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Introduction
Institutional capacity is generally understood as a measure of the capability of an
institution, or group of institutions, to perform key functions effectively and
efficiently, and to operate in a self-reliant manner (Hopkins, 1996). More
specifically, institutional capacity is the ability and competence of an institution to
carry out mandated operations and produce outcomes by deploying the
necessary resources within an appropriate structural context (Bhagavan & Virgin,
2004; VanSant, 2000). The inter-connectedness, sustainability and autonomy of
institutions are also key features of institutional capacity (Bhagavan & Virgin,
2004; Hopkins, 1996; Lusthaus et al., 1995; McGuire, 1994; Morgan &
Taschereau 1996).
Local institutional capacity (LIC) refers to the abilities, activities and potential of
multiple institutions working in concert within a given area. Indicators of LIC allow
for diagnostic and comparative analyses and facilitate the development of
strategic responses to trends affecting all regions of Canada making them a
necessary tool for policy and research objectives. The degree of institutional
capacity in a given area can have a dramatic effect on the number of
opportunities a region can identify and create. The development of high quality
indicators can contribute to an increased ability to identify opportunities, existing
and potential strengths, weaknesses and trends, as well as provide insight into
the ways LIC might be mobilized to respond to specific needs.

Definition of Local Institutional Capacity
Most of the literature dealing with the measurement of institutional capacity
approaches the issue from the perspective of individual institutional assessment,
rather than local or regional diagnostic strategies, and from the perspective of
developing nations rather than a regional Canadian perspective. As a result,
much of the discussion of institutional capacity deals with indicators of
institutional development in contexts where institutions are few in number and/or
relatively newly established. As well, a significant share of the literature deals
with indicators of institutional capacity to promote environmental sustainability,
though this material has not been included in any depth here because it follows
from a conception of institutional capacity that is not easily replicated in other
spheres of institutional activity.
Within the material focusing on developing nations and individual institutions
there is a significant body of literature that treats institutional capacity from a
broad enough perspective to provide insight into the types of institutions and key
capacity areas to be included in an assessment of LIC. While the general
capacity areas are discussed below, none of the specific indicators derived from
the literature have been included in this report because they are intended for
individual institution-level assessment with a predominantly participatory and
qualitative orientation. The indicators proposed below are informed by the
literature but not taken directly from it.
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Within discussions of institutional capacity, institutions can be understood as
entities with an organizational structure, with human, technical and financial
resources, and with “normative relationships, rules and action patterns” (Hopkins,
1996: 4; see also Bhagavan & Virgin, 2004). It has been argued that
assessments of institutional capacity should include knowledge-generating
institutions, government entities, NGOs, and community-based organizations
(Bhagavan & Virgin, 2004). The World Bank has also developed an approach to
sector-wide institutional capacity assessment, which includes three levels of
analysis: the political-structural level, the administrative-systems level, and the
technical-sectoral level (Morgan & Taschereau, 1996). Together, these provide
an idea of the parameters or scope of a complete analysis of LIC.
Based on their review of the literature on institutional capacity, M.R. Bhagavan &
I. Virgin (2004) have identified the following key capacity areas that tend to be
identified for comprehensive institutional assessment: 1) Information &
knowledge, 2) Competence & ability, 3) Governance, institutional economy,
institutional finance, 4) Technical & infrastructural resources, 5) Policy arena, and
6) Policy instruments. Indeed, each of the authors reviewed here has designed a
matrix of capacity areas consisting of various approaches to defining and
classifying these key elements.
Bhagavan & Virgin focus on institutional capacity as indicated by competence
(human resources, knowledge & skills), resources (technical & financial) and
structures (relations, rules, values, behaviour). They argue that institutional
assessment should consider the availability and accessibility of information, the
ability of institutions to mobilize financing, and the availability of knowledge and
skills, recruitment procedures and training.
The Canadian Public Health Association has developed a framework which,
while relevant primarily to the health care sector in Canada, mirrors many other
authors’ and organizations’ emphasis on the importance of management,
knowledge and skills, leadership, and institutional networking, information
sharing and research for institutional capacity building initiatives. In addition to
these elements, Lusthaus et al. (1995) point to the need for strategic planning
and niche management as key ways to enhance organizational capacity.
Similarly, the IMF (2002) has presented a conceptual approach to capacity
assessment that prioritizes information management (capacity to gather, analyze
and apply information), resource management (capacity to access and mobilize
resources and to forecast and produce outcomes through service provision and
project implementation) and governance (transparency and legitimacy, capacity
to make and enforce regulations, policies and reforms).
Morgan & Taschereau (1996) provide an overview of the World Bank’s approach
to “macro-level” institutional assessment. This approach deals with assessment
through three broad areas: forces in the external environment, institutional
factors, and inter-institutional linkages. The forces in the external environment
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include “administrative and legal, political and economic, social and cultural”
factors, including stakeholder analysis; institutional factors include “history and
mission, culture, leadership, structures, human and financial resources, formal
and informal management systems, and an assessment of performance”
(Morgan & Taschereau, 1996: 121).
Jerry VanSant (2000) has regrouped the major components of institutional
capacity into the following categories: 1) institutional resources - legal structure
and governance, human resources, management systems and practices,
financial resources; 2) institutional performance - program results, networking
and external relations, application of technical knowledge, constituency
empowerment; and 3) institutional sustainability - organizational autonomy,
leadership, organizational learning.
VanSant’s paper also includes a review of existing assessment and
measurement models, two of which are particularly relevant to the analysis of
LIC: the Organizational Assessment Capacity Tool (OCAT) and the Institutional
Strength Assessment (ISA) model. The major capacity areas identified in OCAT
are governance, management practices, human resources, financial resources,
service delivery, external relations, and sustainability. A report by USAID also
outlines the key areas addressed in the OCAT, as well as identifying the strength
of the tool for deriving numeric capacity scores from qualitative assessments and
empirical observations (USAID, 2000). The ISA model uses many of the same
capacity areas as the OCAT, but adds organizational learning and the use and
management of technical knowledge as two critical dimensions to consider in any
institutional assessment (VanSant, 2000).
Conceptual Definition
From the various approaches outlined above, it is possible to develop an
integrated conceptual definition to be employed for the development of
indicators. Local institutional capacity is understood as a community-level
measure, where institutional capacity is the competence of institutions to access
and manage resources, to carry out key functions, and to initiate structural reform
when necessary in order to maximize the first two capacities and ensure
institutional sustainability. This conceptual definition is representative of the
major capacity areas common throughout discussions of institutional capacity.
One of the many strengths of this approach from a conceptual perspective is that
it includes institutional adaptability as a feature of capacity, which has been
loosely associated with the concept of autonomy but not emphasized in its own
right.

