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Local Government Committee of The Scottish Parliament
Inquiry into Local Government Finance

The Local Government Association welcomes the opportunity to submit evidence to the local Government
Committee.

The views expressed in this note are based on evidence submitted to the House of Commons Environment,
Transport and Regional Affairs Committee in 1998 in response to the Local Government White Paper published that
year and the Association’s response to the recent Green Paper, Modernising Local Government Finance1.  A copy of
each of these submissions is annexed to this note.

In 1998, the Association argued that the need for reform in the local government finance system was urgent.
The obscurity of the grant system, the unequal balance of funding between central and local government, and
the degree of central control which the Government maintained over local authority finances undermine local
accountability and local democracy.  Unless it is clear that voting matters, because local councils are able to
exercise real choices about local priorities, including the level of their budgets, public interest in local
democracy will continue to be low.

The Local Government White Paper contained many proposals which the Association welcomed, for the
improvement and reform of local government and for promoting more involvement of local people in the work
of local authorities. However, our overall view was that the Government’s proposals were modest and would
not be radical enough to solve the fundamental problems of the financial system or to support the
improvement agenda for local government as a whole to which central and local government are both
committed. Our strongly held view was that local government finance system will serve local democracy and
local accountability effectively only if:

•  a clear line of financial accountability exists between local authorities and local people, based on
transparent measures of performance and effective consultation, about budgetary decisions taken
locally, without the overhanging threat of capping by central government;

•  local authorities raise a lot more of their own income than the present 25%, preferably closer to 50%,
including a locally-determined business rate, linked to the council tax and to consultation with local
business, but not subject to a central limit;

 
•  the capital finance system is comprehensible and allows local authorities to plan their investment

strategically, without unnecessary controls over borrowing.

Our submission to the Environment Sub-Committee expanded on the need for reform and measured the
proposals in the White Paper against our view of the requirements for a new system. The proposals were
found wanting in the following areas:

Balance of funding

Referring to The European Charter of Local Self-Government, ratified by the UK Government in 1998, which set
out key principles for the financing of local authorities, and to a Council of Europe report published in June 1998
which demonstrated that the proportion of local government expenditure raised by local authorities themselves in the
UK was below the average for all European countries and among the lowest of members of the European Union, the
Association argued that means should be found to raise the proportion of local authorities own funding. It is
interesting to note that in the series of consultation papers, which preceded publication of the White Paper, the
Government recognised that

                                                          
1 Modernising Local Government Finance: A Green Paper, Department of the Environment, Transport and the Regions,
September 2000.
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“… only a quarter of total local government spending is financed locally.  This obscures councils’
accountability for their budgets, making it difficult for local people to identify who is responsible for council tax
increases.”  (DETR paper - Business Rates)

More recently, the Council of Europe, based on analysis of implementation of the European Charter in a
report on The financial resources of Local Authorities in relation to their responsibilities: a litmus test for
subsidiarity2,  has expressed profound concern at the inadequate implementation of Article 9 of the Charter,
concerning the financial resources of local authorities, and in particular:

•  At the trend towards fewer local authorities ‘own’ resources in a large number of Council of Europe member
States;

•  That these authoritiess’ resources are in many cases not commensurate with the responsibilities assigned or
delegated to them.

Arguably these criticisms are as applicable to the United Kingdom as they are to other member states.

In response to Modernising Local Government Finance: A Green Paper (DETR, September 2000), the
Association stated that the local government finance system should be based on the following principles:

•  it should be fair and compensate authorities with higher needs or lower resources;
•  it should be capable of reflecting the diverse needs of local authorities yet be transparent and easier to

understand and explain;
•  it should be more stable and predictable to enable authorities to plan services more effectively to deliver

best value;
•  it should provide for an adequate local taxbase;
•  it should promote local choice and local accountability;
•  it should maintain and strengthen the incentives to local authorities to pursue value for money in all their

functions;
•  it should have a decision-making process that is open and accessible, so councils have an opportunity to

make their case on any matters of judgement before the decision is made;
•  grant assessments should not be used as target levels of spending for expenditure limitation.

Fundamentally, the LGA believes that the restoration of an adequate taxbase for local government is critical to the
sustainability of local financial autonomy and local democracy.

Control of local authority expenditure

In the Association’s response to the White Paper, we pointed to the weakness of the economic arguments for
continuing tight Government control over local authority expenditure and referred to the findings of the House of
Lords Select Committee on Central/Local Relations, (the Hunt Committee), which reported in 1996 and to a later
paper by Dr Watt and Professor Fender of INLOGOV, “Local government spending and the national economy”.  Watt
and Fender looked closely at the arguments the Treasury had advanced, in evidence to the Hunt Committee, for the
degree of control which Government exercises over expenditure financed from local taxation and other local income.
Watt and Fender argued that the Treasury’s arguments did not stand up to close scrutiny on several counts. On both
political and economic grounds the LGA believes that it is a mistake for the Government to retain the degree of
control over local authority finances implied by the White Paper.

A better system
                                                          
2 Council of Europe, Draft Recommendation CPL (7)3, Strasbourg, 19 April 2000.
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The Local Government Association’s prescription for a better system for local government finance is one that
would promote, not limit, local financial accountability, that would be simpler to understand and that would
recognise sensible limits on the Government’s economic concern for local government expenditure.  Its main
features would be:

•  a clear line of local financial accountability between local authorities and local people, relying on
transparent measures of performance, on Best Value and on effective local consultation arrangements
about decisions taken by elected councillors on the levels of service they will provide and on the levels
of local taxation, without the overhanging threat of capping by a central government applying national
criteria to local choices;

•  a substantial element of locally raised income, including a locally-determined business rate, subject to
equalisation arrangements to protect those areas with a  small rate base and to a statutory link with
the local council tax, with effective local consultation arrangements between the authority and the
business community and active participation by local business people in the work of the authority;

•  a tax base which is seen to be fair and up-to-date, subject to regular revaluations for both business
ratepayers and council taxpayers and in which the council tax can be seen to be operating as a fair
and progressive tax, consistently in different parts of the country, with changes to the top and bottom
bands and the removal of discounts for second homes;

•  a system for distributing grant which is broadly perceived as fair to different types of authorities but which
is less dominant over local finances than the existing SSA system, because the business rate is
determined locally and because capping has been abolished and, in the longer term, because alternative
sources of income are available;

•  a willingness to explore and test out new sources of local finance, which could reduce the level of
dependence on Government grant, ranging from local income tax and local sales tax to a more
imaginative approach to the use of charges and fees for local services and facilities.

•  the positive development of the new proposals for funding expenditure on transport and roads, through
congestion charging and non-residential parking taxes, as described in the Government’s Integrated
Transport White Paper’s proposals which offer the prospect of significant environmental as well as
financial benefit;.

