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The thesis examines the history, structure, organization 

and performance of direct labour organizations. The 

basic theme is that productivity in direct labour 
organizations is comparable to those of contractors 

despite the peculiar operating conditions which govern 

the activities of direct labour. If this is seen to be 

so then the less tangible benefits of direct labour will 

come into sharper focus. These factors have been 

identified as safety, training of apprentices, quality of 

workmanship, stability of labour and service to the 

community they serve. The thesis reviews these aspects 

and makes comparisons with contractors and uses case 

studies to amplify the discussion. The case studies 

consider direct labour and contractor organized construction 

sites and the effect of the building performance upon 

maintenance requirements for a series of local authority 

housing estates. The use of direct labour outside local 

authorities is discussed and finally the legislation 

affecting direct labour organization is reviewed. 
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PREFACE 

In order to understand DLOs as a movement it is important to seek 

their origins. In Chapter 1 the origins and development of DLOs 

are discussed and wherever possible source material is used to express 

the divisions of opinion which existed about the formation of municipal, 

building enterprise. Many of the arguments put forward in the early 

days of DLOs have found an echo in current debate. Chapter 2 examines 

the diverse management structures, accounting procedures, methods of 

obtaining work. The diversity found is testimony to the involvement 

of management bodies (Council Committee) of varying political complexions. 

The work is directed to comparing 'service' department (those DLOs 

which automatically do the whole or a proportion of the local authorities 

building work) or 'trading' departments (where the DLO merely acts as 

any other local contractor would). This teads us to Chapter 3 where 

the accounting procedures are discussed in depth. The reports made by 

government and other bodies with their recommendations for the tighter 

control of the financial side of DLO operations are reviewed and 

commented upon. Chapters 4 and 5 - the employers and trade union 

attitudes are explored. Chapter 4 investigates the employers and 

Conservative Party opinion. The combination of two distinct organizations 

into a single chapter may seem unconventional, however the uniformity 

of opinion is such that the two need to be considered together. The 

approach is also adopted in Chapter 5 on Trade Union and Labour Party 

attitudes. The principle underpinning this conjunction is that the 

trade unions have expressed industrial support for DLOs whilst the 

Labour movement have reinforced these views in the political arena. 

However direct labour is not the exclusive province of local government



and private industry has experience of its use. Chapter 6 uses two 

case studies to explore the benefit of direct labour to an industrial 

corporation and a major retailing chain. 

Productivity has also been a major issue. Chapter 7 reviews the factors 

influencing productivity, the manner in which productivity studies 

in the building industry have been done and then comments upon the 

studies which have compared the productivity of DLOs with that of 

private contractors. Chapter 8 uses the available data to compare 

DLOs and the private sector in terms of employment, output and training. 

Chapter 9 investigates the maintenance aspect of DLO operations. 

Finally some comparisons between DLOs and the private sector are 

made using the Department of Employment Housing and Construction 

statistics. In this employment, training and output trends are 

examined over the last five years in both sectors.



INTRODUCTION 

An abiding theme of the debate within the construction industry 

in the 1970's has been that of direct labour organizations. 

Much of the discussion has centred upon the validity of expanding 

DLOs into the arena of new building work, little opposition to 

the repairs and maintenance aspect of their operating has been 

observed. Yet the debate has often been clouded by political 

adventures, either in attempting to close down DLOs where they 

are proven entities or to unrealistically expand them at 

inappropriate times. 

The project attempts to view DLOS as organizations with a part to 

play in the provision of socially necessary facilities for a 

particular geographical area. It reviews the literature on 

the subject and undertakes a small study to compare the productivity 

of a DLO against that of a comparible contractor. This of itself is 

an acceptance that the arguments about productivity which have 

permeated the debate are important. In any society where resources 

are scarce, social policy should be designed to optimise such resources 

for the maximum benefit of its inhabitants. 

To this end the manner in which DLO performance is reviewed is 

given extensive coverage. However, productivity is not an end in 

itself; other considerations will appear in the equation, industrial 

relations, safety, training and above all the quality of the built 

environment. It is this latter point which will influence how 

people respond to their immediate environs.
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Now if DLOs can be seen to be equal to or better than the private 

sector in terms of productivity then the ancillary factors need 

to be weighed more carefully than before. It is the hypothesis of 

this project that the fundamentals of productivity are not worse 

than those of the private sector but that the consequential benefits 

of DLO type organizations proffer many advantages to the community H 

which they serve. Quality of the built environment is therefore measured 

as an important comparison. 

