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ABSTRACT

The transformation of local government in South Africa has established a
complex model of multiple principals exercising municipal budget oversight on
municipal managers. However, earlier research has not sufficiently focused on
the phenomenon of the multiplicity of principals and its wider institutional
architecture, relationship dynamics and effects in order to understand the
institutional constellations of oversight principals, their behaviour and their
interactions on the municipal budget process. Particularly, an empirical
exploration focusing on understanding the experiences and perceptions of
municipal managers and oversight principals on oversight through the multiple

principal model remains elusive.

The aim of this study was to explore and describe the experiences and
perceptions of municipal managers, municipal councillors and the Provincial
Treasury on the multiple oversight principals’ model, its manifestations, dynamics
and effects on municipal budget oversight. The study utilised principal-agent
theory to develop a conceptual and theoretical framework, and utilised the
interpretive qualitative case study of the Western Cape to guide the research
process. A sample of respondents consisting five (5) municipal managers, one
(1) Provincial Treasury representative and ten' (10) municipal councillors from
municipalities in the Western' Cape were ‘interviewed for the study. The
transcribed data from the 16 interviews were analysed, using a qualitative
analysis method.

The study findings reaffirmed the existence of multiple principals bequeathed
with authority to exercise of municipal budget oversight in the Western Cape
Province. Strong evidence emerged that application of the multiple principal
model manifests independent, conflicting and fragmented budget oversight
relationships and behaviour between the Provincial Treasury and municipal
councillors during different stages of the municipal budget process. While the
study acknowledges that the model and its application generates both positive
and negative effects resulting in too complex, onerous and conflict-prone

oversight relationships, it also highlighted these effects as necessary intrinsic

Xiv

http://etd.uwc.ac.za/



attributes that do not necessarily have to manifest adverse consequences on the

municipal budget oversight.

These findings contradict the common-sense advocates for a collective model
that emphasises coordination to improve cohesiveness among oversight
principals, especially between the Provincial Treasury and the municipal
councillors. The findings confirm that the Municipal Finance Management Act
has consciously established a responsive system that distributes oversight
among autonomous political structures in order to comprehensively eclipse the
discretion of the municipal manager with varied and complementary oversight

expertise, energy and diversity.

XV

http://etd.uwc.ac.za/



LIST OF ABBREVIATIONS AND ACRONYMS

PAT
MPA
FFC
MM
SALGA
MPAC
ANC
DA
MFMA
MSA
SDBIP
WCPT

Principal-Agent Theory

Multiple Principal-Agent Theory

Finance and Fiscal Commission

Municipal Manager

South African Local Government Association
Municipal Public Accounts Committee
African National Congress

Democratic Alliance

Municipal Finance Management Act
Municipal Systems Act

Service Delivery and Budget Implementation Plan

Western Cape-Provincial Treasury

XVi

http://etd.uwc.ac.za/



CHAPTER 1. INTRODUCTION

1.1 INTRODUCTION

This chapter outlines the background against which the study is undertaken, as
well as the context for the research problem. It also describes the research aim,
guestions and objectives emanating from the shortcomings of the current
research and literature. In addition, this chapter presents the significance of the
study and its intended contribution within the articulated scope and limitations. A
brief overview of the research methodology utilised by the study is explained.

This chapter concludes with an overview of the structure of the thesis.

1.2 BACKGROUND AND CONTEXT OF THE STUDY

Accountability for municipal-finances-is-widely regarded as a critical requirement
for the consolidation of municipalities into democratic developmental, viable and
sustainable government structures. Thus, the new system of municipal
governance establishes processes 'and mechanisms geared towards
accountable management of municipal finances (Ababio, 2007; Munzhedzi,
2016). These processes and mechanisms -are institutionalised through various
laws, policies and regulations to promote accountability, fiscal discipline and

effective stewardship in the management of municipal finances.

Undoubtedly, municipal financial accountability constitutes one of the central
concerns of the post-1994 order for South Africa’s 257 municipalities. Several
scholars have alluded to municipal financial accountability as fundamental to the
existence and effective functioning of municipalities. Dalton-Brits and Van
Niekerk (2016: 118) highlight municipal financial accountability as an essential
requirement for promoting “effective service delivery”. Khalo (2013) suggests
that municipal financial accountability improves performance, safeguards against
unethical practices and mismanagement of resources and abuse of power, as
well as improves integrity and trust in local government. Similarly, Laubscher
(2012: 63) suggests that “municipal financial accountability and control are of

utmost importance when it comes to determining the success or failure of local

1

http://etd.uwc.ac.za/



government in South Africa”. Therefore, the need to ensure that the municipal
administration accounts for the use of municipal finance is considered essential

for the system of democratic municipal governance.

However, and despite the widely-articulated benefits for municipal financial
accountability, it is documented extensively that many of South Africa’s
municipalities fail to effectively manage and account for their finances. Govender
and Reddy (2012) articulate this failure, stating that “there is ample evidence
showing deleterious collection of failures that are attributed to among other
things, poor financial management and accountability”. This failure is also
captured in municipal audit reports dating as far back as 2000 which have
consistently shown the lack of effective municipal financial accountability in the

majority of municipalities in South Africa.

The lack of effective municipal financial-accountability in South Africa is regarded
as one of the root causes-of municipalities -inability to fulfill their constitutional
mandate. The Cooperative Governance and Traditional Affairs (COGTA)
Ministry (COGTA 2014: 6) found that due to persistent failure to ensure effective
financial accountability “of all South African municipalities only 7% of
municipalities were fully-functional,'30% were doing reasonably well, 32% were
almost dysfunctional and 31% were totally ‘dysfunctional”. Concurring, the
Auditor-General (2017) maintains that the prevalence of lack of effective financial
accountability is one of the root causes of the disastrous state of most of South
Africa’s municipalities. In the same way, Govender and Reddy (2012); Mantzaris
and Pillay (2014); Van der Waldt (2015); Pillay (2016); and Sidanda (2017)
highlight the lack of effective municipal financial accountability as contributing
towards municipalities slipping into distress, with many of them becoming
dysfunctional and technically bankrupt.

