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Executive summary




Introduction

The impending publication of the White Paper on
devolution and local recovery has accelerated the
debate about local government reorganisation in
England. In doing so, an explicit link has been made
between this agenda, 6 | e v eulpléndntlle potential
establishment of more combined authorities.

Alongside this, after a decade of having to make
substantial savings local government continues to face
significant financial challenges, with further pressures
brought about as a result of the Covid-19 pandemic.

Together, these factors have increased the appetite for
change at both a national and local level. Many have
suggested the two-tier model of local government is
reaching the limits of what can be achieved in different
areas. It has been argued that the way in which services
are administered and delivered will need to be re-
thought if the country is to secure a fair recovery,
focused on improved outcomes for everyone.

The importance of scale

Though county and district councils have worked well
together in many parts of the country over many years,
particularly during the recent response to Covid-19, it is
becoming increasingly clear that improving the
resilience of public service provision and critical support
for the most vulnerable must be a priority at all levels of
government.

In many places, this has resulted in a resurgence of
interest in merging county and district councils to create
unitary authorities. Where this is being considered it is
clear that the implications of scale and the benefits of
establishing new unitary authorities need to be clearly
understood.

The debate about scale in local government has been
repeated over many years and several rounds of local
government reorganisation, with a particular focus on
the 6 o p t i populatidon thresholds around which new
unitary authorities should be established.

The most recent official Ministerial statement on unitary
population size was made in June of this year, and
outlined that unitary councils are expected to be
0 s ubst mmxcesadf 309-400,0000 It is anticipated
that the White Paper will provide further details on the
criteria for unitary proposals.

In developing both the White Paper and local proposals
for the creation of new councils, careful thought needs
to be given to scale and its implications for the number
of new unitaries which could be established in any given

geography.

Scale and local government reorganisation

Purpose of this report

The purpose of this report is to consider the importance
of scale in proposals for local government reorganisation.

Particular focus is given to the potential costs, risks and
implications associated with the process of dis-
aggregating the services delivered by county councils in
scenarios where more than one new unitary could be
established within existing county geographies. These
issues are assessed alongside an examination of the
potential benefits associated with local government
reorganisation more generally.

The implications of scale and disaggregation have been
assessed through the prism of four unitary scenarios
based on current county council boundaries. All of these
scenarios represent potential options for reform, as does
retaining the existing two-tier system of local government.
Other types of reform could also be considered, such as
the merging of small unitary authorities with a
neighbouring county and/or district councils. However,
these additional approaches to reorganisation have not
been explored in this report.

Drawing on new quantitative financial modelling and a
range of qualitative evidence, the report sets out a range
of financial and non-financial benefits that may be
brought about through the establishment of unitary local
government. The implications of alternative models of
delivery are also considered at a high level.

The report identifies considerations relating to:

the costs associated with disaggregation;

what this might mean in terms of risk and
resilience of service provision;

how service performance might be impacted;
what it could mean for the place agenda; and
issues arising from the response to Covid-19.

It also sets out the financial implications of four unitary
scenarios:

Establishing one unitary authority in every two-
tier area in England.

Establishing two new unitary authorities in every
two-tier area in England.

Establishing three new unitary authorities in
every two-tier area in England.

Establishing two new unitary authorities and a
c hi | dinustin évery two-tier area in England.

The report has been published now to inform the
development of the White Paper and different unitary
propositions that may come forward as a result.
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Financial analysis

What are the quantitative costs and benefits of scale and disaggregation?

The table below outlines the results from quantitative analysis for all 25 two-tier areas in England. Section 4 of this report
sets out in detail the methodology. The analysis suggests that the single unitary scenario offers the greatest financial

benefit.

Summary for all 25 two-tier areas 1UA 2UA 3UA  2UA + Trust

Total annual benefit (Em) 708 592 512 541
. one of f t ransmon Costs(Em) .......................................... _ 421 ............ 560 ............ _ 697 ............ 662 .
. Annualdlsaggregatl On Cost (Em) .......................................... S 244 ............ _ 415 ............ 328 .
. One year I mpact of dlsaggregat Ion(Em) .................................. S 472 ............ - 838 ............ 694 .
. Flve year I mpact of dlsaggregat Ion(£m) .................................. o 1930 .......... - 3283 .......... 2674 .