DLO s began some 80 years ago with the intention of service and 

whilst this idea has inevitably changed over time, the fundamental 

concept remains. The reductionism of the productivity argument needs 

to be balanced with a wider view of DLO s and the organizational 

framework in which they work. The project reviews the all round 

performance of DLO s, point out the strengths and weaknesses of their 

organization.



CHAPTER 1 

THE HISTORY AND DEVELOPMENT OF DLO Ss 

The current debate concerning the role and efficiency of DLO s is 

not a new one. Since the development of direct labour organizations 

they have been susceptible to political influences from Many quarters. 

This chapter traces the factors that have influenced the growth and : 

development of DLO s. In part these have been political but the 

underlying concept has been the changing economic environment in 

which DLO s have had to work. 

The seeds of DLO s were set by the development of a Fabian group 

giving political representation on the London County Council. This 

group, although small, was influencial in the ruling Progressive 

Party. Under Fabian pressure the Progressives enacted a by-law 

which enforced contractors working on LCC contracts to abide by 

Trade Union agreed conditions. The background to this by-law was 

agitation from the Fair Wages Movement which had argued the case. 

The contractors' response to the Fair Wages clause in contracts 

was firm with tenders being lifted to accommodate increased labour 

costs. 

This reaction combined together with two other important factors to 

ensure the setting up of the first municipal DLO in 1892. One important 

incentive for the establishment of DLO was public concern over 

corruption scandals associated with building works let by the 

Metropolitan Board of Works (the forerunner of the LCC). Another 

was allied to the housing crisis pertaining at the time. 

“London County Council



During the 1860's and 1870's speculative builders constructed 

thousands of working class dwellings for rent. After this boom 

they became reluctant to commit resources to this form of investment. 

Their reasoning was sound given the prevailing economic conditions, 

wages were generally regarded as poor, unemployment was high and 

these economic difficulties made regular rent contributions somewhat 

problematic. In consequence the speculative house market shifted 

to middle class housing for sale. Pressure groups were set up to 

re-establish the provision of working class housing, perhaps the 

best known of these was the "Workmans National Housing Council" 

which demanded action on the slums and actively compaigned for 

municipalities to be directly involved in housing provision. 

The establishment of a DLO was clearly a bold move, many other 

services now seen as the prerogative of local authorities were 

still run by private individuals. To many the establishment of 

such a municipal enterprise was revolutionary. Concepts of 

individual entrepreneurial activity associated with the Victorian 

era were still widely held. 

As John Burns, one of the early Fabian Leaders, commented 

"The establishment of a works department by the County Council 

was inevitable. It was forced upon us by contractors 

themselves. It owed its inception more to the faults 

and failures of the contractors, their withdrawing their



tenders, and their systematic cornering of the Council, 

than to any initiative on the part of the labour members. 

The new Department has completely revolutionized the old 

corrupt order of things. It has made the County Council 

independent in its public works." 

The first contract awarded to this new DLO was a sewer in Battersea. 

Like most contracts today this particular job was won in competition 

with contractors. The lowest tender received from a contractor 

was £11,000. The new DLO estimated the costs at £7000. The final 

account came to £6854. In the early days of the LCC the Direct 

Works Department was responsible for smaller contracts whereas 

larger contracts were awarded to the Private Sector. LCC Direct 

Works were primarily responsible for school and council office 

building and in the earliest days did not undertake house building. 

But under pressure from the Labour members the DLO was used to 

check contractors' prices. The early successes of the LCC DLO were 

noted by surrounding local authorities, Battersea set up a DLO in 

1894 and West Ham followed in 1896. The work undertaken varied 

according to local needs. For instance, the Battersea DLO undertook 

to construct the Battersea Power Station and contracted the first 

mass council house estates (although small developments of local 

authority housing had taken place in Birmingham) . The venture in 

Battersea progressed so well that all local authority work was done 

by the DLO. Clearly such a move was bound to cause controversy, 

in the main the criticism was based upon the cost effectiveness of 

such carte blanche handling over of work. There were other views:-
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"The profit and loss fallacy is not indulged in at Battersea. 

I gathered that good materials, good and expeditious 

workmanship and proper conditions of labour were the 

points to be aimed at and whether the eventual cost came 

out above or below the estimate, the community benefited 

in the end." 

Mr. Williams, Architect to Battersea Local Authority {79) 

The new DLO was inevitably the subject of controversy and became 

a focal point of the local elections of 1908. In this election 

the Progressives lost control of the LCC. and the incoming party - 

the 'Moderates' proceeded to dismantle the DLO with the labour 

force of 3000 laid off. 