Astonishingly, this gloomy state of municipal financial accountability has
persisted despite the existence of a comprehensive municipal budget oversight
architecture (Khalo, 2013; Mantzaris, 2014). This architecture, which is a
creation of the Municipal Finance Management Act 56 of 2003 (hereafter referred

to as the MFMA), establishes a model that involves multiple structures for
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exercising municipal budget oversight. Ababio (2007); Steytler and De Visser
(2009); Khalo (2013); Ajam and Fourie (2014); Mathenjwa (2014a); Ncube and
Tullock (2017) and Hanabe, Taylor and Mclean (2017) list municipal councils,
provincial public accounts committees, oversight committees and the Auditor-
General, Provincial and National Treasury departments, National and Provincial
Local Government departments, as structures empowered by the MFMA to

exercise oversight on the municipal budget.

Notably, the MFMA creates a model of municipal budget oversight that involves
multiple structures, which consist of the political structures from the municipal,
provincial and national governments. Fundamentally, the model of municipal
budget oversight by multiple structures institutionalises a quantitative stacking of
political structures to exercise individual budget oversight on the municipal
manager. Thus, a multiplicity of structures has become the defining feature of
the model and practice" of municipal-budget oversight in South Africa (Ababio,
2007; Mathenjwa, 2014a; Ncube -and-Tullock; 2017). Equally intrinsic in the
model is that these multiple principals are endowed with concurrent legislative
authority to oversee the behaviour of municipal managers during drafting,
approval, implementation, and auditing of the municipal budget (National
Treasury, 2011; Van der Waldt, 2015).

The concurrency of the oversight authority has resulted in multiple structures
individually institutionalising different budget oversight measures, which they
variously deploy and enforce on the municipal manager during the budget
process. According to Ababio (2007: 5), the institutionalisation of the budget
oversight authority has resulted in different oversight structures utilising different
“‘legislative instruments, such as hearings through the institutions of provincial
and municipal public accounts committees, audit and oversight committee, the

municipal council and of course, whistle-blowers and the public”.

Though the model of municipal budget by multiple oversight structures has
gained significant traction and widespread veneration as an innovation for
promoting municipal fiscal accountability, it has also become the focus of a

persistent debate regarding its appropriateness, practicality and effectiveness.
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This raging debate is polarised between the proponents and critics of the
municipal budget oversight by multiply structures. The debate has become
progressively sharper given the persistent incidents of high financial

accountability failures of many municipalities.

Those not averse to the model of municipal budget oversight by multiple
structures, generally highlight its ability to harness the intergovernmental
capacity in order to address municipal financial accountability challenges.
Authors such as Ababio (2007) and Van der Waldt (2015) describe the
proliferation of budget oversight structures as one of the fundamental aspects of
the transformation of municipal finance as well as appropriate to responding to
the complexities of the system of municipal fiscal governance in South Africa.
Similarly, Makhado, Masehela, Mamogale and Motimele (2012) state that this
model represents a significant_milestone in the modernisation of municipal

financial management and accountabifity-

The National Treasury (2011), as the custodian of public finances in the country,
highlights the multiplicity of budget oversight structures as a significant novelty
for promoting appropriate municipal financial accountability. In addition to
addressing the deficiencies of internal-control systems of municipalities that tend
to be grossly flawed, the 'spreading of oversight roles and responsibilities across
the multiple structures is often deemed necessary to ensure 360-degree vision
buttressed by the vigilance and expertise of more than a single political oversight
structure (Ababio, 2007; National Treasury, 2011). Therefore, those in support
of municipal budget oversight by multiple principal model perceive it as a
necessary complement for the intergovernmental issues and dynamics shaping

the municipal budget.

On the contrary, those critical to the multiple oversight structure perceive it as
inherently too complex, fragmenting, duplicating, and overlapping the oversight
efforts. Cameron (2014: 84) argues that though the MFMA and its regulations
regarding oversight are “well-intended, the implications of a design that involves
intergovernmental structures have proved to be problematic in practice”.

Likewise, Mathenjwa (2014a) finds that the model that consists of many players
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with conflated and conflicting responsibilities tend to be complex and destructive
due to potential overlaps and competing oversight measures and approaches.

The multiplicity of oversight structures has implications to the municipal
managers. Ababio (2007: 3) refers to the multiple structures and their numerous
oversight measures as “bloodhounds that smell and bite harder”, while
paralysing municipal officials. Equally, Fourie, Opperman and Scott (2007)
regard the model of municipal budget oversight by multiple structures as
subjecting municipal managers to excessive and burdensome oversight
environment. Likewise, Steytler (2008: 5) describes this type of oversight
arrangements that produces a plethora of legal structures and measures,
resulting in a compliance environment that induce “over-regulation that leads to
greater lawlessness rather than securing the desired accountability outcomes”.
Therefore, Steytler (2008) argues that such arrangements are costly and

inevitably result in the strangulation-ef the.municipal administration.

The above views are consistent with-the-findings-of an assessment on the State
of Local Government in South Africa which found that the multiplicity of oversight
structures has led to “functional overreach and complexity that has forced many
municipalities into distress mode” (COGTA, 2009: 3). Similarly, a review
conducted by the Department of Planning, Meonitoring, and Evaluation, found that
the challenges facing local government include “complex reporting demands that

have weakened the institutional ability of many municipalities” (2014: 10).

At the heart of the criticism for the multiplicity of oversight structures is the
intergovernmental nature of the model. This is because the intergovernmental
relationship between the national, provincial and local government in South
Africa has remained is still developing, not hermetically sealed — and thus,
fraught with challenges. Evidence suggests that intergovernmental relations and
political climate has proved to be potentially combustive and conflict-prone
(Cameron, 2010). Fuo (2017: 327) states that the intergovernmental supervision
relationship between municipalities and other spheres of government is “often
misconceived, doubted and contested”. Therefore, the municipal budget
oversight model that effectuated through multijurisdictional supervision

relationship is likely to encounter problems (Mathenjwa, 2014a).
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1.3 THE RESEARCH PROBLEM

While the formal existence and legitimacy of the municipal budget oversight
model is not in contention, there is, however, a problem of inadequate knowledge
of the nature, issues, dynamics, and complexities related to the interrelationships
among the multiple principals involved. This lack of knowledge of municipal
budget oversight by multiple principals can in the main be attributed to earlier
research that did not sufficiently focus on the phenomenon of the multiplicity of
principals. Evidently, topics such as mechanisms for municipal budget oversight,
the role of public accounts committees in municipal finance and budget oversight
have received some attention in research and literature (Botes, 2011) Khalo,
2013; Dalton-Brits and Van Niekerk, 2016). However, few scholars have written
about the involvement of multiple jurisdictions in municipal budget oversight
(Ababio, 2007; Mathenjwa, 2014).~Censequently, the phenomenon of municipal
budget oversight by multiple principals,its-wider institutional architecture,
relationships, dynamics. and  effects have largely remained unexplored,

empirically speaking.