Net benefit after five years (Em) 2,943 1,032 -340 269
. Recum ng annualbenef It aft er ﬂveyears (£m) ..................... 708 ............. 348 .............. 97 ............. 213 .
. Gross beneﬂtaﬂer ﬂ Ve years (£m) ................................ 3364 ........... 1591 ............ 358 ............. 930 .

The costs of disaggregation, including the foregone benefits are outlined for each of the scenarios below:

Summary for all 25 two-tier areas 2UA 3UA 2UA + Trust
Single unitary (1UA) annual saving (Em) 7082 082 7082
Less increased costs due to disaggregation (Em) 2444 4148 3278,
Less reduction in achievable annual saving (Em) -115.9 -196.3 -167.3
Recurrent annual saving (Em) 347.8 97.1 213.1
Reduction in annual savings compared to scenario 1 (Em) 360.3 611.1 495.1

Benefits of transformation

It is important to note the figures cited in this report account for the potential savings and costs associated
with the reorganisation process alone.

The experience of previous rounds of reorganisation suggests the process can also serve as a catalyst for

transformation. Were transformation to be pursued at the same time as reorganisation, the potential benefits
on offer could be two or perhaps even three times those associated with reorganisation alone (albeit the costs
of implementation would also rise).

While this report does not consider potential transformation benefits in any detail, there would be a
proportional relationship between the potential benefits on offer and scale 1 i.e. the single unitary scenario is
likely to offer greater transformation benefits than the other scenarios identified in this report.

Scale and local government reorganisation 5



Cost &N

Cost

This theme relates to the financial costs and savings associated with reorganisation and considers the benefits
achievable through economies of scale as well as the additional costs likely to be incurred as a result of disaggregation.

Impact of scale

Increasing the scale at which a local authority operates will realise financial benefits through economies of
scale. Financial benefits can be generated by reducing duplication across front and back office functions and
senior management, reductions in property costs and through the more effective management of supply chains.
Operational benefits can also be maximised across service areas such as waste and planning.

The analysis carried out during the development of this report demonstrates that should government seek to
establish county unitary authorities in all remaining two-tier areas in England. There is the potential to realise
benefits of £2.9bn, with the average cumulative five year benefit for a mid-sized authority area totalling £126m.

The scale at which reorganisation takes place will have a material difference in meeting the rising service costs

in key areas such as adults, childrendéds and waste servi
scale that can be achieved and payback period of under a year, a mid-size single unitary could realise enough

benefits to meet 95% of the projected increases in service cost over the next five years, compared to 39% under

a two unitary scenario.

Impact of disaggregation

In instances where more than one new unitary is established in an existing county geography, services provided
by the county council would need to be disaggregated (e.g. ¢ hi | dsereices) and there would be a further
impact on other county-wide services where they exist (e.g. fire and rescue services). The analysis shows that
this would result in additional costs being incurred, both as a result of the disaggregation process, but also in
terms of the opportunity costs associated with not maximising the potential benefits on offer. For example, such
a scenario may require two or even three directors of ¢ h i | dsereigesHts be appointed in an area previously
served by one.

Were government to pursue reorganisations that disaggregate county services, a scenario of two unitary
authorities in each two-tier area across the country reduces the realisable benefits to £1.0bn, with the average
cumulative five year impact for a mid-sized authority area totalling £51m. In a three unitary scenario there would
still be a net deficit position of nearly £340m after nationally, with the five year impact for a mid-sized authority
area totalling -£1.6m.

Implications of alternative approaches and delivery models

One means of mitigating this requirement in certain service areas would be to consider establishing an

alternative service delivery model. For example, it might be possible to consider putting in place ac hi | dr e n 0 s
trust to deliver c h i | dsereigedacross an area previously served by a county council to avoid some of the

impacts of disaggregation. However, this approach has the potential to add additional complexity to the system

and would reduce the financial benefits associated with reorganisation.

The financial analysis has shown that while this scenario, in every area in England, could deliver a net benefit
over five years of £269m, or £22m for a mid-sized county, the implementation and recurring costs of a trust
reduces the benefit compared to both a single and two unitary scenario.

Non-structural reform and enhanced collaboration (where the two-tier system is retained) can offer financial
benefits and would clearly avoid the consequences associated with disaggregation. However, the benefits likely
to be delivered through these sorts of arrangements are typically lower, take longer to accrue, and require
relatively complex governance and oversight.

