with). For services that serve only small proportions of the popula-
tion, only those who have been customers of the service need to be surveyed
(such as families that have received maternal health care, or farm families
that have received technical assistance on farming practices). Surveys can be
done of individuals, households, or businesses. Businesses are likely to be
customers for many public services.

A principal use of surveys of customers is to obtain regular feedback in
order to track trends and to assess the extent of improvement after the gov-
ernment has changed its service delivery approach.

Can developing countries afford to undertake such surveys, especially on
a regular (for example, annual) basis? Surveys conducted on a regular basis
may not be feasible for many developing countries without external support.
Large-scale independent surveys using professional survey firms usually are
not cheap.

Donor organizations such as the World Bank have in the past supported
such surveys. For example, the World Bank has sponsored service delivery
surveys in a number of countries. These surveys have provided feedback
from representative samples of citizens on perceptions of the quality of indi-
vidual services and on the extent of corruption these citizens have encoun-
tered in attempting to obtain public services.

Other possible sources of help for customer surveys are NGOs that have
an interest in the measurement of one or more services. NGOs might pro-
vide interviewers, data entry, or assistance in tabulation, data analysis, and
report preparation.

A less expensive option is for the government to undertake the surveys
itself. In countries where labor is available and inexpensive, a government
may find it feasible to use temporary or permanent personnel to do the sur-
vey interviews. The public agency, however, will still likely need some outside
assistance in developing the questionnaire and a reasonably representative
sampling plan, to ensure that they are unbiased.

After the questionnaires have been completed by respondents, the pub-
lic agency will need to process that information and tabulate it accurately. In
developed countries and some developing countries, such processing and
tabulation can be done with computers, using either manual or automatic
entry of data from the questionnaires. If such equipment is not available to
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the agency, tabulations will need to be made manually. This is considerably
more time-consuming and is likely to lead to more mistakes.

To contain survey costs, public agencies usually need to survey only small
samples of the customers who they serve. It is not likely to be feasible for a
large agency to try to survey the full population of the nation or a city, other
than in very special, infrequent, circumstances, such as 10-year censuses.

In developed countries, agencies sometimes place tight precision require-
ments on survey results. These precision requirements mean large samples are
needed. Such precision is unlikely to be needed by developing countries (and
may even be excessive in developed countries). For example, requiring that
surveys provide a 95 percent confidence that the survey data are within two
or three percentage points of the true value for the population will likely
require considerable extra cost that is excessive and unnecessary. Govern-
ments and their agencies can build their survey capabilities over time. The
earlier years may involve smaller samples and more approximate procedures
than would be preferable. However, it is better to be roughly right than pre-
cisely ignorant.

Focus Groups

If small, representative sample surveys are infeasible, the government can fall
back on a procedure that does not provide statistical credibility but can give
some useful citizen feedback. This method is the use of focus groups with
customers of particular services. In this procedure, the agency invites a small
number of customers, perhaps 10 to 15, for a two-hour session. At the ses-
sion, participants are asked about their experiences with the service, how they
would rate the service on various characteristics, and why they gave those rat-
ings. They can also be asked for suggestions for improving the service. Gov-
ernment officials may believe that these citizens will only ask for more (costly)
service. However, participants are also very likely to discuss options that do
not require additional resources.

The agency might hold a number of such meetings in various locations
to obtain a variety of viewpoints. The sessions should include, to the extent
possible, persons with various demographic characteristics, such as some
sessions with participants who are very poor and other sessions with richer
citizens. Both rural and urban areas should be represented. In most devel-
oping countries, many ethnic groups receive services. The meetings should
include each such major ethnic group, probably in different sessions.

The findings from focus group meetings are primarily qualitative, not
quantitative. Nevertheless, the information obtained should provide feedback
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to the agency on how well it is delivering the service and where improvements
seem necessary. Users of focus groups need to understand that these sessions
do not provide statistically reliable data, such as that obtainable from system-
atic surveys of representative samples of customers.

Trained Observer Assessment of Key Physical Conditions

Public agencies should monitor and track the condition of key facilities that
are their responsibility. This applies to conditions such as the following:

road “rideability”

condition of water and sanitation facilities and equipment
condition of hospitals and long-term care facilities

condition of school buildings and schoolrooms

cleanliness and sanitary condition of streets and neighborhoods
presence of rats and insects

exterior condition of homes

To make these measurements, the agency needs to develop a well-defined rat-
ing scale, one that identifies in specific terms each rating category for each
condition that the agency wants to monitor. A number of agencies have used
rating scales that use photographs to represent different levels of road condi-
tions, street cleanliness, and schoolroom and housing conditions. To develop
a photographic rating scale, the agency would

take many photographs of a variety of conditions of the facilities that it
wants to assess

select photos that represent each of perhaps three, four, or five rating cat-
egories (using a scale that rates conditions, such as from “excellent” to
“poor”)

test the procedures with personnel who are likely to do the ratings

Trained observer ratings can usually be done by low-cost personnel. These
personnel might be permanent staff members, temporary employees, contract
personnel, or volunteers. The agency needs to provide adequate training in the
use of the rating scale to each person who is to make the observations.

The data from the ratings of all, or a sample of, facilities are then aggre-
gated to provide overall totals. This procedure also provides reasonably reli-
able outcome measurements on the condition of individual facilities. Thus,
the procedure can be used to identify where to best allocate limited resources
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(such as to facilities where the need seems to be greatest and the greatest pay-
off in the use of scarce resources can be obtained).

The feasibility of this procedure in a developing country depends on the
extent to which low-cost personnel are available to do the ratings. This is not
a sophisticated procedure. The tabulations of the information can be done
manually, but with less accuracy than if the public agency is able to use auto-
mated programs. Annex 4.B provides more detail on the procedures for
trained observer assessments.

Corruption in the delivery of public services is a major concern today for
many countries and donors. Wherever money is involved, some corruption
will likely occur. Governments need to take steps to reduce it to the extent pos-
sible. To track the success of anticorruption efforts, governments (through
their anticorruption agencies) need to track the extent to which corruption is
occurring. Thus, indicators of the extent of corruption at particular points in
time should be part of performance measurement systems in developing
countries.

Annex 4.C is a sample set of indicators that appears appropriate for an
anticorruption agency to track on a regular, annual basis. Such measure-
ment is most likely to be feasible in countries whose leaders are actively
pressing for corruption reduction and that have an independent audit or
inspector-general office. The data for many of these indicators would come
from anticorruption agency records. Each government will need to estab-
lish procedures for recording the needed data. Few of these indicators are
likely to be costly to collect. However, because of their sensitivity, some are
likely to be controversial.

Obtaining data on this last group of indicators in annex 4.C (19-22)
requires surveys of household and businesses. The questionnaire shown in
annex 4.A includes questions that ask respondents about their personal expe-
riences with corruption, thus providing data for indicators 19-22 in annex
4.C. As discussed earlier, citizen surveys require special resources. In that dis-
cussion, we noted ways to keep costs to a low level. Surveys covering corrup-
tion issues probably have a greater need to be undertaken by a professional
organization outside the government, to provide credibility. The government
can fund the survey as long as it does not impose undue constraints on it.
Funds might also come from donor agencies. As noted earlier, the World
Bank has sponsored a number of these. Also, as noted earlier, an NGO might
be willing to sponsor the survey effort.



Results Matter 99

These surveys should be of a representative sample of households. A
separate survey can be done of a representative sample of businesses. Busi-
nesses themselves sometimes cause the corruption; therefore, some re-
sponses from businesses would be expected to be dishonest. Nevertheless,
governments can probably learn much from the overall responses. The
assumption here is that most businesses would prefer not to be involved with
corruption activities. An important element of surveys that ask respondents
about their experiences with corruption is to ensure the confidentiality of
responses. This may be difficult in some countries if the survey sponsors are
not able to use a credible and professional survey organization.

These surveys do not capture all aspects of corruption, only those of
which sampled citizens and businesses have first-hand knowledge and are
willing to include in their responses. Businesses are not likely to identify their
own corruption attempts, such as incidents of bribery between government
personnel and private sector individuals or organizations. Corruption indi-
cators 1-18 in annex 4.C cover only incidents that come to the attention of
the government. The household and business surveys reach out to citizens
and businesses to obtain information that is not reported.

Some governments that have established a performance measurement
process started with indicators of response time. Response time is the time
from when a request for service was made until the time the service orga-
nization provided a response. Response time data are particularly important
for emergency services, such as citizen requests for police and fire agency
assistance relating to crimes, fires, and emergency health care needs. Also,
citizens usually have a significant concern about response times for many
other services, such as the time required to get registered, to receive assis-
tance payments, to obtain permits, and to receive a response on any appli-
cation to the government.

Response times on individual service requests are subsequently aggre-
gated to provide indicators such as average response time or percentage of
requests for which the response time exceeded X hours. The quantity X would
be selected by the agency as its standard.

Tracking response times may appear simple at first glance. However, it is
likely to be more time-consuming than it appears. An operating agency needs
to record the time that each request for the service was initially received and
then, again, record the time when the service was provided. In developed
countries, automatic recording devices are used for fire and police responses
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to calls for services. In developing countries, use of such automated devices
may be a long time off. In the meantime, however, an agency can establish
manual procedures. Staff members would record these times and subse-
quently collect and tabulate those times manually. This procedure is compli-
cated by the need to match up the starting and service delivery times for
individual requests. If a substantial time (such as several days, or even several
hours) usually occurs between requests and service provision, care needs to be
taken to match the time of the response to the time of the particular request.

Response time measurement is particularly critical for some services
(such as any emergency service). For most other services, response time mea-
surement is likely to be secondary compared to the other measurements
described above. Although response times are important to customers (and
therefore should be tracked so that improvements can be made), such data do
not tell anything about the outcome of the service the customers received—
only how long it takes to get the service.

An important issue for any outcome measurement process is maintaining
the integrity of the data so that they are reasonably accurate and credible to
outsiders, such as to elected officials, citizens, and members of the media.

With manual data collection or tabulation procedures, the opportunities
for inaccuracies and data manipulation are particularly high. Methods to
reduce the potential for inaccuracies and manipulation are needed. One need
is to provide an atmosphere in which data findings are not threatening to
employees if the data do not look good. A second need is for adequate train-
ing of those responsible for providing and tabulating the data in order to avoid
mistakes and misinterpretations. Finally, and probably most important for
credibility to those outside the agency, the government’s audit office can be
made responsible for reviewing at least samples of the data and periodically
reviewing data collection and tabulation procedures.

These steps will help encourage public agencies to increase their care in
data collection and tabulation and will help reduce the temptations for manip-
ulation. They will also help identify poorly implemented data collection, tab-
ulation, and reporting procedures so that improvements can be made.

An early section of this chapter identified why outcome data should be col-
lected and the major purpose of it. That included helping to determine budget
allocations and helping service managers improve their programs.
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Outcome-based budgeting (or performance-based budgeting, as it is
more popularly called in developed countries) is still very much in its devel-
opmental stage. For most outcomes, the relationships between the amount
of inputs (funds or staff time) and outcomes is not known. (For example,
how much more funding would be required to increase customer satisfac-
tion levels for a particular service by five percentage points?) Nevertheless,
if outcome data are available to an agency, the data should be useful in iden-
tifying where improvements are likely to be most needed. For example, if
poor outcomes occur for a particular demographic group and not for others,
this would suggest that more attention should be given to the service pro-
vided to that group.

Regular outcome data are likely to be of considerable use to public man-
agers for deciding on actions throughout the year. This will be particularly
so if the data are collected periodically throughout the year, such as every
month or every three months. For example, New York City has tracked street
cleanliness throughout the city for many years. Its sanitation department
uses that information to allocate its cleanup crews. This has led to substan-
tial reductions in the number of areas with very dirty streets. Another exam-
ple: if dropout rates have been increasing in schools in some locations or
with some demographic groups, the managers might look to determine the
causes and try to alleviate them to the extent possible.

A major use of the data is for review: managers can hold “how are we
doing?” sessions with their staffs shortly after each performance report has
been prepared and disseminated. Such meetings can be an excellent way to
obtain input from staff members on what is causing problems identified in
the latest report and to obtain suggestions for corrective actions. In later ses-
sions, staff members would look to see the extent to which actions taken
have led to the outcome improvements sought.

As indicated earlier, a major use of outcome data is to examine trends
over time, whether between months or quarters or across years. Such infor-
mation helps managers and their agencies determine whether they are win-
ning or losing the game.

A final point is that performance report formats can have a substantial
impact on the use and usability of performance information. Reports need to
be clear, concise, attractive, and understandable. An excellent way to display
outcome data is to map the results by geographic location (region, district,
neighborhood) to indicate those locations most in need of improvement.
Maps are easy to understand and are visually attractive. For example, on a map
an agency might shade the areas of a city to display different levels of cleanli-
ness of each portion of a city—the darker the shading, the dirtier the streets.
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The city can use the data to allocate its street crews. By examining the shading
from previous reporting periods, the reader can readily assess the changes that
have occurred over time. Data from later years might show, for example, a
steady decline in the number of dirty areas. Data from any source (trained
observer ratings, customer surveys, or agency records) can be displayed with
maps—as long as the data can be geographically coded.

A major issue that has caused problems in developed countries, and likely will
in developing countries, is the misunderstanding that outcome data from an
outcome measurement system automatically indicate that the agency, and its
managers, are primarily responsible for the observed outcomes. If the out-
comes are not as good as expected, higher-level officials (and the media)
jump to the conclusion that it is the fault of the agency. This puts agency per-
sonnel very much on the defensive, resulting in fear and the temptation to
manipulate and misuse the data.

Public officials at all levels and members of the media need to be informed
that, as with the score of a soccer game and the bottom-line profits of a pri-
vate business, outcome data indicate only results. They do not indicate why
the results occurred. Many factors outside the control of agency managers
usually affect outcomes. For example, world economic conditions, unusual
weather conditions, and actions by customers can affect many outcomes—
and be beyond the control of the agency.

Outcome measurement information raises important questions that
agency officials need to address. Agency officials then need to identify reasons
why outcomes are less than expected and undertake needed improvement
actions.

In developing countries, scarce funds will almost inevitably be a major
reason for a significant part of outcome problems. Nevertheless, public agen-
cies in developing countries are still responsible for squeezing the most out
of their resources. They need to use their scarce resources as wisely as possi-
ble to produce services whose quality and outcomes are as good as possible.
Effective and efficient use of available resources, however small an agency’s
resources may be, should be the objective of public agencies and their per-
sonnel. Regular, reliable measurement of service quality and outcomes
should be a major tool of public agency managers in helping produce the
most effective and efficient use of scarce resources.
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. What is the sex and age of the household head?
. Note sex of respondent.

What is the relationship of the respondent to the household head?

. What is the level of education of the household head?
. What is the occupation of the family head?
. How many members of the household are there altogether?

What is the age and sex of each one, starting with the youngest?

<For people under 20, record whether in primary school or not>

<Ask the following questions for each child in primary school (up to
4 children in primary school).>

<Ask for children registered for UPE and in government-aided schools.>

What class is the child in?

How many times (if any) has the child had to repeat a class?

What payments have you made for the child’s education during the past

year?

Books/pens etc.

Uniforms/shoes

Travel to school

Official school fees

Extra tuition payment to the school

Extra payments directly to teachers

How satisfied are you with the teaching (apart from extra private tuition)

that the child is receiving at school?

<satisfied>

<neither satisfied nor dissatisfied>

<dissatisfied>

How long ago did any member of this household last have a contact with:

The central police?

The judiciary (magistrates courts and above)?

The URA?

The government health services?

The local administration? (including LA police, LC courts, local tax)

<Write answer in months (if less than one year) or years since begin-
ning of last contact>

<Ask questions 10-33 for the LAST contact for EACH ONE of the serv-
ices contacted>

<If none of the services ever contacted, skip to Q34>

Which service was it?
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12.

13.

14.

15.

16.

17.

18.
19.

What is the sex and age of the person having the contact with the service?
Did you contact this service? Or why did they contact you?

How did you first make/have contact with the service to help you through
your dealings with them?

How did you first make/have contact with the service?

(personal contact/letter/telephone/through friend or relative)

Did you have a contact in the service to help you through your dealings
with them?

How long did it take for your problem to be attended to?

<n/a if service made through the contact>

<in hours if less than one day, in days if one day or more>

Have your dealings with the service been completed?

How long did it take to complete dealing with your problem?

<if not yet completed, put time taken up until now; in days if less than

one month, otherwise in months>

20.

21.

22.

23.

24.

25.
26.
27.
28.

If you visited the service in your dealings with them, how many visits
did you (or other members of the household or someone acting for you)
make?

How satisfied were you with the speed of service?

<satisfied>

<neither satisfied or dissatisfied>

<dissatisfied>

How satisfied were you with the behavior of the staff of the service
toward you?

<satisfied>

<neither satisfied or dissatisfied>

<dissatisfied>

When you first contacted the service, what information were you given
by the service about how to use it?

(none/spoken/written/spoken and written)

<if none, skip to Q25>

How helpful was the information given by the service?

<very helpful>

<somewhat helpful>

<not at all helpful>

Did you know how to make a complaint about the service?

Did you actually make a complaint about the service?

How many different staff did you meet in your dealings with the service?
Did you use the help of a broker or agent in dealing with the service?
<if no, skip to Q30>
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30.

31.

32.

33.
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How much did you have to pay the broker?

<write money equivalent>

Did you have to pay anything extra, in money or goods, (apart from offi-
cial charges) to people in the service to get your problem dealt with?
<if no, skip to Q33>

Did the person(s) concerned ask you for money or goods or did you pay
on your own initiative?

How much did you have to pay extra to service workers to get your
problem dealt with?

<write total of extra payment in money equivalent>

If you did not make any extra payments to service workers:

Were you asked for any extra payment, in money or goods, but you
refused?

Did you offer any extra payment but it was refused by the service
worker?

<FORALL HOUSEHOLDS>

34.

35.
36.

37.

38.

39.

40.

41.

42.

What do you think about the practice of paying extra (bribes) to service
workers in order to get a service in favor?

What forms of corruption do you think happen in this district?

How much of a problem do you think there is with corruption in public
services in this District?

<very much>

<somewhat>

<not at all>

Has this problem gotten better, stayed the same or gotten worse in the
last two years?

<better>

<the same>

<worse>

Which government departments or agencies in this district are the most
corrupt, in your opinion?

<allow up to three answers>

Which departments or agencies are the least corrupt?

<allow up to three answers>

What do you think the national government should do to solve the
problem of corruption in public services?

What do you think the local government in this district should do to
solve the problem of corruption in public services?

What do you think communities themselves could do to help solve the
problem of corruption in public services?



106 Hatry

43. Have you heard of the Inspectorate of Government (the IGG)?
<if ‘No, skip Q44-46>
44, What does IGG do?
<allow up to three answers>
45. Have you ever made a complaint to the IGG?
46. How satisfied were you with the way the IGG dealt with your complaint?
<satisfied>
<neither satisfied nor dissatisfied>
<dissatisfied>
Source: The questionnaire was sponsored by the World Bank and Uganda. The results

are reported in “Uganda National Integrity Survey 1998: Final Report” (August 1998), CIET
International.
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Trained observers can be used to rate a variety of important outcomes that
can be documented by the eyes or other physical senses of an observer. Its
familiar form is in inspection functions, such as for buildings, health, and
food safety. A key requirement for performance measurement is that the rat-
ing scales and procedures provide reasonably accurate ratings.

A high degree of accuracy can be maintained if the procedures provide

a well-defined rating system
adequate training and supervision of the observers and the process
a procedure for periodically checking the quality of the ratings

Trained observer ratings—if properly done—reduce the subjectivity in
assessing physical conditions such as street cleanliness. Ratings scales, if prop-
erly developed, provide trained observers with specific criteria against which
to assess conditions in a reliable manner. Without such common criteria to
assess conditions, different observers will likely come up with different ratings
for a condition. Well-defined rating scales reduce the subjectivity in condition
assessments.

The goal is for different observers, at different times, to give approxi-
mately the same ratings to similar conditions.

Applications of Trained Observer Ratings

For observer ratings to be applied to a particular outcome, the outcome should

be measurable by physical observation—through any of the five senses:
sight, hearing, smell, taste, or touch (though most applications in the
public sector, thus far, have used sight)

be one that can be rated on a scale that identifies variations in condition

Examples of Outcomes for Which Trained Observer Ratings Have
Been Used to Provide Data

cleanliness of roads and alleys

condition of roads

condition of parks

condition of facilities such as schools, nursing homes, and hospitals
condition of housing
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Quality of food provided in publicly supported facilities (taste, smell, and
sight can be used)

Ability of handicapped clients to perform activities of daily living, after
receiving public service

Advantages of Trained Observer Procedures

They can provide reliable, reasonably accurate ratings of conditions that
otherwise are difficult to measure.

The data can be used to assist programs in allocating their resources
throughout the year, if the ratings are done periodically (for example, the
New York City Sanitation Department has for many years regularly used
trained observer ratings of street cleanliness to help allocate its street
cleaning crews).

Disadvantages of Trained Observer Procedures

These are labor-intensive procedures that require personnel time to do the
ratings.

Ratings need to be periodically checked to ensure that the observers are
adhering to the procedures.

Program personnel may not be comfortable with using this procedure, as
it is not very common.

Types of Trained Observer Rating System

Several types of rating systems can be used by trained observers. These include
ones that use

written descriptions only

photographic rating systems that use photographs as the rating scales
other visual scales such as scales that use drawings or videos rather than
photographs

combinations of these types.

Each type is briefly described below.

Trained Observer System Using Only Written Descriptions

This is the simplest type of rating system. It depends solely on written descrip-
tions of each grade used in the rating scale. These rating descriptions need to
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be quite specific about what constitutes each particular rating, to maintain the
accuracy of the ratings.

An abbreviated example of a written scale for “building (or street)
cleanliness” is the following:

Rating 1: Clean. Building (street) is completely or almost completely
clean; a maximum of three pieces of litter per floor (block) are present.
Rating 2: Moderately Clean. Building (street) is largely clean; a few pieces
of isolated litter and dirt are observable.

Rating 3: Moderately Dirty. Some scattered litter or dirt is present.
Rating 4: Dirty. Heavy litter or dirt is present in several locations through-
out the building (along the block).

A written rating scale has three advantages:

It is the simplest form of rating scale.

It is the most familiar procedure, the one usually used by public agencies,
which use trained observer ratings, such as for inspections.

It can also help agencies identify resource allocation needs, by specific
locations where problems are present.

Table 4.B.1 illustrates an additional, very important, use for such outcome
information. The City of Toronto used these ratings of street conditions to
help determine what repairs were needed in each location—as noted in the
right-hand column.

Disadvantages of written rating systems are as follows:

The written information for each rating grade needs to be very specific
in order to ensure reasonable accuracy, so that different raters will give
approximately the same rating for a particular condition.