Notably, the polarised debates and contestation on the multiplicity of municipal
budget oversight principals is mainly ‘based on common-sense views. In this
regard, the support or'criticism of ‘the muiltiple-principal model for municipal
budget oversight is informed mainly by self-evident truth and assumptions that
are not based on solid empirical and theoretical foundations. Consequently,
there is a tendency in the literature to overgeneralise across all provinces and to
neglect provincial variations and politically mediated processes in how municipal
budget oversight occurs. Accordingly, this often leads to an assumption that
despite being variously located in different spheres of government, there is a
mutually constitutive behaviour and approach among the municipal budget

oversight principals.

Therefore, there is a general lack of understanding of the issues, dynamics, and
complexities existing among the budget oversight actors. In addition, there is a

lack of understanding the impact of simultaneous and parallel relationships and
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interactivity emanating among the oversight principals. As | will show later in a
more extensive literature review, there is a clear research gap and a deficit of
literature on the perspectives of municipal managers and the oversight principals
on the multiple-principal model and the practice of municipal budget oversight.

Glaringly, the available literature does not adequately illuminate and describe the
critical peculiarities and complexities of the multiple-principal model phenomenon
as it relates to municipal managers, Provincial Treasury and municipal
councillors when exercising budget oversight on the municipal budget process.
Evidently, the institutional constellation of municipal budget oversight principals
and their interactions in a specific province requires empirical investigation.
Thus, an exploratory study investigating the meaning, interplay, tensions and
effects emanating from the multiplicity of municipal budget oversight principals is
justified. In particular, there is a glaring-need to focus an empirical investigation
on how municipal managers and-political-principals as key municipal budget
oversight actors experience -and-perceive-the- multiple-principal model, its
manifestations, dynamics and effects of municipal budget oversight by multiple

principals.

1.4 RESEARCH QUESTIONS

The central aim of the study is'to understand the experiences and perceptions of
key budget actors of municipal budget oversight by multiple principals. This
central aim is guided by the following research questions:

1. How do municipal managers in the Western Cape Province
understand and perceive the multiple-principal model, its
application and effects on the municipal budget process?

2. What do municipal councillors and Provincial Treasury in the
Western Cape experience and perceive as manifestations and
dynamics of oversight by multiple principals during the municipal

budget process?

3. What do Provincial Treasury and municipal councillors’ identify as
the positive and negative effects of municipal budget oversight by

multiple principals in the Western Cape?
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The three research questions above were structured to guide and focus the
process of developing an in-depth and critical understanding of the nature,
practice, and effects of municipal budget oversight by multiple principals.
Likewise, the research questions were used to unearth what the municipal
budget oversight themselves perceive as the manifestations and dynamics of the

model of municipal budget oversight by multiple principals.

Finally, exploring the experiences and perceptions of municipal managers,
Provincial Treasury and municipal councillors on the effects of multiple principals
on municipal budget oversight provides clarity on their possible impact on the
multiple-principal model and the principals’ constitutive behaviour on the
municipal budget oversight. Together, these three aspects may provide a
comprehensive and in-depth understanding of the phenomenon being studied.
The exploration and desecription-of-the-effects-was thought to be relevant to
enable the surfacing of descriptions-that support-and or oppose the model and

practice of municipal budget oversight by multiple principals.

1.5 RESEARCH AIM AND OBJECTIVES
The aim of this study is to contribute towards developing a deeper understanding
of municipal budget oversight by multiple principals. The following objectives will
guide the study:
= To review the literature on the concept of oversight by multiple principals
and to develop a rigorous conceptual and theoretical framework for
understanding issues around budget oversight.
= To conduct an analytical legislative review with the aim of exploring the
assumptions behind the relevant legislative provisions that establish and
facilitate the multiple principals for municipal budget oversight in South
Africa.
= To describe the governance context and peculiarities that influence
municipal budget oversight in the Western Cape Province.
= Conduct interviews to shed light on how municipal managers and

oversight principals in selected municipalities in the Western Cape
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experience and perceive the multiple-principal model, its manifestations,
dynamics and effects when exercising municipal budget oversight on the
municipal budget process.

= To identify areas of further research on municipal budget oversight by

multiple principals.

The experiences and perceptions of the municipal managers, Provincial
Treasury, and municipal councillors do not occur in a political vacuum — hence
the study will explore the peculiarities of the Western Cape. This means that
particular views of what the Provincial Treasury, individual municipal managers,
and municipal councillors know and think have to be considered since this will
illuminate salient aspects that could contribute toward a better understanding of

the municipal budget oversight by multiple principals.

It is, however, worth noting that the-experiences-and perceptions of the municipal
managers and oversight principals may not necessarily be truthful and not reflect
objective reality. This is because the subjectivity can take on an objective reality
of its own. The social constructionist theory has lang held that reality is not simply
external (Berger and Luckmann, 1991). As Black and Street (2014) infer, the
exploration of perceptions in a research project assists in developing insights into
a complex phenomenon. In this regard, these perceptions serve as a starting
point to understand better the subjective opinions, beliefs, and attitudes of the
municipal managers and principals involved regarding the municipal budget
oversight by multiple principals.