The closure of the LCC Direct Works Department resurfaced as an 

election issue in 1910. An electoral address in South West Bethnal 

Green sums up the indignation:- 

"The works department was established to secure just conditions 

of employment to men engaged on the council's work and to 

protect the ratepayers from being imposed upon by contractors 

in the large public works required for a population of nearly 

five millions. One of the first actions of the "Moderates" 

was to appoint an outside auditor, Mr. Waterhouse, to report 

on the management of the department, but this gentleman 

certified that the ‘present position of the department 

from a commercial point of view indicates sound and careful 

Management". This department had secured the hositility of



the contractors, and though large works still remain to 

be carried out the Moderates had a forced sale of the 

valuable plant belonging to the ratepayers at far below 

its price and at a time when the labour market was at its 

worst - 3000 men were turned out on the streets. We shall 

take the first opportunity to secure the direct employment. 

of labour under the council and the re-establishment of a 

G6? works department." 

The progress of DLOs was then stalled until after the first world 

war. During the war the housing programme was halted and 

obviously the quality of the housing stock declined. It was not 

therefore until after World War 1 that DLOs became a larger 

component of the construction industry. There are several 

reasons for this development in the post war period. 

Firstly, the policy of 'Homes fit for Heroes' demanded serious 

attention to a construction programme. In order to encourage 

local authorities to build houses (not necessarily by DLOs) 

housing subsidies were set up. In 1919 the government paid a 

subsidy of £3 ~- £4 per annum for every house completed. 

The subsequent Chamberlain Government increased this subsidy to £6 

but a rider to this grant was made. Government Circular No.388 

stated that DLO schemes should be small, if they were large in 

comparison to the private sector housing construction then the



subsidy would be withheld. The first Labour government of 1923 

increased this subsidy to £9 and lifted the proviso laid down in 

Government Circular 388. This was an emphatic move in the . 

development of DLOs. 

The second point encouraging the growth of DLOs was that of 

inflation. Between the years 1914-1921 inflation in key building 

materials was dramatic. A sample is given below a 

Wages we 170% 

Timber oe 300% 

Slates oe 225% 

Lime oe 200% 

Baths BS 284% 

From these inflationary rates contractors were accused of profiteering. 

The evidence for this is uncertain but the allegation combined with 

vigorous compaigning by Trade Unions and Labour organizations led the 

Chamberlain Government to set up a report on house building. This 

report recommended that Liverpool Council set up a DLO and built 

houses as an experiment. In many ways the role of DLOs was 

envisaged as a check on contractors' prices rather than a municipal 

enterprise. The Liverpool experiment was considered a success and 

many other local authorities followed in Liverpool's wake. Some 

examples might illustrate the point. In 1920 Hull built 350 houses 

at an average of £929 each. The lowest outside tender was £1026 

each. In Newbury a similar picture emerges. The DLO built houses



for £700 whereas the lowest tender was £875. In 1921 Bangor 

estimated the costs of houses to be £1,000, the actual costs 

were £800. In Newmarket the DLO estimated costs of £875 per 

house and actually built them for £760, the lowest tender being 

£1040. In 1923 Manchester recorded a saving of £100 per house 

over contractors' prices; furthermore they observed that the 

DLO constantly gave better quality. 

From these recorded examples the growth of DLOs was set. 

Furthermore the geographical spread of operating DLOs is 

significant. Between 1919 and 1920, 70 new Direct Labour 

Organizations were sanctioned, involving the construction of 

5855 houses. This seems little by contemporary standards but 

the total number of houses built under the 1919 Housing Act was 

43,700. The 19 DLO schemes of 100 houses or more are listed 

beiow es | 

Barnes ae 104 Basingstoke 5 157 

Bedford oe 410 Birmingham ae 500 

Cadworth or 126 Itchen oe 176 

Kingston-on-Hull 250 Lancaster we 150 

Ledbury me 200 Liverpool ne 500 

Llantrisant 200 Manchester .- 500 

Norwich oe 144 Swansea o. 150 

Tonbridge ae 226 Tottenham ae 200 

Walsall as 200 West Hartlepool .. 2 

Worcester o- 100
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By 1923 the case for direct labour had been established, tender 

prices for local authority houses began to decline. In 1924 pLos 

built slightly less than 10% (this figure is high relative to later 

proportions) of local authority new housing. However by 1948 this . 

had fallen to 8% and only 5% in 1974. This growth in the 

influence of direct labour had taken place against the economic 

background of the slump of 1920-4. During this period unemployment 

increased and trade union membership declined but the evidence for DLOs 

was now sufficient for them to stand on their own without the political 

backbone of the T.U. and labour movement to reinforce them. 

Labour Conditions 

One of the main arguments put forward by the advocates of DLOs in 

this period was the beneficial conditions which could be afforded to 

labour. However even amongst the proponents of direct labour there 

was not universal agreement upon the character of such conditions. 