Because each grade on the rating scale needs to be defined very clearly,
the program is likely to have to spend a considerable amount of time
developing the ratings.

This procedure can be used to measure outcomes only if the outcome can
be expressed as a physically observable condition.

Trained Observer Systems Using Photographic Scales

Photographic scales can be very useful in providing clear definitions for each
rating grade. Preselected photos are used to represent the various grades on
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Toronto Road Condition Rating Scale

Rating  Condition Description Comments
9 Excellent No fault whatsoever
8 Good No damage, normal wear Recently constructed work
and small cracks
7 Fair Slight damage, crack fill or Average rating for city of
minor leveling required Toronto pavements and
sidewalks
6 Repair 10% of complete replace- Pavement requires preventive
ment cost overlay. Level of tolerance for
city of Toronto pavements
5 Repair 25% of complete replace- Eligible for reconstruction
ment cost program
4 Repair 50% of complete replace- Condition Rating 4- Level of
ment cost Tolerance for city of Toronto
curbs and sidewalks
3 Repair 75% of complete replace- Total reconstruction probably
ment cost indicated
2 Repair More than 75% of complete  Requires complete
replacement cost reconstruction
1 Impossible
to repair

the rating scale. Each trained observer is given (and trained in the use of) a
set of photos, perhaps four photos for each grade on the scale.

Trained Observer Systems Using Other Visual Scales

Visual rating scales can also use drawings or sketches that represent each
grade on a rating scale. Figure 4.B.1 is an example of a rating scale using
sketches to represent conditions of school buildings, in this case, the condi-
tion of schoolroom walls. This was used by the New York City school system
to track the physical condition of its schools and to help make decisions
about repairs.
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Many of the following indicators should be broken out by such characteris-
tics as type of complaint/incident; severity of complaint/incident (such as
the amount of funds involved or the level of suspected official involved); dis-
trict; source of the case; organizational unit responsible for initially handling
the case; and the difficulty or complexity of the case (for example, whether
it was of considerable, medium, or low difficulty or complexity).

10.

11.
12.

. Number of corruption complaints received and found after prelimi-

nary investigation to have merit. Note: Corruption complaints should
exclude other kinds of complaints, such as delays or mistakes in mak-
ing pension or other payments that are not due to corruption-related
elements. These are very important but different problems. This num-
ber will be affected by efforts to get citizens and businesses to report
corrupt activities. This is likely to be a problem for at least the first year
or two of a program to encourage more citizens and businesses to
report incidents of corruption.

. Number and percentage of corruption complaints received that were

not investigated.

. Number of cases for which sufficient evidence was obtained to be pros-

ecuted and an arrest made.

. Number and percentage of cases for which a reasonable penalty was

assessed and carried out; that is, number and percentage of cases inves-
tigated that were successfully resolved.

. Number and percentage of cases not prosecuted because of poor prac-

tice in investigation, such as evidence gathering.

. Number and percentage of cases not successfully prosecuted because of

poor practice during the prosecution stage.

. Monetary value of missing or misused supplies and equipment found

during audits.

. Percentage of public leaders who have not publicly declared their assets.
. Amount of funds recovered through (a) administrative action or (b) legal

action.

Value of money recovered, and property seized and confiscated for cor-
rupt practices.

Number and percentage of cases lost.

Percentage of complaint cases whose time from receipt of complaint
until the investigation was started exceeded X days.



13.

14.

15.
16.
17.

18.

19.

20.

21.

22.
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Percentage of complaint cases whose time from receipt of complaint
until the investigation was completed exceeded Y days.

Percentage of complaint cases whose time from receipt until case was
finally resolved in the courts (not counting time for appeals) exceeded
Z days.

Number of government employees removed for corruption activities.
Number and percentage of government cases overturned on appeals.
Percentage of substantive recommendations made to individual agen-
cies and departments (in special studies) that were implemented by the
agency or department.

Number of cases that could not be investigated because of lack of per-
sonnel or funds (perhaps broken out by district).

Percentage of citizens, households, and businesses in a representative
survey who reported that they had made extra payments for one or
more services (broken out by service and district).

Percentage of citizens, households, and businesses in a representative
survey who reported that they believed that corruption in their district
was less than it was 12 months ago.

Percentage of citizens, households, and businesses in a representative
survey who reported that they would make a complaint (such as to the
inspector general or other public official) if asked for a bribe.

Number of citizens, households, businesses that in a representative sur-
vey reported that they had (a) seen or heard one of the radio or TV spots
on corruption, had examined an anticorruption brochure, or had par-
ticipated in a workshop or seminar on corruption; and (b) had taken
some action called for by the material presented (such as reporting bribe
requests from public officials).
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Implementing a Trained Observer Process

The following are steps needed to implement a trained observer process:

1. Decide what conditions should be rated.

2. Develop a rating scale for each condition. Use photographs and written
guidelines as appropriate.

3. Determine which locations or clients should be rated, when, and how fre-
quently. Ratings can be applied to all or to selected ones. If you have only
enough resources to rate some locations, choose them by using random
sampling so that the locations or clients chosen are representative.

4. Select and train observers. You can use program personnel or even school
students and volunteers. More technical ratings, such as ratings of safety
hazards, will require persons with more professional training.

5. Test the scale and the observers on a small number of locations to ensure
that reasonably trained raters will give approximately the same ratings.

6. Establish procedures for supervising the observers, recording the data
they collect, and transcribing and processing data.

7. Conduct the ratings at the desired frequency.

8. Develop and disseminate reports on the findings. The reports will be
more informative if they show the number and percentage of locations
that fall into each rating category. Avoid reporting only average scores,
which can hide important distribution information. Also, in reports,
show changes in the ratings from previous periods.

9. Establish procedures for systematically checking the ratings of trained
observers to ensure quality control and the accuracy of the process. For
example, the supervisor might periodically check a small sample of rat-
ings done by each observer.

The following are additional steps needed for a photographic rating
system:

1. Take a large number of photographs in locations representative of the
range conditions to be rated. These photos should show the actual types
of conditions that the program wants to assess.

2. Select a set of familiar labels, each representing a condition that the pro-
gram expects to find (such as clean, moderately clean, moderately dirty,
and dirty, for observations of cleanliness). Select a panel of judges com-
posed of persons with varied backgrounds who are not associated with
the measurement activities. Ask the judges to sort the photographs into
groups that represent each condition.
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3. For each condition level, select the four or five photographs that most
judges identified as representing that level. These photographs can then
be used as the rating scale.

4. Train the observers in the use of the photographic scale. Field test the scale
with trained observers to determine whether there is sufficient agreement
among them on the ratings. If not, revise the procedures.

5. Develop the final scale. Package copies of the selected photographs in a
kit for each trained observer.

Small handheld computers that can be programmed so that trained
observers can electronically record their ratings (as soon as the ratings are
made) are becoming available at low prices. Such tools can considerably
reduce the amount of clerical work needed later. For example, the city of
New York has been using such procedures to regularly report on the condi-
tion of city buildings (including schools)—to meet legislative requirements.
An NGO, the Fund for the City of New York (a private public interest organ-
ization), has used handheld computers to collect data on a number of phys-
ically observable conditions in samples of locations within New York City.
The conditions observed include, among others, defective street signs, aban-
doned cars, the presence of rodents or pests, and defective street lights. This
information is used to identify specific and summary conditions in various
city community districts.






Delivering Local/ Municipal
Services

HARRY KITCHEN

Municipal and local services may be delivered in a variety of
ways. Alternatives range from complete public provision to
complete private provision or a mix of these two, including public-
private partnerships.

Public sector provision ranges from responsibility resting with
the local council or city hall to responsibility assigned to some kind
of independent or quasi-independent special-purpose body or
local government enterprise.! Private sector alternatives include
contracting out, franchises, grants, vouchers, volunteers, self-help
organizations, and nonprofit agencies.

This chapter will examine and evaluate these options by con-
centrating on the incentives and efficiency implications inherent in
each structure (Kitchen 1993) rather than on cataloging their fre-
quency of use.? Where possible, it will also provide a brief summary
of the empirical evidence on cost differences under these alterna-
tive structures.

This section compares service delivery through a separate local gov-
ernment body or enterprise with delivery by the local government
itself.?
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Local/Municipal Responsibility

Local or municipal governments are directly responsible for a range of pub-
lic services for which fees or prices tend not to be used. Local streets and
roads, street lighting, fire and police protection, and neighborhood parks are
almost always funded from local taxes, grants from senior governments, and
other locally generated revenues. In many countries, local or municipal gov-
ernments are also responsible for services for which they charge user fees or
prices—water, sewers, recreation, public transit, and so on. For all municipal
services, local government staff and personnel generally share accounting,
auditing, and legal services, municipal employees, and capital equipment. As
for governance, local councils are responsible for making policy decisions for
all services, including the trade-off between spending on one service rather
than another.

Local Government Enterprises

The universe of what constitutes a local business enterprise covers a wide
range. There is no single and uniform definition, but it is generally the case
that each body or enterprise is responsible for the provision of a marketable
good(s) or service(s)—one that has characteristics of a private good and for
which a fee or price per unit can be charged. This explains, at least in part,
why electricity, water, sewers, and public transit are often (but not always)
the responsibility of local government enterprises or special-purpose bod-
ies, and why local streets and roads, street lighting, sidewalks, fire protection,
and neighborhood parks—services that have characteristics of public goods
and for which specific fees or charges per unit cannot be imposed—are the
responsibility of local governments themselves.

Each enterprise generally operates as a separate functioning business
entity—sometimes independent of the locally elected council and sometimes
under some kind of governing control or affiliation with the locally elected
council. Each tends to be responsible for only one service (water or electric-
ity or sewer and so on). Usually, each body has its own independent or quasi-
independent (from the local council) governing body that is responsible for
all policies affecting the enterprise. Each has its own accounting and finan-
cial system, frequently has its own work force and capital equipment, and is
responsible for monitoring and reporting on its own activities.

In New Zealand, North America, and Europe, local government enter-
prises are responsible for relatively few local services. Furthermore, almost all
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of them are provided in an environment where there are generally no alter-
natives or no competitors. These services often include one or more of the
following: electricity, telephone, water and sewers, municipal airports, and
social housing. In other countries, by contrast, local government enterprises
are responsible for many more services. A number of them may compete with
the private sector. For example, subnational governments in the Russian Fed-
eration have long looked to state enterprises to finance many essential ser-
vices. In 1992, it was estimated that 40 percent of subnational budgetary
outlays in Russia came from enterprise contributions (Martinez-Vasquez
1994). In most one-company towns, the percentage was much higher, some-
times reaching almost 100 percent. At the subnational level in Russia, for
example, revenues from local enterprises are important because they help
finance basic services that might not be funded if left to the local tax base
(Bahl and Wallich 1995). A similarly important revenue-generating role for
local government enterprises has been reported for Colombia (Bird 1984).

Local government enterprises may be separated into those that operate
in an environment where there are no competitors and those that openly
compete with the private sector. For the former, there is only one supplier—
a public sector monopolist. Water and sewers in a municipality, for example,
are the responsibility of one agency—a separate utility or business enterprise,
sometimes under the direct governance of the municipality and sometimes
under the governance structure of a special-purpose board or commission
that tends to have features and characteristics similar to those of a separate
business entity. Similarly, electricity is the responsibility of one agency, as is
public transit, and so on. Furthermore, services with high infrastructure costs
such as water, sewers, and electricity have characteristics of a natural monop-
olist.* Others, such as public transit, may not benefit from economies of scale
over their entire output (not a natural monopolist) but are, nevertheless, pro-
vided in a protected setting. In short, there is no competition for many of
these services (electricity, water, and sewers) and limited and indirect com-
petition for others (cars competing with public transit, for instance).

For publicly provided goods or services that compete with the private
sector, there is the question of whether the public sector should be involved
atall. In response, there is no solid economic rationale for public sector pro-
vision, although such provision has been defended on the basis of generating
revenue for the local government. Examples include public sector involve-
ment in bakeries, paint shops, flower shops, sports clubs, mushroom grow-
ing, and handicraft businesses in Russia (Kurlyandskaya, Nikolayenko, and
Golovanova 2001).
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Why Are Local Government Enterprises Used?

A variety of arguments have been advanced in defense of using special-
purpose bodies or local government enterprises for specific services.

First, in some countries or some provinces, states, or regions within
countries, legislated requirements stipulate that specific services must be the
responsibility of a separate body or enterprise, generally under a governing
structure called a commission, board, or utility. This is the case for munici-
pal electricity distribution in Ontario, Canada, where all policy decisions are
made by either a private corporation or a municipally appointed board of
directors operating at arm’s length and independently of the local council.

Second, where local governments are free to choose their governing
structures for the provision of local goods and services, tradition often plays
arole in relying on separate enterprises; that is, it has always been done that
way and there is no reason to change.

Third, these bodies have been defended on the grounds that appointed
or elected officials governing single-purpose enterprises will make better
decisions than directly elected municipal politicians who must make deci-
sions, choices, and trade-offs over a vast range of local government func-
tions. A single-purpose governing council, the argument goes, is more likely
to consist of experts and therefore able to make better decisions when com-
pared with locally elected politicians and government officials, who have
heavy workloads and insufficient time to plan, administer, and oversee all
governing functions. This argument is supported by those who assert that
financially independent public utilities are generally well run, honest, and
efficient, while utilities governed by local councils are alleged to be markedly
worse in each of these respects and likely to be run at a financial loss.

Fourth, enterprises are used in some countries as a way of escaping rigid
controls (by a senior level of government) that apply to what and how local
governments spend, who it employs for what, how much it pays people,
which revenues it can access, on what terms it may borrow, and the like.

Fifth, local government enterprises may be preferred in those countries
where senior levels of government share in local tax revenues but do not
share in revenues generated by local enterprises (Martinez-Vazquez and
Boex 2001).

Sixth, these bodies are used in some countries to provide employment.

Seventh, there is a perception in the minds of many politicians and a
large proportion of the population that local business enterprises are more
efficient and accountable in their operation because they are run more like
a business—they sell a product, deliver it, retain the revenue, and cover all
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costs—when compared with other municipally provided services that are
not sold for specific fees, charges, or prices.

Finally, local politicians and administrators sometimes prefer business
enterprises because there tend to be fewer citizen complaints about revenues
generated from the sale of goods and services by what is deemed to be a busi-
ness enterprise than from increasing local taxes to raise the same amount of
money. More bluntly, it seems to be more acceptable politically to set up a
local business enterprise and sell a good or service to raise revenues than it
is to raise local taxes. Generating revenues from the sale of goods and ser-
vices by local government enterprises may also be preferred if municipal
governments face legislated restrictions on their ability to raise taxes.

Criteria for Evaluating Local Enterprises

To evaluate the role for these bodies and how they should be structured, one
needs a set of criteria. For this purpose, the following are appropriate: alloca-
tive or economic efficiency, accountability, transparency, and ease of admin-
istration. Issues of fairness are important but of little relevance in this
discussion. Fairness is associated with the way in which specific services are
funded (“benefits received” arguments®) or with income distribution issues
(“ability to pay” arguments’), not with the agency (enterprise or local gov-
ernment) responsible for the service.

Economic (Allocative) Efficiency

This efficiency is achieved within the local public sector when all service
responsibilities are organized and allocated so that society gets the greatest
possible gain from the use of all resources (inputs) at its disposal. In other
words, if reliance on local government enterprises leads to the use of fewer
resources than would be required if the same service were provided directly
by local government, then it would be more allocatively efficient® to provide
the service by a local enterprise because society would be better off collec-
tively. If, however, the existence of one or more enterprises provides barriers
or impediments to efficient local public sector decision making and leads to
a greater use of resources (waste), local enterprises could be deemed to mis-
allocate resources and be more costly to society collectively.

Accountability

In the provision of local public sector services, accountability is achieved
when the customer or taxpayer is able to identify who is responsible for what
and is able to link the governing unit responsible for the service directly to
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its funding. Where there is only one governing unit, taxpayers know who is
responsible for what and who to contact if they wish to have an impact on
decision making. Where there are a number of local governing units respon-
sible for a diverse range of services, customers or taxpayers may become con-
fused and not know who is responsible for what and how to have an impact
on decision makers.

Transparency

Transparency is achieved when citizens or taxpayers have access to informa-
tion and decision-making forums, so that the general public knows what is
happening and is able to judge whether it is appropriate. Vehicles or instru-
ments for enhancing transparency should include legislation that requires
public sector decision makers to consult with and report to the public annu-
ally on planned activities; enforcement of regulations by officers; and pur-
chasing of inputs through contractual arrangements with internal staff or
the private sector. This legislation could include the annual publication of
local public sector performance measures, thus providing local citizens with
information for making intermunicipal efficiency and effectiveness com-
parisons. All this effort is intended to mitigate the risk of corruption by mak-
ing information statutorily available and by ensuring that all public policy
decisions are made in an open and transparent manner.’

Ease of Administration

Ease of administration is an extension of the criteria of efficiency and account-
ability. The easiest system to administer is one that is not confusing and does
not require an unnecessary amount of time and effort in consultations, cor-
respondence, and meetings in reaching decisions.

Do Local Government Enterprises Play a Unique Role?

Does a local government enterprise perform a service delivery role or func-
tion that cannot be performed at all or cannot be performed as efficiently by
the local government (local or municipal council) directly? Using the criteria
listed above, some light may be shed on this question. At the outset, it is
asserted that the best and most socially desirable governing structure is
achieved when locally elected councilors have decision-making responsibil-
ity for all local goods and services regardless of how they are delivered.!® Per-
haps this is illustrated best by pointing out a variety of problems—real and
potential—that frequently emerge when some local public sector decision-
making powers are the responsibility of local government enterprises. For
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example, if a local government enterprise can make policy decisions and has
funding control over specific goods and services, and if it operates independ-
ently or semi-independently of the locally elected council that is responsible
for a range of other goods and services, there is less incentive or possibility
that local public sector efficiency, transparency, and accountability will be
achieved. As well, if additional resources and time are wasted on reaching
agreements and coordinating policies between these competing governing
units, the system will be more expensive to administer than it should be.

As noted earlier, support for local government enterprises rests, partially
at least, on the assertion that individuals appointed or elected to an enter-
prise’s governing board can govern more efficiently and effectively than
locally elected politicians, who are responsible for a range of local public sec-
tor goods and services. These services, it is argued, must be kept free from
political interference. This approach to municipal government as basically
corrupt and unrepresentative of consumer demands, however, is a poor
principle upon which to organize municipal service responsibility.

Furthermore, arguments supporting removal from politics seem to be an
attempt to substitute special politics for general politics, or a withdrawal from
the struggle to change the political decisions of the community. And if poli-
tics is understood in the pejorative sense of partisan or personal patronage
and influence, the independence of local government enterprises does not
guarantee freedom from spoils but rather opens possibilities for methods of
self-enrichment of their own. Technical specialists in many functions and
their respective supporting groups of citizens may believe that their function
is so important to the general welfare and the methods involved so technical
that their objectives can be accomplished only if they are protected against
interference by nonprofessionals (Bird 1980). Practical politics, however,
involves compromise in the decision-making process. Experts and special
interest groups should be available for advice on such decision making, but
they need not be responsible for policy. In cases in which the proponents of
an activity find the existing political situation distasteful, the tempting alter-
native of avoiding involvement must be resisted in favor of seeking basic
political improvements.

Another dubious contention by advocates of local government enter-
prises is their assertion that funding specific goods and services from user
fees or charges or through public sector prices is more business-like, and
therefore preferred, if conducted by an independent or semi-independent
business enterprise rather than if funded in the same manner but under the
governance of a locally elected council. Such an argument overlooks the
essentially political nature of decision making with regard to many services
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supported in whole or in part by user charges or public sector prices. There
is no reason why a user-supported service cannot be operated on a business-
like and self-sustaining basis under a department at city hall.

The existence of a number of independent and semi-independent enter-
prises complicates local government to the point where citizens cannot under-
stand its structure or determine who is responsible for what. The weakening
of the municipal council through the removal of some responsibilities, com-
bined with the inability of citizens to understand government (who is respon-
sible for what), results in a loss of accountability, a lack of transparency, and
reduced public interest in local government. As the municipal organization
becomes more diffuse it becomes less accessible to political control. Also, the
agencies into which local government is fragmented are often only indirectly
responsible to the public, particularly if their members are appointed. Frag-
mentation of government into separate enterprises further complicates the
problems of administrative integration and coordination.

Bringing all governance and policy-making decisions for local enterprises
under the governing responsibility of the local council (day-to-day manage-
ment should be left to the managers, regardless of the governing structure) has
been criticized, however, because local politicians in some countries appar-
ently use these enterprises as places of employment for relatives, friends, and
cronies. If governing responsibilities for enterprise operations were left with
local enterprises, it has been suggested that these potentially inefficient and
unfair employment practices could be minimized. There are at least two rea-
sons why this might not be true. First, there is nothing inherent in either the
governing structure of a local government enterprise or local council opera-
tion to suggest that either agency is more or less susceptible to this type of
employment abuse. Second, where this is a problem, its resolution should
involve the implementation of fair, effective, and transparent employment
policies that prevent this kind of nepotistic behavior.

Of the enterprises that exist, many enjoy considerable autonomy and
financial independence. In fact, there is a tendency for them to become little
governments in themselves with the inherent characteristic that they are inde-
pendent and in no way subordinate to the elected municipal politicians. This
can lead to an environment over which residents and taxpayers have little
control and which is, hence, politically inefficient. For those that are funded
partially by grants or local taxes, there is often no direct link between the
policy-making body (that is, the body making the expenditure decisions) and
the revenues (local taxes) that are collected by municipal councils and must
be used to fund the agencies. Whenever expenditure and revenue decisions
such as these are made independently, the system is likely to be less account-
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able or transparent'' and unable to allocate its resources efficiently across all
competing municipal services. When agencies are fully funded from sales of
their output, there is greater likelihood that they will become independent and
more removed from the governing decisions of the local council.

When a large number of independent single-purpose enterprises exist,
coordination of inter-related activities is difficult and, in some instances,
impossible to achieve (Kitchen 1989). Attempts by locally elected politicians
to provide services are frequently thwarted or made more difficult because
of decisions made by these independent enterprises over which the politi-
cians have little, if any, control. For example, actions taken by electrical util-
ities, water and sewer utilities, and public transit authorities may conflict
with the council’s overall planning effort.

This institutional structure, which may be referred to as a localized
monopoly, creates a potential impediment to the pursuit of competitive forces
if municipal councils are prevented from making all decisions affecting the
local municipality in the most accountable, transparent, and efficient man-
ner. This may happen, for example, when a municipality defers all decisions
on spending and funding until a local government enterprise has determined
its level of spending and funding. For example, a decision by a separate water
utility (enterprise) to replace or rehabilitate a water line or sewer main
(underground services) may affect a municipality’s timing for resurfacing
or improving a local road or street (aboveground services). This, is turn,
may affect the way in which the municipality allocates its resources to other
municipal services (in terms of both timing and its choice of competing alter-
natives).'? Similarly, if a decision by a local enterprise to borrow in order to
finance the rehabilitation or provision of new capital infrastructure crowds
out or inhibits the local council’s ability to borrow for other capital projects
(perhaps because of debt limits), then resources are not allocated efficiently.