1.6 SIGNIFICANCE OF THE STUDY

The institutional integrity of municipalities in South Africa has attracted sustained
negative focus 1995. In particular, the failure to ensure effective budget oversight
has received sustained media and academic attention. Reports of high
prevalence of corruption, financial maladministration incidents and widespread
regulatory compliance failures, have become a common feature in newspapers

as well as academic reports (Laubscher, 2012; Oberholzer, 2012).
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In terms of the above, there are clear reasons for South Africa to be concerned
about the state of municipal financial management and accountability. However,
future attempts to initiate new ways of exercising municipal budget oversight
must be based on the understanding of the current theories and experiences.
Any investigation of the current model and its manifestations on the municipal
budget oversight has the potential to be highly significant. It is, therefore, within
this context of a lack of effective municipal budget oversight that this study
investigates the nature, dynamics and effect of the multiple principals on the

municipal budget oversight.

This study contributes to the understanding of municipal budget oversight by
multiple principals in the following ways. Firstly, this study provides a conceptual
and theoretical description of the municipal budget oversight processes by
multiple principals. Secondly, the-study makes an empirical contribution by
establishing greater ‘understanding—and advanced knowledge on the
phenomenon of multiple-principal-model. The National Treasury (2011: 19)
underscores the need for such an understanding as a

“...necessary prerequisite in clarify the roles and responsibilities of
national and previncial departments and of other stakeholders in
order to strengthen_ systems to.  monitor local government
compliance, finances ‘and performance”.

Thirdly, given that oversight structures are constantly reforming and
strengthening the municipal budget oversight and accountability framework, this
study is timely and relevant. Fourthly, the findings of the study will contribute
towards understanding how the Western Cape Province and municipalities are
handling the complex relationships and interactions between the stakeholders
involved in municipal budget oversight. Quite fundamentally, the study will
highlight how the stakeholders in the Western Cape experience, deal with the
conflation of municipal autonomy and provincial supervision in the exercise of

municipal budget oversight.
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Fifthly, the study will contribute towards answering questions such as the one
asked by the Western Cape Minster of Finance, Dr lvan Meyer, during the
welcoming address of the Conference on the “Development of the National Anti-
Corruption Strategy” on 26 April 2018, where he inquired:

“Why is it that, despite a Constitution with a comprehensive
fundamental framework for creating good governance and promoting
ethics and integrity in the public service, and despite many laws that
regulate public financial management and procurement, that
criminalises corruption and that establishes multiple institutions to
fight corruption, it however still thrives?”

1.7 SCOPE AND LIMITATIONS OF THE STUDY

The study focused on the Western Cape Province, and is confined to the
municipal managers, Provincial Treasury and municipal councillors as key
structures involved in the municipal budget oversight in the Western Cape. The
study did not include the-Western Cape provincial-department of Cooperative
Governance and Traditional Affairs due to the focus of the study being on the

budget.

The legislative framework for municipal budget oversight was used to anchor the
study. This is because the system of municipal budget oversight is stringently
prescribed by various ilegislation. | Thus, any investigation that ignores the
legislative and policy instruments governing the municipal budget oversight is
likely to be significantly defective. However, this study does not attempt to
provide an extensive legal analysis of the municipal budget oversight by multiple
principals. Equally, the study does not focus directly on the political issues and
activities that could be relevant to municipal budget oversight. | am mindful of
the fact that the political dynamics are important and have an impact on the
relationship between the municipal manager and the budget oversight principals,

however, it is not the focus of this study.

It was also not the focus of this study to do a comparison of different models of
oversight (single oversight principal or the collective oversight principals).
Similarly, the study does not attempt to evaluate the quality and the effectiveness
of the model and its oversight mechanisms. While the study intends to highlight
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the positive and negative effects of municipal budget oversight by multiple
principals, it is not the focus of study to recommend a detailed plan for the
possible mitigation of the negative effects. Therefore, it is not the objective of
this study to offer any recommendation on how to improve the municipal budget

oversight.

1.8 OVERVIEW OF RESEARCH METHODOLOGY

The study utilised an interpretive and a qualitative design to explore and describe
the experiences and perceptions of municipal managers and oversight principals
on the multiple-principal model, the principals’ constitutive behaviour and effects
on the municipal budget process. In addition, the study employed an exploratory
gualitative case study in order to assist in exploring a contemporary
phenomenon, which is inseparable from the context in which it exists (Yin, 2003).
Furthermore, the ability of an-exploratory. qualitative research approach to
engender deep insight of municipal budget oversight actors made it suitable for

this study.

Thus, the utilisation of exploratory and interpretative qualitative approach along
with triangulation of evidence enabled me to investigate the participants'
understanding of the world and their lived experiences. It allowed participants to
reflect and express their beliefs, opinions, and attitudes regarding the multiple-
principal model, the principals’ constitutive behaviour and effects. Significantly,
the qualitative research paradigm, strategy, and approach facilitate the elevation
of the complexity of multiple-principal model, the principals’ constitutive

behaviour and effects on the oversight of the municipal budget process.

This exploratory qualitative case study draws mainly from semi-structured
interviews with municipal managers and oversight principals from municipalities
in the Western Cape. The participants were not identified on the statistical and
representative basis, but primarily due to their experience and knowledge on the
topic of the study. Accordingly, |1 considered both the municipal managers,
municipal councillors and the Provincial Treasury unit responsible for municipal

budgets as having specialised and valuable information on the phenomenon
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being investigated. As Luborsky and Rubinstein (1995) cautioned, if the research
is not conducting a comparative study, it is often unjustifiable to include
participants who do not have experience of the phenomenon being investigated.
In this regard, a purposive sampling of participants was used to enable an

appropriate selection participants that ensure the quality of the research process.

1.9 STRUCTURE OF THE THESIS

The thesis has nine chapters.

Chapter One of this thesis provides the background for the study. It introduces
the context and rationale for exploring the perceptions of municipal managers on
municipal budget oversight by multiple principals. In addition, the chapter
presents the research problem, research questions and the significance of the

study. The scope of the study is also explained.

Chapter Two presents the conceptual -and-theoretical framework for the study.
This chapter uses a theoretical framework as a normative anchor, which will be
used to explore and explain the relationship between the multiplicity of the

principal and single agent in government.

This is followed by Chapter Three, which provides a review of the literature on
municipal budget oversight by multiple prineipals in'South Africa. The chapter
will highlight the legislative framework and assumptions governing the model of
principals exercising municipal budget oversight in South Africa.

Chapter Four discusses the research paradigm, design, and methodology used
in conducting data collection. This chapter also presents the processes followed
to conduct data analysis, and outlines the process undertaken to ensure and

comply with the ethical consideration.