Three distinct arguments could be observed. The first being that 

direct labour conditions should be as anywhere else in the private 

sector. The advocates of this argument desired a uniformity of labour 

conditions and pay with the private sector, hence neutralizing the 

argument that DLO s were feather beds of employment. ‘The substance 

of this decree was the fear that workers would get better conditions 

out of local authorities than from the private sector. The 

second went along the lines that conditions should be comfortable 

and certainly be better than the private sector. However
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such conditions should be the subject of negotiations between 

Trade Unions and the local authority. The third view was that not 

only should conditions be better than that experienced in the 

private sector but that DLOs should be the ground for putting into , 

practice the claims and demands of the Labour and Trade Union 

Movement, Whilst these three positions represented the broad 

strands of the arguments each local authority was free to decide 

the character of working conditions pertaining within its direct 

works department. Legal restrictions imposed an element of 

constraint. The Trade Union Act of 1927 forbade local 

authorities making T.U. membership a condition of employment 

within DLOs. Despite the debate about precise conditions of 

employment and the facility for local autonomy some generally 

agreed principles applied. The principle only concerned wages - 

it was widely accepted that DLOs should pay the T.U. rate. Some 

authorities took this further to suggest that whenever a dispute 

arose in the industry the DLOs should meet the claim. Clearly 

this was an open ended agreement and those authorities pursuing 

this line added the footnote that the T.U's. should not seek 

higher wages than they could achieve in the private sector. 

Many of the working conditions accepted as the norm today were 

pioneered by DLOs in the mid 1920's. ‘Wet time' became accepted 

on many DLOs, a 44 hour week became the normal working week, even 

holiday pay was accepted by some of the northern DLOs (this latter 

principle was not incorporated into the industry's working rule 

agreement until 1947).
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Another important debate conducted around the time was the 

xelationship between direct labour management and that of its 

workers. Again views polarized. There were some local 

authorities who argued for an identical industrial relations 

policy as that conducted in private industry, namely that the role 

of the shop stewards was to put forward grievances and such 

grievances would be negotiable with the DLO committee. The other 

view, commonly held in Labour controlled councils, was that the 

DLO should foster the spirit of collective responsibility. Such a 

policy entailed direct representation on the works committee. 

Various formats of this industrial democracy were experimented with. 

In Swansea a joint advisory committee was set up with workers 

elected from each craft, these representatives would sit with equal 

numbers of elected councillors on the housing committee. Its 

function was to review progress of works on the jobs, to report on 

the quality of the materials received and to recommend promotions from 

operative to section foreman. In Swansea this was merely a 

consultative committee. In Clay Cross, Derbyshire, the controlling 

authority, the Works Committee, comprised of equal numbers of workers 

and elected officials. The Clay Cross scheme was short lived due 

4/20) 
to the ambiguity of roles experienced by the worker Perreraneativese 

The advances, both in the organization and the volume of work under- 

taken by the DLOs, alarmed the representatives of the contractors. 

Whilst the issue of direct labour had featured as local election 

issues, little nationally co-ordinated campaigning had been conducted 

on the issue. 1927 saw the NFBTE publish "The Menace of Direct
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Labour". This campaign had its origins in the slump in house 

building for the middle classes. Work was scarce and contractors 

sought to recapture more of the local authority housing market. 

Observers familiar with the campaign by contractors prior to the 

General Election of 1979 will recognise the arguments. They were 

mainly couched in terms of the cost effectiveness of DLOs.. To some 

this point did not seem to matter, DLOs were not merely a question 

of saving money (if this is what they did) but were "a step towards 

the social organization of the future and as such must be supported 

b2e) by everyone in the Labour Movement". 

The defence of DLOs in this period was taken up by John Wheatley, MP: 

"It has been found by actual experience that public bodies 

can accomplish the work equally as expeditiously as the 

private builder, if not more so; that the cost of the work 

is generally less; that the quality of the materials used and 

of the work generally, is higher, because of the constant 

supervision of the public experts and the removal of incentive 

to use inferior materials and to scamp the work, and the workers 

Gy themselves are more satisfied." 

By and large the aggressive attitude of the contractors dissipated 

during the relatively prosperous years leading up to the second war. 

Yet Government committees felt sufficiently defensive to comment upon 

the workings of DLOs. The Barr Committee on Scottish Building costs 

in 1939 observed "The majority of witnesses who had experienced direct 

labour in connection with individual trades were agreed that this
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method involved greater costs but generally achieved a better 

standard of building". 