In general, where municipal councils are directly responsible for a ser-
vice, there tends to be greater pressure toward public accountability (Kitchen
1975) and political responsibility. Greater public accountability leads in turn
to greater pressure to reduce costs,'” improve efficiency, and justify expen-
diture increases. When compared with governance under a municipal coun-
cil, most enterprises are free from the limelight of major municipal elections
and consequently further removed from these important political pressures.
The elections of commissioners, where elections rather than appointments
occur, are generally dull affairs that go virtually unnoticed by the public and
often result in acclamations. Voter apathy develops in municipal elections
but the general desire to control costs at city hall extends to all departments,
whereas such pressure is less frequently exerted on a separate enterprise.
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Partly for this reason, many governing boards for local enterprises slip into
the “rubber stamp syndrome” and allow policy decisions to stem from dom-
inant, technically competent managers.

Connected with the idea of political accountability is the financial flexi-
bility available to each type of organization. A sufficient degree of political
leverage and direct accountability to the public must be maintained over the
governance of local public services; otherwise, strong temptation exists for
these organizations to engage in unwarranted expansion or to invest in new
assets that are far out of line with investment in other municipal functions.
Municipal council operations appear to satisfy such a condition much more
than separate local enterprise operations, and the latter’s financial freedom
may permit greater indulgence in empire building (Kitchen 1975) and wasted
expenditures.

An important source of economies available to operations run by a
municipal council and often not available to single-purpose enterprises comes
from the opportunity for certain personnel, facilities, and capital equipment
to be engaged in multiple functions. First, municipally provided services may
share office space at city hall, whereas separate enterprises are generally estab-
lished in separate buildings. Second, a municipally governed service easily
shares administrative and operational tasks with other departments at city hall
(for example, accounting and legal services), whereas separate enterprise oper-
ations tend to set up their own administrative and operational facilities. In the
latter structure, economies of scale and cost savings are less likely to be
achieved than in the former structure. Third, opportunities exist for pooling
capital equipment and labor in city-governed operations. Doing so permits a
reduction in idle hours for capital and labor through the opportunity to trans-
fer equipment and personnel to different functions as needs arise. As with
many of its departments, city hall can achieve economies of scale in the use of
unspecialized personnel and equipment. This source of savings is more
important for smaller municipalities than for larger ones, because the smaller-
scale operations are much more likely to encounter indivisibilities in capital
and labor inputs. Local government enterprises, however, have a tendency to
acquire a separate complement of labor and equipment. These inputs are not
used, as a rule, for other municipal government functions. In many instances,
especially for capital equipment, there is considerable downtime and lack of
use of some of the capital equipment (Kitchen 1975).14

In summary, the economic and political arguments in support of inde-
pendent and autonomous or semi-independent and semi-autonomous local
government enterprises are generally weak. Such enterprises do not appear
to contribute anything that is unique. Their existence creates or has the
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potential for creating decision-making problems and unnecessary costs both
for local governments and for local residents. Elimination of local govern-
ment enterprises should improve the extent to which local public sector effi-
ciency, accountability, and transparency could be improved. Certainly, it
would remove the confusion over who is responsible for what and allow
local councils to set priorities and weigh and consider the trade-offs neces-
sary in making decisions on the relative merits of spending on water and
sewer systems, roads, public transit, police, firefighting, local parks, and
other such services.

All of this discussion assumes, of course, that we are operating in a best
world and that the current decision-making structures could be changed.
Unfortunately, change may not be possible for many enterprises and in
many countries. Local government enterprises are solidly entrenched in
local public sector services. And they will continue to be used, even though
they have declined in importance in some countries over the past decade’
largely because of the types of decision-making problems described above.

Governance of Local Government Enterprises

Even though arguments in support of local government enterprises are not
strong, these enterprises will continue to be responsible for a range of local
goods and services in many countries. The discussion here, then, will con-
centrate on policies designed to improve the efficiency, accountability, and
transparency of the governance structure of these agencies.

Governance refers to the political body responsible for making all pol-
icy decisions. It does not refer to the day-to-day management of local gov-
ernment or its enterprises,'® and it does not refer to service delivery because
that may be handled in a variety of ways. Because a major objective of the
local government sector should be to design an overall governance structure
that, in principle and as closely as possible in practice, meets the criteria
described earlier, it is best achieved if all decision-making powers of the local
public sector are left with a democratically elected local council. In effect,
then, a case exists for governing all special-purpose bodies by the same body
that governs city hall. Doing so creates an environment in which it would be
easier to coordinate all municipal services and functions. It would also min-
imize conflicts between the policies of local enterprises and the policies of
local councils. In principle, a system in which local councils have responsi-
bility for making decisions on the appropriate trade-offs to be made for all
local expenditures reduces the possibilities of conflict between local agen-
cies seeking to promote special interests and the municipality attempting to
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hold the line on taxes, restricting expenditures, or altering expenditure
choices among those services over which it does have substantial control.

Putting all decision-making powers on municipal public policy—
including those that are politically sensitive and those that are not so polit-
ically sensitive—under council control should improve local accountability
and responsiveness to the tax-paying public (Municipality of Metropolitan
Toronto 1988; Stenning and Landau 1988). When one stops to think about
it, an independent body in charge of a basic service such as water, sewers,
electricity, police, and the like, that can set its own rates or determine its own
property tax requirements, determine its own policies, and formulate and
approve its long-range plans, has considerable control over the range of
other municipal services, over how a community is governed, and over how
and where it develops residentially, commercially, and industrially.

The most obvious private sector delivery option is contracting out, but it is not
the only option. Private sector involvement may also include the use of fran-
chises, grants, vouchers, volunteers, and self-help (Savas 1982; Hatry 1983).
Public-private partnerships have recently grown in interest as an acceptable
option for funding services, especially where there may be substantial capital
or infrastructure costs. Because each option is a unique way to deliver services,
the potential efficiency strengths and weaknesses are discussed below.

Contracting Out

In the United Kingdom, local authorities are now required to enter into
competitive tendering for the provision of municipal services. In New
Zealand, legislation introduced in the early 1990s had a significant impact
on the way services are provided, but it does not go as far as requiring com-
petitive tendering. In New Zealand, service delivery exclusively by local
council departments declined from 70 percent in 1989 to 26 percent in 1994,
while delivery by business units rose from 2 percent to 18 percent (Depart-
ment of Internal Affairs 1994). The core services of water supply, sewage sys-
tems, stormwater control, and drainage are delivered by business units in
more than 50 percent of the councils, while the majority of councils that
provided legal services, refuse collection, commercial forestry, and refuse
disposal use external providers (Pallot 1998).

Because the current fashion is to advocate privatization of local public
services, primarily through contracting out, the efficiency advantages of this
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action should be noted. In essence, it is alleged that contracting out through
competitive tendering improves the competitive environment and leads to
lower per unit operating costs for the delivery agent. Contractors face incen-
tives to be efficient and sanctions if they are not. Contracting need not be
only to the private sector; indeed, it could equally apply to enterprises and
governments that contract from each other and for nonprofit and voluntary
organizations as well (Bish 1986).

Contracts are typically awarded through a competitive tendering system
in which the lowest bidder is normally chosen. In addition, some jurisdic-
tions have adopted a policy whereby regions, counties, or cities are sub-
divided and contracts tendered for a series of subregions or areas for those
services where economies of scale do not exist. The purpose is to encourage
smaller firms to bid on contracts—a situation that would not arise if all con-
tracts were large—and to permit, in some cases, municipal crews to compete
with the private sector in securing a contract. This provides a stimulus for
increased competition and ultimately, cost savings and greater efficiency. In
fact, in some cities in the United States, it is not uncommon to see munici-
pal government employees competing with the private sector for responsi-
bility for service delivery. Where this has happened, considerable cost savings
and efficiency gains have followed—along with enhanced service levels
(Goldsmith 1997, 1998).

The most successful contracts tend to be those based on outputs that
can be measured (solid waste, recycling, and the like) primarily because it is
easier to monitor the quality of the output. As well, writing contracts in
terms of outputs rather than inputs leaves the contractor free to organize the
operation to attain output goals or targets in the most efficient way possible
(Bish 1986).

Many local government politicians and administrators who are not strong
advocates of contracting out have argued that service quality is inevitably
lower in the private sector. This concern over quality deficiency has led to sug-
gestions that a monitoring system be established to ensure that quality is
maintained at an acceptable level. There is no a priori reason to believe, how-
ever, that public sector monitoring will be any more effective or efficient than
a policy of competitive tendering for service delivery on a relatively frequent
basis (annually, biannually, or every three years, for instance). Tendering, by
itself, can create an incentive for a firm to maintain quality if it wishes to be a
candidate for continuation of its contract at the time of rebidding.

Most of the empirical work on contracting out suggests that per unit
operating costs are lower in privately run operations. Although the bulk
of these studies have been completed in the United States and Europe
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(Borcherding, Pommerehne, and Schneider 1982; Hike 1992), similar studies
have been conducted in other countries. In New Zealand, for example, cost
savings from contracting out are reported to range from 45 percent to 60 per-
cent in the case of refuse collection in Dunedin to 15 percent to 30 percent
for other services in Dunedin and Christchurch (Douglas 1994; Williamson
1994). In Canada, a number of studies on a variety of services (solid waste
collection, recycling and disposal, public transit operations, and electrical
utility maintenance) provide similar results (table 5.1). Similar results have
been noted in an examination of private sector involvement in three urban
services (waste collection, water supply, and electricity supply) in developing
countries (Batley 2001). A further study that compiled the results of 203 sep-
arate studies on contracting out (without regard to whether public sector units
were invited to bid) concluded that savings on the order of 20 percent were
most frequently reported without any sacrifice in the quality of service
(Domberger and Jensen 1997). Finally, a critical assessment of several stud-
ies concluded that the private sector is more efficient in refuse collection, fire
protection, cleaning services, and capital-intensive wastewater treatment,
while results are less conclusive for water supply and railways (Tang 1997).

Briefly, the conclusion of these studies is that most of the efficiency gains
from contracting out have resulted from an increased scope for competition
rather than from the fact that the service was provided by a private contractor
(Bish 2001; Donohue 1989; Johnson 1988). In addition, the results suggest that
where economies of scale are not prevalent, the creation of delivery zones cre-
ates a more competitive environment than exists when there is only one deliv-
ery agent for an entire municipality (Bartone 2001). Introducing or increasing
rivalry, however, may not be possible without the existence of some private
ownership. In other words, some degree of privatization through contracting
out may be a necessary but not sufficient condition for substantial perfor-
mance improvements (Vickers and Yarrow 1991).

Although most of the studies have concentrated on contracting out
individual services, there is some experience in the United States with cities
that contract out most service responsibilities. These cities have formed an
Association of Contract Cities and are concentrated in California. This
group has generated a highly competitive local service environment with a
vast network of producers and contract arrangements. Cities buy and sell to
one another, and private firms compete actively among themselves and with
government producers for contracts (Bish 1986; Frontier Centre for Public
Policy 1997). One empirical analysis of these contract cities indicated that
they received services at lower cost than the noncontract cities in Los Ange-
les County (Deacon 1979).
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Services studied: author/year

Delivery alternatives

Results

Bus Service:
Kitchen (1992)

Electric Utility Maintenance:

Kitchen (1986)

Refuse Collection:
Kitchen (1976)

McDavid, Richards &

Doughton (1984)
McDavid (1985)

Tickner & McDavid (1986)

Municipal dept. versus privately contracted
service in Ontario municipalities.

Utilities contracting out utility maintenance vs.
in-house maintenance in Ontario municipalities.

48 Canadian cities—municipal versus privately
contracted firms.

Comparison of costs before and after Richmond,
B.C. switched from private to public collection.

Survey of private collection versus municipal col-
lection of residential solid waste in 107 Canadian
municipalities.

Detailed survey information on outputs, inputs
and costs for private vs. public collection of resi-
dential waste obtained from 100 municipalities.

Significantly lower costs per km. under privately
contracted operation

Contracted-out service significantly less expensive.

Municipal suppliers more expensive than private
firms.

Residential solid waste collection fell from $46.24
per household in 1982 to $30.63 in 1983.

In municipalities with sole delivery agents (public
versus private), collection was 51% more expensive
in municipal operations. In municipalities with a
mix of public and private, the public sector was 12%
more expensive. Differences attributed to much
higher productivity in private operations.

On average, private collectors were 28% less expensive.

(continued)
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Private versus Public Sector Delivery in Canada (continued)

Services studied: author/year

Delivery alternatives

Results

McRae (1994)

McDavid and Eder (1997)

McDavid (2001)

Landfill Sites:
McDavid and Laliberte (1998)

Residential Recycling:
McDavid and Laliberte (1999)

Comparison of charges for collection of commer-
cial/ industrial solid waste in 3 communities on
Central Vancouver Island.

327 questionnaire responses to survey on solid waste
collection services in Canadian municipalities.

327 questionnaire responses to survey on
solid waste collection services in Canadian
municipalities

Comparison of operational cost of 72 public and
private landfill sites across Canada.

Private versus public sector comparison of
132 recycling agents

Depending on the size of container and frequency
of pickup, municipal services were between 16%
and 67% higher than private sector prices.

For all of Canada, government collection was 22.3%
more costly per household than private contractors.

—0n average, public producers have higher costs
than contracted private producers;

—In municipalities where collection is split between
private and public, both have lower costs than the
national average and private producers are lower
than public producers;

—Municipalities that competitively bid their solid
waste collection contract enjoy significantly lower
costs per household.

Operational costs of privately run operations was
lower—$15.75 per tonne compared to $23.48 per
tonne.

Net cost per tonne is virtually identical for public and
private producers except in 7 communities where
public and private producers compete directly. Here,
substantial cost savings were reported for private
producers when compared with public producers.
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While potential cost reductions seem to be prevalent from increased
competition, it is well understood that unions are generally opposed to con-
tracting out (see Dijkgraaf, Gradus, and Melenberg 2003, 554; Canadian
Union of Public Employees 1985). In particular, they are concerned about
their members losing jobs and the extent to which contracting out would
undermine the union, fragment the workforce, sidestep provisions of collec-
tive agreements, and reduce labor costs with resultant profit-taking oppor-
tunities for businesses (see Cassidy 1994). In addition, the cost savings and
increased efficiencies noted in the empirical studies are not universally
accepted because, it has been alleged, they fail to consider some important
cost items. In particular, the critics have argued that contracting out results
in additional costs due to time and money spent on drafting, negotiating, and
monitoring a contract.”” The contractee must train and oversee the contrac-
tor’s employees to ensure productivity; and additional costs are incurred in
laying off employees after their services have been contracted out (see Sauter,
Weisman, and Percy 1988). Further concerns have arisen because employees
do not identify with the company and because they have multiple clients and
are not able to give priority to the current client (Cassidy 1994).

Offsetting these concerns and criticisms, however, are a number of advan-
tages: greater flexibility for management in allocating human resources;
greater productivity and efficiency, particularly if workers are paid on the basis
of incentives; increased ability to hire specialized expertise when needed;
reduced turnover; and greater variety for the employee (Cassidy 1994;
Dijkgraaf, Gradus, and Melenberg 2003).

Franchises

A franchise exists when a private firm provides a service to residents within
a specific geographic area and when the supplier is paid (price or user fee)
directly by the users (customers or clients). Franchises may be exclusive (one
producer) or nonexclusive (many producers).

If services are provided by exclusive franchises, prices may have to be
regulated.'® Further regulations may be imposed to guarantee that quality
standards or performance measures are met and that all consumers within
a specific area (served by the franchise) have access to the service if they pay
for it. For exclusive franchises that are largely capital intensive, not tendered
on a frequent basis, and not subject to competitive forces (such as water and
wastewater), adherence to performance standards is essential*—along with
carefully drawn-up contracts spelling out the terms and conditions of the
agreement. For services that are not capital intensive (refuse collection, for
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example), frequent tendering for the right to provide the service (similar to
contracting out) should assist in maintaining the necessary competitive
forces to ensure high quality and low cost.

For services provided by nonexclusive franchises, price regulation and
monitoring activities would likely be less needed. The attractiveness of this
organizational structure is mainly a function of the number of firms involved
and hence the degree of competition created. The larger the number of firms
is, the more competitive is the environment and hence, the greater is the
incentive for improving efficiency, lowering costs, and providing quality
services.

A possible problem with franchise operations is that some users (per-
haps low-income families) may discontinue consumption of certain ser-
vices. If users view the price of the service as being too high, they may decide
to do without it or to find a substitute. This has occurred primarily in smaller
communities, where solid waste collection has been privatized and fran-
chised. Not only could this lead to unsanitary conditions and impose exter-
nalities on those who pay, it could lead to lower-quality service or greater
costs for existing users if economies of scale disappear. Use of a franchise
operation in lieu of contracting out, therefore, may not be desirable on the
grounds of efficiency, especially for services from which negative externali-
ties might be created because individuals choose not to use the service.

Where franchises are considered, a franchise agreement between the
local council and the supplier is critical. It is the core legal document by
which both parties are bound and which can be enforced. This agreement
should include, among other items,

terms of payment for a franchise fee

principles and practices to follow in setting prices

all standards and performance measures that are to be met

a list and description of all financial and performance reports that are to
be provided on a regular basis to the local council and the public
procedures to follow in renegotiating standards and conditions in the
agreement

for services where ownership of capital assets are retained by local coun-
cil, the conditions for their return at the end of the agreement period

Grants for Specific Services

Grants are often provided by local governments for various community
groups and activities, including volunteer groups, charitable organizations,
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recreational and cultural activities, and special boards such as arena boards
and library boards. Some of these grants are ad hoc while others are pro-
vided annually, although applicants for annual grants are often required to
apply each year. On efficiency grounds, grants are justified if the service
delivered through the grant-receiving agency is provided less expensively or
more efficiently relative to provision by the municipal government directly.
For example, if the grant is to a volunteer organization, it may be less expen-
sive to deliver the service through this type of organization than through
some body or organization at city hall.

Grants to boards involved in the production of a service are typically
made to cover all or a portion of operating costs (library boards, for instance).
Once again, on efficiency grounds, this policy may be appropriate if the
service can be provided less expensively than under the responsibility of
local government directly. Implicit in this statement, of course, is the con-
dition that the budgets for these boards must be determined by the local
council in competition with the range of other services provided by local
government.

In reality, local government grants are almost never given to improve
productive efficiency. They are generally given for one of two reasons: first,
to appease specific groups who are persuasive in appealing to the social con-
science of local councils to support their causes; or second, to provide a par-
ticular service through a special board (library board, for example) that is at
least one step removed from direct council responsibility.

Vouchers

Vouchers are yet another way of privatizing the provision of public services,
with their distribution coming directly from municipal governments to citi-
zens deemed to be eligible for a particular service. The user then submits the
voucher to the private provider of his or her choice. The provider, in turn,
forwards the voucher to the government for payment (which, in all likeli-
hood, would be a constant dollar amount per voucher of the same type).
Determining the cash value of the voucher (that is, the value that the gov-
ernment pays to each firm) is particularly important, because the value could
affect the production and delivery efficiency of the provider. The quantity
and quality of the service supplied must be stipulated. For example, if the cash
value of the voucher is set equal to the average cost of each unit delivered by
the firm or if it equals a weighted average of costs incurred by all firms, the
scheme may penalize more efficient producers. To overcome this problem,
the per unit cash value should equal the average cost of the most efficient
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supplier. The advantage of this payment schedule is that a highly efficient
firm can lower its costs to governments and, in turn, to taxpayers.

A system of vouchers can provide incentives for diversity and hence, a
large number of producers—thus increasing the choice available to resi-
dents. For this reason, the delivery of services such as day care, homemaker
services, foster homes, and group homes could be well suited to a voucher
system. Vouchers are frequently used for public transportation for welfare
recipients and the disabled, and sometimes for medical expenses.

A potential offshoot of increasing the choice for voucher holders is the
increase in service quality and efficiency that should follow. This outcome,
however, would depend on the effectiveness of the information network
established among voucher holders. If the network is effective, the existence
of competitive forces should lead to improvements in service quality and
should lower delivery costs. Reduced delivery costs, however, may be par-
tially offset by increased monitoring and administration costs—to prevent
voucher forgery, for example.

Although this approach may encounter some administrative and mon-
itoring problems, experimentation with a voucher system for certain ser-
vices ought to be encouraged. Initially, vouchers might be tried in those areas
where the government is providing assistance to nongovernmental agencies,
such as social services for low-income families.

Volunteers

Volunteers are used by governments in many countries to deliver specific
services. One typically observes unpaid help in places such as libraries, hos-
pitals, and teachers’ aid programs, where volunteers are normally assigned
to tasks that might not otherwise be undertaken.

Smaller municipalities in Canada and the United States frequently have
volunteer fire departments or a mix of volunteer and professional firefight-
ers. In fact, one study on 104 municipal fire departments in Canadian munic-
ipalities in 1981 and 1982 concluded that fire departments employing a mix
of full-time and part-time (volunteer) firefighters in communities up to
50,000 people enjoyed the benefits of lower fire service costs without sacri-
ficing effectiveness (McDavid 1986). In communities of more than 50,000
people, effectiveness tended to diminish with a mixed force. As well, the effec-
tiveness of an entirely part-time fire department was reduced because the
firefighters took longer, on average, getting to fires.

Since existing labor is usually not replaced (at least in the first instance)
by volunteers, one cannot presume that the use of volunteers will lower deliv-
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ery costs immediately. Indeed, there may be some administrative costs in
maintaining a volunteer staff; for example, training programs, guidance, and
general coordination requirements consume regular staff members’ time.

Although costs may be lower in the short run, the dependence on vol-
unteers may also lower costs in the long run, especially if volunteers serve as
substitutes for paid employees. Further cost savings arise, in both the short
and the long run, if the use of volunteers permits extra service or longer
hours of service—as with volunteer library assistance, for example. Whether
this use improves the quality of existing services greatly depends on the qual-
ity of the volunteers and the perception of recipients (the use of volunteers
in hospitals, for example, may be perceived to improve the quality of hospi-
tal care).

A potential problem in using volunteers arises if they are available only
at selected times (weekends or evenings, for instance) or if they are not
dependable—which they may not be because they are not paid to perform.
Further problems and costs might be incurred if a system of continuous
recruitment is necessary in order to staff the volunteer program.