•  a capital finance regime unencumbered by rules and regulations that no-one can understand, in which
local authorities are able to plan their investment strategies over a period of years, in which direct
Government controls over local investment decisions are replaced by a system of prudential
accounting limits and in which value for money and local needs are the criteria by which authorities
judge their commercial relationships with the private sector.

20. The central characteristic running through this list is that of local financial accountability for local decisions.
The existing regime of local government finance is neither politically satisfactory nor economically justifiable.
Without radical change, it will undermine progress towards improvement and reform in local government and
it will discourage, rather than encourage public interest in local democracy.
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Contact:
John Blundell, Chief Economist
Local Government Association
Local Government House
Smith Square
London SW1P 3HZ

Telephone 020 7664 3291
Email john.blundell@lga.gov.uk

Annexes:
1. LGA evidence to the Environment Sub-Committee, 1998
2. LGA response to Modernising Local Government Finance: A Green Paper, November 2000
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Annex 1

Environment Sub-Committee

Local Government Finance Inquiry

Evidence from the Local Government Association

1. The Local Government Association welcomes the decision of the Environment Sub-Committee to hold an
Inquiry into Local Government Finance.  The Inquiry is especially timely, following the publication of the
Government’s Local Government White Paper on 30 July, and in advance of the introduction of legislation
to implement the Government’s proposals.  The LGA will be happy to give oral evidence to the Sub-
Committee, if invited, and to provide any help that we can in the course of the Inquiry.

2. The need for reform in the local government finance system is urgent.  The obscurity of the present
system, the unequal balance of funding between central and local government, and the degree of central
control which the Government maintains over local authority finances undermine local accountability and
local democracy.  Unless it is clear that voting matters, because local councils are able to exercise real
choices about local priorities, including the level of their budgets, public interest in local democracy will
continue to be low.

3. The Local Government White Paper contains many proposals for the improvement and reform of local
government and for promoting more involvement of local people in the work of local authorities.  The LGA
welcomes many of these proposals. The pace of reform and improvement in local government is already
speeding up.  A growing number of local authorities are putting in place new arrangements for better
public involvement and for reform to their decision-making systems.  The LGA will promote these changes
and other ways to improve performance in local authorities, in particular through the new Improvement
and Development Agency.

4. Our concern about the government’s present modest proposals for reform of local government finance is
that they will not be radical enough to solve the fundamental problems of the existing financial system or to
support the improvement agenda for local government as a whole to which central and local government
are both committed. The local government finance system will serve local democracy and local
accountability effectively only if:

•  a clear line of financial accountability exists between local authorities and local people, based on
transparent measures of performance and effective consultation, about budgetary decisions taken
locally, without the overhanging threat of capping by central government;

•  local authorities raise a lot more of their own income than the present 25%, preferably closer to
50%, including a locally-determined business rate, linked to the council tax and to consultation with
local business, but not subject to a central limit;

 
•  the capital finance system is comprehensible and allows local authorities to plan their investment

strategically, without unnecessary controls over borrowing.
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5. These and other proposals are set out below.  The White Paper will go a small way towards the reforms
that are needed but the LGA hopes that the Sub-Committee’s Inquiry will lead a debate about the need for
more radical change.

The need for reform

6. The present finance system is in need of radical change:

•  it gives too much control over council’s budgets to central government:

− with 75% of funding in Government grant and the national non-domestic rate determined by
central government; and

− the capping of council budgets by central government.

•  it undermines local accountability and autonomy

− because local politicians have little discretion over the level of funding for local services or
council tax levels;

 
− national spending priorities are invariably given greater weight than local ones; and
 
− businesses see little reason to take an interest in the work of their local councils.

•  it is too complicated for most people to understand

− largely as a result of the degree of central control and of local dependence on central funding;
 
− which means that changes in Government grant levels for individual councils play a larger part

in decisions about budgets and council taxes than the views of elected members; and
 
− it becomes impossible to attribute responsibility for cuts in services or increases in council

taxes.

7. The council tax has been a relatively successful element in the system but runs the risk of losing its
credibility, if it is seen to be:

 
 -   out of date, if a revaluation is delayed too long as it was for domestic rates, and
 
-   unfair, for example, because too many properties are in band A, as are more than half
    of all properties in 57 local authority areas, because bands G and H cover such a wide
    range of properties and because of the discounts provided for second homes.

8. On capital expenditure, the present system was designed to limit local council spending and innovative
partnerships with the private sector, not to promote them

− and has “succeeded” to the extent of massive under-investment in schools, housing, other
buildings and roads, producing a backlog estimated by the Audit Commission at £15bn; and

 
− recent attempts to generate more spending and to promote private sector partnerships, eg

through the PFI, have required the Government to disapply its own rules and to generate more
complexity, not less, and higher costs for local authorities in running the system.
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9. The system of distributing grant among local authorities is widely perceived to be unfair. The LGA’s Rural
Commission, for example, is concerned that it does not take sufficient account of the problems of rural
areas; urban authorities, on the other hand, believe that aspects of the system work against them; and those
affected by problems such as major job losses or large inflows of population do not feel that the system
reflects their concerns sufficiently.  The LGA recognises that any system for distributing scarce resources
may be subject to such problems.  Improvements to the distribution system can be made but the long-term
solution will lie in reducing the importance which the distribution of grant plays in the financing of local
government, by allowing local authorities to control a much larger proportion of their own income.

10. The European Charter of Local Self-Government, ratified by the UK government earlier this year sets
out a number of principles for the financing of local authorities, including the following:

•  Local authorities shall be entitled, within national economic policy, to adequate financial resources
of their own, of which they may dispose freely within the framework of their powers.

 
•  Local authorities’ financial resources shall be commensurate with the responsibilities provided for

by the constitution and the law.
 
•  Part at least of the financial resources of local authorities shall derive from local taxes and charges

of which, within the limits of statute, they have the power to determine the rate.
 
•  The financial systems on which resources available to local authorities are based shall be of a

sufficiently diversified and buoyant nature to enable them to keep pace as far as practically
possible with the real evaluation of the cost of carrying out their tasks.

11. Comparisons between countries on this issue are difficult to make, given the differences in constitutional
arrangements and financial systems, as a Council of Europe report identified in June this year.  But the
report also made clear that the proportion of local government expenditure raised by local authorities
themselves in the UK was below the average for all European countries and among the lowest of members
of the European Union.