The Simon Committee on the Placing and Management of Building 

Contracts 1944, commented that: 

"The officers of DLO whom we have interviewed claimed 

that some savings had been effected by the use of these 

organizations. In several other cases while there was 

little or no difference in cost between the direct labour 

estimate and the contractor's tender it was claimed that 

the cost of maintenance subsequent to completion was less 

on these houses which were carried out by DLOs." 

Again, the Simon Committee: 

"We are satisfied that the best DLOs have built 

considerable numbers of good houses at prices comparable 

with contractors." 

“We have no doubt that the knowledge by the building industry 

that a DLO is in competition with those who tender serve in 

some cases as a valuable check on excessive prices." 

The period after the war saw a massive increase in the number of 

authorities prepared to use DLOs. In common with the aftermath 

of the first world war the post 1945 period was one of strength 

and militancy amongst the Labour Movement and secondly because of 

the deficit in housing and other building works prices were soaring.
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The first point meant that there were many more labour strongholds 

who were prepared to develop a DLO. Often local trades councils 

took the initiative in this matter and sent out investigative teams 

to look at the organization of successful DLOs and reporting their 

conclusions to the local authority. The second concerned the 

increases in building prices. The post war period saw the 

development of mass council house developments and often councils 

xequired DLOs to check contractors' prices. 

The year of 1948 saw the high point in DLO house construction — 

175,213 dwellings were constructed in this ene By 1949 there 

were twice as many DLOs in operations as in 1939. The move out 

of the "Age of Austerity" into the booming economic conditions of 

the 1950's meant that the DLO sector and the private sector of 

the industry conducted an uneasy policy of co-existence. 

DLOs experienced great difficulties in attracting and holding the 

scarce skilled labour. Plus rates abounded in the private sector 

whilst DLOs were firmly tied to official trade union rates plus 

the maximum 20% of earnings bonus. 

Economic conditions for the industry were sound, work was plentiful 

and output rose rapidly between 1951-57 but levelled out in 1957 

and actually fell in 1958. The amount of public money committed 

i) 
to public housing work fell by 20% during 1957-58. Work became 

tighter. Under these conditions new constraints were put upon 

DLO workings. The Ministry of Housing and Local Government in the
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MacMillan Government imposed a criterion that DLOs should win 

every third contract in competition with the private sector. 

This 1 in 3 requirement obviously had its impact upon the 

confidence and growth of DLOs. It jeopardized the continuity 

of employment which DLOs had used as an incentive for attracting 

and holding labour. By and large the private sector welcomed 

this new directive to DLOs but paradoxically they were arguing 

that DLOs could only be competitive in competition yet they 

could operate more efficiently if they had a secure workload 

obtained by negotiation. 

This 1 in 3 rule was revoked in a government circular of 1968 

(under the Department of Environment Minister, Anthony Crossland) 

although the circular was not an edict and the application of 

this rule was left to the discretion of local authorities, 

One other milestone is worthy of record at this juncture (although 

it will be elaborated upon later) is the Manual of Principles 

ey 
commended to DLO in 1969. 

In conclusion it is clear that influences such as market forces 

have compounded with political influences, at local and at 

national level, to induce uncertainty and uneven changes. 

Nonetheless DLOs have persevered and are at the centre of a major 

debate being conducted throughout the Building Industry. This 

is a testimony to its impact upon the industry.
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CHAPTER 2 

THE STRUCTURE AND CONTROL OF DLOs 

Local government reorganization in 1973 removed the fragmentation of 

local government and like many other departments direct labour 

organizations have become larger, and in consequence more viable units.’ 

Before the reorganization there were approximately 1450 local 

authorities which undertook direct works; post reorganization there 

are some 350 DLO s. The numbers employed by these organizations has 

not changed significantly. Hence the local government reorganization 

developed the strength of DLO s, neighbouring local authorities could 

rationalize their existing operations, leading to greater specialization 

and efficiency. Prior to reorganization many of the 1450 DLO s See 

involved in preventative maintenance and maintaining mechanical and 

electrical equipment in housing, schools and other local authority 

buildings. The amalgamat” of DLO s enabled them to undertake a different 

kind of work. Post reorganization some 300 of the 350 DLO s have under— 

taken new construction work. The Institute of Municipal Building 

Management confidently expect this area of DLO s work to expand, 

although the Bain's report which sanctioned local government reorganization 

said little about the direction of direct labour but the new local 

authorities have taken the initiative. 