Self-Help Groups

The self-help concept is closely related to the concept of using volunteers. Self-
help programs are designed so that individuals or neighborhoods provide
services for themselves. Typical examples in North America include “neigh-
borhood watch” and “block parent” programs, or flooding and maintaining
outdoor ice-skating surfaces in neighborhood parks. These programs have
grown in popularity over the past few years. In some of the larger municipal-
ities, residents on certain streets or in certain neighborhoods have collectively
organized (and provided funds) for the purpose of hiring security firms to
reduce the incidence of crime and generally improve safety for local residents.
Here, the service is provided and paid for directly by the users.

Whether self-help groups (for many services) are willing to organize on
their own is a debatable issue and, of course, is likely to depend on the sever-
ity of the reason for organizing in the first instance. For example, citizens are
more likely to organize for protection purposes than for maintaining a neigh-
borhood park. Unless it can be proven that delivery costs will fall or service
quantity and quality will rise for the beneficiaries (for example, through
improved security), individuals are unlikely to agree to undertake the activ-
ity. In addition, there is the obvious problem of operating a delivery system
if free riders emerge. This problem is likely to be more apparent if large set-
up costs are involved in establishing certain services. Given these potential
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problems, efficiency gains will be maximized only if the majority of residents
within a given jurisdiction agree to cooperate.

Conversely, if governments are able to convince established groups or
neighborhoods to convert to self-provision as a substitute for rather than an
addition to existing public services, then significant savings in the delivery
of specific services might be realized. These savings, however, may be offset
or partially offset by increased personnel costs associated with their delivery.

Further problems and increased costs may arise if self-help groups decide,
after a short period, to terminate their activity and revert to public provision
of the service, possibly by increasing pressure on local politicians to supply the
service through the local public sector. Clearly, such indecision could create
inefficiencies and higher costs. To avoid these costs partial government assis-
tance may be required—not only during the initial establishment stages but
also on an ongoing basis. In fact, this is frequently the practice with maintain-
ing outdoor neighborhood skating surfaces in municipalities in Canada: the
local government often pays a small per diem honorarium to a resident of the
neighborhood to ensure that the ice is maintained for local residents.

Private Nonprofit Agencies

A number of services have traditionally been provided by private nonprofit
agencies in many countries. Common examples in North America include
organizations such as Alcoholics Anonymous, the Salvation Army, and the
United Way. If these organizations provide services that would otherwise be
provided by local governments, cost savings may be observed. Three poten-
tial concerns arise, however, from dependence on the nonprofit sector. First,
it may be difficult to ensure a high-quality service since that may depend on
the quality of the people working for the agency. Second, without a reliable
and ongoing source of funding, these organizations may not be a stable sup-
plier of services. Third and perhaps more philosophically, there is the impor-
tant issue of whether the public sector is relinquishing some of its public
responsibility by relying on nonprofit agencies (with no or very little finan-
cial assistance from municipal governments) to provide services such as
food banks and shelters.

Mix of Delivery Systems

In addition to the large number of purely public and purely private delivery
systems, more and more services are being provided by a mix of these organ-
izations. This mix may consist of provision by one government (level of gov-
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ernment or department or local business enterprise) for another government
or governmental agency, or it may consist of the private sector providing part
of a service (generally through contracting out) for a government department
or agency. This use of mixed delivery systems has increased substantially over
the past decade. In some instances, this mix of delivery systems is designed to
take advantage of savings that arise from economies of scale or scope in the
provision of a number of services. These economies are attributed to efficien-
cies that may be gained from serving a larger population or geographical area.
In other instances, however, this mix is used to overcome problems of disec-
onomies of scale because no municipal government is the most efficient size
for providing all public services. As well, by introducing more competition
into delivery systems, this mix may resolve concerns over efficiency problems
created by monopolistic service providers.

Examples where one government contracts from an adjacent and gener-
ally larger governmental unit occur in matters such as road maintenance and
repairs; operation and maintenance of municipal electric utilities; repair and
servicing of public works vehicles; operation of transit services; accounting
and legal administrative services; solid waste management; and the like. Most
governmental construction projects, including buildings, roads, water and
sewage lines, and certain professional services such as engineering design,
consultants’ studies, and legal advice, are contracted from the private sector.

Although policy-making and funding decisions about public sector infra-
structure must ultimately be the responsibility of the governing council, that
does not mean the governing body must own the assets and deliver the serv-
ices (see Savas 1987, chapter 6; Osborne and Gaebler 1992; Kolderie 1986;
Wunsch 1991; Ostrom, Schroeder, and Wynne 1993; Batley 2001; Freire and
Stren 1994; and World Bank 1994). Asset ownership and service delivery
may be handled in a variety of ways including some type of public-private
partnership.?’ The major implications of such partnerships are discussed in
this section.

Over the past decade or so, there has been a growing interest in deliver-
ing public sector infrastructure through public-private partnerships (Hrab
2003a, 2003b), particularly for services that have substantial capital costs. To
illustrate, 85 percent of government respondents to a survey by the Canadian
Council for Public-Private Partnerships noted that their government was
increasing its reliance on public-private partnerships (Martin 2001). Similar
trends have been noted in other countries (Szalai 2001). This involvement can
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take different forms, including project initiation or planning, construction,
operation, ownership, and financing. These public-private partnerships are a
form of contracting out and involve the direct participation of one sector in
a venture controlled by the other sector. Both partners contribute funds or
services in exchange for certain rights or future income.

Public-private partnerships can take many forms, such as the following:

The private sector operates the facility for a fee. The public sector retains
responsibility for capital costs.

The private sector leases or purchases the facility from the public sector,
operates the facility, and charges user fees.

The private sector builds or develops a new facility, or enlarges or reno-
vates an existing facility, and then operates it for a number of years.

The private sector builds the required infrastructure, operates the facility
for some specified period of time, and then transfers it to the government.
The private sector builds and operates the facility and is responsible for
capital financing. The public sector regulates and controls the operation.
The private sector builds the infrastructure and then transfers ownership
to the public sector.

Public-private partnerships provide some advantages. In addition to provid-
ing a source of capital funds, they enable the public sector to draw on private
sector expertise (Conference Board of Canada 2003) and skill in order to min-
imize costs. This advantage may be especially important to small municipali-
ties, which may have greater difficulty than large ones in attracting expertise.
Third, private sector involvement tends to lead to more innovative and effi-
cient operations than if the public sector provides the service on its own
(Probyn 1997).

Like most options, public-private partnerships also have disadvantages.
First, there may be some uncertainty about whether the private sector will
be able to carry out its role, especially if there is a risk of private sector bank-
ruptcy in the provision of essential local services. Second, there is a poten-
tial loss of control to the private sector. Third, there may be a trade-off of
upfront capital costs for future operating costs; for example, the annual cost
of private sector financing of a project may turn out to be greater than the
cost of public sector financing would have been (De Luca 1997; Probyn
1997). Finally, private sector financing may include government financial
or credit backing, hence continuing to impose a potential burden on the
public sector.
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Experience with public-private partnerships suggests that, in general,
most have produced cost savings (Slack 1996; Mann 1999), efficiency improve-
ments, and expanded services, with the most notable improvements occurring
in the presence of meaningful competition (Harris 2003; Hrab 2003a). Even
where competition has not been prevalent and service provision has remained
largely monopolistic, the evidence suggests that where the private sector bears
the risk, private participation delivers better results that any credible public
sector alternative (Harris 2003). It is also apparent that public-private part-
nerships are more appropriate for infrastructure that provides services with
characteristics of private goods.

For a governing jurisdiction that may be considering a public-private
partnership, the following questions should be asked and answered (Bartone
2001; Carr 1996):

To what extent is it possible to describe objective standards and perfor-
mance measures for the service?

Is competition present—that is, are there two or more contractors able
and willing to provide the service?

Would it be possible to replace the private provider if the firm goes out of
business or its performance is below standard?

Has the asset in question been outsourced elsewhere?

To what extent will the government be able to monitor the contractors’
performance?

What impact would outsourcing have on current employees?

How much opposition might there be to privatization?

Is private sector involvement in the asset in question legal?

How much time will it take to structure and implement privatization?

If the answers to these questions suggest that a public-private partnership is
appropriate, one further question remains and that is “What role should the
government play?”

What Is the Role for Local Government?

Because public-private partnerships for most physical infrastructure projects
are monopolistic and because they provide services that were or could be pro-
vided by the public sector, there is likely to be a role for local government.
Local governments need not be involved in the construction of the asset nor
should they be involved in the day-to-day management and delivery of
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services provided by this asset. Instead, the government should, through a
carefully drawn-up contractual agreement, set the terms and conditions for
service delivery, funding, and quality and establish performance standards or
measures to be met. It could even set out the pricing structure to be used (vol-
umetric pricing for water and sewers, tolls for roads, user fees for solid waste
disposal, and so on). In addition, government involvement might consist of
setting up a price regulatory system or introducing monitoring practices that
could include the establishment of performance measures.

Price Regulation

Although private sector providers are likely to oppose price regulatory
schemes (Mann 1999), support for price regulation is founded on the prem-
ise that it is necessary to protect consumers and taxpayers from inefficient and
unfair price increases when decisions about service responsibility and fund-
ing are made in an environment in which there is no competition (KPMG and
CMS Cameron McKenna 2002). Setting up a regulatory system is a complex
task, however. When should prices be regulated? Who should regulate them?
How should they be regulated?

When? Current practice in many countries is inconsistent when it comes
to local price regulation. For example, prices are regulated for specific
local government services (electricity, for instance), but not for other
services in the same countries (water and sewer, public transit). The
rationale behind this differential treatment is far from clear. The practice
appears to be based on tradition and what is done elsewhere as opposed
to any solid economic rationale. Presumably, however, the case for price
regulation is strongest in instances where competitive pressures both in
terms of decision making (lack of opportunity for local council to make
decisions on the trade-offs for all local goods and services) and produc-
tion and delivery are weakest, as in noncontestable markets.

Who? Should regulation be the responsibility of the governing council or
of an independent body set up by the governing council? Of these options,
the use of an independent regulatory body operating at arm’s length from
all levels of government—with experts appointed jointly by local and sen-
ior levels of government and fully versed in financial, budgetary, and oper-
ational details—may best serve local citizens. Certainly, it may minimize
the opportunity for public sector interference in the day-to-day activities
of the private sector provider.

How? What benchmark or criterion should be used in determining the
appropriate price? Should the price be based on financial costs or eco-
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nomic costs? Should it be based on a defined standard of service, and if
s0, what is that standard?

These are not easy questions to answer. In general, price regulatory schemes
have two common prototypes: rate of return and price cap regulation (Szalai
2001). Where rate of return is used, the regulator defines a fair and reasonable
profit level, and the company has the opportunity to increase the price to the
point where its maximum profit level is reached. Because reasonable profit is
counted as a percentage of the asset base, the company has an incentive to
overinvest so as to increase its asset base and hence, its profit. Further concerns
with this regulatory pricing scheme exist because there is little incentive for the
provider to be efficient and vigilant in controlling costs, because providers are
generally permitted to recover all costs. Monitoring this price is time con-
suming and expensive because it would require regulators to check the use-
fulness of all investments so that unnecessary ones could be dropped from the
asset base—a formidable task, to say the least.

Price cap regulatory schemes concentrate on creating incentives for the
enterprise to increase efficiency.?! This scheme adjusts the regulated price
each year by the rate of inflation minus the rate of the expected efficiency
gain. If the company reduces its costs through technological innovation or
production efficiencies, it earns extra profit. If it does not, it incurs a deficit.
A major difficulty with this scheme is establishing a measure of efficiency.
The practice has been to compare relevant performance indicators for a
company or utility with similar indicators from companies or utilities in
other municipalities or to take the average for all similar enterprises within
a country, adjusted for geography and other factors that affect cost. The dif-
ference between a specific provider and the comparator group may be called
the efficiency deficit (gap). Where a deficit arises, it is not always expected that
it will be corrected immediately. It may take a few years, with a condition that
a specific percentage of the deficit be removed each year. For example, the
water regulator in the United Kingdom requires that less efficient companies
close 50 percent of the gap yearly. Again, such regulation, to be effective and
efficient, requires a high degree of knowledge and competence on the part
of the regulator.

Where the costs are less than expected under price cap regulation, own-
ers of the physical infrastructure will earn unexpectedly high profits. One solu-
tion here is to give each customer a refund (at the end of the fiscal year) equal
to that customer’s share of the profit (this could be referred to as a patronage
dividend). Another possibility, although less preferable economically because
it would reward those customers who did not consume the service in the year
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when the profit was earned, would be to use the profits to reduce prices in the
following year.

Monitoring

Where public-private partnerships are used, governments may also wish to
monitor the activity and performance of private sector providers through
the use of performance measures. Although performance measures are rel-
atively new for the public sector or for private providers of services for the
public sector, their importance is widely recognized and has been for some
time (Hatry 1999). A performance measure, if correctly set, records the out-
put, rather than the input, of spending on specific programs or services.

Implementation of a performance measurement system has a number
of advantages. It allows providers and consumers to compare performance
over time and across similar agencies and municipalities—referred to as
benchmarking. Tt strengthens accountability because consumers and tax-
payers are in a better position to evaluate the services provided given the cost
of producing them and, therefore, are in a better position to judge whether
service provision is effective and efficient. It enhances transparency because
citizens will be able to observe and monitor activities more closely. Perfor-
mance measures reinforce managerial accountability (Solano and Brams
1996) and often provide an incentive to stimulate staff creativity and pro-
ductivity. Finally, performance measures help providers develop budgets on
the basis of realistic economic costs and benefits rather than historical pat-
terns (incrementalism).

Performance measures are also used for determining the effectiveness of
service delivery. Effectiveness measures the extent to which an activity con-
tributes to the achievement of the stated goals, objectives, or targets. For
example, an activity such as building a road may be very efficient in terms of
cost per kilometer, but its effectiveness will depend on the usefulness of the
road in providing convenience, safety, and economy for vehicular trans-
portation. When a direct evaluation of the benefits arising from local services
is not possible, the demand for services that are subject to quality standards
could be measured through citizen surveys, studies of local economic condi-
tions, reports on the number of applications, tallies of requests or complaints
received, or expert evaluations. In this way, a measure of the value of the ser-
vice provided can be estimated. Thus, effectiveness will measure the success
not only of doing things, but also of doing them to citizens’ satisfaction.

Performance measures are now required for a wide range of services in all
municipalities and their agencies in Ontario, Canada. More than 100 munic-
ipalities across North America now participate in a municipal performance
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measurement program developed by the International City/County Manage-
ment Association (Ontario Ministry of Municipal Affairs and Housing 2003).
These municipalities share their performance measurement results with each
other annually. Sharing information on performance measures should help
improve the efficiency, accountability, and transparency of private sector part-
ners, as long as the results are reported to users on an annual basis. This report-
ing could take a variety of forms, including mailings to all users and residents
through property tax or utility bills, notices in local newspapers, and postings
on municipalities’ Web sites.

Municipal services may be delivered in a variety of ways. Alternatives range
from complete public provision to complete private provision to a mix of
public and private provision, including public-private partnerships. For
public sector provision, the economic and political arguments in support of
independent and autonomous or semi-independent and semi-autonomous
special-purpose bodies are generally weak. These bodies do not contribute
anything that is unique. Their existence creates or has the potential for cre-
ating decision-making problems and unnecessary costs both for local gov-
ernments and for local residents. Eliminating special-purpose bodies and
transferring their responsibilities to the municipal council should improve
the extent to which local public sector efficiency, accountability, and trans-
parency could be improved. Certainly, doing so would remove the confusion
about who is responsible for what and allow local councils to set priorities
and weigh and consider the trade-offs necessary in making decisions on the
relative merits of spending on water and sewer systems, roads, public tran-
sit, police, firefighting, local parks, and other services.

Although private sector provision of municipal services is generally
interpreted as contracting out or entering into public-private partnerships, it
also includes the use of franchises, grants for specific services or functions,
vouchers, volunteers, self-help groups, and private nonprofit agencies. Priva-
tization does not mean that governments should forego ownership of munic-
ipal services. Indeed, they should retain the right to set standards and specify
conditions and should generally retain overall responsibility through the use
of contractual arrangements. The private sector’s role is to deliver services
according to the specifications and conditions laid out by government.

A number of studies at the municipal level compare the costs of deliver-
ing services through the public and private sectors. In each study, the cost com-
parison is between local government provision and provision by contracting
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out to the private sector. In virtually all cases, significant per unit cost savings
have been observed for private sector provision. This saving, it is argued, is due
to competitive forces present in private sector delivery but generally absent in
public sector delivery.

Overwhelming as the empirical evidence may be, it has not silenced some
critics. Perhaps the strongest criticism has come from public sector unions,
which feel particularly vulnerable because of possible job losses and reduced
bargaining power. Nonetheless, contracting out has the potential for increas-
ing management’s flexibility in managing human resources, for increasing
productivity (especially if incentives are built into payment schemes), for
improving a manager’s ability to hire specialized expertise when needed, and
for lowering the public sector’s payroll costs.

Although there has been relatively limited discussion and application of
the role of franchises, grants, vouchers, volunteers, self-help programs, and
private nonprofit agencies in delivering public services, these instruments or
organizations may become important in the future, especially if govern-
ments reduce or discontinue some services. Similarly, there is increasing evi-
dence that public-private partnerships will grow in importance.

As for the future of private sector delivery of public services, the debate
will continue. There will be advocates for greater privatization, as there will
be critics. In reality, however, political pressure to reduce government expen-
ditures and reduce or restrict increases in taxes and user fees will force gov-
ernments to resort to private sector delivery in one form or another, for a
variety of what are currently referred to as municipal services. In fact, this
shift is even legislated or mandated in some countries.

1. Special-purpose bodies and local government enterprises have similar structures and
objectives and may be referred to as business enterprises or enterprises here.

2. Tt should be noted that there is no practical and useful way of cataloging the fre-
quency of use of each option.

3. An earlier version of the material in the first part of this chapter appears in Kitchen
(2001).

4. A natural monopolist is often depicted by local utility services (water, sewers, and
natural gas, where it is a municipal responsibility). Their predominant characteris-
tic for analytical purposes here is that they exhibit decreasing per unit costs over the
entire range of output (economies of scale).

5. These are the same criteria that are used in evaluating municipal finance issues. Their
application in local service delivery, however, differs somewhat from their applica-
tion in local financing issues.

6. For a discussion of the benefit model of local finance, see Bird (1993).



7.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Delivering Local/Municipal Services 147

For a discussion of income redistribution and how it should be handled, see Boad-
way and Kitchen (1999, chapter 8).

. Economic efficiency is more than technical efficiency—the latter is a necessary but

not sufficient condition for economic efficiency. Technical efficiency exists when a
producing unit (firm, government, commission) operates in such a way that it is not
possible to secure any additional output given the available inputs (labor, material,
and capital) and level of technology. In other words, technical efficiency is achieved
when the output per unit of input is maximized or the cost per unit of output is min-
imized. This, it should be noted, is not concerned with whether one good or service
generates more or fewer net benefits than another good or service. It simply con-
centrates on the efficient employment of inputs in the production of a specific good
or service. Finally, as the level of technology advances, a technically efficient pro-
duction process leads to increased output with the same inputs.

. This corresponds to IMF (2001).
10.

For a discussion of the importance of distinguishing between decision making or
governance and service delivery, see Savas (1987, chapter 6); Osborne and Gaebler
(1992); Kolderie (1986); Wunsch (1991); Ostrom, Schroeder, and Wynne (1993);
Batley (2001); Freire and Stren (1994); and World Bank (1994).

For a discussion of the importance of this linkage between revenues and expendi-
tures, see Bossons, Kitchen, and Slack (1993).

Information was gathered from interviews with municipal officials in Ontario. Sim-
ilar results have been observed for school board and police spending (both are under
governing structures that are independent of the municipal council) in Ontario,
where the expenditure decisions and ensuing property tax requirements of these two
independent local bodies frequently crowd out municipal expenditures over which
the municipal council has control. Crowding out, it is argued, occurs because munic-
ipal councils are reluctant to raise property taxes (for municipal expenditures) and
incur the wrath of local citizens if expenditure decisions of school boards and police
boards have resulted in higher property taxes for their specific services. See Tassonyi
and Locke (1994) and Knapton (1993).

The results of Kitchen (1976) indicated that the costs of supplying water through a
separate water utility or enterprise were significantly higher than the costs of sup-
plying it by a department directly responsible to the municipal council.

Kitchen (1975); For a more recent illustration and discussion, see Armstrong and
Kitchen (1997, 134-39).

In Ontario, reliance on utility commissions (local enterprises) for water provision
declined from 112 separate utilities in 1990, to 41 in 2000, and 15 in 2001 (Sancton
and Janik 2001, table 3).

In New Zealand, it is legislated that policy-making responsibilities of elected munic-
ipal councils must be decoupled from day-to-day management of the authority
(Pallot 1998).

For a discussion on the proper design of contracts along with efficient monitoring
systems, see David (1988).

For a discussion of price regulation, see the section on public-private partnerships
later in this chapter.

Discussed under monitoring in the section on public-private partnership later in this
chapter.
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20. The use of public-private partnerships to finance capital infrastructure is discussed
in Kitchen (2004).

21. For a more detailed discussion, see KPMG and CMS Cameron McKenna (2002,
partV).
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This chapter presents information of relevance to planners and
policy makers who are interested in evaluating the perfor-
mance of their health systems in addressing the health needs of the
poor. At issue are the manner in which countries allocate their lim-
ited resources to activities that benefit the poor, the efficiency with
which a country’s health system converts those limited resources
into an effective supply of services that will maximize the health of
the poor, and whether the poor use the available health services.
One intent of this chapter is therefore to describe methodologies,
sources of data, and indicators that can be used to analyze the per-
formance of health services in improving the health, nutrition, and
population outcomes of poor households.! Through such assess-
ments, planners will be able to identify areas within the health sec-
tor that are operating inefficiently and inequitably, thereby allowing
them to design the most appropriate strategies.

The chapter focuses primarily on the characteristics of the sup-
ply of health services depicted in the Health System and Related Sec-
tors part of the framework in figure 6.1. It includes characteristics of
the market, institutional factors and incentives affecting health care
providers, and those factors that affect markets for health inputs
such as drugs, equipment, and—perhaps most importantly—labor.
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Health service supply is shaped in part by government policies and
actions, specifically the resources that a country has available and how a gov-
ernment prioritizes the health sector within its development program. Fur-
ther, governments have choices about how to best allocate their resources
within the health sector—between different types of health services, between
different modes of financing and delivery, and between different levels of
care—all of which have implications for improving the health of the poor.