Chapter Five provides an overview of the Western Cape Province. The
governance context and peculiarities of the Western Cape are discussed with the
aim of highlighting the provincial structures and processes shaping the municipal

budget oversight in the Western Cape.
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Chapter Six presents the results of interviews conducted with municipal
managers. The main themes emerging from data analysis are reported. The
experiences and perceptions of the municipal manager on the multiple-principal
model, the principals’ behaviour and effects on municipal budget process are

presented.

Chapter Seven focuses on the results of interviews conducted with the Provincial
Treasury and the municipal councillors. This chapter presents the experiences
and perceptions of municipal budget oversight principals on the multiple-principal
model, its manifestations, dynamics and effects during the municipal budget

process.

Chapter Eight presents an integrated..discussion on the experiences and
perceptions of the municipal managers-and oversight principals. The thesis
concludes with Chapter Nine which-provides-a summary and discussion of the
research findings; and concludes by exploring study limitations as well as

possible areas for future research.
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CHAPTER 2: REVIEW OF CONCEPTUAL AND THEORETICAL
FRAMEWORK OF OVERSIGHT

2.1 INTRODUCTION

The aim of this chapter is to critically review the literature on oversight in order to
identify an appropriate conceptual and theoretical framework for the study. This
chapter consists of five sections. The first section reviews the literature on the
concept of oversight and distinguishes it from that of accountability. This section
also provides insight into the concept of oversight in contemporary governance.
While the debates around the definition of oversight are important, it is not the
objective of this study to veer into an extensive explanation for the diverse
conceptual and theoretical complexities of the meaning of oversight. Rather, this
section focuses on developing an apprepriate conceptual framework of oversight

for use in this thesis.

The second section identifies the theoretical frameworks for understanding
oversight. The third section describes the key features of the theory and how
oversight relationships manifest. The fourth section provides an understanding
of how a multiple-principal model is‘constructed, 'as well as its advantages and
disadvantages. And the'fifth and final section outlines the limits of the principal-

agent theory.

2.2 CONCEPT OF OVERSIGHT

A logical starting point for an exploration of the concept of oversight is to establish
how it is embedded in different theories of governance, and to distinguish it from
a related term, accountability. This is necessary because the terms are
commonly confused or erroneously used interchangeably (Newell and Bellour,
2002:2). Thus, failure to distinguish between oversight and accountability has
the potential to affect the reliability and analytical cogency of a study under

review.
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The commonly-accepted concept and the meaning of accountability underscore
the obligation of someone to explain him/herself to somebody or some structure.
This meaning of accountability is evident in Bovens’ (2007) definition, which
refers to accountability as an institutionalised relationship for account-giving. This
definition highlights an obligation to account, to answer and justify conduct
(Bovens, 2007). Thus, a key distinguishing feature of accountability is that

information flows from the account-giver to its respective authority.

Oversight, on the other hand, is a concept that focuses on the behaviour of the
overseer in its quest to watch over the overseen (Lane, 2007). It explains what
overseers do in order to secure the responsiveness of the account-giver
(Gailmard, 2010). Therefore, oversight is primarily about demanding and
enforcing account-giving. Pelizzo, Kinyondo, Umar (2015: 5) articulate the
difference between accountability and oversight as follows:

“‘While the process through—which the overseer oversees the
overseen is called oversight, the converse process through which the
overseen body accounts for its choices,; actions, and decisions
generates what is defined as accountability.”

Notwithstanding the _ conceptual differences between oversight and
accountability, there is considerable complementarity between them. Arguably,
oversight is an essential requirement to ensure the efficacy of accountability.
Thus, Prado and Carson (2014) suggest that effective accountability is largely
dependent on effective oversight. If oversight is flawed or weak, then
accountability will be significantly deficient (Santiso, 2015). This means that
efforts to achieve accountability must also harness and enhance oversight.

2.2.1 DEFINITION OF OVERSIGHT

Different authors variously define oversight. Authors such as Rockman (1984);
Larsen (1997); and Oleszek (2010) have observed that oversight has diverse
meanings and interpretations. The diversity of the definitions of oversight is
usually ascribed to it being variously appropriated by many authors from diverse
disciplines adopting theoretical approaches. In addition, definitions spanning

different fields such as politics, public administration, finance, management, and
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law (Larsen, 1997) have subjected oversight to multiple usages (Rockman,
1984).

A survey of definitions of oversight in the context of governance, both public and
private, reveals references to oversight as supervision; monitoring; watchfulness;
and surveillance (Oleszek 2010; Pelizzo, et al, 2015). Other definitions portray
oversight as limiting and constraining discretion and ensuring compliance with
rules (Steenhuisen, 2009; Lemos, 2010). For example, political scientists
commonly prefix oversight with either legislative or parliamentary oversight,
thereby emphasising oversight as a purview of elected public representatives
(Schick, 2002; Bala and Deering, 2013).

In the South African context, there is an inclination to define oversight as
legislative oversight. Senay.and Besdziek (1999: 3) define oversight within the
South Africa context as “the proactive interactions initiated by a legislature to
enforce compliance with'the iconstitutional mandates and legal obligations”.
Likewise, Van der Waldt’s (2015) definition of oversight emphasises the watchful
and structured scrutiny exercised by elected public representatives in monitoring
the implementation of policy, utilisation of resources, and the general compliance

with regulations.

2.2.2 OVERSIGHT IN CONTEMPORARY GOVERNANCE

A literature survey shows that an inquiry on the topic on oversight of the
bureaucracy has been an enduring historical concern of public administration.
Particularly, oversight of the bureaucracy has for a long time remained a subject
of academic inquiry and public commentary. Public policy literature is replete
with chronicles of politics-administrative dichotomy. Brennan (2015: 16) states
that the conflictual relationship between “political authority and administrative

professional discretion has been the centrepiece of public administration”.

This is evident in “Governing in the Absence of Angels”, an article in which
Johnson (2003: 1) quotes James Madison (Federalist Paper, 1787, No. 51)
stating that:
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“If men were angels, no government would be necessary. If angels
were to govern men, neither external nor internal controls on
government would be necessary. In framing a government, which is
to be administered by men over men, the great difficulty lies in this:
you must first enable the government to control the governed, and in
the next place oblige it to control itself. A dependence on the people
is, no doubt, the primary control of government; but experience has
taught mankind the necessity of auxiliary precautions.”