12. The British Government has recognised that

“… only a quarter of total local government spending is financed locally.  This obscures councils’
accountability for their budgets, making it difficult for local people to identify who is responsible for council
tax increases.”  (DETR paper - Business Rates)

The Local Government White Paper

13. Unfortunately, the proposals in the White Paper will not do enough to address these fundamental
criticisms:

•  local discretion on the business rate will allow councils to levy a local element, at 1% of the national
rate a year, rising to a maximum of 5%.  An extra 1% a year, up to a further 5%, is available to
“beacon councils”.  The principle of local discretion is important and the resources raised from the
local element will be welcome.  But the balance between central and local funding of local
expenditure will change hardly at all.  Most of the control will remain with the Government;

 
•  “crude and universal capping” will be abolished and the Government has announced that it will no

longer announce capping criteria in advance.  These changes are welcome but the decision to
retain reserve capping powers and take new selective powers, which may lead to increased
uncertainty and more subjective judgements, is not.  Capping is in principle inconsistent with local
accountability.
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•  the Government proposes to use existing legislation to limit its contribution towards council tax
benefit subsidy costs for those authorities whose spending increases above a guideline level.  The
effect will be to increase the “gearing rate” of council expenditure for those areas with relatively
high numbers of residents in receipt of council tax benefit, potentially to push council taxes still
higher in these areas, to meet benefit costs, and to complicate further an already complicated
system;

 
•  on capital finance, some helpful minor changes are proposed and the Chancellor of the Exchequer

has held out the prospect of a “doubling of net investment in public services and infrastructure”.  He
also promised a more stable planning framework for public sector capital expenditure in his Economic
and Fiscal Strategy Report, June 1998 but Government Departments have so far been slow to act on
this rhetoric in producing plans for local authorities to work with.  For the future, more radical change
is needed to simplify the system and to allow authorities to invest efficiently.

Not radical enough

14. The Government’s proposals represent a tentative step in the direction of the financial reform that is
needed.  But the approach remains centralist and cautious.  It would be particularly unfortunate if too
cautious an approach were to frustrate the potential for local authorities to use the local element of the
business rate to develop worthwhile local schemes in partnership with local businesses.  This is the risk if
the Government insists on too bureaucratic an approach to local consultation arrangements - a concern
which the LGA shares with the CBI and which both have put to the Government.

15. The LGA believes that the Government’s cautious approach to the reform of local government finance is
likely to hinder, not help, the improvement and reform agenda. That agenda is indeed a radical one, to
which local government responds positively.  It needs to be supported by more radical financial reform.

16. In political terms, the existing proposals will only marginally reduce the degree of central control over local
decision-making.  They will do little to help local people to understand the basis on which decisions about
local taxes or the level of services are made; even less to persuade people that it is worth voting in local
elections or taking a more active interest in their local authority.

17. The weakness of the economic arguments for continuing tight Government control over local authority
expenditure was evident to the House of Lords Select Committee on Central/Local Relations, (the Hunt
Committee), which reported in 1996 and has been exposed more fully in a recent paper by Dr Watt and
Professor Fender of INLOGOV, “Local government spending and the national economy”.  Watt and
Fender looked closely at the arguments the Treasury advanced, in evidence to the Hunt Committee for the
degree of control which Government exercises over expenditure financed from local taxation, and other
local income, “local authority self-financed expenditure“ (LASFE).  The Treasury’s arguments do not stand
up to close scrutiny:

•  their starting point is the assertion “that locally financed expenditure is no different from central
government expenditure” in economic terms.  Yet no argument is offered to justify this assertion.  It
ignores the application of local knowledge and local choice (and by implication the existence of
local accountability) to local decisions;

 
•  the Treasury’s evidence to the Hunt Committee asserted the case for LASFE to be contained within

the government’s control total for public expenditure.  Yet LASFE was excluded from the control
total between 1990 and 1992 and, following the changes made to public expenditure control this
year, it now forms part of Annually Managed Expenditure, “which cannot reasonably be subject to
firm multi-year limits” (The Economic and Fiscal Strategy Report 1998).  No consistent line of
argument runs through these changes of treatment and the UK Government continues to maintain
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tighter control over local government expenditure than do many other comparable European
countries;

 
•  the third argument rests on the effects that LASFE financed by the council tax has on the RPI.  But

there is a strong case for excluding the council tax from the RPI, since it is a direct tax, not related
to a specific service which an individual can choose to receive or not receive, and other direct taxes
are excluded.  Indeed, the council tax is treated on a par with other direct taxes in the UK National
Accounts.  The main reason given by the RPI Advisory Committee for including the council tax in
the RPI is that domestic rates and the community charge were included, i.e. on grounds of
continuity.

 
However the new National Accounts make a more specific distinction between taxes and charges for
services provided by government. As a result, some taxes which had formerly been treated as
charges for services - notably domestic rates and vehicle excises duty - will become taxes on income
and wealth.  So there are clear grounds for the RPI Advisory Committee to review the case for
including council tax in the RPI. If the council tax were excluded from the RPI, the case for central
government control over locally financed expenditure would be further weakened.

 
18. On both political and economic grounds, therefore, the LGA believes that it is a mistake for the

Government to retain the degree of control over local authority finances implied by the White Paper.  The
Association hopes that the Committee’s Inquiry will stimulate a wider debate on both the political and
economic issues.

A better system

19. A better system for local government finance is one that would promote, not limit, local financial
accountability, that would be simpler to understand and that would recognise sensible limits on the
Government’s economic concern for local government expenditure.  Its main features would be:

•  a clear line of local financial accountability between local authorities and local people, relying on
transparent measures of performance, on Best Value and on effective local consultation
arrangements about decisions taken by elected councillors on the levels of service they will provide
and on the levels of local taxation, without the overhanging threat of capping by a central
government applying national criteria to local choices;

•  a substantial element of locally raised income, including a locally-determined business rate, subject
to equalisation arrangements to protect those areas with a  small rate base and to a statutory link
with the local council tax, with effective local consultation arrangements between the authority and
the business community and active participation by local business people in the work of the
authority;

•  a tax base which is seen to be fair and up-to-date, subject to regular revaluations for both business
ratepayers and council taxpayers and in which the council tax can be seen to be operating as a fair
and progressive tax, consistently in different parts of the country, with changes to the top and
bottom bands and the removal of discounts for second homes;

•  a system for distributing grant which is broadly perceived as fair to different types of authorities but
which is less dominant over local finances than the existing SSA system, because the business rate is
determined locally and because capping has been abolished and, in the longer term, because
alternative sources of income are available;

•  a willingness to explore and test out new sources of local finance, which could reduce the level of
dependence on Government grant, ranging from local income tax and local sales tax to a more
imaginative approach to the use of charges and fees for local services and facilities.
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•  the positive development of the new proposals for funding expenditure on transport and roads,
through congestion charging and non-residential parking taxes, as described in the Government’s
Integrated Transport White Paper’s proposals which offer the prospect of significant environmental
as well as financial benefit;.