The impact of the supply of health services on health outcomes, in turn,
depends on factors at the household level (Mosley and Chen 1984; Vega and
others 2000; Wolfe and Behrman 1982). Household and service supply fac-
tors combine to influence individual behaviors. The focus of this chapter is
on addressing the problems of the supply side. However, evaluating health
system performance necessarily entails having an accurate picture of what
is happening with the poor, including assessing their level of service utiliza-
tion and the barriers to service utilization (Cebu Study Team 1991; Wagstaft
2000b). Often the examination of barriers to care seeking is focused on the
capacity of the poor to afford basic health services. In reality, whether the
poor use health services is a function not just of affordability but of a wide
variety of factors: accessibility, service quality (as measured by the availabil-
ity of key personnel, supplies, and equipment and provision of appropriate
treatment), household resources, and individuals’ knowledge and awareness
of what health services are needed and when (Wong and others 1987; Panis
and Lillard 1994). The impact of health services in turn depends ultimately
on how individuals and households transform the various health inputs,
including health services, into actual outcomes (Mosley and Chen 1984;
Schultz 1984; Acheson 1998; DFID 1999; Hughes and Dunleavy 2000).

In short, evaluating the performance of health systems in delivering
services to the poor hinges on three related questions (depicted by the boxes
in figure 6.1):

Do health systems choose to do the “right” things, providing the services
of greatest potential benefit to the poor and promoting policies that
encourage use by the poor? (Government policies and actions)

How well do those health systems provide the “right” things, with their
limited resources? (Health systems and related sectors)

Do the poor actually use health services, and does that use improve health
outcomes? (Households and communities)

It is important to recognize that this overview does not cover all the pos-
sible issues, nor is it organized in a way that corresponds directly to eco-
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nomic theory. It is intended to be a practical guide, one that will permit an
analyst in a relatively data-poor environment to understand where the main
shortcomings are in the health financing arrangements and, in particular,
how these shortcomings are related to the system’s capacity to respond to the
needs of the poor.

The focus of this chapter is therefore on the extent to which health,
nutrition, and population interventions contribute to improving the health
outcomes of the poor and reduce the consequences for their financial well-
being of ill health or seeking care. The performance of health services is thus
assessed according to the capacity to

channel resources to the poor by funding pro-poor interventions

reach the poor by providing key outputs that influence the availability of
quality health services to be used in the household production of health
minimize financial obstacles to the use of the interventions

This chapter is organized in terms of these three criteria. The next sec-
tion looks at how decisions can be made about channeling resources to the
poor. The second section provides a framework for assessing the capacity of
a health sector to deliver services to the poor. The last section provides impor-
tant information on evaluating whether the poor are benefiting from health
services and identifying further impediments to improving health outcomes.

Governments can perform several functions to improve the health outcomes
of the poor. The first is to address a set of market failures inherent in health
systems, namely ensuring provision of public goods and intervening to ame-
liorate the effects of catastrophic illnesses that can impoverish households in
the absence of properly functioning insurance markets (Musgrove 1996;
Filmer, Hammer, and Pritchett 1998). The second function is a socially deter-
mined one: to promote equity by ensuring that all members of society—the
poor especially—have access to basic health services that permit a socially
accepted minimum level of health.

The two functions are not mutually exclusive. Addressing market fail-
ures relating to public goods can have effects that disproportionately bene-
fit the poor. The poor are by definition more vulnerable to the financial
burdens that can be incurred from serious illnesses and are therefore likely
to benefit from systems that reduce the financial risk from potentially cata-
strophic illnesses.
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Addressing Market Failures

Governments must make choices about how to use their limited resources in
addressing competing priorities. One area in which government intervention
is a priority is with the financing of public goods, those public health services
that protect many people simultaneously. Private markets are unlikely to exist
for these services because people who do not pay cannot be excluded. In
health, the principal examples of such goods and services are vector control,
regulation and standardization, disease surveillance, and health education.
Closely related to public goods are quasi-public goods—those goods and
services that have benefits extending beyond the direct users of services. The
most common examples are treatment of tuberculosis, sexually transmitted
diseases, and other communicable diseases; administration of immuniza-
tions; and provision of safe water and sanitation. Quasi-public goods provide
benefits—immunity, reduced exposure to illness, or alleviation of illness—to
the direct users of services and at the same time reduce the risk of exposure
to disease among the broader population. Those goods, although they may
be provided privately, are unlikely to be provided at socially optimal levels. In
contrast, private goods are those for which the benefits accrue entirely to the
direct users of the goods. These include such services as acute curative care
for chronic or incommunicable diseases.

In the absence of government involvement, public goods and goods with
positive externalities are unlikely to be provided at all or are unlikely to be
provided at levels that are socially optimal. Private providers will not be able
to recoup the costs of their inputs in providing those services, and markets
will not reveal the true value to consumers from providing those services.
However, markets for private goods (in the absence of barriers to entry and
other impediments) are likely to develop because providers can be remuner-
ated for the value of their resources when they treat patients. But although
markets are more likely to supply private health goods, the clinical quality of
private services can be highly variable.

Although the concepts of public, quasi-public, and private goods may
seem like esoteric economic jargon, they have considerable relevance for
health services aimed at the poor. This is because many of the principal health
problems faced by the poor involve public health concerns, requiring health
services that may not be adequately supplied in the absence of government
financing. In Sub-Saharan Africa, for example, more than 70 percent of the
disability-adjusted life years (DALYs) lost are caused by communicable
diseases—tuberculosis, sexually transmitted diseases and HIV/AIDS, diar-
rhea, vaccine-preventable childhood infections, and other public health
problems (figure 6.2). In contrast, in the relatively wealthier countries of
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Latin America and the Caribbean, less than half of DALYs lost are caused by
communicable diseases; in the established market economies, only 9 percent
of DALYs lost are caused by public health problems.

Another area of public concern (addressed in greater detail later under
“Equity and the Impact of Health Sector Financing”) is with insurance mar-
ket failures. A unique feature of the health sector is the uncertainty that exists
regarding an individual’s probability of illness and hence expected health
care needs. Insurance markets can address this uncertainty by pooling the
financial risks of catastrophic events across individuals or groups, thereby
reducing the risk to any particular individual. However, private markets for
insurance may not function properly under circumstances in which

private insurers can deny coverage to whose who are most likely to need
it (often the poor)

less-healthy individuals drive healthy individuals out of insurance mar-
kets (adverse selection)

having insurance encourages individuals not to avoid risk or to over-
consume health resources (moral hazard)

doctors, whose incomes may be tied to the levels of care they provide,
overtreat patients and increase health care costs (supplier-induced demand)

The improper functioning of insurance markets is of particular impor-
tance to the poor, who are the least likely to be able to afford treatment of cat-
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astrophic illnesses or adverse health events (Gertler and Sturm 1997; Filmer,
Hammer, and Pritchett 1998). Governments therefore have an important
role: to regulate health insurance markets, to mandate social insurance, or to
promote some other mechanism for managing the financial risks of cata-
strophic illnesses.

Improving Efficiency of Public Spending

Because of these market failures, governments generally provide a variety of
interventions, often including low-cost clinical services with largely private
benefits, to ensure that the poor have access to minimum levels of health
care. The services may be free or subsidized. Such services are unlikely to be
justified on the grounds of insurance—avoidance of catastrophic risks—but
rather on the grounds of poverty alleviation (Pradhan 1996). But paradox-
ically, free or heavily subsidized health systems may actually be regressive in
their subsidization of the poor and nonpoor since the nonpoor tend to ben-
efit more from health services.

To address these market failure and poverty alleviation objectives, the
World Development Report 1993: Investing in Health (World Bank 1993) advo-
cated an essential package of public health and personal care services intended
to improve allocative efficiency—allocating resources to those health services
that have the largest overall benefit to society in improving health.? The rec-
ommended core package provides a guide for how countries can allocate
their resources but requires adaptation to local circumstances and health
conditions.

Appropriate methods for choosing among a variety of priorities gener-
ally involve analyses of social costs and benefits (Eastwood and Lipton 2000).
Social cost-benefit analysis evaluates the total social health and nonhealth
benefits and costs of health intervention. However, it requires making dif-
ficult choices about how to place a monetary value on health gains. Cost-
effectiveness analysis is more straightforward—and frequently used—but
it evaluates only the health gains from an intervention. However, cost-
effectiveness analysis has strong limitations, most notably that it may priori-
tize activities that are already being addressed by private markets or activities
that do not respond to the needs of poorer groups, for which providing
appropriate services may be less cost-effective. In addition, cost effectiveness
analysis, like cost-benefit analysis, makes implicit valuations of human lives.

From a poverty point of view, health spending would be considered
more allocatively efficient if it corresponds well to the prevalence and inci-
dence of conditions that cause serious ill health—the areas where the poten-



160 Soucat, Levine, Wagstaff, Yazbeck, Griffin, Johnston, Hutchinson, and Knippenberg

tial benefits of intervention are greatest—among the poorest groups. This is
of course conditional on the interventions actually ameliorating those con-
ditions. Spending would be considered less allocatively efficient if it is con-
centrated on services that provide care to richer groups and does not address
the disease burden of the poor.

As a consequence, the core allocative issue in looking at health and
poverty is the question of whether public health activities that benefit the poor
are adequately funded by the government. This requires having information
on expenditure patterns—Dby types of activities and by all actors in the health
sector—and knowing the impacts of those expenditures on health. It requires
having detailed information on the disease burden of the population and the
expected use of services by different individuals—poor and nonpoor.

Analytic Approach to Evaluating Allocative Efficiency

To determine whether the government is providing those goods and services
with the largest health impacts—net of what is being addressed by the pri-
vate sector—the analyst can examine the distribution of government spend-
ing from recent budget years across the range of health services. A basic tool
for doing so is the system of health accounts (also known as national health
accounts), a method for classifying health sector activities and inputs in a
standardized fashion. This methodology collects information on the sources
of funds, the financing institutions, and the ultimate uses of those funds. Pio-
neered by the OECD, health accounts exercises have been conducted in many
developing countries, and an adapted methodology for data-poor settings
is emerging (Berman 1996). Similar methods have been applied at the sub-
national level.

Once data on government expenditures are collected, different methods
can be used to evaluate the allocative efficiency of those expenditures. At the
simplest level, analysts can look at the relative distribution of spending across
services or levels of services to see what share of the pie is devoted to each.
Different comparisons can be made, and spending can be disaggregated by
function—curative care, preventive care, and public health goods. Expendi-
tures can be further disaggregated into the core public health functions (that
is, the pure public goods of communicable disease control, surveillance, and
others); quasi-public goods (prenatal care, family planning services, and
other goods with public health benefits); and purely private goods (acute cur-
ative care, chronic curative care).

Because of epidemiologic and demographic patterns, certain types of
health services are used in greater proportion by the poor. Therefore, funds
spent on those services are more likely to be directed to low-income popula-
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tions. These include certain types of communicable disease control and treat-
ment (for example, tuberculosis); prevention and treatment of nutritional
deficiencies; prenatal and delivery care for high-risk pregnancies; and others.

An alternative method for assessing allocative efficiency is for the analyst
to compare the pattern of government (and private) health spending with
estimates of the burden of disease for the major categories of diseases. The
drawbacks of this method are that it is extremely data intensive and, as noted
earlier, it may ignore potential private sector supply-side responses to public
sector changes in expenditures, as well as the distribution of the burden of
diseases among income categories (Jha, Ransom, and Bobadilla 1996).

Two other dimensions of efficiency can also be related to reaching the
poor:

Technical efficiency: Lower levels of care may be more pro-poor. Typi-
cally, spending on primary care facilities is compared with spending on
hospital and particularly tertiary care. A separate category is often used
for non—facility-based public health programs. Spending on hospitals,
as opposed to lower-level care or public health activities, tends to favor
urban, higher-income populations and conditions with largely private
benefits (Castro-Leal and others 1999).

Input efficiency: The relative allocation for recurrent and capital spending
may lead to services not being functional in poor areas. A common finding
in many countries has been that countries disproportionately invest in new
capital, such as health facilities, while underfunding—or underestimating—
the recurrent expenditures associated with these investments. As a conse-
quence, facilities aimed at serving the poor lack personnel and nonsalary
nputs.

In almost all settings, the conclusion that is drawn from such analyses
is that the government is not fulfilling its basic financing responsibilities
optimally—in large part because of multiple competing demands on very
limited resources. The implication is that substantial gains in health out-
comes can be achieved by internal budget reallocations (Griffin 1992).

Key Indicators

Per capita public expenditure for health, by region

Percentage of public expenditure allocated among different health func-
tions: acute curative care, chronic curative care, preventive care, and pub-
lic health activities, by type of provider (public, private, nongovernmental)
and by region
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Percentage of public expenditures allocated to primary care, secondary
care, tertiary care, and public health programs by type of provider (pub-
lic, private, nongovernmental) and by region (in decentralized systems)

This section outlines a hierarchy of determinants affecting the likelihood
that health services will meet the needs of the poor. It briefly examines
methodologies and data necessary for evaluating each of the determinants.
This analysis is particularly relevant for assessing a country’s capacity to
deliver a core package of health interventions that can address the principal
health problems of the poor.

These determinants can be organized into eight simple steps (figure 6.3).
The first five represent potential coverage (accessibility, availability of human
resources, availability of material inputs, organizational quality, and social
accountability), while the last three represent actual coverage (relevance and
utilization of services, timing and continuity, and technical quality). Possi-
ble indicators for each of these determinants are discussed below. To the
extent possible, analysts assessing each of these determinants should include
information on all possible providers and sources of care—public, non-
governmental organization (NGO), and private services—in order to obtain
a complete overview of health services delivery and to allow for comparisons
of efficiency and quality.

Many of these determinants in the hierarchy are not specific to the sup-
ply of services for the poor, but rather reflect institutional features of gov-
ernment health care in general. However, because many of the nonpoor in
developing countries opt out of the public health care system, or at least can
afford to opt out, the burden of low quality or unavailable government care
may fall disproportionately on the poor, who may have fewer modern med-
ical alternatives to government care (Lasprilla and others 1999; Parker and
Pier 1999).

Evaluating each component of the steps to effective coverage requires
detailed information from a variety of sources, most of which exist or are
in the process of being developed in the majority of developing countries.
Assessing physical accessibility, for example, requires having information on
both the distribution of medical services and the distribution of the popu-
lation. Acquiring such information is likely to require combining data from
ministries of health and national census bureaus. Health information sys-
tems often contain information on stocks and flows of drugs and equipment
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Outcomes of the poor

Household factors '

Other sectors ————p

Health services coverage

Technical quality

Timing and continuity

Relevance and utilization

Social accountability

Organizational quality

Availability of material resources

Availability of human resources

Physical accessibility

Eight Steps to Effective Coverage for the Poor

and on levels of staffing, which can be used to evaluate the availability of
human and material resources (although these data generally do not include
information on nonpublic sources of care). Facility surveys, taken in a ran-
dom sample of facilities, can provide a more detailed picture of these ele-
ments. Facility surveys can be combined with exit interviews and reviews of
treatment behavior to evaluate organizational and technical quality.
Ultimately, however, acquiring data will likely require collecting it from
the intended beneficiaries of health services through population-based
household surveys. Such surveys provide information on a random sample
of the population, including both users and nonusers of services. In fact,
population-based surveys have two main advantages over health informa-
tion systems: they collect detailed information on background characteris-
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tics of households and their health care—seeking behaviors, and they collect
information on households that may have limited contact with health sys-
tems, particularly the poor. Most importantly, data on household income or
consumption patterns or on household ownership of basic assets can be
used to categorize households into different wealth quartiles, thereby allow-
ing comparisons of health care—seeking behaviors and health outcomes across
different income groups. Common national household surveys include the
World Bank’s Living Standards Measurement Surveys, UNICEF’s Multiple
Indicator Cluster Surveys, and ORC/Macro’s Demographic and Health Sur-
veys, which are conducted regularly in approximately 100 countries. Some
of the data collection instruments, and the steps in the hierarchy for which
they may be pertinent, are listed in table 6.1.

An example of the hierarchy and its implications for evaluating a child-
hood immunization program, including the requisite inputs associated with
the program, is given in table 6.2.

Physical Accessibility

A fundamental issue for many countries is physical access to essential health
interventions and services for the poor, including community-driven health
and nutrition activities. Access remains a key issue in most low-income coun-

Sources of Data for Assessing Coverage
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Example of Determinants of Coverage with a
Core Package of Activities

Stages Example of indicator for EPI Example of inputs
Accessibility Proportion of mothers of chil-  — Health Facilities and providers
dren 12-23 months who live (public, NGO, private)
less than 1 hour or 5 kilome- — Outreach workers and mobile
ters from a fixed health center clinics
with weekly immunization or ~ —Transport (public and private)
less than 30 min. from a — Roads and communications
monthly outreach point
Availability Proportion of mothers of chil- - Personnel (public, private, NGO)
of human dren 12-23 months who live
resources within 1 hour of a service
delivery point where there is a
qualified health technician
providing immunization
Availability of ~ Proportion of mothers of chil- - Pharmaceuticals, supplies,
material dren 12-23 months who have stocks of consumables (public
resources access to an immunization and private sources)

Organizational
quality

Social
accountability

Relevance and
utilization

point with continuous avail-
ability of vaccines and
syringes/needles

Proportion of mothers of chil-
dren 12-23 months having
access to an immunization
point where other key services
are integrated: growth moni-
toring, ORT distribution, vita-
min A supplementation

Proportion of mothers of chil-
dren 12-23 months having
access to an immunization
point where communities
conduct semestrial monitor-
ing of immunization coverage
and are involved in actively
tracking defaulters

Proportion of children
12-23 months having
received at least one shot
of vaccine

— Equipment
— Maintenance (e.g., functioning
cold chain)

—Training, supervision,
equipment, staff incentives

— Civil society representation

— Involvement of users and
communities in management,
monitoring, etc.

— Outpatient and inpatient
contacts

— Facility deliveries

— Management tools

(continued)
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Example of Determinants of Coverage with a
Core Package of Activities (continued)

Stages Example of indicator for EPI Example of inputs

Timing and Proportion of children — Adequacy of record-keeping,

continuity 12-23 months having outreach, follow-up. Incentives
received the full course of to personnel; knowledge of
vaccines at the appropriate clients

dates in the first year of life
and properly spaced

Technical Proportion of children having - Training, supervision,

quality received the full course of well-defined protocols
vaccines with the appropriate  — Availability of drugs and
technique equipment

Source: Knippenberg and others 1997.

tries, in which the majority of the population—and the majority of the poor—
often reside in rural areas at considerable distance from basic health services.

The effect of greater distance to health services is significant, since indi-
viduals are less likely to use services that are farther away or that involve
greater amounts of time to access. Many studies have found that the distance
to a health care provider influences the use of services more than other fac-
tors such as price. A study by Akin and others (1996) found that the distance
to a provider was the most significant determinant of a person’s use of cur-
ative care, more than price or other facility characteristics. Dor and van der
Gaag (1988) in Cote d’Ivoire found that distance and time costs impede
care-seeking behavior in a manner identical to that of monetary prices. The
work leading up to the Poverty Reduction Strategy Paper (PRSP) in Burk-
ina Faso, similarly, cited survey evidence that 40 percent of health center
users had to walk more than one hour to reach the center. The work under-
pinning the Mozambique PRSP cited survey evidence that 38 percent of
people who had been sick but had not sought care had not done so because
their local facility was too far away.

A key indicator of health sector performance is therefore physical prox-
imity to health services for the poor. This can be measured in several ways.
The first is to measure the service supply in relation to the population served
(for example, the number of hospitals for a given population) or as a pro-
portion of facilities or service delivery points (for example, the number or
percentage of facilities offering family planning, immunizations, or antenatal
care). International standards (such as those developed by the World Health
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Organization [WHO]) or local standards (determined through local oper-
ational research) can be used.* For comparison, this method can be used for
different levels of aggregation or different regions within a country, such as
districts or urban and rural areas. This method, however, may be limited
because it may not account for the distribution of the poor within regions.

The second approach is to measure the proportion of the population
living within a given distance of a particular type of health facility (for exam-
ple, 10 kilometers) or of a particular type of intervention, preferably dis-
aggregated by income level or by region. A third, closely related approach is
to measure the time required for a client to reach a facility or service delivery
point (for example, less than one hour).

Data Collection and Analysis

For the first method described above, detailed information is required on
the basic inputs in the health sector—the number of facilities of different
types and the services offered there, or the number of beds—by regions. This
is then combined with information on the total population living in those
areas, generally available from national census bureaus. Ratios of inputs to
population sizes can then be compared across regions.

For the second and third methods, detailed information is needed on
the locations of households and health services. An increasingly common
mechanism for determining such locations is geographical information sys-
tems (GISs), which use global positioning systems to plot facility locations
and a sample of households on digitized maps.> Distances can then be cal-
culated either as Euclidean distances or, if combined with information on
roads and road types, as the distances along principal thoroughfares. Stan-
dard calculations can be made using readily available software, such as the
proportion of a sample of the population living within specified distances
of health providers.

At the very least, such information on the locations of households and
health services can be used to develop geographic representations of the dis-
tribution of health services relative to the distribution of the population. The
maps should specify, if possible, the location of fixed facilities, outreach
points, mobile clinics, and outreach workers for public and nongovern-
mental services, as well as major roads and natural barriers such as rivers.
Many countries have developed or are in the process of developing health
facility inventory and planning maps.

Information from household surveys can be used to calculate the per-
centage of poor with access to services, and to determine the extent to which
limited physical access is a major constraint for the poor.® Because poverty
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is unevenly distributed, it is useful to assemble data on availability at the
regional as well as the national level. These quantitative methods could be
complemented by beneficiary surveys or participatory assessment approaches
in poor communities, to assess whether physical access is perceived as a major
problem by the poor.

Key Indicators

Hospitals, health centers, dispensaries, or mobile clinics per 10,000 pop-
ulation, by region

Percentage of population, by region, living within 5 kilometers or a 1-hour
walk of a hospital, health center, dispensary, or mobile clinic

Availability of Human Resources

Low-income countries are beset by a variety of problems that constrain the
supply of trained health staff. The main problems are often the public sector’s
inability to adequately remunerate and train health workers and the poor dis-
tribution of those health workers among urban and rural facilities or among
different levels of facilities. Constraints on the supply of health staff, in turn,
limit the ability of the public sector to supply basic health services to the poor.

In many countries, a scarcity of funds leaves the public sector unable to
pay health workers at levels that are competitive with private practices or
with salaries offered in other countries. A recent study conducted by the
Antwerp Tropical Institute showed the actual remuneration of health staff
in urban settings (public or private) to be approximately five times the pub-
lic sector’s average salary. For surgeons, this number could be as much as
seven times higher (World Bank 2001).

Other problems relate to the inability to distribute personnel appropri-
ately within a country. Rural areas, in particular, frequently face staffing
shortages because workers tend to prefer living and working in urban areas,
where family amenities and professional opportunities are greater. Many
midwives trained in countries in francophone Africa consider themselves
overqualified to work in rural areas and stay in the capital cities.