Scale and local government reorganisation 6
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Risk/resilience

This theme relates to the risks that will arise in instances where disaggregation is required in order to establish more
than one new unitary in a county geography.

m Impact of scale

While there is no inherent connection between the scale of an organisation and its ability to manage risk in
absolute terms, the fact that the majority of the critical care services are currently the responsibility of county
councils is a particular challenge in the debate about local government reorganisation. The scale of the councils
engaged in the management of services such as ¢ h i | dandeaduit social care, has enabled them to develop
the capacity and safeguarding arrangements required to support and protect some of the most vulnerable
people in society. Furthermore, it has provided these organisations with the ability to manage their supply
chains more effectively than might otherwise be the case.

Conversely, smaller organisations have a tendency to rely on smaller teams, where levels of fragmentation
(individuals and teams with multiple responsibilities) tend to be higher. In such instances, there is greater
likelihood of single points of failure occurring, which can undermine the ability of those organisations to manage
risk as robustly as might otherwise be the case.

Impact of disaggregation

The process of disaggregating county services would pose a risk to some of the more critical areas of local
government provision. For example, when considering what this might mean for ¢ h i | dor &dultésacial care
services, a number of issues become apparent:

0 There is already fierce competition when recruiting to senior leadership roles in local government.
Increasing the number of authorities overall may increase the demand for senior leaders in an employment
market that is already struggling to provide candidates with sufficient experience.

service delivery and increase the risk of disruption to critical services and safeguarding arrangements.

0 The process of disaggregation could favour one newly created authority over the other in terms of how the
experiences and knowledge of individuals is distributed. This would need to be considered when examining
potential options in any geography.

0 Disaggregation introduces additional parties into the system which could create a competitive environment
for third party providers, potentially creating instability in care markets and impacting on the capacity and
quality of commissioning.

0 Disaggregation can cause fragmentation of strategic oversight, limiting the scale of information available
and increasing complexity within the system.

0 Disaggregation of enabling and support functions (e.g. HR, finance, customer management) will require
further investment to ensure they can remain operational.

0 Disaggregation has the potential to drive longer-term disruption in terms of diluting teams, and undermining
attempts to attract and retain talent.

Implications of alternative approaches and delivery models

A further consideration would be the addition of a trust into a reorganisation model. While the ambition and
design principles of an alternative delivery model would be to deliver better outcomes, the creation of such a
vehicle would - amongst other aspects - require additional leadership posts and governance arrangements. This
would lead to additional costs and further complexity to an already crowded system, creating further points of
interaction and potential points of failure. It also has an impact on how commissioning and the care sector or
market is managed and whether stability of provision can be maintained. In addition, there is limited evidence
that the implementation of these types of models can lead to an immediate improvement in service outcomes.

Scale and local government reorganisation
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Performance

This theme relates to the potential impacts of scale and disaggregation on service performance.

m Impact of scale

One of the attractions of the unitary model is the inherent simplicity associated with operating a single
organisation responsible for all local government services in an area. While the evidence base linking scale and
local authority performance is relatively inconclusive, in areas where performance in county council services is
improving or high, it is likely that the process of disaggregation would have a detrimental impact.

In addition, increasing the scale at which a local authority operates has the potential to facilitate improvements
in performance by providing opportunities for integration with other service providers.

There are arguments that organisations can become too big and that in doing so they become inefficient and
unable to respond to resident needs and demands effectively. However, there is relatively little evidence to
suggest that large authorities cannot be agile and efficient in their operations or that arrangements cannot be
put in place to address these challenges.

To future-proof services, drive change and deliver savings there needs to be the ability to invest and drive
innovation. There is greater capacity and resilience in a larger council to be able to achieve this aim.

V{ﬁ? Impact of disaggregation

The process of disaggregation has the potential to disrupt performance across a range of service areas, but the
implications of this are particularly stark in relation to people services:

0  Thereis a risk that there could be substantial disruption in unpicking joint commissioning and integrated
management structures which have been the result of careful redesign, any reversal of this will be
perceived as a fAstep backo.

0  The processes of breaking up partnership - for example, unpicking existing health Integrated Care
System (ICS) arrangements - is likely to be a very complex and resource intensive exercise which
woul d cause a fisubstantial distractiond to service

0 Shared services that go beyond county boundaries add a further layer of complexity when considering
disaggregation. In such instances, shared service arrangements would either need to be terminated,
putting both parties under pressure - one for loss of service the other through loss of income i or
another possibility would be that one party would continue to provide the services which would take up
a much higher proportion of its capacity, putting the organisation under increased strain.