The above statement indicates that the need to oversee government, and in
particular, it's appointed officials, has always been a concern of public
administration. It shows that the necessity for “rituals of verification” of the
actions of the bureaucracy has always been a “syndrome of a distrusting society”
(Power, 1997: 29). Similarly, Aberbach, Putnam, and Rockman (1981) describe
the inevitable tension between the elected politicians and the appointed
government officials as having been-a-constant theme of public administration

studies and a subject of considerable-debaie throughout history.

Progressively, the notion of oversight has developed into a distinct and widely-
recognised governance and management concept. Furthermore, oversight has
attained global prominence as part of the efforts to make governments and their
bureaucracies accountable.” ‘"Thus, oversight has'gradually come to be regarded
as having equal status as planning, monitoring, and evaluation (Grigorescu,
2010). As a system that ensures political oversight of the bureaucracy, oversight
has particularly become a concept that is intrinsic to a system of good
governance and is widely heralded as a way of addressing the ever-present vell
of suspicion of government officials (Steenhuisen, 2009). According to
Grigorescu (2010), the proliferation of processes such as audits, protection of
whistleblowers and financial reporting, attests to the increasing significance and

relevance of oversight in contemporary governance.

Most fundamentally, oversight has also received constitutional recognition in
some countries, which could be interpreted as an explicit acknowledgement of
the value of oversight. In the context of South Africa, oversight is a constitutional
imperative. Van der Waldt (2015) states that oversight is one of the essential

elements of South Africa’s constitutional democracy, which enables the
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systematic monitoring of the executive and appointed government officials. As
Fessha (2008) indicates, legislatures in South Africa are vested with explicit
constitutional authority to oversee the administration in order to detect arbitrary

behaviour or unconstitutional conduct.

2.3 OVERSIGHT APPROACHES AND MECHANISMS

Oversight is pursued to influence the behaviour of the appointed government
officials. It provides politicians with the authority and opportunity to exercise
“preventive and corrective review measures” on the specific policy or programme
of government (Larsen, 1997: 4). In this regard, oversight ensures that the
politicians, individually or collectively, control the behaviour of officials in the
performance of specific policy objectives. Police-patrol and fire-alarm are
approaches used by political structures to exercise oversight over the

bureaucracy.

2.3.2 PoLICE PATROL OVERSIGHT APPROACH

The police patrol oversight approach describes the behaviour and activities that
entail active monitoring of the behaviour of officials (Bala and Deering; 2013)
Shelton, 2013). Nolan (2010: 22) states that the police patrol oversight approach
‘resembles policemen on the beat patrolling in'a systematic, proactive, regular
way”. Therefore, the police-patrol oversight-approach is often used in situations
where there is a trust deficit between the legislature and appointed government
officials. According to Bala and Deering (2013), the legislature uses the police
patrol method to exercise direct surveillance to detect, remedy and discourage

violations by officials.

2.3.2 FIRE-ALARM OVERSIGHT APPROACH

Fire-alarm oversight approach, on the other hand, is described as remote
observation from the legislature Bala and Deering (2013). Fire-alarm oversight
approaches are utilised in an instance where the legislature relies on more
indirect measures of oversight, rather than on visible and direct measures. Fire-
alarm oversight approaches can be understood as being exercised through

arms-length rules and procedures. They are also regarded as episodic, problem-
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focused, less intrusive but more reactive, often responding or triggered by
something or somebody. This is only evident when the legislature reacts (Bala
and Deering (2013). These approaches require related oversight mechanisms to
induce a compliant behaviour from the officials. James and Alley (2002) identify
ex-ante oversight, concurrent (or on-going) oversight and ex-post oversight as

mechanisms used by legislatures to exercise oversight on the officials.

Ex-ante oversight mechanisms are defined as beforehand, forward-looking or
prior scrutiny mechanisms, which include laws, policies, regulations, resolutions
and contract as some of the ex-ante mechanisms used to set out the ex-ante
parameters for officials (Hill and Jones, 1992). These mechanisms enable
political structures to influence the policy processes before granting
authorisation. Specifically, ex-ante oversight mechanisms ensure the approval of
proposals by political structuresto-constrain the behaviour of officials during the
implementation (Busuioc, 2007). (It prescribes and orders the future behaviour
of the executive and government administration. Therefore, ex-ante oversight
mechanisms can simply be regarded as a systematic way of defining the scope
determined before- hand -within—which—an official can operate and make

decisions.

Political structures utilise the ex-ante scrutiny to insert measures in policy and
programme proposals from the executive and administrative structures. Busuioc
(2007: 11) states that ex-ante oversight mechanisms create a “zone of discretion
for the official”. As a result, these measures are useful for predetermining the
future behaviour of the officials. Behn (2001: 7) underscores this assertion by
stating:

“If you want to exercise oversight, you have to be able to specify what
you expect officials to do and not do and how to do what is required.
Failure to specify the terms of the bargain with some clarity at the
beginning almost inevitably leads to trouble.”

In this regard, through ex-ante approval, political structures are able to prescribe
binding procedural rules of the bureaucracy to assist in defining the object of

policy and setting requirements for administrative behaviour. Accordingly, the
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legislature utilises the ex-ante mechanisms to manipulate and construct a narrow
path to which the officials must adhere. Therefore, ex-ante oversight
mechanisms provide an effective way of minimising utility loss, as well as
providing some kind of a warranty that specifies the future behaviour of the
officials (Hill and Jones, 1992).

Concurrent or on-going oversight mechanisms are referred to as those
conducted after the approval to ensure that the officials adhere to its directives
during implementation (Santiso, 2005). Political structures utilise on-going
monitoring for continuous observation, investigation, analyses of reports with a
view to immediately control the behaviour and performance of the officials
(Santiso, 2005). Therefore, these mechanisms enable political structures to
have relevant information on the execution of the approved decisions. In this
regard, concurrent oversight allows-the political structures to limit information
asymmetry and to track the-implementation—activities in order to activate

timeously corrective measures-when there are deviations

Ex-post oversight mechanisms are mainly reviews conducted after the fact or at
the end of the programme implementation. The most common forms of ex-post
oversight include reviews' and financial audits reports, conducted in order to
ascertain the outcome of a process or preduct to determine its success or failure.
According to Johnston (2009) ex-post oversight enables retrospective
interrogation of how policies and programmes have been implemented as well
as the direct outcomes and impact. Therefore, ex-post measures provide the
political structures with relevant information to enable them to assess how and

to what extent the official adhered to its legislative directives.