•  a capital finance regime unencumbered by rules and regulations that no-one can understand, in
which local authorities are able to plan their investment strategies over a period of years, in which
direct Government controls over local investment decisions are replaced by a system of prudential
accounting limits and in which value for money and local needs are the criteria by which authorities
judge their commercial relationships with the private sector.

20. The central characteristic running through this list is that of local financial accountability for local decisions.
The existing regime of local government finance is neither politically satisfactory nor economically
justifiable.  Without radical change, it will undermine progress towards improvement and reform in local
government and it will discourage, rather than encourage public interest in local democracy.  The LGA
hopes that the Sub-Committee will lend its voice to the case for radical change.
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Annex 2

Modernising Local Government Finance

The LGA’s response to the Green Paper

Introduction

The LGA agrees with the Government that local government plays a vital and important role in the community in
providing essential services, championing local interests and implementing key national and local policies at the local
level.  Local government needs local democracy and local accountability.  The LGA’s aim is that the local
government finance system should reflect this.

Principles to promote local democracy and local accountability

The local government finance system should rest on the following principles:

•  it should be fair and compensate authorities with higher needs or lower resources;
•  it should be capable of reflecting the diverse needs of local authorities yet be transparent and easier to

understand and explain;
•  it should be more stable and predictable to enable authorities to plan services more effectively to deliver best

value;
•  it should provide for an adequate local taxbase;
•  it should promote local choice and local accountability;
•  it should maintain and strengthen the incentives to local authorities to pursue value for money in all their

functions;
•  it should have a decision-making process that is open and accessible, so councils have an opportunity to make

their case on any matters of judgement before the decision is made;
•  grant assessments should not be used as target levels of spending for expenditure limitation.

The LGA believes that the restoration of an adequate taxbase for local government is critical to the
sustainability of local financial autonomy and local democracy.  Subject to that, the principles set out in Part
I of the Green Paper are broadly consistent with the above list and the LGA welcomes them.

Capital Spending

Local government spends about £7bn a year on capital investment in housing, education, transport, social services
and leisure, services essential to the well being of the communities we serve.  It is vital that we get the best out of
this investment by the careful selection of priorities and a system of forward planning that allows us to take a long
term view of our communities’ needs.

The present system of regulating local authority capital investment is out of date. It was designed primarily to control
expenditure and it prevents local authorities from taking advantage of new opportunities for investment.  It also relies
too heavily on wasteful bidding systems.  The LGA has submitted proposals to the Government to modernise this
system.  This new “prudential approach” would allow authorities to set their own limits for capital investment, subject
to controls that would ensure that borrowing was affordable and consistent with the Government’s fiscal rules.  The
new system would place an emphasis on professional and self-regulation, rather than detailed statutory controls.

The LGA welcomes the proposals on capital finance, contained in Part 4 of the Green Paper, which build on
this approach.  The Association particularly welcomes the acknowledgement that the present capital control
system has become an obstacle to effective capital investment, and that Government "does not have to
exercise the direct and rigid controls implied by the current regime".
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 The LGA is happy to work with the Government to look at how revenue support for capital investment might
be provided under the new system  for both housing and non-housing services.  We also look forward to
further proposals for removing obstacles to partnership working.

Revenue Grant Distribution

The system should be more stable and predictable  than it has been in recent years.  Ways of achieving this
include:

•  3 year settlements coinciding with spending reviews, during which the formulae underlying grant distribution
would not be changed;

•  balancing the need to update data regularly with the possibility of smoothing the more volatile changes;
•  rules which determine change of grant from year to year, with floors to prevent severe grant loss.

Local authorities should receive most of their grant funding in the form of general non-earmarked  grant,  with
entitlement to grant based on a formula which takes account of the different needs and resources of local authorities.
Such a formula should be easier to understand and explain than the current system of SSAs; both in the way the
formula is developed and in the way it is presented to local authorities and stakeholders such as headteachers and
governors.

The key reasons for supporting a formula, as opposed to bid-based funding, with judgement by ministers or civil
servants on a case by case basis are that;  formulae can be based on objective data; and the same formulae are
applied to all local authorities; this minimises the need for judgement in grant allocation, whilst maximising local
accountability; that formulae can be updated annually with the latest available data ; that formulae are relatively
transparent, as the data used is publicly available and the grant calculations can be replicated and finally that a
formula-based system is relatively economical to administer.

There is a case for an additional element, besides the formula, allowing grant to be paid to individual authorities or
groups of authorities which appear to be underfunded by the formula.   A number of European countries,  such as
the Netherlands, Sweden and France have such a safety-valve  mechanism for putting in additional general grant.
The LGA welcomes the Neighbourhood Renewal Fund as an example of a grant targeted at areas of deprivation
but not subject to hypothecation or bidding.

Local authorities are committed to improving performance and are, through the best value regime, reviewing all their
services to ensure that they provide the best possible service to local communities.  Local public service
agreements, being piloted in 2001/02 by twenty authorities, will help to promote improved performance.  A key
feature of local PSAs is that local authorities agree appropriate targets with government, as opposed to having them
imposed on them.  Local PSAs will be accompanied by an additional performance grant, but general grant funding
should not be based on performance criteria.

The Green Paper discusses the options of basing grant funding to local authorities on ministerial judgement, making
an appraisal, on a case by case basis, of bids based on local authorities’ corporate plans. The LGA is opposed to
this option, primarily, because It would detract from local accountability and lead to greater government
interference in the affairs of local authorities.  Ministers would find themselves involved with local decisions, such as
those concerning council taxes and financial reserves, which should be taken by local government, and for which
elected councillors should be accountable to the local electorate.

The LGA welcomes the fact that the Green Paper (in Part 3)  recognises that using plans in this way would
represent "a significant shift in the relationship between central and local government" and suggests that,
along with more predictability and stability, a combination of a formula which is easier to understand and
explain and which takes account of wider evidence than the current SSA system, safety valves, some
specific grants to target resources, and local PSAs might be preferable.
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Taxes and charges

Council Tax

The success of the council tax depends on it being seen as a fair tax.  For this to be achieved  it must be kept up to
date.   There have been considerable changes in relative property values since 1991 when the existing council tax
bands were set.  A revaluation should be set in train as soon as possible to pick up these movements in house
prices with a timetable set for regular revaluations.

Part 5 of the Green Paper sets out proposals for a fixed revaluation cycle for the Council Tax. The LGA
supports these proposals.  In order to improve the fairness of the tax and enhance its long- term stability
the number of council tax bands and the ratios between them should  be reviewed. We welcome the
proposal in the Rural White Paper  to give local authorities the discretion to remove the discount for second
homes and to retain the proceeds for local use.