0  Alongside breaking up existing enabling and support functions (e.g. HR, finance, customer
management), further complexities and inefficiencies could be introduced into the system through
disruptive changes to established ways of working and other key enablers (e.g. workforce
management, technology).

0 Disaggregation introduces additional parties to the system. Increasing the number of organisations
working has the potential to make what may already be relatively complex arrangements even more
complicated.

:!FE Implications of alternative approaches and delivery models

There is relatively little evidence the implementation of alternative delivery models of the type examined in this
report leads to improved performance. The creation of additional processes and the need for an intelligent client
function introduces new steps to the system, building in additional complexity. There is the potential that existing
arrangements to manage and safeguard data are undermined, further impacting the performance of any new
organisations created.

Scale and local government reorganisation 8



Place implications

This theme concerns the role that scale can play and the impact of disaggregation on the ability of new unitaries to act
as effective place shapers in their geography.

0]

Scale and local government reorganisation

Impact of scale

The establishment of larger authorities, with responsibility for strategic and operational functions covering an
entire geography, offers a number of advantages. The benefits of strategic growth and planning can be
maximised when delivered at scale across a wider area and potentially attract more inward investment.

The need to facilitate the building of a large number of new homes each year creates a major pressure on all
local authorities to navigate the links between housing need and demand, planning, and wider infrastructure
planning, financing and delivery. However, the availability of land does not always reflect local authority
boundaries. The process of reaching agreement to manage these issues in a coordinated fashion across a
broader functional economic area would be more complicated between multiple authorities than it would be
under a single entity operating at scale.

The ability to communicate as a single or coherent voice for the place is important when trying to reshape a
whole system. This coordination can help an authority get into the position of being seen as an equal player with
large investors and government. A number of the organisations engaged during the development of this report
stated that operating at scale had enabled them to attract larger multinational corporations to invest.

Impact of disaggregation

The process of disaggregating county-wide strategic services has the potential to drive a range of challenges:

A more complicated stakeholder landscape can lead to less efficient decision-making and can reduce the
effectiveness of some relationships. More effort could be expended in looking for the right person to speak
to rather than building trusted partnerships aiming towards a unified purpose and delivering tangible
outcomes.

Disaggregation can create and concentrate economic disparities between new administrative boundaries.
Any disaggregation could also create a situation where one new authority does not have a sufficient core of
urban population which will mean it is less resilient and has increased service pressures for a dispersed
population. These implications need to be considered in any options appraisal exercise.

Another consideration regarding the relationship between scale and decision-making is in county areas that
have a | arge rural footprint. Disaggregation can |
voiceb representing a place can be | ost, as well as
between the new areas. This needs to be considered in any options appraisal exercise.

Place identity and brand are key levers to encourage and attract investment, disaggregation could hamper
efforts to effectively position county areas to exploit opportunities for growth and develop an international
profile.

Implications of alternative approaches and delivery models

The establishment of combined authorities covering new unitary councils is a potential opportunity to mitigate
these challenges. It has been suggested in some two-tier areas that through the process of reorganisation,
disaggregated smaller unitary authorities could delegate strategic growth functions, such as transport, to a new
combined authority to maintain strategic scale in delivery.

However, the creation of combined authorities does not necessarily guarantee that the challenges of
disaggregation on economic growth and housing functions can be easily mitigated. Through disaggregation,
points of failure in the devolution negotiation process are increased, while there is currently no precedent for the
simultaneous creation of unitary councils and a strategic delivery body for economic functions.

mi
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Covid-19

This theme relates to the lessons learnt from the Covid-19 crisis and the ongoing recovery, and what they might mean in
the context of the debate about local government reorganisation.

Impact of scale

Operating at scale can enable more effective responses in times of crisis - as has been demonstrated during the
response to Covid-19. Though local government has responded well to the virus in both single and two-tier
areas, the experience has highlighted the potential of larger organisations to maximise the power of more
substantial data analytics and reporting, and more straightforward governance arrangements.

Areas with consolidated responsibilities typically benefit from a simplicity in governance, meaning that they can
respond to crises quickly and in a coordinated manner. Typically, scale has enabled larger authorities to be
more resilient to financial shocks, ensuring they are more likely to be able to maintain service delivery in times
of crisis.

Increased scale does not necessarily mean a disconnection from communities. Although to ensure that the
community voice is heard, local governance structures need to give appropriate consideration to the options
appraisal and design phases of reorganisation.