A final problem relates to the concept of technical efficiency—the idea
that resources should be used to deliver the maximum level of outputs with
the fewest inputs. This is particularly relevant for human resources man-
agement, because many health systems have workers who are either idle for
a good proportion of their time or absent from their posts. The implication
is that these staff members could be redeployed—or removed—with no
decrease in the number of patients treated.
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The extent of the problem is considerable. The authors of the Voices of
the Poor report for Somaliland (Narayan and others 1999), for example, noted
that “rural people said they rarely see health workers in their localities. If some
people have been trained for the villages and other main grazing areas by
international agencies, they are not now functional.””

For the poor, this means that while the physical structures for delivering
care may be readily accessible, the absence or limited availability of health
staff may reduce the overall availability of services, increase queuing, and ulti-
mately reduce the likelihood that needed services are used.

Data Collection and Analysis

As with geographical access, the distribution of health personnel must be
measured relative to the distribution of the population. A key indicator
would be the number of doctors, nurses, midwives, or essential personnel
per 10,000 population, by region. This information can be used to look at
the geographical distribution of health workers, again with GIS information
if possible, thereby revealing where there are serious deployment problems.
Alternatively, as with physical accessibility, the proportion of the population
living within a certain distance or time from a facility with a doctor, nurse,
or specialist could be calculated with global positioning system information
on the location of households and facilities.

Central health information systems may have data on the availability
and distribution of personnel, although these data are often incomplete or
unreliable. Conducting surveys of a sample of facilities or a group of health
workers can provide more detailed and reliable information on the number
of workers and the time spent delivering services. District or provincial offi-
cials could also be asked to compile tabulations of the availability of staff. In
addition, qualitative surveys can be used to find out whether lack of staff is
seen by the poor to be a major problem—and surveys are particularly use-
ful for finding out whether staff absenteeism is an issue.

Key Indicators

Doctors, nurses, and midwives per 10,000 population, by region
Percentage of population, by region, living within 5 kilometers or a 1-hour
walk of a facility with a doctor, nurse, or specialist

Availability of Material Resources

Health services also need to have the capacity to ensure the continuous avail-
ability of essential material inputs, including medicines, supplies, and equip-
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ment. Health, nutrition, and population facilities may be present and physically
accessible in an area, yet essential consumable resources for the intervention
may be lacking or frequently unavailable. A study conducted in Cote d’Ivoire
(ICC 1997) showed, for example, that cotrimoxazole and four other essential
drugs were not available in the public health clinics more than half of the time.

Even if drugs are available at facilities, they may be inefficacious because
they either have expired or have not been properly maintained in controlled
environments. These problems result from inadequate pharmaceutical and
supply logistics and management.

Governments can also improve the efficiency of the markets for key
inputs through a variety of mechanisms. These include improved procure-
ment through competitive bidding, use of essential drugs lists, and promo-
tion of low-cost, high-quality generic drugs. Such measures can reduce the
costs of key inputs, thereby freeing resources for other activities.

An additional—and growing—problem is the emergence of fake drugs.
Much of this problem stems from poor government regulation, but it is also
related to a basic characteristic of health markets—the informational asym-
metry between providers and consumers, who have limited capacity to ver-
ify the efficacy and contents of drugs and who thus rely upon government
supervision to ensure appropriate quality.

Data Collection and Analysis

Developing indicators of the availability of critical inputs by level of service
can help assess the extent of material resource inadequacies. These can be
linked to data on the population distribution of the poor and nonpoor.
Maps showing the distribution of drug and vaccine availability can be drawn
and linked to poverty maps, to identify whether shortages are more common
in poorer or more remote areas.?

Central health information systems may have data on the availability and
distribution of equipment, drugs, vehicles, and other inputs, although these
data are often incomplete or unreliable.” Conducting surveys of a sample of
facilities can provide more detailed and reliable information on the avail-
ability of key inputs, and specific methodologies have been developed to do
this (for example, essential drugs surveys). District or provincial officials could
also be asked to compile tabulations of key inputs in their areas. Facility-level
studies of the frequency of stock-outs of essential drugs can provide clues to
the extent of these problems. If drug shortages are identified as significant
problems, the more difficult challenge is to try to understand why these prob-
lems persist. Inadequate funding for inputs may be part of the problem but
is rarely the only reason.



Assessing the Performance of Health Services in Reaching the Poor 171

To understand how these failures affect poor populations, again surveys
and exit interviews can be useful to find out whether the absence of drugs or
supplies is seen by the poor to be a major problem and inhibits the use of
health services. Household survey evidence was cited, for example, in the
work underpinning the Mozambique PRSP. It showed that although a rela-
tively small proportion of sick people not seeking care cited lack of drugs as
the reason for their not seeking care, those who did seek care were almost all
rural residents.

Surveys and inspections of health facilities are also useful. The work
underlying the Burkina Faso PRSP reported that, when inspected, nearly
20 percent of facilities had run out of essential vaccines, and in 24 percent
of health centers, the refrigerators for storing the vaccines did not func-
tion. The Mauritania PRSP reported that drug shortages were the most
important reason for the low use of services.

Surveys can also provide useful information as to whether the poor pur-
chase drugs from different sources than richer groups. In Africa (Benin) and
India, for example, the poor were more likely to buy drugs in the market and
less likely to buy them from a formal pharmacy.

Key Indicators

Percentage of facilities—by level and region—having essential drugs, vac-
cines, supplies, and equipment

Organizational Quality and Consumer Responsiveness

Another key dimension of performance is the extent to which public, private,
and NGO services are responsive to consumer concerns and the extent to
which services are delivered in a way that encourages appropriate utilization
of relevant interventions (WHO 2000). A number of factors influence the
user friendliness of services, including the attitude of health staff members;
hours of operation; space, cleanliness and comfort of the waiting area and of
the wards; waiting time; gender of the service provider; modes of payment;
and efficiency of referral. The poor, for example, may be forced to wait longer
than paying patients or may be subjected to verbal admonishments by health
staff members. These factors in turn strongly affect consumers’ perceptions
of quality and are important determinants of whether services are used—
particularly since consumers are often not good judges of clinical quality.
Organizational quality is likely to vary among public, private, and NGO
providers; by geographic location (they may be worse in poor areas); and
possibly by the type and level of service (clinics versus district hospitals or
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antenatal care versus sexually transmitted infections treatment). It can be
measured objectively (for example, average waiting times, time spent with
providers), or qualitatively (for example, by asking the poor how they per-
ceive the quality of different types of services).

Data Collection and Analysis

Measuring organizational quality relies on a mix of qualitative and quanti-
tative tools. This type of information is rarely available through routine
health information systems.

Qualitative surveys, focus groups, or exit interviews with the poor (and
nonpoor for comparison) can be illuminating. Topics could include staff
treatment, appropriateness of care, and perceptions of quality. Discussions
should be conducted separately with men and women, and possibly adoles-
cents and adults, since their concerns may differ. In many countries, for
example, women report being treated rudely or even abusively during deliv-
ery at government clinics; or women or adolescents avoid seeking care for
sexually transmitted infections at public providers because of privacy con-
cerns. Exit interviews provide useful information on provider-client inter-
actions, but they do not reach those not using services—for whom perceptions
of low organizational quality may have prevented use of services in the first
place. Collecting information from nonusers may therefore require house-
hold surveys and community-based approaches.

On-site assessment of various aspects of service organization can be com-
pared with the problems identified by users. Direct observation of treatment
by well-trained observers can be used to develop service-based objective meas-
urements (average waiting times; observations of provider behavior; clean-
liness of facilities) and then compared with consumer perceptions. The
information collected can be used to build scales and indexes of quality, per-
mitting comparisons of different types of services.

The family planning field has developed situation analysis methodologies
that combine various methodologies to collect information from a sample of
facilities and communities on the availability of inputs, provider behavior,
process quality indicators, and the perception of community members.'° The
situation analysis approach can be adapted for other services.

Key Indicators

Mean waiting time, by facility type (public, private, and nongovernmen-
tal) and by region

Percentage of users of facilities, by level, by type (public, private, and non-
governmental) and by region, reporting staff treatment, drug availability,
and quality of care as “good” or “excellent”
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Social Accountability

The health system or particular health services are more likely to be respon-
sive to the poor if the poor are able to exert influence over or have a voice in
health systems and providers. Health staff in government clinics are often
unresponsive to the poor because they are not directly accountable to them
and because worker remuneration and career advancement are often not
linked to performance.

There are several potential avenues for the poor to participate and have
a voice. The first is the direct management of local clinical services, through
community health centers or revolving drug funds, as experienced in the
Bamako Initiative, supported by WHO and UNICEF and adopted by many
countries in Africa and Asia (Knippenberg and others 1997; Gilson and
others 1999). Second, the poor could be engaged in monitoring the perfor-
mance of facilities or providers through representation on a district or facil-
ity board or committee, through an effective grievance system, or through
intermediaries, such as local political leaders, religious organizations, or
NGOs. Some countries have also developed and publicized a patients’ bill of
rights, to strengthen consumers’ ability to demand quality care. A third avenue
is through mobilizing communities for health promotion activities, such as
malaria prevention or improved water supply.

It must be kept in mind, however, that even when formal mechanisms
for participation exist, health providers often still dominate committees and
participatory processes because of their greater education and expertise.
Further, because of societal attitudes or cultural norms, women or certain
ethnic groups may be excluded from decision making and may therefore
have little voice in influencing the nature and quality of health services. An
increasingly recognized problem in community participation processes is
the possibility of local capture by local elites who influence decision making
for their own gains rather than the greater good of the community.

Data Collection and Analysis

As with organizational quality, mechanisms to measure the level of participa-
tion of communities and the poor in health systems are likely to rely upon a
mix of qualitative and quantitative sources, including community focus group
discussions, household surveys, and rapid assessment mechanisms. This mix
involves several steps. The first step is to assess the extent to which mechanisms
exist for the poor to exert influence on services overall and on specific inter-
ventions. The next step is to determine whether those mechanisms actually
influence the quality of services provided to the poor. Different categories of
involvement can be used to measure the extent of participation by level and
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type of service, including information sharing, consultation, collaboration,
and shared decision making.

Assessments of voice and participation in health services can be incor-
porated into an overall participatory assessment for the PRSP. Information
would need to be collected through visits to a sample of communities and
facilities. Relevant questions might include the following:

What percentage of health facilities have some sort of community health
committee or health board associated with them? Do these bodies meet
regularly?

Are health committees perceived as representative of the community and
of the poor in particular, or are they dominated by local elites?

Is there any measurable difference between the consumer-responsiveness
of services for which the poor have some representation and those for
which they do not? What factors explain the differences?

Are local political leaders responsive to the poor, and is the quality of
health services an issue of concern for local leaders?

If the poor have relatively little influence, are there existing traditional or
modern institutional structures that could be built upon to make their
voice heard?

Key Indicators

Percentage of facilities or communities with functioning community
health management boards, by region

Percentage of community health management boards with female mem-
bers or members of minority ethnic groups, by region

Percentage of local health officials who are elected, by region

Relevance of Production and Utilization of Health Interventions

Production of high-quality and accessible health services is of little value if
they are not used by the people who need them, particularly the poor. As dis-
cussed earlier, many of the interventions in a core package of essential services
address the principal health problems faced by the poor. Increasing the acces-
sibility and availability of staff, supplies, and equipment—coverage steps one
through four—will likely increase the quality and supply of services. However,
the poor must also be sufficiently aware of the benefits of the services—their
efficacy and long-term health gains—and value them relatively more than the
other goods and services that they could consume with their limited resources
and time. Time-series data on the utilization of health services—by category
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of service and by income group—are therefore essential to measure the
impacts of any changes in service availability and quality.

Data Collection and Analysis

Utilization can be measured either in terms of the total volume of services
provided, or as the percentage of a given target population using the inter-
vention. These different ways of measuring utilization require different
sources of data:

Health information systems usually collect data on the use of services,
including outpatient and inpatient visits, vaccinations, users of antenatal
care, deliveries, family planning users, etc. These data are often under-
reported, however, and therefore frequently cannot be used to calculate
population-based utilization rates. Further, depending on the public sector
market share for those services, they may represent only a fraction of total
users in the population—with no information collected about nonusers,
nor about the characteristics, including income levels, of users. However,
they can still be useful for analyses of trends if compiled in a time series, with
comparisons made across regions or across facilities, when information is
available on the poverty level of the area they serve.

Household surveys can provide more detailed information on the popu-
lations to whom health interventions are targeted, including both users
and nonusers of services and poor and nonpoor households. From such
surveys, the percentage of a target population making use of particular
services (for example, percentage of facility deliveries, percentage of adults
with a sexually transmitted infection seeking care) can be calculated, as
can the distribution of users by types of providers—public, private, non-
governmental, or pharmacy. Users and nonusers can be stratified by
income levels, which is an important step in benefit incidence analysis, dis-
cussed later. Further, such surveys can be used to examine reasons for use
and nonuse of particular facilities by different income groups.

The quantity of services produced in a specific area could be linked
through a poverty map to the income level of the population of the area.
Such a mapping of equity of output production is currently conducted
routinely in Mozambique.!"

Examining trends and patterns of utilization, particularly with respect to
the poor, can help identify constraints on system functioning. Reasons for
nonuse of health services cannot be assessed from the services side alone. Yet
when utilization is low—despite high accessibility and availability of services—
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analysts will need to explore survey data regarding the reasons why interven-
tions are not used. These are likely to include aspects such as price, perceived
quality, cultural acceptability, or household factors such as education.

Key Indicators

Production of key services included in essential service packages, by
region, ranked by poverty level

Percentages of the poor and nonpoor using various health services
included in essential service packages

Timing and Continuity

Many health services require not only that they be used, but that they be used
at certain points in time or that repeated contacts be made in order for treat-
ment to be effective. Several basic childhood vaccinations—polio and diph-
theria, pertussis, and tetanus vaccinations—must come at certain points in a
child’s life, starting no earlier than six weeks of life, and must be followed by
subsequent vaccinations at no less than four-week intervals. For tuberculosis,
a single treatment under directly observed treatment, short course (DOTS), is
ineffective. It requires repeated treatments for six months in order for a per-
son to be fully cured and for drug resistance not to develop. For other inter-
ventions, such as emergency obstetric care, the timing is critical. Too often
interventions are provided only in part, or at the wrong time, or too late.

Service continuity is a significant organizational challenge and an impor-
tant indicator of system effectiveness because it requires the ability to track
and follow up with consumers. For the poor, for whom utilization levels of
basic services may already be low, timing and continuity of service use is an
additional challenge to ensuring that they receive effective care.

Data Collection and Analysis

Analyses of the proper timing and continuity of health services delivery are
similar to the analyses of service utilization outlined above. However, the
focus instead is on those critical essential services for which timing is vital
for effectiveness. Continuity can be assessed by looking at dropout rates and
other indicators of follow-up, preferably using a combination of facility data
and household surveys.

Key Indicators

Diphtheria-pertussis-tetanus vaccination dropout rates for the poor and
nonpoor
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Percentage of poor and nonpoor completing tuberculosis treatment pro-
grams or DOTS

Percentage of pregnant women making the recommended number of
antenatal care visits

Technical Quality

The final step in the hierarchy for improving health outcomes of the poor is
ensuring that the health services are of a sufficient quality that, if they are
used, will lead to an improvement in health outcomes. The capacity of the
sector to provide the appropriate combination of technology and empathy
at a given level of utilization is vital to ensure that interventions are trans-
lated into effective outcomes.!>!® Technical quality depends on effective
provider training and supervision, the existence of appropriate treatment
protocols, and adequacy of critical inputs, as well as factors such as provider
workload. Technical quality may be poor even when consumers express sat-
isfaction with the services. This can be a particular problem in a poorly reg-
ulated private sector. For services for which a high proportion of the market
supply is provided by private or nongovernmental sources, data collectors
should strive to collect information on all types of providers.

Data Collection and Analysis

Assessing the capacity of the sector to produce outputs of good technical qual-
ity usually requires direct observation of provider behavior, to compare exist-
ing practices against standard protocols. In addition, a number of indicators
are particularly sensitive to technical quality. They include perinatal mortality
rates, malaria case fatality rates, tuberculosis cure rates, and maternal mortal-
ity. Follow-up studies of maternal or perinatal deaths can help shed light on
whether shortcomings in clinical quality contributed to poor outcomes. More
sophisticated instruments for assessing quality through facility surveys are
available for some health, nutrition, and population outcomes. WHO’s Topi-
cal List of Priority Indicators for IMCI (Integrated Management of Childhood
Illnesses) at Health-Facility Level provides a useful instrument for assessing
quality in the management of childhood illness.!* Surveys undertaken using
this instrument suggest some huge variations in quality across countries.
These data could be linked to a poverty map or to a household survey to get a
sense of how the poor fare in the country compared with the nonpoor.

Key Indicators

Percentage of patients who receive treatment according to national stan-
dard treatment guidelines, by type of facility or by region
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Malaria or other disease-specific case fatality rates
Tuberculosis cure rates
Maternal mortality ratios

One aspect of health markets is similar to markets for other goods and serv-
ices, namely that the nonpoor tend to benefit more from health services than
the poor (Wagstaff, Paci, and van Doorslaer 1991; Van Doorslaer and
Wagstaff 1992; Wagstaff 2000a; Whitehead 2000; Gwatkin 2000). As noted
earlier, there are many reasons for higher health service utilization by the
nonpoor, not the least of which is greater capacity to pay. Higher utilization
is also likely to be associated with greater access (because the nonpoor tend
to live in urban areas), as well as greater appreciation for the benefits of
health services. To promote equity of health outcomes for the poor, govern-
ments must compensate for these factors (César and others 1999).

Governments have numerous options to ensure that out-of-pocket pay-
ments are not an insurmountable barrier to use of essential services by the
poor. Typically, the poor in developing countries may have part of their
health care subsidized by the government through general tax revenues. But
both taxes (Kakwani 1977) and subsidies (Wagstaff and others 1999) may be
regressive. When fees are charged, the poor may be exempted through fee-
waiver schemes, but the evidence on the success of exempting the poor is
mixed (Creese and Kutzin 1997; Leighton and Diop 1999).

Alternatively, governments can secure the conditions for proper func-
tioning of risk-sharing strategies through a variety of mechanisms, includ-
ing adequate regulation of private insurance markets, promotion of social
insurance schemes, and development of local prepayment plans. Making
these prepayment schemes pro-poor will, however, usually require some
level of subsidy to the poor because premiums can be as regressive as user
fees (Theodore and others 1999). The timing of such contributions may also
help, by permitting the poor to pay small premiums at times when they have
income from agricultural outputs, and then pay lower or no user charges
when they use the services covered by the scheme.

In this section, we suggest ways to answer four basic questions related to
the equity of health financing:

1. Does government spending on health benefit the rich or the poor?
2. Do the mechanisms for financing health services provide incentives or
disincentives to health workers to respond to the poor?
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3. Does the price of health services create or reduce barriers to the appro-
priate use of health services by the poor?

4. Does the system of financing health services protect the poor from—or
expose them to—income shocks when they fall ill?

Question 1. Does Government Spending on Health Benefit the
Poor or the Rich?

Several factors are likely to affect who receives the greatest benefit from
health services. These include many of the factors described in the eight steps
to effective coverage, including service mix, access, and quality.

Three main issues can be highlighted. First, many governments seek to
provide universal coverage of a broad range of health services and, in that
effort, find that the “big ticket” items such as large teaching hospitals absorb
the largest share of the resources, leaving little for basic services, which do
not have an organized constituency.

Second, hospitals tend to be located in urban areas, so that travel times
are minimized for the largest number of people. Often this means that hos-
pitals are closer to the nonpoor, who tend also to live in urban areas, than to
the poor, who may live in greater proportions in rural areas. Health services
in general may therefore be more accessible to the nonpoor than to the poor.

Third, the nonpoor will almost always consume more health services
than the poor—both because they have greater resources to spend on health
and because they often value good health or are more aware of the need for
health services than the poor.

Analytic Approach

There are several ways to look at how government spending benefits differ-
ent population subgroups, notably the poor and nonpoor. The most com-
mon approach is benefit-incidence analysis, which compares income groups
in terms of the amount of the health subsidy that they receive (Castro-Leal
and others 1999; Yaqub 1999). In addition to information on health spend-
ing by type of service and type of facility, benefit-incidence analysis requires
information, usually from household surveys, about the utilization of health
services by individuals of different income levels or of different geographi-
cal areas with various levels of poverty.

The first step in a benefit-incidence analysis is to estimate the amounts
spent by the government on the main types of health services. This was dis-
cussed earlier in the context of allocative efficiency and expenditure reviews.
The second step is to estimate the utilization of those same services by income
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quintile from household survey data on key services; for example, total annual
visits by type of provider, use of curative care in the two weeks preceding the
survey, use of antenatal care, delivery care, and childhood immunizations.
The third step is to use the products of the first two calculations to estimate
the amount of money being distributed to each of the income quintiles in the
form of health services. This is usually done by dividing the total expendi-
tures on each type of service by the numbers of users in each quintile, thereby
producing the per capita subsidy to users in different quintiles. The final step
is to translate these amounts into percentages of the total spending. The
resulting estimates will indicate what share of total health spending is cap-
tured by each of the income quintiles. These estimates can be made separately
for different classes of health services (for example, hospitals versus periph-
eral facilities).

Difficulties often occur with the analysis of public spending. Because
public sector budgets are often organized according to inputs rather than out-
puts, some of the analysis may be cumbersome. In most countries, public
spending is found to be disproportionately distributed through health serv-
ices to better-off populations. As noted earlier, this is due in part to the urban-
rural distribution of the poor and nonpoor and the concentration of more
expensive care in urban areas, in addition to the greater willingness and
capacity to pay for health services of the nonpoor. Breakdowns by type of
health services usually show that hospital services, which are more costly on
a per patient basis than lower-level primary care, are disproportionately used
by urban, higher-income populations. In contrast, primary health services
provided in peripheral facilities generally serve poorer, rural populations.

Key Indicators

Per capita public, private, and nongovernmental expenditure, by region
Per capita public, private, and nongovernmental expenditure, by income
quintile

Question 2. Do the Mechanisms for Financing Health Services Provide
Incentives or Disincentives to Health Workers to Respond to the Poor?

There are several ways to finance health services, each of which has implica-
tions for responsiveness to the poor. The main types of provider payment
mechanisms are

fee for service, in which the amount received by the provider depends
only on the volume and unit prices of services
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case payment, in which providers are paid a fixed amount per standard
diagnosis, based on assumptions about treatment protocols and their
costs

capitation, in which providers are paid a fixed amount on the basis of the
number of patients under their care and general information about their
case mix, without regard for the health care needs of those patients
salary, in which the providers receive a negotiated salary (or, in the pub-
lic sector, a salary based on a civil service schedule)

fixed budget

Each of these payment mechanisms has distinct implications for efficiency,
quality, and responsiveness to the poor. For example, payment systems in
which the provider obtains a higher income when he or she provides higher-
priced services (for example, fee for service) tend to be less pro-poor than sys-
tems in which there is no direct relationship between the price of the services
and provider income. In contrast, under both case-based and capitation sys-
tems, providers are better off when the utilization of health services does not
exceed the amount expected during a priori negotiations over per capita
reimbursement. The downside to capitation systems is that they generally
create incentives to limit treatment. To the extent that the poor have greater
health needs, limiting care may disproportionately affect the poor, unless the
capitation or case-based rates are adjusted by risk classification—and income
is a criterion for that risk classification.