Indicator Development
Following from the conceptual definition, which is modeled after the structure of
OCAT and the major areas identified throughout the literature, the following
1
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operational definition can be adopted: local institutional capacity is the
aggregated capacities of individual institutions in a given census sub-division
(CSD)2 or census consolidated sub-division (CCS)3, where institutional capacity
is characterized by the competence (demonstrated practical ability) and
autonomy (legal and structural ability) of institutions in the following activity
areas: 1) accessing and managing resources (financial, human, and technical,
including accessing and managing information); 2) carrying out key functions
(providing information, services and training; contributing to social and economic
progress); and 3) initiating structural reform when necessary in order to maximize
the first two capacities and to ensure institutional sustainability (through internal
governance and inter-institutional relations).
Based on this operational definition, below are some of the key elements that
should be accounted for in an LIC index:
The capacity to access and manage resources
1. Management practices: management of human, financial and technical
resources, organizational learning, strategic planning
Indicator

Rationale

Employee
Evaluations

Employee evaluations promote the quality
of human resource management which, in
turn, promotes proper use of financial
resources leading to higher institutional
capacity
Strong economic performance indicates
high institutional capacity

Budgetary
performance

Operational
Definition
Not Available (N/A)

N/A

2. Human resources: availability of skilled and knowledgeable labour
force, effective recruitment and training procedures
Indicator
Rationale
Operational
Definition
Multilingualism
In Canada, multilingualism of workers indicates Percentage of
institutional capacity to respond to multi-cultural bilingual
individuals (i.e.:
public and to access & share intra/international
knowledge of
resources & knowledge (Mitra, 2001;
both English &
Commissioner of Official Languages, 2004)
French) at the
2