The Council Tax Benefit Subsidy Limitation scheme, under which local taxpayers have to meet the
additional costs in benefits of council tax rises above a certain threshold, should be abolished.    The
scheme has added to the cost of council taxes in its first two years and, as the Green Paper says, it is
complicated and widely misunderstood.   The limitation on benefit subsidy for higher banded properties
should also be abolished.

Local business rate

The introduction of the national non-domestic rate in 1990 broke the link between the tax collected locally and the
spending decisions of local authorities. It would be highly desirable to re-establish a financial connection between
local government and business through a local business rate.   This would increase the interest of local business in
the performance and plans of local authorities and make local authorities take into account the requirements and
views of local business.   By increasing the amount of resources raised locally it would also improve the
accountability of local authorities to their communities.

The Government’s proposals for a supplementary rate and for giving councils discretion to offer rebates on
the national rate,  are desirable in themselves in promoting a closer relationship between local authorities
and business.  The LGA  looks forward to working with the Government to develop these proposals,
including the new proposal  that the supplementary rate might be restricted to a part of a local authority or a
specific group of ratepayers.  The LGA believes that the business partnership arrangements that need to be
put in place before a supplementary rate is levied should build on existing successful arrangements and
avoid unnecessary bureaucracy.

The LGA's objective for the longer term continues to be the achievement of full discretion for local
authorities to set business rates in accordance with local circumstances.

The LGA supports measures to help small business.  The LGA will explore with Government how this can
best be provided without making the scheme of support too complex for businesses to understand or for
local authorities to administer.

The LGA supports the idea of businesses coming together in sub local authority areas to fund improvement
schemes to the benefit of the local business community.  The LGA will explore with the Government the
merits of the different ways of funding these  improvement schemes.

The proposal for a local tax re-investment programme looks promising and is worthy of further
consideration.  We look forward to working with the government to develop these proposals further.

Fees and charges



14

Fees and user charges currently raise as much as council tax as a contribution to the overall funding of local
services. Generally, local authorities may only levy charges for services where there is a specific power to do so.
Many fees and charges are fixed according to Government scales. The LGA supports the view of the Audit
Commission that there is significant room for improvement in the way that local authorities could use charges to
meet policy objectives.

One valuable step would be to give local authorities a general power to charge for any discretionary service. There is
also a case for a review of all statutory charges to determine whether they are still ‘fit for purpose’. Many of these
charges are reviewed infrequently and it is not clear why many of these require statutory, central control.

The LGA has argued the case for a discretionary charging power in relation to the new power of social,
economic and environmental wellbeing and welcomes the Government’s clear commitment, in part 5 of the
Green Paper, to make regulations.

Education funding

Education is the largest area of local government spending and one where local authorities have a vital role to play in
improving standards, through disseminating good practice, agreeing with schools annual performance targets for
school improvement and tackling failing schools.  Local authorities also play a vital role in ensuring access for all
pupils, including the provision of home-to-school transport, in providing support for pupils with additional needs, in
strategic management and in ensuring that schools manage delegated funds properly.

The LGA agrees with the Government that there should be greater clarity about the respective roles of Government,
local authorities and schools in the delivery of high standards of education and that the current finance system
should be amended to reflect those responsibilities better.  The role of local authorities in securing school
improvement and in the wider lifelong learning role should be properly recognised. It is also essential that the review
of education funding fully embraces resources provided through the Standards Fund alongside mainstream funding.

Most education funding should come through the council tax, business rates and non-hypothecated grant as at
present.  However the distribution formula should be made more transparent.  One way of doing this is to introduce
separate spending assessments for schools and LEA functions, both nationally and locally, which reflect their
different responsibilities.  Care will be needed to ensure that too rigid a barrier is not created, undermining effective
working between LEAs and schools.

The LGA agrees with the Government that a system based on greater transparency around schools funding is the
way forward.  This is preferable to statutory ring-fencing ; which would weaken local accountability, reduce local
authorities' ability to co-ordinate between education and other services, thus eroding authorities' financial freedoms.
The LGA welcomes the fact that the Audit Commission's recent report on school funding, Money Matters, supports
the case for improving the present funding system rather than replacing it.

The LGA accepts that there are significant concerns in both central and local government about variations in pupil
funding levels and acknowledges the need for a full investigation of relative spending requirements of different local
authority areas.  It believes that the concept of a "basic entitlement" per pupil should be explored.  The public
presentation of the concept will be important.  Consideration will be needed as to whether different financial
entitlements should apply at each key stage or just separately for primary and secondary pupils.  A review should be
carried out jointly between the LGA and the Government on indicators of disadvantage and higher costs arising, for
example, in sparsely-populated areas or in higher labour-cost areas.  It is essential that the introduction of any basic
entitlement leads to a levelling up of resources, rather than a levelling down, with additional funding provided by the
Government.
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The LGA considers that in conjunction with a new and more explicable funding system, there should be a review of
the fair funding mechanisms for allocating funds between schools, with a view to ensuring that they are fully
compatible with any changes made to the overall funding mechanisms, for example, in the account they take of
deprivation.  As part of the review the case for granting LEAs greater discretion to target resources at the more
difficult schools needs to be examined.  If improved funding transparency is to be achieved at school level it is also
vital that there is a review of the timing and form of notification of the many funding streams to schools.

The LGA welcomes the Green Paper’s endorsement of the continuing role of local education authorities and
agrees that there should be consideration of separate spending assessments for schools and LEA
functions, in order to improve transparency.

The LGA welcomes the fact that the Government has rejected the option of statutory ring-fencing for
schools’ budgets.  The Association will work with Government on improving the transparency and
comprehensibility of reported expenditure and schools and LEA functions and in developing a new and
simpler formula for allocating resources to LEA.  Improved transparency should ensure that LEAs continue
to give a high priority to schools’ budgets.  The LGA agrees that schools should be protected from any
adverse financial consequences.

On the allocation of funds to schools the Government has concluded that such matters are best addressed
locally by local authorities.  The Association agrees with the Government that it would be impossible to
devise a national funding formula that reflected every variation in local need.  The LGA will work with
Government in reviewing the current allocations of funding between LEAs and between schools within
LEAs.

A better system

These changes would go some way towards producing a local government finance system which was fairer, stabler
and more open than the current system and which promoted democracy and accountability.  But they fail to address
the underlying problem of the local government finance system, which is the balance of funding between central and
local government.

The European Charter of Local Self-Government, which Government has signed up to,  says: ’local authorities
should be entitled to adequate financial resources of their own, of which they may dispose freely within the
framework of their powers’.    A recent resolution by the Congress of Local and Regional Authorities of Europe
expresses concern that the trend is towards local authorities having fewer ’own’ resources.