2.4 THEORETICAL FRAMEWORK

Having outlined the conceptual definitions, approaches and mechanisms of
oversight in the above sections, this section presents the theoretical framework
for the study. According to Nilsen (2015: 1), a theoretical framework is critical in
enabling the researcher to interact with the phenomenon, and aids the process

of analysis and discussion of the findings of the study. Scholars in political
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science and public administration regularly confront the challenge of identifying
an appropriate theory to explain the political-bureaucratic oversight and
accountability relationship. A theoretical framework is required to guide the
analysis of the relationship between the municipal budget oversight actors and
highlight the factors that are likely to support or act as impediments in the
municipal budget oversight environment. Authors such as Van Slyke (2006) and
Schillemans (2013) have identified stewardship and principal-agent theories to
understand oversight.

2.4.1 STEWARDSHIP THEORY

Stewardship theory describes a relationship between the management and
leadership in an organisation. Donaldson and Davis (1991) present stewardship
as a relationship between the principal and the manager. Within this relationship,
the principal, as the ultimate authority, delegates tasks and responsibilities to the
manager as the steward (Donaldsen-and-Davis,~1991). Fundamentally, the
stewardship theory presents the manager’'s behaviour as aligned to its leadership
Davis, Schoorman and Donaldson, 1997). Therefore, stewardship theory
explains a relationship between a principal and the manager that is based on a
contract characterised by moral commitment, mutual benefit and common goal
(Caldwell, Bischoff, & Karri,"2002).

Stewardship theory outlines a contractual relationship in which the manager
aligns its behaviour in congruence with the principals and the ideals of the
organisation (Davis et al, 1997). In particular, stewardship theory describes a
manager’s behaviour as promoting common good and “pro-organisational and
collectivistic and has higher utility than individualistic self-serving behaviour”
(Davis et al., 1997, 24). Most importantly, in a stewardship theory, a manager
and its leaders share a common agenda therefore, the principal trust the steward
and is willing take risks on how he/she manages the resources of the

organisation.

However, there is doubt regarding the appropriateness of the use of stewardship
theory in describing the oversight relationship involving municipal managers and

political structures in the municipal budget process in South Africa. As indicated
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in Chapter One of this study, there is a perennial problem of lack of municipal
financial accountability in municipalities. Regular reports indicate high levels of
irregular, wasteful and unauthorised spending in municipalities, thus, indicating
that municipal managers have different objectives to those their principals. In
this regard, there is heightened lack of trust and, accordingly, political structures
deploy a considerable amount of time and resources to conduct surveillance and
sanctioning municipal managers for deviation and other non-compliant
behaviour. Thus, stewardship theory does not appropriately explain the
oversight and accountability relationship between municipal managers and the

political principals.

2.4.2 PRINCIPAL-AGENT THEORY

The principal-agent theory (PAT) is widely regarded as the foremost theoretical
framework for explaining the regulatory;-political and bureaucratic relationships
between the official and‘the elecied-political-principals (Gailmard, 2010). Several
authors recognise and attest to-the-applicability. and usefulness of the principal-
agent theory in studying political oversight (Moe, 1984; Lane, 2007; Yuen, 2013).
In addition, many authors argue that the principal-agent theory has become the
leading theoretical and analytical device in accountability and oversight studies,

particularly in public administration (Schillemans and Busuioc, 2014).

In its simplest or basic conception, the principal-agent theory (also known as
agency theory) is defined as “the relationship between two or more parties, in
which one party, designated as the principal, engages another party, the agent,
to perform some task on behalf of the principal” (Moe, 1984: 757). The principal-
agent theory derives from the rational choice theory, which assumes that actors
always behave in a manner that elevates their self-interests (Andersson, 2016).
In this regard, rational choice theory portrays agents as “rationally choosing
alternatives that satisfy their own desires and beliefs better than any other

alternatives presented” (Andersson, 2016: 15).

An agency relationship presupposes some form of a relationship between the

consenting principal and its agent in order for the agent to perform certain
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functions and duties for which the agent is incentivised by the principal
(Eisenhardt, 1998). A political-bureaucratic relationship is often embodied in a
contract, mandate or some form of legal directives. Sobol (2015) identifies the
contract as a prerequisite to the institutional design of the principal-agent
relationship between the political authority and the bureaucracy. Thus, the
contract has emerged in the literature as one of the fundamental aspects of the
principal-agent theory. In fact, the significance of the contract in the agency
relationship resulted in it being referred to as a “contractual relationship” (Jensen
and Meckling, 1976: 306).

A contract facilitates an official and binding delegation between the principal and
the agent. Shelton (2013) defines delegation as an expression of the functional
arrangement between a principal and the agent. Therefore, delegation is a
fundamental feature inherent in the-principal-agent relationship (Hawkins, Lake,
Nielson and Tierney, 2006). The-emphasis-on-the binding nature of delegation
is intended to distinguish-it from-a mere hortatory arrangement or informal

relationship.

Authors such as McCubbins (2000); and Huber and Shipan (2011) describe
delegation in government as necessary ‘and ‘express doubt that modern
government structures' can function. effectively without delegation. In fact,
McCubbins (2000: 304) unequivocally state that, “no modern democratic
government depends exclusively on elected public representatives”. This means
that delegation from the political authority to the appointed officials is an essential
process for the functioning of government. This is because, delegation in an
agency relationship grants and empowers the agent with the necessary
discretion to act independently without undue interference from the intrusive

principal (Stanbury, 2003).
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2.4.3 THE STRUCTURING OF THE PRINCIPAL-AGENT RELATIONSHIP

In most governance contexts, the delegation between the principal and the agent
is structured to respond to organisational objectives, dynamics and challenges.
Waterman and Meier (1998) identify three ways in which delegation and its
resultant models are structured: single-principal and single-agent model;
collective principals and single-agent model; and multiple principals and single-
agent model (Waterman and Meier, 1998). These models of delegation are
discussed below.