Key Indicators

Percentages of the poor and the nonpoor using services in which providers
are financed by fee-for-service, case-based, capitation, salary, or other financ-
ing mechanisms

Mean expenditures, by type of service and type of provider, for the poor
and non-poor

Question 3. Does the Price of Health Services Create or Reduce
Barriers to the Appropriate Use of Health Services by the Poor?

In addition to those factors discussed earlier—quality, time costs, and prefer-
ences for health care—the demand for health care depends on the prices that
the potential service users face relative to their incomes. Higher out-of-pocket
payments, in the form of fee-for-service payments to health care providers,
copayments that accompany insurance reimbursement, or user fees in gov-
ernment facilities, may affect the use of services by the poor.
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Analytic Approach

An analyst interested in examining the impact of prices on the use of essen-
tial services by the poor may wish to use household survey data on health
expenditures and income to estimate, for example, the proportion of discre-
tionary income devoted to health services by income level or the ratio of aver-
age user fee per unit of utilization to household income. In a simple analysis,
before-and-after comparisons can be made. Specifically, evaluators can look
at the level of utilization by each income group before the introduction of
user fees—or before a change in the level of user fees—and then look at how
utilization changes for each income group after the price change (Diop,
Yazbeck, and Bitran 1995; Litvack and Bodart 1993; Soucat and others 1997).

Before-and-after comparisons, however, must be considered with caution
if they do not look at the full range of consumer reactions to a price change.
Frequently, reductions in the demand for public services from a price increase
are considered only as negative consequences. However, any increase in price
is likely to be associated with two types of consumer behavior: demand diver-
sion and demand reduction, both of which have different implications for
evaluating changes in consumer welfare. For some individuals, an increase in
price will mean that the value they place on public sector services—relative
to the alternatives—no longer accords with the price being charged, and they
will switch to using other medical providers—private or nongovernmental
(demand diversion). For many services, those with private benefits, this diver-
sion may be a good thing, because it frees government resources for con-
centrating on other, perhaps higher priority, public health services. Of
greater concern, however, are those individuals who cease consuming health
services at all in the face of price increases, or who switch to nonmedical
providers with lower treatment efficacies. Even here, care must be taken in
interpreting reductions in demand, as changes in the demand for essential
services must be weighed differently than changes in demand for other health
services. These considerations point to the need for distinguishing the impact
of price on various types of services, weighted by quality measurement.

In the absence of before-and-after information, evaluators could look
at whether households of different income levels are forced to borrow or sell
household assets to meet health needs, particularly for catastrophic events.
Alternatively, they could examine the share of health expenditures in total
household expenditures.

More sophisticated analyses can use regression analysis to examine simul-
taneously the impacts of various factors affecting demand—including price—
for different income groups and also different age categories (Grossman 1972).
These analyses have the advantage of producing quantifiable measures of the
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impacts of various factors—price, income, education, quality of care, dis-
tance—on use and nonuse of health services. Elasticities of demand—the per-
centage change in use of services relative to a percentage change in price—can
be calculated to determine the degree of responsiveness by the poor and non-
poor to changes in prices for different services or at different types of facilities
(Schwartz, Akin, and Popkin 1988; Dor and van der Gaag 1985).

Regression analysis can also be used to estimate the effect of price and
household income on the utilization of services. A large estimated effect of
income for specific groups would suggest that low income is a serious bar-
rier to proper health care seeking. From these measures, various policy sce-
narios can be simulated, including asking questions such as “how would
service utilization (for different income groups) change if (a) the price were
set to zero, (b) everyone lived within 5 kilometers of a health facility pro-
viding essential services, or (¢) key drugs and supplies were available all the
time?” From these simulations, policy makers and planners can prioritize
different health sector reforms. Such analyses have been used in a variety of
contexts to show that the potentially negative effects of price increases can
be offset by quality improvements (Mwabu, Ainsworth, and Nyamete 1993;
Alderman and Lavy 1996); that prices have different impacts on the poor
and nonpoor (Gertler and van der Gaag 1990); that the effects of monetary
prices can be outweighed by the time costs of using care (Akin and Hutchin-
son 1999); and that elasticity of demand can be higher for children than for
adults (Sauerborn, Nougtara, and Latimer 1994).

Key Indicators

Mean price of care relative to average monthly income, by income quintile
Elasticities of demand for different income quintiles, by type of essential
service and by level of care; that is, percentage change in use of service
from percentage change in

Price

Quality indicator (staffing, drug and equipment availability)

Distance from household to provider

Education

Age

Question 4. Does the System of Financing Health Services Protect the
Poor from (or Expose Them to) Income Shocks When They Fall 1117

A separate issue is whether households are pushed into poverty or further
into poverty through out-of-pocket payments. Evidence comparing house-
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holds’ living standards before and after out-of-pocket payments suggests,
unsurprisingly, that for households without insurance coverage, out-of-
pocket payments are a bigger financial shock, and that out-of-pocket pay-
ments can be large enough to make the difference between having a standard
of living above the absolute poverty line or below it.

The impoverishing effects of illness can be traced to both the loss of
income on the part of the individual who has become ill (and his or her care-
takers), and to the expenses related to health care. A study in Indonesia, in
fact, found that it was generally the loss of income from disability rather than
the burden of medical expenses that led to household impoverishment
(Gertler and Sturm 1997).

Analytic Approach

Assessing financial access and affordability requires comparing current prices
of services with the capacity of households to pay and the patterns of utiliza-
tion at given prices. This requires relating data on utilization of services and
household expenditures to data on the prices of services. Government statis-
tics can in principle provide data on the prices charged for different services,
and the categories for which fee waivers exist, if any. In practice, facility sur-
veys provide more accurate information on both, not least because fee waiver
programs can be—and are often intended to be—subject to local interpreta-
tion and implementation.

More simple analyses can be conducted in comparing the average price
for services or average annual medical expenditures to the average monthly
or yearly income of a poor household. The latter can be particularly useful
for assessing the potential dissavings impact of catastrophic illnesses. Will-
ingness to pay can also be estimated from contingent valuation studies. These
studies directly ask individuals through surveys the value they would place to
particular types of services. Household surveys can be used to collect infor-
mation on participation in insurance and prepayment schemes.

Key Indicators

Percentage of average annual medical expenditures in total household
expenditures, by income quintile

Percentage of the population covered by insurance plans, by income
quintile

Percentage of clinics with fee waiver programs for the poor and other vul-
nerable populations

Percentage of the poor exempted from paying fees
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In this chapter, we have presented a method for assessing, in a stepwise fash-
ion, whether the conditions are in place for the government health system to
respond to the needs of poor households—or the population as a whole—
and, if not, where the gaps lie. This strategy is summarized in table 6.3, which

Summary of Major Questions to Be Answered in a Health

Financing Assessment

Issues/question Analytic approach

Data required

Step 1. Channeling Resources to the Poor and Addressing Market Failures

Identify public goods, market
failures among the health
services; prioritize based on
costs & benefits; determine
whether they are fully
funded, given current budget
allocations

Market failures

Compare public spending

with burden of disease data

to see if

(a) there is a reasonable cor-
respondence between
spending and disease
impact and

(b) interventions are not
fully addressed by other
providers and

(c) interventions are cost-

Allocative efficiency

Public sector expenditures,
broken down by type of health
service or by type of facility

Public sector expenditures,

broken down by type of health

service

e Burden of disease

e Local costs

e International estimates of
cost-effectiveness for
selected interventions

e Facility quality, location and
service availability

e Community participation
and influence indicators

e Health service utilization,
income levels, and health
outcomes

effective
Step 2. Determine Obstacles to Coverage for Interventions Addressing the Needs of
the Poor
Technical efficiency,  Determine:
adequacy of (a) if services for the poor
inputs, and are accessible and
consumer adequate human and
responsiveness material resources are
available
(b) if communities have
“voice”

if services are used by the
poor at appropriate times
and intervals

(@)
L8

(continued)



186 Soucat, Levine, Wagstaff, Yazbeck, Griffin, Johnston, Hutchinson, and Knippenberg

Summary of Major Questions to Be Answered in a Health
Financing Assessment (continued)

Issues/question Analytic approach Data required

Step 3. Determine the Impact of Expenditures and Financing Mechanisms
on the Poor

Distribution of Benefit-incidence analysis e Public sector expenditure
public spending to data, broken down by type
the poor of health service

e Household-level data on
utilization of health services
by income group

Impact of Identification of provider e Information from key
provider payment payment mechanisms, and informants on provider
mechanisms on qualitative assessment of payment mechanisms
responsiveness to their impact e International research on
the poor implications of provider
payment mechanisms
Impact of price of Assessment of prices for e Direct and indirect prices
health services on health services faced by poor for private health services
utilization by the households e Household-level data on
poor Estimates of price elasticity utilization of health services
of demand by income group
Impact of the Identification of extent of e Information from key
health financing risk pooling with various informants on extent of risk
mechanism on financing arrangements pooling
protection of poor e Household spending per
households to health event, relative to
economic shocks income

e Household financing mech-
anisms when faced with cat-
astrophic events, such as
borrowing or selling assets

Source: Benin and Guinea.” International Journal of Health Planning and Management 12 (supp. 1).

presents the basic questions to be asked by planners and policy makers in
evaluating their health systems, describes the analytic approaches to address-
ing these questions, and suggests some possible data sources.

This diagnostic structure extends from how governments choose to allo-
cate health resources, to the efficiency of the health systems in using those
resources—including identification of potential impediments to an effective
supply of health services, and finally to whether the health system has a mea-
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surable impact on health behaviors that affects the health outcomes of the
poor. The value of this diagnostic structure is that it allows observers who see
particular health outcomes—for example, that the poor have worse health
than the rich—to understand precisely where and how the health system con-
tributes to those differentials and to identify promising ways to correct the
system’s shortcomings. The diagnostic structure also makes use of data col-
lection mechanisms that are already commonly available in many countries,
requiring only that the data be put to the uses suggested here.

1. This chapter is adapted from the health, nutrition, and population chapter of the
Poverty Reduction Strategy Sourcebook, which is available at www.worldbank.org/
poverty/strategies/sourtoc.

2. Some of the key health interventions that may have a significant impact on the health
status of the poor include health education, micronutrient supplementation, inte-
grated management of child illnesses (IMCI), immunizations, family planning, Safe
Motherhood programs, malaria prevention and case management, tuberculosis case
management, HIV prevention and basic care, community-based nutrition promo-
tion, tobacco control, and other public health and personal care priorities.

3. A useful review of techniques and data collection procedures for facility surveys,
including conduct of exit interviews and direct observation of treatment, is Quick
Investigation of Quality (QIQ): A User’s Guide for Monitoring Quality of Care (MEA-
SURE Evaluation 2000).

4. One problem, however, is that these standards are rarely developed in the context of
a realistic budget envelope for the sector. Reaching prespecified input targets should
not substitute for carefully diagnosing the major constraints facing the sector, and
the most efficient way to achieve outcome goals.

5. GISs allow the linking of a wide variety of information, but they require special
equipment and trained staff to operate and sustain. An increasing number of health
ministries are using GISs, however, and the actual GIS data entry and analysis could
be done on contract with the private sector or a nongovernmental organization.

6. The Demographic and Health Surveys and the Living Standards Measurement Sur-
veys, for example, include questions on household assets as well as the availability of
essential services in the community, making it possible to compile tabulations for
accessibility by income or asset levels.

7. See www.worldbank.org/poverty/voices.

8. Improving the quality and availability of pharmaceuticals and health staffing is dif-
ficult and often requires structural reforms. Refer to the PRSP toolkit for technical
notes on pharmaceuticals and human resources.

9. Official statistics often provide information on the availability of drugs, medicines,
growth monitoring and immunization programs, and so on. Aside from the fact that
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Measuring Public Sector
Performance in
Infrastructure

HADI SALEHI ESFAHANI

R aising and maintaining the standards of living in any economy
are contingent on the adequacy of infrastructure services in
terms of quantity and quality.! Unlike many other products, infra-
structure services such as water, electricity, transportation, and
telecommunications are typically indispensable for households and
businesses. Also, they often account for a sizable portion of living
and business costs. As a result, when they are in short supply or
costly to produce, production and standards of living are likely to
suffer badly. This issue is particularly important from a public pol-
icy point of view because private markets for infrastructure services
are subject to failures that call for regulation or public production.
Under either form of government intervention, improving efficiency
is contingent upon the availability of information about the quantity
and quality of services produced and the cost of production. In this
sense, measuring performance in infrastructure activities is a central
factor in ensuring adequate provision of these crucial services and,
ultimately, in supporting higher standards of living.

A key issue in the design of public policy toward infrastructure
is that the information needed for performance measurement is
costly to obtain, so the government has to decide how much and
what type of information is worth gathering. The literature on per-
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formance measurement has focused on this issue and has tried to under-
stand what sorts of conditions reduce the cost of gathering and using infor-
mation for each type of service. The task has been difficult because the
analysis has to take into account the fact that service providers and con-
sumers have incentives to use the information under their control strategi-
cally. In this respect, the solutions for improving performance measurement
must go beyond the simple choice of indicators and must pay attention to
the ways in which tasks and roles in the provision of infrastructure services
are organized. In this chapter, we review the problems of performance mea-
surement in public infrastructure and examine the possible solutions.

The literature on performance measurement in public infrastructure is
relatively small. But, there is a vast literature concerning public services in gen-
eral that can be applied to the analysis of public infrastructure. In the past few
decades, this literature has benefited from active research on performance
measurement, especially in light of numerous experiments around the world
in reorganizing bureaucracies based on performance criteria. There has also
been steady fusion of the lessons from the studies of business practices and
management. These aspects make the public services literature a rich source
of ideas for our task. However, it should be pointed out that despite the recent
advances, the public services literature is still mostly in the form of accumu-
lated wisdom rather than a set of rigorous theoretical propositions supported
by empirical observations and statistical tests (Wood and Marshall 1993).

One reason for this situation may be the fact that performance in public
services is difficult to analyze because the outputs of many such services are
hard to measure or even to define. For example, it is not clear how one can
measure the output of a foreign ministry when the goal of the ministry (fur-
thering the country’s national interests around the world) is hard to define
with any clarity (Wilson 1989). One manifestation of these difficulties is that
in the public service literature a distinction is made between outputs and out-
comes, with the former referring to what is done by carrying out tasks and
the latter showing the consequences of outputs for the attainment of policy
goals. For infrastructure services, the goals and outputs are, in principle, bet-
ter defined, and once the output is measured, its outcome can be inferred eas-
ily. As a result, the key issue in assessing infrastructure performance is making
information gathering more cost-effective.

Discussions and bibliographies of performance measurement in public
services abound, both in print and on the Internet. We review a number of
them below. For more extensive references and links, see the Web sites of the
National Partnership for Reinventing Government (http://www.orau.gov/
pbm/links/npr1.html), the National Center for Public Productivity (http://
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www.ncpp.us/), the Governmental Accounting Standards Board (GASB)
(http:// www.gasb.org/), the Organisation for Economic Co-operation and
Development (OECD) Program on Public Management and Governance
0.html), and the Inter-American Development Bank’s Experiences on Pefor-
mance Measurement (http://www.iadb.org/roundtable/index_files/ex.htm).

The next section starts by analyzing the nature of the problem. The fol-
lowing section discusses the choice of indicators and organizational arrange-
ments for more efficient information processing. The final section concludes.

On the surface, performance measurement in public infrastructure may
seem straightforward. For example, in solving water supply problems, one
may think of measuring the amount, quality, and cost of water services deliv-
ered. However, measurement is hampered by a number of factors, including
those that cause market failure in the first place. For example, quality and
cost have a variety of dimensions that may be hard to observe. In the case of
water services, quality depends on the politeness of staff toward customers,
and the promptness of responses to problems that arise at various parts of
the system, and the likelihood of future breakdowns in the system in terms
of health hazards as well as service interruption. On the cost side, it is diffi-
cult for observers (other than those who carry out the tasks) to determine
whether the inputs are used efficiently and whether the managers and work-
ers have been sufficiently innovative. Although the information about all
these details may be known, at least in bits and pieces, to the production
staff, gathering the information and summarizing it may be an extremely
costly task. This is particularly the case because the individuals who have the
necessary information can benefit from withholding or misrepresenting it.
Similar problems exist in the case of all other infrastructure services and
make the task of performance measurement difficult.

The factor that makes these problems particularly serious in the case of
public infrastructure is the monopoly feature that such services commonly
have. When a service is being offered to a competitive market, one does not
have to know all the details of quality and cost. From the consumers’ point
of view, the poor quality or high cost of a particular service provider is an
insignificant matter since other producers can meet their demands. This
punishes the inefficient firms in terms of profitability, which is a good indi-
cator of performance. Of course, when a publicly owned firm faces a soft
budget constraint, the managers may not be very concerned with failure. But
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the government will have a reasonable yardstick with which to assess the
firm and discipline the managers if it chooses to do so. This is not normally
possible under monopoly conditions because, for the consumers, showing
dissatisfaction with the service is not as easy as switching suppliers. The
monopoly also makes the firm’s circumstances unique and reduces the utility
of profitability as a performance measure. For example, a local water company
that experiences high costs may claim that the water supply conditions or the
local geography are unfavorable, even though it may be possible to lower the
costs with the investment of some managerial effort.

Why is monopoly a common problem in infrastructure services? The
main factor is high fixed capital costs, especially in the networks delivering
such services, which bring about economies of scale. For example, putting
pipes or wires in place to bring water, electricity, or telecommunications to
households in a locality requires a large capital cost. To create competition in
such situations, often the network has to be duplicated, which in many cases
is a very costly proposition. Of course, there are parts of infrastructure ser-
vices that can be organized in a competitive fashion, and new technologies
are making this increasingly possible. In those parts, naturally, the solution to
the infrastructure performance problem is implementing competition and
letting the market generate the relevant information and select the efficient
operators. However, this option is not available or still far away for most infra-
structure services, especially in smaller communities.

Given the difficulties mentioned above in using informative summary
measures such as profitability or in obtaining direct indicators of quality and
cost, the policy question regarding public infrastructure has to be focused
on the selection of the most cost-effective indicators and the ways in which
infrastructure activities can be organized to improve the flow of informa-
tion and production incentives.

There is a wide range of indicators for measuring performance in any infra-
structure service. In the literature on public services, such indicators are cate-
gorized in many different ways. One common form is to distinguish among
measures of assets, inputs, process, outputs, and outcomes and then use them
to define indicators of efficiency, effectiveness, and productivity (Boyle 1989;
Ammons 1995; National Center for Public Productivity 1997). The definitions
of the first set of variables are more or less similar to those used by economists.
Assets are the capacity to provide services—for example, power generation and
water processing capacity. Inputs are the resources (either financial, physical,
or human) consumed for a particular activity—for example, staff time, ma-
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terials, utilized assets, and the like. Process indicators refer to the steps taken in
the provision of a service—for example, the tasks performed and the extent
to which they follow the required procedures. Outputs refer to the services
actually provided or performed—for example, electricity generated, faults
repaired on telephone lines, etc. Outcomes are the impacts of a service on its
recipients—for example, the contribution of water and sanitation systems to
the health of the population.

The indicators of assets are not emphasized much in the public service
literature. In fact, there is an opposite emphasis that the advocates of per-
formance measurement should distance themselves from the traditional
concerns with inputs and focus on outputs and efficiency. Attention to per-
formance is, of course, crucial. However, the development and maintenance
of assets should be an important part of selected performance measures
because assets indicate potentials for delivering a high stream of output in
future times. Examining both assets and current performance is common
practice in evaluating private businesses.

The similarities with economic definitions are much less for the second
set of variables—efficiency, effectiveness, and productivity. In the public ser-
vice literature, efficiency is defined as the amount of output per unit of an
input used in the process—for example, the number of road repairs per
employee-days involved in the task. Effectiveness is the degree to which the
outcomes achieve the goals set for the activity—for example, the percentage
of roads maintained in good condition relative to policy goals. Finally, pro-
ductivity is the combination of efficiency and effectiveness: the outcomes
achieved per dollar of cost—for example, the percentage of roads maintained
in good condition per dollar of cost. The most conspicuous difference of
these definitions from those in economics is the reversal of the efficiency and
productivity concepts. To avoid confusion in this chapter, we will be mostly
concerned with outputs rather than outcomes and define productivity as the
output-input ratio and efficiency as the total cost per unit of output.

The public service literature also differentiates between quantitative and
qualitative indicators. Quantitative indicators are direct cardinal measures of
output such as the number of phone calls completed in a telephone network.
Qualitative indicators are ordinal measures based on opinion surveys and sub-
jective assessments—for example, customer satisfaction rates and expert opin-
ion surveys. Both types of indicators are important because while quantitative
indicators can be used as objective and hard evidence, they cannot capture
many aspects of product quality. To obtain data on the latter type of variables,
one has to rely on qualitative measures that may be subjective and imperfect,
but nevertheless informative.
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Tables 7.1-7.5 provide examples of indicators for assets, outputs and
processes, and efficiency and productivity in typical infrastructure services.
The indicators listed in these tables are mostly aggregate ones. There are many
more detailed indicators that one can specify for each of these services. For
example, in water services, the numbers of meters read or repaired properly
are also output indicators. Also, one can specify more detailed measures of
the process of production. For example, in sanitation services, one can build

Examples of Performance Measures for
Power Infrastructure

Outputs/processes Productivity/efficiency Assets

KWhs generated Cost per KWh Generation capacity

KWhs delivered KWhs generated per Number of employees
employee (or labor hour)

Days without power for Capacity utilization rate Employee education

various types of and experience

customers

Response time for repair System loss (percentage of Expert rating of asset

requests power generation lost in quality (technology,
transmission) maintenance, reliability,

etc.)