The immediate effect of local government reorganization can be shown 

by taking two examples, the Metropolitan districts of Wigan and 

Sunderland. Wigan is a new district council which is a conglomeration 

of 14 different authorities. They all had their own small direct 

labour departments with Wigan Corporation being the only authority 

which had its own small capital works department which built local
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authority dwellings, small branch libraries and small primary 

schools under the borough engineer. Post reorganization all 14 

direct labour departments have been grouped together under a Director 

of Operations. Obviously there are problems, blending the different 

accounting systems unifying bonus arrangements etc. However, the 

primary point is that Wigan has a viably sized DLO to undertake 

major capital works in the district. Formerly this was not the case. 

In Sunderland the Metropolitan District was forged from the 01d County 

Borough of Sunderland, Houghton le Spring UDC, Hetton UDC, Washington 

UDC and some activities from Durham County. The County of Sunderland 

had a direct works department which tendered for schools, old people's 

homes, housing and civil engineering. Its turnover was £44 m. For 

example Houghton and Hetton both had small capital works departments 

which had turnovers of around £400,000. In the first year these merged 

DLO s had a turnover of over £11 m of which £7 - 8 m will be capital 

works. The reorganization has meant that the capital works section has 

rapidly expanded along with an anticipated increase in the housing 

maintenance field. 

Another aspect of local authority reorganization is that direct labour 

organizations have been afforded a new autonomy. Whilst DLO s were 

small units they often fell under the umbrella of the Architect's 

department, Borough Engineer's or Housing Department; such an 

organizational arrangement meant that DLO s did not have an independent 

identity. The reorganization of local authorities and the commensurate 

growth in the size of DLO s has meant that the DLO has had to be 

organized as a separate department with its own chief executives.
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Hence there has been a direct relationship (albeit the Bain Committee 

did not specifically foresee it) between local authority reorganization 

and the growth of DLO s especially in their ability to carry out 

capital works programmes. 

However, the reorganization of local authorities did present its 

problems for DLO s. Concomitant with the reorganization the Local 

Authority (Goods and Services) Act 1970 forbade the new DLO’s to 

carry out new work across county lines, although repairs and maintenance 

were allowed. Furthermore, DLO 's could not contract for work for 

departments that had been transferred to new Regional Health or Water 

Authorities. DLO s were merely left with new housing work as their 

capital works programme. For some DLO s this change significantly 

affected their workload. Swansea for instance lost 50 per cent of 

its capital programme overnight. The government recognised the 

difficulties that this particular piece of legislation created for 

DLO s and in recompense some 24 temporary orders were made from the 

Secretary of State to allow some DLO’s to do the former work. At the 

same time several metropolitan areas introduced Bills into Parliament 

to enable their DLO s to do work for other public bodies. 

The effect of the Local Authority (Goods and Services) Act mitigated 

the beneficial aspects of local authority reorganization. This was 

generally recognized by the Government and attempts were made to 

nullify the effects of this legislation in the 1976 Direct Labour 

ore re proposals embodied in this proposed legislation were to 

allow a DLO of any county or district council to work for any local 

authority, housing association or new town development corporation 

within the County. Secondly, DLO s were to be given the right to
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work in the private sector particularly in Housing Action Areas, 

General Improvement Areas or in houses formerly owned by the local 

authority. Finally, the Bill gave powers to the Secretary of State 

to give permission to DLO’s to work for other local authorities and 

to work for other public bodies such as the nationalised industries. 

However, the proposals in the Bill did not become law, it being 

withdrawn as a part of the Liberal/Labour pact formed in 1977. 

However the 24 temporary agreements were made permanent. 

In this way the structure of DLO's has been influenced by local 

authority reorganization and political forces. 

This extension of the capital works programme threw into focus the 

question of the structure of DLO s of which two .sic views exist. 

One recommends that DLO’s act as a service department and carry out 

work for the ‘client departments’ within the Council. The work, whilst 

based on an estimate, is charged at the actual cost, Obviously this 

cost is to include administrative expenses as well as the costs of 

labour, materials and plant. In some local authorities where the 

"service' principle applies, the DLO does not even produce an estimate 

of costs but merely monitors the financial progress of the work. 

The second type of structure operated by DLO s is that of a trading 

department. In this instance the DLO acts as a contractor and is 

subject to the same commercial discipline as any other tenderer for 

council contracts. Obviously the DLO is well placed to be on the 

client's selected list of tenders. Even when the DLO is a tenderer 

in competition with other contractors the practice of 'closed door
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tendering’ has somewhat eroded the principle of fairness. The former 

practice of inviting tenderers' representatives to observe the opening 

of the tenders has been disbanded in many local authorities. When 

the DLO wins the contract there are, of course, allegations that the 

tender was 'fixed', the DLO cutting their estimate to a figure below 

that of a private competitor. . 