Structural changes in a system can offer opportunities for different approaches to local governance and
renewed roles for town and parish councils. The Secretary of State for Housing, Communities and Local
Government has expressed that town and parish councils should be empowered through the reorganisation
process.

Impact of disaggregation

The process of disaggregation has the potential to result in several challenges, particularly relating to the ability
of authorities to recover from the pressures associated with responding to Covid-19:

0 Disaggregation significantly reduces the potential for reorganisation to meet pre-existing funding
shortfalls and contribute towards service sustainability over the next five years. A single unitary could
reduce the average mid-sized county funding gap by 34% compared to 14% under a two unitary
scenario, and 6% under the a two unitary and trust model.

0  The process of disaggregation could result in an uneven distribution of local income streams and
impact post-Covid financial sustainability. Across two-tier areas there are inconsistencies in
opportunities for income across individual or clusters of districts. Some are much stronger - and have
benefited from a high business rate base or income from fees, charges and commercial income due to
large shopping developments or transport hubs.

0 Disaggregating authorities could place disproportionate pressure on the newly created unitaries
depending on the geography and size of the new organisation.

0 Disaggregation has the potential to disrupt the delivery of key strategic functions (e.g. adult and
childrendéds social care, fire and rescue services)
Covid-19 but also to the future recovery from the pandemic.

Implications of alternative approaches and delivery models

Non-structural reform and enhanced collaboration (where the two-tier system is retained) could potentially build
on some of the successes that have been seen in mobilising and responding to Covid-19. There have been
good examples relatively recently of two-tier areas responding well to other types of crises (e.g. the response to
extreme weather and flooding in Derbyshire).

However, the scale of the Covid-19 crisis has been unprecedented. It has thrown some of the issues explored in
this report into sharp focus and has asked further questions about the resilience of the two-tier system.

Scale and local government reorganisation 10



Summary and
reflections

The analysis undertaken during the development of this
report has shown that in any assessment of local
government reorganisation the implications of both scale
and disaggregation need to be taken seriously.

Importantly, as we approach the publication of the
governmentds much anticipated
key insights to inform the potential criteria for structural

reform, including population thresholds, and new evidence

in which to judge what are likely to be competing proposals.

All of the scenarios examined by this report represent
potential options for reform, as does retaining the existing
two-tier system of local government.

Of the four scenarios analysed, it is clear that in financial
terms the implementation of single unitaries in each of
England's two-tier areas would deliver significantly greater
benefit.

It is also clear that should an alternative approach be
pursued, the process of disaggregating current county
services does present a number of material costs, but also
non-financial risks and complexities.

Where reorganisation is being considered, the evidence set
out in the report should be used to inform the development
of local proposals.

The evidence should be considered alongside the
government 6s fAtestso for new
to assess whether the establishment of new councils would
deliver improved outcomes, stronger leadership, provide
opportunities for service transformation, reflect a credible
geography, have broad support from stakeholders, deliver
efficiency savings and be sustainable over the longer term.

Scale and local government reorganisation




2

Introduction and context




Introduction and context

What is the current context?

The events of the first few months of 2020 have been
unprecedented in modern history, with the response to,
and recovery from Covid-19 consuming the attention of
all sectors and all levels of government.

The focus now is on reset, recovery and renewal, with
government also starting to return to key policy
promises. Public sector reform, structural change and
devolution are areas of potential change that had
already gained renewed interest and currency in the
months before the pandemic took hold. As the debate
about issues of fairness, equality and prosperity
continue, they are all being connected to the
gover nmd retv@dpdyendag

A number of significant policy and funding issues
impacting local government have also been postponed
due to the Covid-19 crisis. The financial debate has
been heightened ahead of the outcome of the Spending
Review - now due in the autumn - and by new pressures
all councils are experiencing as a result of rising costs
and a reduction in income streams.

Though the global pandemic has delayed the
publication of the Devolution and Local Recovery White
Paper, its publication is now imminent. Many
commentators and the local government sector more
widely are anticipating that a new round of local
government reorganisation will be triggered as a result.

In developing the White Paper and any local proposals
for reform, careful thought needs to be given to a wide-
range of evidence to inform the scale and number of
new unitaries which should be established in any given
geography. If more than one new unitary were to be
created in a county area, this may require services that
have been previously delivered across the whole place
to be splt or disaggregated across multiple
organisations.

Relatively little attention or detailed analysis has been
paid to the complexities associated with disaggregating
current strategic services. This report identifies and
considers some of the issues and potential impact of
disaggregation when splitting into multiple
organisations.