Percentage of repairs that  Consumer satisfaction rating
do not fail within a year and other quality measures
relative to cost per KWh

Number of user com- Expert rating of productivity/
plaints per 1,000 house- efficiency
holds served per month

Percentage of operational
procedures followed
correctly

Consumer satisfaction
rating (survey)

Employee and other
stakeholder satisfaction
rating (survey)

Expert rating of service
quality
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Examples of Performance Measures for
Telecommunications Infrastructure

Outputs/processes

Productivity/efficiency

Assets

Telecom traffic: Number
and minutes of calls

Completed calls: Number
and minutes of calls

Days without service for
various types of customers

Line fault rate

Restoration rate

Percentage of repairs that
do not fail within a year

Number of user complaints

per 1,000 lines per month

Percent of operational
procedures followed
correctly

Consumer satisfaction
rating (survey)

Employee and other
stakeholder satisfaction
rating (survey)

Expert rating of service
quality

Call completion rate

Number and minutes of
calls processed per
employee

Telephone lines per
employee (or labor hour)

Total cost per line

Consumer satisfaction
rating and other quality
measures relative to total
cost per line

Expert rating of
productivity/efficiency

Length of installed
cables (various types)

Capacity of circuits and
exchange switches
(various types)

Number of employees

Employee education
and experience

Expert rating of asset
quality (technology,
maintenance, reliability,
etc.)

an indicator of the kinds of treatment applied to wastewater and the proce-
dural details followed in those treatments. As we will see below, such indica-
tors are more important in services where the quality or quantity of the
product is difficult to measure and one has to rely on how a task is performed

to ensure a minimum level of service (Boyle 1989).

A third type of variable that is important to consider but has received
little attention in the literature is flexibility. Flexibility can be assessed based
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Examples of Performance Measures for
Transportation Infrastructure

Outputs/processes

Productivity/efficiency

Assets

Traffic (car miles per day)

Days with limited or no
service for various types of
roads/railroad

Road and railroad damage
per 1,000 kilometers
per year

Length of restoration time

Percentage of repairs that
do not fail within a year

Number of user complaints
per 1,000 lines per month

Percentage of operational
procedures followed
correctly.

User satisfaction rating
(survey)

Employee and other
stakeholder satisfaction
rating (survey)

Expert rating of service
quality

Traffic per dollar of total
(capital and maintenance)
cost

Traffic per employee (or
labor hour)

User satisfaction rating and
other quality measures rel-
ative to cost per traffic unit

Expert rating of
productivity/efficiency

Length of roads and rail-
roads (various types)

Width and quality of
roads (various types)

Number of employees

Employee education
and experience

Expert rating of asset
quality (pavement,
maintenance, reliability,
etc.)

on the type of assets and skills available in an organization and through the
extent of training and research and development that is regularly performed
(Maskell 1994). Such indicators are important because the demand and sup-
ply conditions are subject to change. Infrastructure service providers should
be able to cope with such changes and constantly take advantage of new
knowledge and technology.

Given the list of possible variables for measuring performance, the ques-
tions are which ones are more appropriate and worth focusing on, and should
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Examples of Performance Measures for

Water Infrastructure

Outputs/processes

Productivity/efficiency

Assets

agCubic meters of water
processed

Cubic meters of water
delivered

Water substances and
organisms controlled for

Outbreaks of health hazards
in the water system per year

Days without service for
various types of customers

Number of system breaks
per kilometer of pipeline

Restoration rate

Percentage of repairs that
do not fail within a year

Number of complaints per
1,000 customers per month

Percentage of operational

procedures followed correctly.

Consumer satisfaction
rating (survey)

Employee and other
stakeholder satisfaction
rating (survey)

Expert rating of service
quality

Unaccounted for water

Cubic meters of water
delivered (or processed)
per employee (or labor
hour)

Cost of a cubic meter of
water delivered

Cost of a cubic meter of
water delivered, includ-
ing the costs of health
hazards in the water sys-
tem to the population

Consumer satisfaction
rating and other quality
measures relative to cost
per cubic meter of water
delivered

Expert rating of
productivity/efficiency

Length of installed pipes
(various types)

Water processing capac-
ity (various types)

Number of employees

Employee education
and experience

Expert rating of asset
quality (technology,
maintenance, reliability,
etc.)
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Examples of Performance Measures for

Sanitation Infrastructure

Outputs/processes

Productivity/efficiency

Assets

agCubic meters of liquid
waste processed

Tons of solid wasted
processed

Outbreaks of environmental
and health hazards from the
sanitation system per year

Waste substances and
organisms controlled for in
the system’s discharge

Days without service for
various types of customers

Number of system breaks
Restoration rate

Percentage of repairs that
do not fail within a year

Number of complaints per
1,000 customers per month

Percentage of operational
procedures followed
correctly

Consumer satisfaction
rating (survey)

Employee and other
stakeholder satisfaction
rating (survey)

Expert rating of service
quality

Cubic meters of liquid
waste (or tons of solid
waste) processed per
employee (or labor hour)

Cost of a cubic meter of
liquid waste (or a ton of
solid waste) processed

Cost of a cubic meter of
liquid waste (or a ton of
solid waste) processed,
including the environmen-
tal and health hazards costs

Consumer satisfaction
rating and other quality
measures relative to cost
per cubic meter of water
delivered

Expert rating of
productivity/efficiency

Length of installed
pipes (various types)

Waste processing
capacity (various types)

Number of employees

Employee education
and experience

Expert rating of asset
quality (technology,
maintenance,
reliability, etc.)




Measuring Public Sector Performance in Infrastructure 203

one keep track of all possible measures. Ideally, one would like to come up
with a few measures or a single measure that summarizes all information rel-
evant to performance. Economists, for example, commonly assume that pri-
vate enterprises measure their performance based on long-term profitability.
Although this is a reasonable theoretical assumption, in practice even private
firms have difficulty coming up with a single indicator of this type, because
there are no clear ways of measuring expected future profitability. This is why
private firms constantly ponder their business strategy and joggle indicators
such as market share, superior value for chosen customers, and the like as
possible indicators of their long-term profitability. In the context of public
services, the matter is made more complicated by the fact that financial
profitability is not necessarily a good indicator of performance. This means
that one has to choose a group of indexes and ensure that their combination
provides sufficient information for assessing the extent to which policy goals
are fulfilled.

Given that a multiplicity of variables must be selected, a key issue is the
choice of the number and range of indicators. One approach has been to
restrict the measures to a very limited, but crucial, set of indicators. The
argument behind this approach is that with too many variables to consider,
one may lose sight of what really matters to the public. Focusing on a few
measures may also distort the incentives of service providers and encourage
them to concentrate on what is being monitored to the detriment of every-
thing else. An important side effect of such a development is that those who
monitor and manage the incentive system for public services may miss some
early signals of performance failure because the producers will have an
incentive to mask failures by shifting their shortcomings toward service
aspects that are not monitored.

This concern has led to the idea of a balanced scorecard in recent years
(Kaplan and Norton 1996; National Partnership for Reinventing Government
1999). The argument here is that while one focuses on a few crucial indicators,
one also should keep an eye on a variety of gauges, much the same way that
drivers develop the skill to keep an eye on dashboard indicators while con-
centrating on the view ahead. The details of most dashboard indicators may
not be important within a certain range. But a good system of dashboard sig-
nals ensures that the driver receives a quick warning whenever a problem starts
to arise. This is what a properly designed balanced scorecard is supposed to do
(Kaplan and Norton 1996). Significant attention may be paid to a few key indi-
cators, but minimum standards for a variety of other measures must also be
met. The resource cost of the latter set of indicators can be kept low because a
very limited amount of data is needed on their details.
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Whether one uses the balanced scorecard or a more focused set of vari-
ables, the question still remains as to the nature of the criteria that need to be
used for selecting the indicators for what should be monitored for perfor-
mance. The recent public services literature has mostly adopted Ammons’
(1995) criteria, which can be summarized as follows.

Valid: The indicators should reflect what is supposed to be measured.
Reliable: The indicators should be accurate and objective as much as
possible.

Understandable: Each indicator should have a clear meaning.

Timely: It should be possible to compile and use the indicators promptly,
to be of value for incentive and policy purposes.

Resistant to perverse behavior: The indicators should not be easy to
manipulate and should not distort the incentives of operators to focus on
the observed variables to the detriment of less observable, yet more valu-
able, objectives.

Comprehensive: The indicators should capture the most important dimen-
sions of performance from the point of view of policy objectives.
Nonredundant: The indicators should be parsimonious and avoid dupli-
cation so that the time required for analyzing and responding to them is
minimized.

Focused on controllable facets of performance: While outputs are always
influenced by factors other than those controlled by the service providers,
using indicators that better highlight the controllable aspects is more
desirable for performance measurement.

Sensitive to data collection cost: Among the set of indicators that generally
meet the above criteria, it is more practical and less costly to obtain data
for some than for others. The selection of indicators should balance the
value of the indicators against their costs.

To these criteria, some sources (for example, Governmental Accounting
Standards Board 1994) have added comparability and consistency. These mean
that performance indicators for a public service project should be systematic
and consistent over time and comparable with the same services elsewhere,
some other similar services, or externally established norms or standards. Of
course, performance measures may need to be reviewed and modified or
replaced to reflect changing circumstances. But it is important to make sure
that the indicators can be put to effective use by building a history for them
or making them comparable with the information generated in other entities.

Another consideration is the nature of the clients, consultation mecha-
nisms, and uses for which the data are collected (for example, rewarding ser-
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vice providers and providing information to citizens). When the clients are
well organized and well educated (for example, formal enterprises), qualita-
tive measures that provide feedback from them can be more sophisticated
and informative. The uses of the indicators also matter because if the data
are to be reported to citizens, one may want to feed them data that can be
best assessed and refined by their reactions. Naturally, such data may not be
of much use if they are only reported to a bureaucratic agency (unaccom-
panied by citizen reaction) for setting service provider rewards.

While all of these criteria are important, they mainly provide a check-
list of considerations for indicator selection, rather than strategies for appro-
priate choices under various circumstances. This limitation is to some extent
inevitable, given our limited knowledge of what works best in different sit-
uations (Wood and Marshall 1993). However, there are some service aspects
that seem to lend themselves to systematic analysis regarding the choice of
performance criteria. In particular, outputs and inputs in some services can
be measured with less accuracy than in other services. This may call for the
use of procedural indicators in place of quantity and quality measures that
ultimately matter for the outcome (Boyle 1989). For example, output qual-
ity in telecommunication services lends itself to measurement much more
easily than in sanitation services, where the extent of environmental and
health risks caused by mishandling of tasks are difficult to measure and usu-
ally only observable when there are outbreaks of pollution or epidemics. As
a result, while cost per unit may be a good indicator of performance in tele-
communications, sanitation services may have to be judged by the procedures
followed in the treatment of waste.

Given our limited knowledge of which indicators work better than
others in each situation, there is a clear need to allow for some experimen-
tation in the choice of performance measures. As suggested by the National
Partnership for Reinventing Government (1999), one should adapt, not
adopt. A best practice generally cannot be adopted exactly the way it was
done in another organization, but it can be adapted to fit the organizational
needs of each type of service. One needs to maintain flexibility and experi-
ment with alternative sets of measures.

To conclude, a host of indicators can help one assess performance in
each type of infrastructure service. There is also a host of criteria for select-
ing among them. Our knowledge of how to apply those criteria in specific
situations is still quite limited, and the selection of indicators remains largely
an art. It is, therefore, important to maintain a broad view of the options and
to remain open to experiments that can help improve the match between
indicators and service characteristics.
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Given a set of indicators available for outputs and inputs of a project, the
question becomes how one should evaluate the information offered by them.
Since financial measures such as profitability are not sufficient for assessing
performance in infrastructure services, one has to look at other efficiency and
productivity measures. But to assess whether a given level of a measure indi-
cates good or bad performance, one has to rely on comparisons. For this pur-
pose, one has to establish benchmarks based on the history of an enterprise
and the experience of others.

Benchmarks can reflect efficiency and productivity or best-practice pro-
cedures, depending on what types of indicators are more appropriate for
performance assessment. Also, benchmarks can be best-practice standards
defined by experts or the performance of actual enterprises that are compa-
rable with the one under review. There is a large literature that discusses how
benchmarks should be selected and reviews the experience of various coun-
tries.2 However, as in the case of indicator choice selection, the existing knowl-
edge is still more in the form of checklists rather than systematic relationships
(Helgason 1997).

A key issue in comparisons against benchmarks is the role of exogenous
factors that affect the production process and outputs. This issue is impor-
tant because service providers may not be able to bear much of the risks that
the exogenous factors pose. As a result, if performance measures are to be
used for incentive purposes, one has to discern, as much as possible, service
providers’ deeds from their luck. This task is, of course, not an easy one and
may require a great deal of knowledge about the process and the ways in
which circumstances matter. Systematic analysis of the role of exogenous
noise in each specific situation is a desirable approach, but may prove too
costly. One solution to this problem is to use expert judgment for evaluat-
ing performance indicators.

There are at least three ways of doing this. First, evaluation of an enter-
prise can be referred to peer enterprises in the same way that academic arti-
cles are refereed for publication. For example, water companies in different
locations can be asked to review each other, preferably in anonymous ways.
When the number of separate entities engaged in similar infrastructure tasks
in the same country is small, one can make the exercise international and
involve service providers across countries (Helgason 1997).

Second, infrastructure services can be endowed with boards that are
responsible to the customers and stakeholders of the enterprise. The task of
monitoring and assessing performance can be delegated to the judgment of
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such a board. Of course, to ensure that the task will be done properly, there
must be mechanisms that ensure that individuals with appropriate expertise
are involved in the boards.

Third, independent rating agencies can be engaged in evaluating infra-
structure service activities. When such agencies do not exist, the government
can offer benefits and encourage them to enter and develop the necessary
expertise for the purpose. Consumer advocacy groups and nongovernmental
organizations may be eager to take on such tasks. However, such groups are
often effective advocates of stakeholders and provide valuable information
about public services (Paul 1999), and it may be best if they maintain that role
and let the judgment be carried out by an independent third party. This is con-
firmed in reviews of water and sanitation utilities by the World Bank’s Oper-
ations Evaluations Department (1994), which show that such utilities are most
successful in countries with strong but arm’s-length regulation of the sector.

All three arrangements can improve assessment and help raise the incen-
tive effects that such performance indicators can have on service providers.
But some may be more costly than others and some may fit some situations
better than others. Based on the extent of specialization that can be achieved
with a given level of effort, rating agencies are likely to be least costly and
peer evaluations are likely to be most costly. However, when the service
providers are scattered and very diverse, service boards may be in a better
position to take account of local information. In such situations, one can
enhance the role of service boards by creating information clearinghouses
that provide benchmark information to the boards and enable them to make
more informed decisions. The United Nations Development Programme
(UNDP)-World Bank Water and Sanitation Program (2000) offers a detailed
discussion and useful suggestions for this purpose.

Large parts of the population in many countries, especially the poor, bear
substantial economic and human costs because of serious shortages in infra-
structure services, both in quantity and quality terms (World Bank 1994).
To remove these shortages and improve the standard of living in these coun-
tries, governments need to create incentives for private and public service
providers to invest and perform. We have argued that improving perfor-
mance measurement is a crucial step in this endeavor. For this purpose, the
problem that needs to be solved is efficient and systematic collection and
processing of information about performance in infrastructure services.
Since the nature of infrastructure services limits the relevance of simple pro-
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ductivity and profitability measures, one has to collect data on a variety of
measures, both quantitative and qualitative. In this regard, involving com-
munities to provide information about outputs and feedback on other per-
formance measures can be very helpful. To put the collected data to effective
use, one has to make a choice of which indicators are more important than
others. Recent experience suggests that it may be better to focus on some key
indicators and ensure that the others meet some minimum criteria.

Evaluating and using performance indicators poses problems of their
own. One needs to have appropriate benchmarks and, as much as possible,
to distinguish between the effect of exogenous factors and the consequences
of actions taken by service providers. This cannot be achieved easily through
quantitative analysis and, inevitably, one has to rely on judgment. Ensuring
that the judgment is well informed and widely accepted requires appropri-
ate institutional arrangements that can ensure that experts are involved in
the process and act independently.

Finally, it is evident from a review of the existing literature that the exist-
ing knowledge about the selection of performance indicators and evalua-
tions mechanisms is rather cursory. There is a lot of folk wisdom about what
works and what does not. But these ideas are not generalized and cannot be
systematically transferred from one case to another. There is a clear need for
further research in these areas.

1. The relationship between infrastructure capital and economic growth has been con-
troversial. A number of empirical studies have found high returns to infrastructure
investment (Aschauer 1989; Easterly and Rebelo 1993; Canning, Fay, and Perotti 1994;
Sanchez-Robles 1998; Esfahani and Ramirez 1999). But the robustness of the results
has been questioned in other empirical studies and surveys (Munnell 1992; Tatom
1993; Gramlich 1994). Nevertheless, it seems hard to deny that maintaining higher
standards of living is unlikely without well-performing infrastructure services.

2. For reviews and references see the Web site of the OECD Program on Public Man-
agement, go to http://www.oecd.org, then type in PUMA.
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Alcoholics Anonymous, 138
contracting out, 128-33
California, 130
Canada, 130-32
competitive tendering system, 129
Dunedin, 130
New Zealand, 128, 130
privatization, local public services,
128-33
unions opposed to contracting out,
133
United Kingdom, 128
economies of scale, advantage of sav-
ings, 139
franchise, 133-34
items of franchise agreement, 134
grants for specific services, 134-35
mix of delivery systems, 138—-39
private nonprofit agencies, 138
Salvation Army, 138
self-help, 137-38
“block parent” programs, 137
“neighborhood watch,” 137
United Way, 138
volunteers, 13637
Canada, 136
United States, 136



vouchers, 135-36
effectiveness of information network
among voucher holders, 136
incentive for diversity, 136
procurement processes, local govern-
ment, 66—67
product, defined, 86
production of health interventions, rele-
vance of, 174-76
production, local government perfor-
mance, 7677
productivity, defined, 197
program level identification of perfor-
mance measures, 2
proponents of decentralization, demo-
cratic context, 72
proposition 13, 66
public debate, shaping of, 20-23
public goods, 157-58
defined, 157
public sector service delivery, 117-28
public—private partnerships
Canadian, 139-40
service delivery, 139-45
asset ownership, 139
Canadian, 139—40
forms of, 140
publication of performance information,
reaction of legislators, 22
publication of targets, 20-24

quasi-independent commissions, 12—15
quasi-public goods, defined, 157

ranking of countries on governance qual-
ity, 44

reallocations, budgetary, decisions
regarding, 24

relevance of health intervention, 174-76

representatives, local-level, in decentral-
ization theory, 78

republic of Korea, local government per-
formance in, 66

response time, measurements of, 99—100

results orientation within government,
initiation of, 2—3
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revenue-raising activities, 66
Roberts, Barbara, 12,21
Rothenbacher, Franz, 10

Salvation Army, 138
San Diego, local government perfor-
mance in, 76
sanitation infrastructure, performance
measures for, 202
school systems, outcome indicators for,
88
secondary school systems, outcome indi-
cators for, 88
sectoral basis, development, publication
of outcome measures on, 25
selection of outcome measures, 11-16
separation of powers between executive,
legislative branches, challenges,
12-13
service delivery, 117-52
criteria for evaluation, 121-22
accountability, 121-22
ease of administration, 122
economic (allocative) efficiency, 121
transparency, 122
governance, local government enter-
prises, 127-28
local councils, 127-28
local government, 118-27
accountability, 125-26
competition with private sector, 119
coordination of inter-related activi-
ties, difficulty of, 125
individual enterprise, 118
nepotism, 124
public sector monopolist, 119
role, 141-44
monitoring, 144—45
North America, 144-45
Ontario, Canada, 120, 144
price regulation, 142—44
private sector provision, 128-39
Alcoholics Anonymous, 138
contracting out, 128-33
California, 130
Canada, 130-32
competitive tendering system, 129
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service delivery (continued)
Dunedin, 130
New Zealand, 128, 130
privatization, local public ser-
vices, 128-33
unions opposed to contracting
out, 133
United Kingdom, 128
economies of scale, advantage of
savings, 139
franchise, 133-34
items of franchise agreement, 134
grants for specific services, 134-35
mix of delivery systems, 138-39
private nonprofit agencies, 138
Salvation Army, 138
self-help, 137-38
“block parent” programs, 137
“neighborhood watch,” 137
United Way, 138
volunteers, 136—37
Canada, 136
United States, 136
vouchers, 135-36
effectiveness of information net-
work among voucher hold-
ers, 136
incentive for diversity, 136
public sector, 117-28
public—private partnerships, 139-45
asset ownership, 139
Canadian, 139—-40
forms of, 140
unions, public sector, criticism of, 146
social consensus, plan as instrument for
building, 16
social development, 43, 49
social planning, encouragement of, 10
social reporting movement, 9-11
social statistics systems, development of,
9-10
solid waste collection, outcome indicators
for, 91-92
South Africa, local government perfor-
mance in, 66, 68-70, 72, 74
South African Local Government Transi-
tion Act of 1993, 68

staff members skilled in performance
measurement, shortage of, 20

standard of living, measurement of, 9

statistical agencies, credibility of, 18

statistical systems, national, limitations
of, 17-18

statistics, politicization of, 18

steps in implementing outcome measure-
ment process, 8893

subjective nature of indexes, 43

subnational expenditures, governance
quality indicators, correlation, 48

systematic analysis, service aspects of, 205

Tanzania, local government performance
in, 68—69
technical efficiency, 168—-69
telecommunications infrastructure, per-
formance measures for, 199
time-specific nature of fiscal health eval-
uation criteria, 70
Toronto road condition rating scale, 112
trained observer assessment, 109—13
advantages, 110
disadvantages, 110
implementation of, 114-15
outcomes examples, 109-10
photographic scales, 111-12
physical conditions, 97-98
rating scale, 113
ratings applications, 109
Toronto road condition rating scale,
112
types of trained observer rating system,
110-12
visual scales, 112
written descriptions, 110-11
transference of policy influence to
unelected body, legitimacy issues,
13-14
transportation infrastructure, perfor-
mance measures for, 200
types of trained observer rating system,
110-12

unelected body, transference of policy
influence to, legitimacy issues, 13—14



unions, public sector, criticism of, 146
United Kingdom
Next Steps Initiative, 2
performance planning in, 18-20, 22
service delivery in, 128
United Nations’ Human Development
Index, 42
United States. See also specific state
Canadian, federal performance report-
ing exercises, difference between,
22-23
local performance, 64-65, 67-68
performance planning, 8, 17, 19-20, 23
structural changes in government,
20
service delivery, 136
United States Government Performance
and Results Act, 2, 8, 19, 22
state, provincial governmental plans,
distinguished, 8
United Way, 138
universal health coverage, 179
utilization of health interventions, rele-
vance of, 174-76
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visual scales, trained observation, 112
Voices of Poor, 169
volunteers
in Canada, 136
in private sector, 136-37
in United States, 136
vouchers, 135-36
effectiveness of information network
among voucher holders, 136
incentive for diversity, 136

waste collection, outcome indicators for,
91-92

water infrastructure, performance meas-
ures for, 201

World Bank index, 51

World Development Report 1993: Investing
in Health, 159

written descriptions, trained observation,
110-11

youth welfare, outcome indicators for,
89-90
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