For the local government finance system to serve local democracy and local accountability it is necessary for local
authorities to raise a greater proportion of their own income from their own resources, in line with the European
Charter.  In a survey of local government perspectives on grant distribution , carried out by DETR as part of the
current review, 88% of authorities agreed with the statement that "there would be less pressure on the revenue grant
system and on needs assessment formulae if local authorities were able to raise a greater proportion of their income
from local sources".

Local government should have access to a wider range of different local taxes and other sources of funding, as in
many other European countries, which they could vary to raise additional funds, thus spreading taxation across a
broader tax base.

Two ways in which this could be done are:
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•  returning to local government the discretion to vary business rates, subject only to a link with the council tax.
This could operate in a context where the local government finance system as a whole was used to
compensate authorities with higher needs or lower resources;

•  considering alternative local taxes, including local income tax.

The Green Paper (in Part 2) suggests that "There is nothing sacrosanct about the present balance, but there
is no evidence that shifting the balance would strengthen local accountability or enhance financial
freedom." (para. 2.8)

The LGA does not accept this view and believes the current balance of funding undermines local
accountability and autonomy, leaving local politicians with little discretion over the level of funding for local
services or over council tax levels.    

The Government should establish a special commission comprising members of both Houses of Parliament
and of leading councillors to explore, in conjunction with the business and community sectors, how
financial autonomy of local councils can be increased.
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Answers to the Green Paper Questions
Reforming the revenue grant system

1. Under future approaches to grant distribution, what can be done to explain the system and the decisions
it produces to authorities and to other stakeholders?

A number of steps could be taken to produce a more objective and easier to understand formula and to improve the
way both data and methodology changes are explained to authorities; for example by a guide to the local
government finance system; supplemented by resources on the internet. However it is unlikely that a formula which
distributes large amounts of money to complex organisations will, by its very nature, ever be simple.

2.  How do we strike the right balance between predictability and stability of funding and the need to take
account of changes in local authorities’ circumstances? In particular, how should floors and ceilings be set?

The LGA shares the Government’s objective for there to be more predictability and stability in the grant system.  We
support a system of three year settlements, coinciding with spending reviews, during which the formulae underlying
grant distribution would not be changed, and where data would be upated regularly, with the possibility of smoothing
the more volatile changes.

Predictability and stability should apply to specific grants and to capital finance as much as it does to general grant
funding.  Such information is vital for authorities and other stakeholders to have the full picture.

The LGA is in favour of floors, that is setting a minimum level of grant. The arguments for ceilings seem to us to be
more balanced.  On the one hand it would enable floors to be set higher; on the other it might mean that local
authorities with spending pressures do not see this reflected in their grant.

Floors, and any ceilings, should be announced for a three year period and bear a relationship to the relevant
Spending Review.

3. What can local authorities do to extend the benefits of predictability and stability to schools and other
budget holders, to community partners and to council taxpayers?

Local authorities should endeavour to give indicative levels of council tax and and budget increases to local
stakeholders, as long as the information the government gives them makes this possible.  This makes it still more
important for Government to improve its performance in providing information about specific grants.  Local authorities
consult these local stakeholders when drawing up their Best Value Performance Plans.

4. Should we extend the moratorium on SSA formula changes, to allow time to put a new grant distribution
system in place?

The 3 year freeze has brought stability which has been widely welcomed.  Pressures for change are now building up,
but it would now be very ambitious to introduce a new system in 2002/03.  Discussions on a new formula should
begin as quickly as possible, but it may not be possible to implement them before 2003/04.

5. Should we introduce more judgement into the formulae used to distribute revenue grant?

The role of subjective judgement in the revenue grant distribution system should be confined to the minimum
possible.

6. Should we introduce ‘safety valves’? How should they work?
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There is a case for an additional element, at the margin, besides the formula, allowing grant to be paid to individual
authorities or groups of authorities which appear to be underfunded by the formula.   A number of European
countries,  such as the Netherlands, Sweden and France have such a safety-valve  mechanism for putting in
additional general grant.  Very little work on specifics has been carried out and this should now be a priority for
discussions.

7. Should the grant distribution decision take account of local authorities’ own plans?

No. The local government finance system should help local authorities to make medium term plans, but these plans
should help the authority to respond better to the wishes of local people, not as the basis for further government
intervention in the affairs of local authorities.

8.  If plans are taken into account, what more can the Government do to reassure authorities that it will give
due weight to national and local priorities?

The LGA considers that the essential feature of plans is that it would draw government closer into the affairs of
individual local authorities. Ministers would find themselves involved with local decisions, such as those concerning
council taxes and financial reserves, which should be taken by local government, and for which elected councillors
should be responsible to the local electorate. If the Government were to go down the plans route, it is inevitable that
national priorities would become inreasingly dominant in the preparation of authorities’ plans, at the expense of local
issues.

Capital investment and borrowing

9. Should we abolish the requirement that local authorities need Government permission to borrow?

Yes.  This is at the heart of the LGA’s proposals for a prudential approach to capital investment.  The new prudential
system should be introduced without delay.

10. Are the safeguards that we have proposed sufficient to protect national and local taxpayers and to
promote private finance deals and partnership working?

Two measures will provide the necessary protection for local and national taxpayers. These are the proposed limit on
the rate of increase of local authorities’ debt during the transitional period and the reserve power to restrict the right
to borrow freely for authorities which did not operate prudential regimes effectively, were not delivering best value or
who failed to consult local stakeholders. But the LGA believes that the Government will not need to exercise these
powers because the new system is designed to encourage prudent and affordable investment.
Best value will place duties on authorities to have regard to economy efficiency and effectiveness in securing
continuous improvements in services.  Authorities will need to consider how partnerships with the private sector can
contribute to this process.  Guidance on the production of capital strategies will require authorities to consider private
finance solutions to their capital investment needs.  These requirements will ensure that private finance solutions will
be chosen where they clearly offer the best value for money.  It should not be necessary to provide any further
inducements for authorities to enter into private finance or other partnership arrangements.
11. How can we ensure that local people are properly consulted about investment plans and understand
their long-term financial implications?

This can be achieved through the promotion of capital strategies, work on which is currently underway with the
objective of introduction in 2002/03. Capital strategies are an integral part of the new prudential approach and
provide the policy framework for decisions on capital investment.  They also have an important contribution to make
to the best value performance review process.

12. How should we allocate grant to support capital investment?

It is important that any grant support arrangements provide for both national and local priorities to be met.  The LGA
recognises that there may be a case for moving away from uniform support arrangements and would be prepared to
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discuss with the Government a more tailored approach. Capital grants might be the appropriate form of support in
some cases as might time limited revenue grants.