Purpose and structure of report

This report, commissioned by the County Councils
Network (CCN), is aimed at independently and
objectively evaluating these issues and the importance
of scale in proposals for local government
reorganisation. Particular focus has been given to the
potential benefits that can be achieved through
aggregation at county scale and the implications, costs
and risks associated with disaggregation.

The implications of scale and disaggregation have been
assessed through the prism of four unitary scenarios
based on current county council boundaries. All of these
scenarios are potential options for reform, as is retaining

It is looking increasingly likely that the
forthcoming White Paper will link
reorganisation with recovery and
devolution and that another wave of
structural change can be expected
over the next

the existing two-tier system of local government.

Other forms of reform could also be considered, such as
merging small unitary authorities with neighbouring
county and districts.

OO=

few vy r s\é

The report starts by summarising the policy drivers
influencing the reorganisation agenda and wider local
government landscape. It then summarises the twenty
lines of enquiry used in the report and analyses the
importance of scale and implications of disaggregation.

Much debate has taken place as to the optimum size of
the unitary authorities. Drawing on previous research
from 2006, a population threshold of 300,000 to 800,000

has commonly been cited. It presents new financial modelling carried out across all

twenty five county areas on the financial implications of
different unitary models and the potential financial

While the government is yet to formally set out its g ary e | )
benefits and implications of disaggregation.

position, the most recent official Ministerial statement on
unitary population size was made in June and outlined . . . . i
that unitary councils are expectedtobefis ub st ant i a?éil\gt' 9 ?stet;lﬁgﬁ,urztiént?:;ﬁy;W;gg;?—gty iﬂ?orgtlisri
excess of 300-400,000q It is anticipated that the White P ’ : ' Ing, P

Paper will provide further details on the criteria for Fhen t_seteksthto unpl_z:cig th(_e fll_nart1_0|al analysis trfo
unitary proposals. investigate the qualitative implications across the

identified lines of enquiry. The conclusion then seeks to
draw these findings together in a set of reflections to be
considered as part of the future debate on local
government reorganisation.

As we approach its publication, various areas have
been public in their desire to consider reform i e.g.
Surrey, Somerset, Lincolnshire, Lancashire and North
Yorkshire. All proposals will be shaped by the White
Paper and the local context of their areas.

Scale and local government reorganisation 13



Introduction and context

What was the approach taken for the
study?

In order to ensure a balanced analysis and evaluation of
the importance of scale in proposals for local
government reorganisation the following methodology
was undertaken:

A Financial model and quantitative analysis: The
approach taken and assumptions underpinning the
estimated financial benefits and costs associated
with the adoption of a different unitary model across
all county areas in England are set out in the
appendix.

A stakeholder engagement: A series of stakeholder
conversations were held with a representative group
of county councils, alongside existing unitary
authorities, in order to establish a better
understanding of the local and regional landscape.
This included gathering information regarding
service delivery, strategy, vision and priorities for
places, and existing partnerships.

A Desktop research: Analysis of views and evidence
from a range of sources was undertaken, including
previous analyses of local government
reorganisation, as well as evidence relating to the
costs, risks and implications associated with
disaggregating into multiple authorities (e.g.
research findings relating to the correlation between
council size and performance, views of Ofsted, the
Care Quality Commission and other regulators).

A Developing key lines of enquiry: Twenty key lines
of enquiry were developed through understanding
the context in which the issue of disaggregation is
being explored.

A Qualitative analysis: As well as the key lines of
enquiry, five themes were also applied and were
used to inform further discussions  with
representatives from authorities in a number of
different areas across different geographies.

What do we mean by disaggregation?

In instances where reorganisation is being considered,
thought needs to be given to the number of new unitaries
that could be established in any given geography. If more
than one new unitary were to be created, this may
require services that have been previously delivered by a
county council to be split or disaggregated across
multiple organisations.

Any proposal that requires the disaggregation of current
services will need to take account of the following issues:

A Duplication of support and customer functions such
as HR, finance and customer management.

A Challenges in appointing to the newly created
positions and leadership roles in particular.

A Additional governance structures increasing
complexity and potentially adding to the transaction
costs in the system.

A Lack of a coherent, single voice for the place which
could lead to competition/contradiction in messaging
and prioritisation of outcomes.