The two formats described above are polarizations of structure but 

in many local authorities no clear distinctions exist between the 

two types of organization. Some DLO s based on the 'service! 

principle will act as traders for larger contracts and those DLO's 

primarily considered as trading departments will, on occasion, be 

asked to undertake work without a formal tender. The compromise 

position is often found. This comprises of DLO s combining the 

functions of the 'service' and 'trading' departments. Contracts 

above a certain cost estimate are put out to tender with the DLO 

being one of the invited tenderers. When this established cost 

estimate is not breached the DLO is automatically asked to carry out 

the work. 

Clearly the type of work will be influenced in determining the position 

of the DLO in relation to a particular contract. Positive repair and 

maintenance is almost always carried out by DLO s on the basis of 

a service. Little opposition has been met with regard to this 

particular aspect of the construction market. By and large the private 

sector is not geared up to meet the specific needs of maintenance 

unless it is let on mass job lots. To quote from the Conservative 

Westminister Council, "the advantage of direct labour is its flexibility
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because the council can control its priorities". Furthermore DLO s 

can be faster and more responsive to tenants' requirements. 

When DLO s began they acted solely as a service to other local 

authority departments. Many in favour of direct labour regret the 

erosion of this principle. The shift away from servicing and towards 

trading has been seen as an attempt to turn DLO s into quasi- 

contractors, operating similar management/worker relationships and 

with more emphasis upon financial control than hitherto had been the 

case. This shift has, of course, been the public sector's response 

to the allegation of ineffeciency and loose accounting procedures. 

The substance to the opposition to trading departments is that if the 

DLO is to be a local contractor then it and its workers must be subjected 

to much of the same pressures that apply to contractors, ive. fluctuating 

and uncertain workloads, casual employment, problematic cash flow and 

all the other difficulties which beset contractors in the construction 

industry. This is clearly not in line with the general philosophy of 

supplanting private with public enterprise. 

Control of DLO s 

The direction of the DLO is the responsibility of the council 

committee overseeing its activities. This is sometimes an uneasy 

relationship. when a local authority has established a direct 

labour department the question of what status it is to be afforded 

is often posed. Most authorities accept that the DLO should be 

subject to the same controls as to their other departments. It is 

within this concept that many DLO s falter, the special nature of 

the construction industry means that a DLO cannot be treated as any
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other council department. The tempo and complexity of a building site 

demands far more autonomy than can be offered in other departments. 

Also, DLO s are one service in which municipal enterprise is in compet— 

ition with contractors (unlike say public health, rubbish collection 

etc.). This unique situation demands a different managerial approach 

by the local authority. If the DLO s are to function in a competitive’ 

world, then the management structure should recognise this. Further- 

more, this should also be noted by the committee. The relationship 

between the relevant committee chairman and the chief executive of the 

DLO needs to be sound and the committee should merely lay down broad 

lines of policy. This policy should of course be directed towards 

producing a financial saving for the ratepayers. The committee should 

also monitor contracts in progress although the committee should not 

interfere with the officers of the DLO. (The latter point was stressed 

in the Maud report on Local Government Management.) Intervention into 

the management structure of a DLO is bad for morale and blurs the 

responsibility of the DLO management. 

Finally, the principle of corporate management needs to be considered 

in DLO s. The relationship between client departments and the DLO 

needs to be clear and unambiguous. 

To conclude, the structure of DLO s, whilst being a function of 

individual local authorities, has been collectively determined by 

political and administrative events. Namely, local government 

reorganization, the political process in and out of parliament, 

Further, at the local level the relationship between the controlling 

committee and the DLO needs to be clear so that the DLO can perform 

its function without undue interference.
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CHAPTER 3 

ACCOUNTING PROCEDURES OF DLOs 

One of the most controversial aspects of DLO structure is the 

accounting procedure. It is from this base that many of the attacks 

on DLO have been launched. In response to these criticisms the 

Government put forward circular 57/69 and followed it with a 

"Manual of Principles of Financial and Management Control for Local 

Authorities Carrying Out New Construction by Direct ee This 

document produced in 1969 set out to "consider financial and management 

control and to draw up a manual of principles for guidance of local 

authorities carrying out new work". The Committee drawing up the 

document did not see itself as advocates or detractors of DLO‘s as 

such. 

The first area of concern for this document was the role of the 

Management committee. By and large it advocated the independence of 

the DLO from other departments as commented upon earlier in this 

chapter. It did however add some further observations. Namely, that 

if the DLO breaks even or only shows a marginal saving against contractors 

prices then this means that the DLO is using more resources and is 

therefore less efficient. Whilst this deduction is not fully explained 

it presumably refers to the differential in price arising from the 

absence of the profit margin in DLO work. Although it is often 

suggested that DLO s should be cheaper due to the fact that they are 

non profit making this is discounted by those involved in DLO operations. 