Taxes and charges

13. Should there be a statutory revaluation cycle for council tax?

Yes.  The LGA believes that if the council tax is to continue to be accepted as fair by taxpayers it must be kept up to
date.  It is important not to repeat the mistakes of the 1970s and 1980s when delays in revaluing domestic rates
helped to undermine the credibility of the rating system.  The LGA’s preference is for council tax revaluations to take
place every five years, as for non-domestic rates.  Any longer cycle would mean that valuations would become
increasingly out of date.

14. How can council tax bills be made clearer?

It is not clear that making county councils responsible for billing and collecting council tax will improve the
accountability of local authorities to their taxpayers.

There may be scope for improving the lay-out of bills and the information provided to taxpayers by precepting and
billing authorities and we will work with the Government to see if this is possible.

15. Do our proposals for implementing the supplementary rate provide adequate safeguards for local
business, whilst being simple to operate?

Effective partnership arrangements are key to the successful operation of the supplementary rate.  The LGA agrees
with the comment in the Green Paper that partnership arrangements should be as simple and flexible as possible,
placing minimal burdens on both local firms and local authorities.  The LGA believes that the Green Paper proposals
could be simplified whilst still meeting these objectives.

The LGA has agreed with representatives of the Confederation of British Industry, the British Chambers of
Commerce and the Federation of Small Businesses that partnership arrangements should conform to 3 key
principles:

•  they should build on existing successful arrangements using local strategic partnerships, where possible,
and similar models in other areas;

•  they should not create unnecessary bureaucracy and thereby alienate local business people and other
partners and

•  they should allow all ratepayers to have a say on the form of arrangements.

Further prescription would be unnecessary if these principles were adhered to.  The LGA would be happy to develop
these ideas with the business representative bodies and DETR.

The proposals for all ratepayers to be consulted on the form of partnership arrangements and for business
representatives to approve the projects to be financed by the supplementary rate should provide adequate
safeguards for businesses. Additionally there will be requirements for the supplementary rate to be linked to council
tax and a limit on the annual increase (1%) and on the total (5%).

The proposals to ballot all ratepayers on the form of partnership arrangements will create a major bureaucratic
exercise for local authorities.  It seems inconsistent with the Government’s wishes, expressed in the Green Paper,
that such arrangements should be as simple and flexible as possible, placing minimal burdens on firms and local
authorities.  The Government should consider relaxing the ballot requirements in cases where arrangements exist, or
can be put in place, that command the support of the business community.  It does not seem necessary for
partnership arrangements to be re-endorsed every four years unless there is evidence of dissatisfaction with them.
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16.  What are the merits of the specific suggestions for business rate reliefs and for a local tax reinvestment
programme? Do they risk making the tax too complicated?

The LGA supports measures to provide rate relief for small firms.  A scheme should be simple to administer and
clear to understand.  Linking eligibility to turnover or number of employees will complicate the scheme unnecessarily
and will be prohibitively costly to administer.

The Government should reconsider the proposal that the scheme should be self-financing through a premium on the
national rate. It is highly unusual for a scheme of Government financial support for one sector of the business
community to be paid for by other businesses.  Consideration should be given to charging the cost to the business
rate pool.

The scheme should be extended to other non-profit making bodies if they would otherwise be worse off.

The proposals to extend mandatory rate relief in rural areas are acceptable so long as any increased costs are borne
by the pool.  Hard-up businesses in urban areas should be treated no less favourably than similar businesses in rural
areas.

The proposals for a local tax reinvestment programme look promising and are worthy of further consideration as one
of a package of measures for urban regeneration also set out in the pre- Budget report and Urban White Paper.

17. Do our proposals on business rate revaluation secure greater predictability and stability for the
stakeholders?  Are they fair?  Are they workable?

The minor changes for improving the revaluation process are welcome.  The LGA believes that revaluations should
take place every five years and that no case has been made for moving away from this cycle.

Different services and authorities

18. Education
•  How can we ensure that funding is properly matched to the separate responsibilities of local authorities
and schools?

The LGA welcomes the Green Paper’s endorsement of the continuing role of local education authorities and agrees
that there should be consideration of separate spending assessments for schools and LEA functions, in order to
improve transparency.

•  How can we ensure that the funds allocated by central Government for education are used for that
purpose?

Local authorities accord a high priority to education.  Since 1994/95, local authorities in England have collectively
spent more than £4bn more than the total education SSA; £333m in the present year.  The LGA welcomes the fact
that the Government has rejected the option of statutory ring- fencing for schools' budgets.  The Association will work
with Government on improving the transparency and comprehensibility of reported expenditure and schools and LEA
functions and in developing a new and simpler formula for allocating resources to LEA.  Improved transparency
should ensure that LEAs continue to give a high priority to schools' budgets.  The LGA agrees that schools should be
protected from any adverse financial consequences.

•  How can we ensure a fair allocation of funding between authorities and between schools in authorities
to reflect pupil needs?

On the allocation of funds to schools the Government has concluded that such matters are best addressed locally by
local authorities.  The Association agrees with the Government that it would be impossible to devise a national



21

funding formula that reflected every variation in local need.  The LGA will work with Government in reviewing the
current allocations of funding between LEAs and between schools within LEAs.

19.  Should we have a single local government finance system for all authorities? Or should it be
customised for police authorities, fire authorities, parish or district councils?

On balance, the LGA believes that a single local government finance system is more likely to encourage transparent
decisions and less likely to be divisive within local government.  A divided system runs the risk of encouraging
central government to take more decisions about service priorities on the basis of subjective ministerial judgement.

Further comments

20.  Are there any other measures we should take in pursuit of our aims as given in paragraph 1.3?

For the local government finance system to serve local democracy and local accountability it is necessary for local
authorities to raise a greater proportion of their own income from their own resources, in line with the European
Charter. Local government should have access to a wider range of different local taxes and other sources of funding,
as in many other European countries, which they could vary to raise additional funds, thus spreading taxation across
a broader tax base.

Two ways in which this could be done are:

•  returning to local government the discretion to vary business rates, subject only to a link with the council tax.
This could operate in a context where the local government finance system as a whole was used to compensate
authorities with higher needs or lower resources;

•  considering alternative local taxes, including local income tax.

The Government should establish a special commission comprising members of both Houses of Parliament and of
leading councillors to explore, in conjunction with the business and community sectors, how financial autonomy of
local councils can be increased.
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Annex C Supplementary Business Rates

Views are invited on whether the duty to consult on council expenditure, under the 1992 Act, should be
restricted to those councils where there are no Partnership Arrangements. (C35)

If discussions on the budget are to take place under the umbrella of the Partnership Arrangements then the separate
power to consult should be restricted to authorities where there are no Partnership Arrangements in place.

Views are invited on the possibility of all councils being able to raise a selective supplementary rate, subject
to the agreement of the ratepayers affected by it. (C47-50)

This is a welcome variant on the basic scheme.  It seems unnecessary to impose a limit on the selective rate given
that the ratepayers affected have to agree to the amount raised.