2.4.3.1 SINGLE-PRINCIPAL AND SINGLE-AGENT MODEL

The most basic and simplest model of delegation takes place between the single
principal and the single agent (Shelton, 2013). Ong (2006) describes this model
as when the legislature delegates to the single agent. In government, this model
establishes and confines the agency-relationship between the legislature and a
single specific agent. As-aresult,-the-agentreceives instructions from a single

principal.

2.4.3.2 COLLECTIVE-PRINCIPALS AND SINGLE-AGENT MODEL

While the basic delegation relationship involves one principal with a single agent,
there are organisational designs whereby the agent receives delegations from
more than one principals acting as a collective.. Nielson and Tierney (2003); and
Ong (2006) describe this model of delegation as the collective principals. In a
collective-principals model, the agent receives delegations from a group of
principals that work collectively in concert and in a coordinated manner with the

single agent (Moe, 1984).

2.4.3.3 MULTIPLE PRINCIPALS AND SINGLE-AGENT MODEL

In terms of the above, the collective-principals model involves more than one
principal. Similarly, the multiple principal model consists of more than one
principal, but according to Nielson and Tierney (2003) these two models must
not be confused as they have an important difference. Unlike the collective-
principals model, which entails a cooperative relationship among principals, the
multiple-principal model, on the other hand, consists of principals that are

independent of one another, each having a discrete and separate relationship
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with the same agent (Nielson and Tierney, 2003). Ong (2006: 186) describes
multiple principals as follows:

“Firstly, given that each principal has his/her own distinct goals and
preferences, the nature of the delegation relationship with the agent
is different from that with another principal. Secondly, each principal
can negotiate a different delegation arrangement with the agent
independently and without consultation with the other principals.”

Importantly, the multiple-principal model is certainly not an anomaly. According
to Shapiro (2005: 278), it is “only rarely that the agent has the luxury of aligning
its interests with a single principal”. Commonly, the multiple-principal model of
delegation is a prevalent institutional architecture of many governments
(Dehousse, 2008). In this regard, the multiple-principal model of delegation has
become a critical form of political delegation that is fundamental to effective

governance.

2.4.4 DELEGATION AS CATALYST FOR OVERSIGHT

Delegation to the agent establishes an oversight relationship that allows the
principal to conscript the behaviour of the agent. | Busuioc (2007: 12) refers to
delegation as “a zone of discretion conceptualised as the sum of delegated
powers granted by the- principal- to -the'agent, minus the sum of oversight
instruments, available for use by the principals’. Therefore, it can be concluded
that the duty to exercise oversight is a structural corollary of a delegation of
discretionary powers, which bequeaths the principal with the authority and the
obligation to ensure that the agent adheres to the terms of the delegation.

Fundamentally, the principals’ obligation and responsibility to constrain the
behaviour of the agent is essentially about addressing the agency problem.
Armour, Hansmann, and Kraakman (2009) define the agency problem as:

“[Aln incomplete or distorted disclosure of information, especially to
calculated efforts to mislead, distort, disguise, obfuscate or otherwise
confuse. It is self-interest seeking with guile, which includes but is
scarcely limited to more blatant forms, such as lying, stealing, and
cheating.”
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Such information asymmetry requires the principal to exercise oversight (Lane,
2000). In fact, much of the literature explains the principal-agent (PA) relationship
as essentially, about how the principal minimises the agency problem emanating
from information asymmetry and goal conflict (Moe 1984; Waterman and Meier,
1998; Lane, 2007). Gailmard (2010) defines information asymmetry as a
situation where the agent has more information than the principal does.
Understandably, information is critical in oversight and without its availability, it
is doubtful whether the political principal will be able to exercise meaningful
control over and influence on the agent. According to Morgan (1997), the
principals rely on the relevant, reliable and accurate information to exercise
meaningful oversight on the agent. Thus, the principal needs information from
the agent in order to ensure that the perennial problem of information asymmetry

between the principal and the agent is minimised.

In addition, the agent’sself-interested;—utility maximising and opportunistic
behaviour requires the '‘principal to guard-its delegation by being vigilant.
(Stiglitz, 2004). Thus, oversight serves as a way of reigning in the discretionary
power of the agent. Kim (2011) also finds that oversight addresses the perennial
issue of a deviant agent by imposing and reinforcing a duty of loyalty from a
straying agent. This was long realised by \Weber as cited by Huber and Shipan
(2002):

“[T]he power position of the government administration is always
over-towering. The political master finds himself in the position of a
dilettante who stands opposite the expert, facing the trained official
who stands within the management of administration.”

A thorough examination of the above quote shows that delegation is a significant
feature of the oversight relationship. Both the agent and the principal need power
to function effectively. It is for this reason that power is often referred to as a
conundrum because as the agent needs the power to execute the principal’s
mandate, so does that principal need to ensure that the agent exercises that
power responsibly (Stanbury, 2003).
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2.4.5 DIFFERENT OVERSIGHT MODELS

It is clear that the institutional design of delegation requires a corresponding
institutional architecture to underpin oversight. Hill and Jones (1992) describe
the institutional architecture as consisting of oversight models that include a
single principal model, collective-principals model and multiple-principal model.

These models for oversight are discussed below.

2.4.4.1 SINGLE PRINCIPAL MODEL

Oversight in a single principal model describes the agency relationship that
involves one principal and an agent (Biber, 2009). Pelizzo and Stapenhurst
(2004) describe a single political principal structure as that which usually involves
the legislature as the only principal exercising oversight. In this model, the
delegation and oversight is straightforward, in the sense that the agent is directed
and accounts to a single principal.

However, such a simple -principal-agent-dyadic relationship has become
significantly limited. According to Biber (2009), such a simple principal-agent
relationship is rarely reflective of reality in even the simplest sector or
organisation. Moe (1987) also add that the though one principal and one agent
relationship is simple and convenient, it is grossly unrealistic considering the

complexity of the government.

2.4.4.2 COLLECTIVE-PRINCIPALS MO