A census subdivision (CSD) is the general term for municipalities (as determined by provincial
legislation) or an area treated as municipal equivalents for statistical purposes (Statistics Canada,
2004). Geographic boundaries are based on 2001 Statistics Canada census definitions. CSDs
with populations of less than 250 people have been excluded from this analysis since the values
become unreliable due to confidentiality transformations.
3
A census consolidated subdivision (CCS) is a group of adjacent CSDs aggregated with a
proximate larger CSD (Statistics Canada, 2004).
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Indicator

Rationale

Education

Level of education is an indicator of skills and
knowledge. Specialized and professional
education and training are recognized as
indicators of institutional capacity (Bhagavan &
Virgin, 2004; Hopkins, 1996; IMF, 2002)
Indicates extent of highly skilled human
resources available to institutions which, in turn,
contributes to local institutional capacity

Highly skilled
workers

Self-Employment

Individuals who are self-employed are not
working in institutions, thus negatively affecting
local capacity

Operational
Definition
CSD level
Percentage of
individuals with a
post-secondary
education at the
CSD level
Percentage of
workers
employed in
intellectual and
managerial
occupations at
the CCS level
Percentage of
workers who are
self-employed at
the CSD level

3. Financial resources: ability to secure and mobilize funding, adequacy
of financial resources available
Indicator
Rationale
Operational
Definition
N/A
Provincial spending Indicates relative level of financial support &
on education, health importance placed on institutional activity by
provincial government
and social services
N/A
Indicates relative level of financial support &
Provincial and
Municipal spending importance placed on institutional activity by
provincial and local levels of government
on Labour and
Employment
4. Technical resources: application of technical knowledge, access to
information, technology and research
Indicator
Rationale
Operational
Definition
N/A
Computer Access
Availability and use of computers indicates the
speed and ease of access to information as well
as the efficiency of inter- & intra-institutional
communication practices which contributes to
high local institutional capacity
N/A
Business High Tech Availability and use of high-tech and computer
applications indicates the speed and ease of
and Computer
access to information, application of technical
Software
knowledge as well as the efficiency of inter- &
Applications (i.e.:
broadband Internet intra-institutional communication practices which
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access, web
conferencing,
conference calls,
interactive website,
etc.)
Institutional
Research and
Development
Spending

contributes to high local institutional

Indicates application of technical knowledge and N/A
investment in research for institutional
development

The capacity to carry out key functions
5. Performance of key functions: provision of services, products,
constituency empowerment, contribution to social progress and well-being
Indicator

Rationale

Education

Presence of employment in education sector
indicates the local existence of key institutions
to carry out valued functions (i.e.: education and
research) as well recruit, train and employ
workers which contributes to high institutional
capacity
Presence of employment in government
indicates the local existence of key institutions
to carry out valued functions as well recruit, train
and employ workers which contributes to high
institutional capacity
Presence of employment in health and social
service sector indicates the local existence of
key institutions to carry out valued functions as
well recruit, train and employ workers which
contributes to high institutional capacity

Government

Health and Social
Services

Operational
Definition
Percentage of
workers
employed in
education at the
CCS level
Percentage of
workers
employed in
government at
the CCS level
Percentage of
workers
employed in
health and social
services at the
CCS level

The capacity to initiate structural changes & ensure sustainability
6. Governance: legal structure, impact of policies and laws affecting
institutional governance and inter-/intra-institutional relations
Indicator

Rationale

Institutional Internal
Reforms

Indicates capacity to govern autonomously and
that organizational learning is taking place
which is a strong indicator of high institutional
capacity
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7. External relations: networks with other institutions and stakeholders,
public relations
Indicator

Rationale

Collaborative
Initiatives and
Valued Outcomes

Emphasis is given throughout the literature to
the importance of networks between
institutions and desired valued outcomes which
are both strong indicators of local institutional
capacity
N/A
Indicates how the public perceives (both
positively and negatively) the performance of
institutions which is also an indicator of local
institutional capacity

Media
Representations of
Institutional
Effectiveness

Operational
Definition
N/A

8. Sustainability: leadership, institutional autonomy, organizational
learning, security of revenue/funding sources, niche management
Indicator

Rationale

Employee
Assessments of
Leadership Quality

Interviews or surveys of institutions’ employees
about the quality of leadership and examples
of organizational learning
(CPHA; Morgan & Taschereau, 1996;
VanSant, 2000)
Amount of money municipalities and provinces
direct towards institutions is an indicator of
local institutional capacity

Municipal and
Provincial Funding

Operational
Definition
N/A

N/A

To summarize, the formula used for our operational definition of local institutional
capacity (LIC) focuses on 7 key indicators and appears as follows:
Table 1:

Local Institutional Capacity Index Formulation
Local Institutional Capacity (LIC) =
+ % of bilingual individuals (CSD level)
+ % with a post-secondary education (CSD)
+ % employed in intellectual and managerial occupations (CCS)
- % self-employed workers (CSD)
+ % employed in education (CCS)
+ % employed in government (CCS)
+ % employed in health and social services (CCS)
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Evaluation of the Indicator

This formula to measure LIC uses standardized scores, or Z scores4, in order to
calculate this index. The following table presents the general characteristics of
CSDs in Canada for the LIC index:
Table 2:

Local Institutional Capacity: Average Characteristics of CSDs in Canada
LIC index
N
Minimum Maximum
Mean Std. Dev.
1996
3626
-14.028
17.604 -0.021
3.831
2001
4014
-17.025
17.752 -0.004
3.717
The following table presents a breakdown of CSDs across the provinces and
territories of Canada in the LIC index:
Table 3:

Local Institutional Capacity:
Average of CSDs by Province
Province
1996
Newfoundland
0.062
Prince Edward Island
-1.861
Nova Scotia
0.816
New Brunswick
1.622
Quebec
1.160
Ontario
1.467
Manitoba
-0.409
Saskatchewan
-3.651
Alberta
-1.875
British Columbia
0.888
Yukon
6.116
Northwest
7.372
Nunavut
7.978
Total
-0.021

2001
-0.427
-0.905
0.667
1.181
1.099
0.360
0.027
-3.043
-1.819
0.335
7.108
6.614
8.775
-0.004

As we see in the table above, the highest average of local institutional capacity
was found in the three territories of Canada. This may be due, in part, to their
relatively small population sizes and heavy reliance on government institutions
for employment. Nunavut had the highest rate of LIC with CSDs, on average,
having an 8.8% level of LIC in 2001. Among the ten Canadian provinces,
capacity was highest in New Brunswick with a rate of 1.2% in 2001. The lowest
rates of LIC were found in the province of Saskatchewan where CSDs, on

4

Z scores are a special application of the transformation rules. The Z score indicates how far and
in what direction an item deviates from its distribution's mean, expressed in units of its
distribution's standard deviation (Hoffman, 2002).
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average, had a –3% level of capacity. This may be the result of the fact that a
large portion of Saskatchewan’s industry involvement is agriculturally based.
Table 4 presents a LIC breakdown of CSDs by Urban/Rural type5 of CSD:
Table 4:

Local Institutional Capacity: Average of CSDs by Urban/Rural Type
urban area/rural area type
1996
2001
urban core
2.939
3.029
urban fringe
1.933
1.456
rural fringe, in CMA/CA
1.243
1.166
urban, outside CMA/CA
0.603
0.354
rural, outside CMA/CA
-0.759
-0.708
Total
-0.022
-0.008
As we see in the table above, LIC was found to be highest in urban core CSDs.
The level of capacity in urban core CSDs averaged 3% in 2001 and was
relatively stable over the 5-year period. On the other hand, rural CSDs had the
lowest level of LIC. Urban areas tend to have greater access to education,
government as well as intellectual and managerial occupations, all of which
positively contribute to the LIC index.
One weakness of the index is that is does not include many of the possible
indicators mentioned in the literature. Our index is restricted to using Canadian
census data supplied to us by Statistics Canada and as a result, many of the
institutional level indicators have been omitted from our index.

Future Research
Many indicators of local institutional capacity are institutional level variables. In
future, studies may want to be directed towards collection of institutional level
information in order to better understand exactly how the inner workings of these
institutions and its workers affect capacity. This would also provide a more
complete and comprehensive understanding of local institutional capacity. Such
an initiative could target quantifiable indicators such as those related to
budgetary performance or access to technical resources, given that these should
help bolster the existing capacity index. More qualitative analyses of institutional
capacity, such as research on inter-institutional dynamics that impede or promote
collaboration, would also be extremely worthwhile. While the two approaches
present different methodological requirements, both would contribute equally to
an assessment of local institutional capacity.

5

These breakdowns include urban core, urban fringe and rural fringe and distinguish between
central and peripheral urban and rural areas within or outside of a census metropolitan area
(CMA) or census agglomeration (CA) (Statistics Canada, 2004).
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