The decasualized nature of the workforce means that extra payments are 

made as a benefit of DLO employment. Long service supplements, additional 

superannuation payments, the commitment of decasualization, holiday pay
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and sick pay all add to labour costs. In addition to these direct 

costs of employment hidden costs are also found. Training carried 

out by DLO s is not subsidized by the CITB and DLO’s are not eligible 

for training grants. Also many DLO s fulfil their statutory obligation 

under the Disabled Persons (Employment) Act. The employment of a 

disabled person is said to cost in the region of £1700 (at 1974 prices) 

in administration and special costs. The whole construction industry 

employs less than one per cent disabled persons, DLO s have a greater 

employment percentage than this. All of these factors add about 7 per 

cent to the labour rate. Assuming that this extra expenditure is 

profit it denies the argument that DLO’s should be cheaper because 

they do not make profit. So if prices are comparable and as DLO and 

contractors will spend equally on materials and subcontractors the 

losses are concentrated on labour. This is the area where any 

construction organization has the most discretion over control, 

The argument outlined above is of course based upon the premise that 

estimates of direct costs are precise and that the major variable is 

the mark-up. In practice estimating is often imprecise and the 

variations on tender sums will not directly reflect the percentage 

mark-up of a particular contractor but more the variability of applied 

unit rates for the work. In a sense contractors profit will be a 

measure of ‘insurance’ against unforseen circumstances and any adverse 

turn of events, the profit can be enhanced by greater efficiency than 

anticipated reducing overheads associated with good working conditions, 

If a DLO is tendering without this 'insurance' then unforseen circumstances 

can make it appear that individual jobs are running at a loss, But 

this ignores the built-in profit or loss arising from unit rates for
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items of work. Contractors will have the profit margin insurance 

whilst DLO s will not, therefore any adverse impression in estimating by 

the DLO will be immediately reflected in higher costs, whereas a 

similar occurance for a contractor can be offset by other jobs where 

the estimated rates have been generous. Overall the contractor may 

show a profit on a years trading and this is an acceptable outcome . 

but DLO's will be judged in the results of individual schemes. 

The second key observation concerns the continuity of work. The 

manual notes that continuity is an important component in the 

success of a DLO. The Local Authority can help in this manner by 

planning for a minimum level of work to be allocated to the DLO. 

This allocation however was to be based upon contracts won in 

competition as well as that taken by negotiation. Those contracts 

which are negotiated must be subject to satisfactory cost estimates 

and the capability of the DLO to provide the necessary managerial 

staff, plant and labour, in the qualitative dimension as well as in 

number. Another consideration when negotiation is envisaged is the 

experience of the DLO in the kind of work and its recent performance 

in terms of price and time. 

The manual accepts that there is a paradox contained within it. 

Continuity is sometimes difficult to reconcile with competition. 

The Manual states "For effective comparisons to be made with 

contractors!’ tenders, the Building Department should be required to 

compete for a considerable and representative proportion of its work 

subject to similar contractual conditions as a contractor would have 

to comply with". Statements expressing similar sentiments are made 

by the majority of commentators on the subject. There are those who
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believe that terms such as ' "considerable proportion" are far too 

vague and non-restrictive. Despite this, competition means that the 

DLO will not by the nature of things receive all the work in the 

authority and the manual recommends that the DLO management does not 

bank on winning particular large contracts to keep the resources 

moving. It comments that this can lead to unrealistic pricing and 

consequent losses, because DLOs could have the dubious advantage 

of informal liaison with the client department of the local authority 

with the possibility of inside information being available. 

Another intersting principle laid down by the manual concerns 

expansion. It advises management committees to limit the rate of 

DLO expansion. It was accepted that hard and fast limits were 

difficult to apply but its guidance put a limit of 25 per cent growth 

in turnover per annum and that no single contract should represent 

more than six months turnover. Despite these restrictions the Manual 

did accept the need for good progressive management of DLOs with 

the levels of autonomy mentioned in Chapter 2. The DLO manager must 

have the ability and authority to hire and fire workers but must 

retain a nucleus of technical and advisory staffs. Also managers must 

be given the flexibility to retain key staff - this improves morale, 

Also a stable labour force ensures the climate of continuity on which 

effective forward planning can take place. It is also suggested that 

management should be paid well in order to attract and hold the calibre 

of person necessary to run a large DLO. This means that not all 

promotions should come from within but that managers would often be 

better drawn from industry. However management and operative training 

should be an ongoing activity within a DLO.