A Increased complexity in partnership working with key
players such as the NHS, fire and rescue, and police
due to increased numbers of stakeholders and
SYSICINCH

These issues will need to be considered alongside the
gover nmahné éfers mew unitaries, which are
designed to assess whether the establishment of new
councils would deliver improved outcomes, stronger
leadership, provide opportunities  for  service
transformation, create a credible local geography, deliver
efficiency savings and be sustainable over the longer
term.

The study has drawn on —
multiple sources of data, 0 O_

insight and intelligence from
local authorities...

Scale and local government reorganisation




Introduction and context

What are the key issues explored in this report?

This report is focussed on understanding what the most significant issues are when considering disaggregation of local
authority services and the level of impact that change might have on those services and outcomes for residents. To
inform the analysis set out in the report, both gqualitative and quantitative approaches have been taken. The summary of

the issues they assess are outlined below:

A Qualitative: exploring the issues of disaggregation, their impact and where that impact will be felt on places,
residents and the council itself. This analysis was undertaken through desktop research and discussions with relevant

organisations and individuals.

A Quantitative: financial methodology and assumptions used are set out on page 66; calculating the financial impact of
disaggregation at both a macro (across all county councils) and local level; consideration of the benefits and costs of
change and how both might be impacted depending on the quantum of disaggregation in a particular place.

This has led to the development of twenty key lines of enquiry. These are outlined below:

Key lines of enquiry in evaluating the importance of scale in proposals for local government reorganisation

Scale and aggregation. What are the benefits of
aggregating non social care services?

Economies of scale. Does an increased number of
smaller organisations equate to higher costs?

Transition costs. What is the cost to disaggregate into
multiple authorities?

Two-tier and single-tier. What are the issues of two-tier
and single-tier functionality/performance?

Workforce and leadership. What are the implications of
scale on workforce and leadership needs?

Corporate memory. What is the impact on corporate
memory where there is disaggregation?

Role of the market. What is the impact of scale on market
sustainability?

Fragmentation. What impact does fragmentation have on
service design and delivery?

Splitting care services. What would the impact be of
disaggregating services?

Alternative models of delivery. What is the impact of
moving to alternative delivery models?

Impact of scale on performance. Do larger organisations
perform better?

Integration and Partnership working. What are the
optimum arrangements that enable effective partnership
working?

Clarity of interactions. What are the challenges for
partners where they need to interact with multiple parties?

Place shaping. What is the best structure to capitalise on
cross-boundary opportunities a deliver better outcomes at
scale?

Economic growth and inward investment. What is the
impact of scale on growth and investment?

Governance and decision-making. What are the
acceptable models of governance for areas that represent
over 800k people?

Sustainability of service. How resilient are smaller
authorities to financial shocks or rises in demand that have
not been anticipated?

Funding and income streams. What are the potential
risks to funding and income streams?

Delivering in crisis. What structures and governance
provide the best conditions for successfully managing the
response and maintaining service delivery during a crisis?

Community. What does 6goodd | ook
engagement with local communities? Does it follow that
smaller organisations are closer to residents and
businesses?

Scale and local government reorganisation
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Introduction and
context

What are the themes that the key lines of
enquiry cover?

Following discussion of the key lines of enquiry the
following five themes emerged. These were used to
frame both the qualitative and quantitative analysis. All
five themes were given equal attention as previous
studies into scale and disaggregation have focused on
financial and cost implications, losing sight of the
impacts on both residents and the place as whole.

Risk/ Resilience
Risks to organisation and
service resilience.

Performance
The impact on organisation
and service performance.

Place Implications
The impact of scale on
governance.

Cost
Financial costs and benefits
associated with
reorganisation.

lalln
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Drivers for change




Why Is reorganisation being considered

now?

Why change?

Across most two-tier areas, positive progress has been
made towards collaborative working despite ongoing
financial pressures and increasing demands on
services. That said, many in the sector feel that the
parameters two-tier authorities are working within are
reaching the limits of what can be achieved in relation to
driving cost savings, better outcomes and more aligned
service delivery.

Tackling the Covid-19 pandemic has both increased
financial pressure on public services but also highlighted
that there is a need now, more than ever, for an
integrated, joined-up approach. This applies to the place
- both in terms of infrastructure and the economy - to
service delivery, to meeting demand and ultimately, to
improving outcomes for citizens. Even before Covid-19,
local authorities were continuing to operate in an
uncertain climate, particularly in relation to income
streams and a lack of clarity regarding the longer-term
financial settlement and outcome of the Spending
Review. Moreover, the impact of the economic downturn
as a result of Covid-19 requires an unrelenting focus on
recovery and supporting the jobs market.

What are the drivers for change?

It is not just the financial and economic challenges facing
local government that have prompted the need to
consider change. Many hold the view that there are
additional benefits to the unitary governance such as:

A Efficiencies: Local authorities have been required to
make significant revenue savings since 2010/2011.
However, some areas have not yet achieved a
balanced budget position or ongoing financial
sustainability. Any new structure will need to provide
the means to enable further efficiencies.

A Economy: There is a need to build an effective base
for economic recovery post-Covid and for taking
advantage of opportunities to work with key
stakeholders such as central government, investors
and partners for inclusive, environmentally
sustainable growth. Any new structure should enable
this type of collaboration and provide a single
powerful voice for the area covering local priorities,
funding and strategy for the future.

A Place & Transformation: Longer  term
transformation of services and outcomes for a place

there is clear and accountable leadership which is
responsive to local communities. Town and parish
councils also need to be able to operate effectively as
well as any locality arrangements that are in place.
There is potential to enhance the responsibilities of this
tier of local government, as has been the case with
previous rounds of reorganisation.

Sustainability

In 2019, PwC were commissioned by CCN to undertake
an independent analysis of the financial pressures that
local authorities in England have experienced (and will
continue to do so) over the period 2015-2025.1 This

included detailed modelling on the estimated 6 s pendi ng

n e e i different types of councils, incorporating
projected demand for services, unit costs and cost
drivers such as inflation.

The analysis showed that by 2024/25 county areas will
see the costs of providing services rise by £5.75bn, a
32% rise in costs.

Spending need and cost demand for county
areas

B District [l County
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Care costs are also set to rise during the same period, a
concern which has been exacerbated as a result of the
current fragility of the market. It is also anticipated that
district council services such as regulatory and waste
services will feel the impact of large increases in costs
over the course of the decade.

are key and a major plank of the gover nment 6s

levelling up agenda. Any future structure needs to
consider how to enable that approach and ensure
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Covid-19 has intensified the need for
greater efficiencies and cost reduction...

Spending need and cost demand for county
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The financial challenge

Previous analysis by PwC shows that, as a result of
rising costs and reductions in funding, county and
district councils are to face a combined cumulative
funding gap of £21bn between 2020/21 and 2024/25,
40.4% of the national funding shortfall.1

Revised funding forecasts show that funding provided at
the 2019 Spending Round reduced this deficit by 28%,
with a further reduction of £5bn possible by raising
council tax by a cumulative 12% over the next five
years. However, this leaves a remaining gap of almost
£10bn.2

Scale and local government reorganisation

The economic recovery challenge

As well as serious implications for p e o p lhealhs
and the NHS, Covid-19 is having a significant impact
on businesses and the economy.

Pressure on public sector finances is increasing in
part due to the rise in government spending to
support the economy as well as to reduce certain
taxes. For example, VAT receipts were 45% lower at
the end of June this year compared to June 2019,
while public sector borrowing in the first quarter of
2020/21 alone is now more than double the amount
for the whole of 2019/20.1

Indications of the scale of the impact on county
areas are already emerging. As of June 30th 2020,
3.5 million employees have been furloughed in
county authority areas, accounting for almost half the
England total (46%). 32 of the 36 county authority
areas have also seen their Universal Credit and
Jobseeker's Allowance claimant count at least
double between March and June 2020.2 In order to
tackle societal and economic problems of this scale,
a completely joined-up system across the public
sector is needed that is aligned to place, people and
outcomes.

The recent study by Grant Thornton (2020) supports
the need for a joined-up approach to economic
recovery. They found that county authority areas
face up to 5.9 million employees working in the most
6 arti ssécidrs, which accounts for just over half
(53.4%) of total employees. (Compared to 44% for
the Core Cities in England and 38% for London).3
They also project that Covid-19 could cause the
biggest decline in annual GVA (Gross Value Added)
output in county areas of 14.9% (London and Core
City averages are 13.3% and 13.9% respectively). In
total, 34 out of 36 counties face a decline in
economic output greater than the England average
of 14.3%.

With county areas already facing a significant
financial challenge before the crisis, Covid-19 has
intensified the need for greater efficiency and cost
reduction. The pandemic has given rise to an
unprecedented rise in short-term costs and lost
income for both county and district authorities. The
challenges posed by the post-Covid recession
require councils to consider the most effective local
structures to support recovery and the levelling up
agenda.
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