Views are invited on whether agreement on the use of the supplementary rate should be reached shortly
after the start of the financial year, or left to the end of the financial year in which it is raised. (C53-55)

Ideally, agreement should be reached before the year in which the rate is set.  This would allow better forward
planning and tie the supplementary rate more closely to the project cost. If this is not likely to be achievable then a
deadline as close as is practically possible to the start of the financial year should be set.

We are interested in your views on the allocation and use of the supplementary rate. (C56-68)

Broadly the proposals are acceptable.  Limits on authorities’ existing statutory powers should not prevent worthwhile
projects proceeding.  Agency arrangements might be beneficial in certain circumstances.

Views on how a link with Council Tax might be made would be welcome. (C76-78)

The proposal to tie increases in the supplementary business rate to increases in council tax preceded the decision to
subject the supplementary rate to an annual and absolute limit. It is questionable whether such a link is now
necessary given the requirements for partnership arrangements to be established and for agreement to be reached
with business representatives on the use of resources raised. If the Government insists on there being a formal link it
must be simple and understandable.   The “levels” and “changes” approaches canvassed in earlier consultation
papers are too complicated.

We would appreciate your comments on these various special cases. (C84-90)

The proposals seem reasonable.  It is disappointing that the Green Paper does not specify the reserve powers for
rate rich authorities.  These should be consulted upon as soon as possible.

We would be interested to hear any alternative suggestions for securing the endorsement of the Partnership
Arrangements by the whole business community. (C2.1-2.2)

See the response to question 15 in the main part of the Green Paper.

We would appreciate your views about eligibility to vote. (C2.3-2.9)

The Green Paper acknowledges the difficulties in identifying ratepayers for ballot purposes.  Limiting voting rights is
a pragmatic approach to the inherent difficulties but is likely to be controversial for borderline cases.  A de-minimis
rule and restricting the vote to properties capable of occupation may simplify the administration of the scheme.

Do you agree with the proposed dual-key system of voting? (C2.10-2.12)

It deals with the criticisms that would otherwise be made about the representative nature of the vote if only one or
other of the options had been proposed.

Do you agree that authorities should be given the flexibility to gain endorsement for Partnership
Arrangements in a variety of ways? (C2.13)
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Yes

Do you agree with the 56 day notice period for endorsement votes? (C2.14-2.15)

It seems an unnecessarily long period.

Do you agree that partnership arrangements should be re-endorsed every 4 years? (C2.17)

If partnership arrangements are working well and there is no pressure for change then there should be no
requirement for regular reviews.

We would appreciate your views on defining the threshold for calling a review of partnership arrangements
(C2.18-2.19)

If partnership arrangements are not working and cannot be amended through discussion then the fallback position
should be the introduction of one of the approved models.  Further ballots will be bureaucratic and disruptive.

Annex D, Rate Relief for Small Businesses

Views are sought on whether relief should be directed to small businesses rather than small properties: and
if so which combination of tests should apply, including alternatives to the ones illustrated (D4-8)

Ideally relief should go where it is needed most.  But the closer the targeting of relief the greater will be the cost of
administering the scheme. On balance the LGA believes that relief should be determined by rateable value alone.

Suggestions are invited as to types of property or occupiers that should be excluded or included (D11-13)

Limiting eligibility to occupation of property would be sensible and consistent with the purpose of the scheme.  It
would also simplify the administration of the scheme.  There would seem to be little purpose in the scheme applying
to charitable bodies already receiving mandatory relief at a higher rate.  The scheme should be extended to other
non-profit making bodies if they would otherwise be worse off.

Annex E, Rate relief for non-profit making sports clubs

As a first step the guidance to local authorities on granting rate relief to charities and non-profit organisations should
be reviewed. Further consideration should be given to granting mandatory rate relief to sports clubs that meet certain
criteria, including the cost of granting such relief.

Annex F, Local Taxes in Rural and Urban Areas
Extending mandatory relief in designated rural settlements

The LGA agrees that the mandatory scheme should be extended as long as the cost is borne by the NNDR pool.

Whether the Government should introduce additional relief for small retailers or other businesses in
deprived urban areas

This may not be necessary if a scheme of general support for small businesses is introduced.  However it is an
important principle that struggling businesses in urban areas should be treated no less favourably than those in rural
areas.

Whether using the supplementary rate to fund town improvement schemes is a suitable alternative to BIDs

The selective supplementary rate may offer a less flexible alternative to BIDs and require more onerous business
partnership arrangements.  Further detailed consideration should be given to all of the options including the
implications for schemes which cross local authority boundaries.
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Local Government Committee of the Scottish Parliament
Inquiry into Local Government Finance

Colin Mair, Director, SLAMC, Strathclyde University

“The researches of many commentators have already thrown much darkness on this
subject, and it is probable that, if they continue, we shall soon know nothing at all
about it”. Mark Twain (quoted in John Gribbins “The Birth of Time” Weidenfield &
Nicholson 1999).

Introduction

The core focus of the committee’s agenda appears to be the issues raised in the
McIntosh Report about the impact of current financial arrangements on democratic
local decision making and accountability.  Since the removal of the business rate from
councils, the “80-20” issue in the terms of balance of income, the consequencial
gearing effect, and the further restriction of local choice through guidelines and
capping regimes, have been matters of concern for advocates of strong local
government.  The way forward is therefore taken to be re-balancing the local and
national elements of local income to empower councils and make them more
accountable to local communities.

This submission argues that problems of decision making and accountability are not
caused by the financial system, and therefore cannot be resolved by reforming it.
Because of the role and position of local government in Scotland, concepts of
autonomous local choice and discrete accountability make no sense for the vast bulk
of local spending which is on nationally determined and regulated programmes.
Current financial arrangements reflect rather create that situation.  The way forward is
not to deny this but to create frameworks for joint planning, decision making and
accountability between the Executive and local government so that joint
responsibilities are transparently and effectively addressed.  The final section of the
submission addresses specific financial reforms in this light.

The Core Issues

The “80-20” split in local income is seen by many to be the key indicator that reform
is necessary. How can councils be self-determining and accountable if 80% of their
income is decided by the Executive through Parliament? In fact, the figure is an
average and misleading in that it excludes housing services that are entirely rent
financed through the H.R.A., and income generated by charges and trade services. A
more accurate statement is that around 80% of the average council’s current spending
on general services is financed by A.E.F. A perfectly proper response to that
observation is that 80% of council spending is on education, social work, policing and
fire services that are national programmes with national specification, standards,
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inspection and regulations: i.e. the 80-20 split in funding reflects and supports an 80-
20 split in council spending.

This balance is a function of the evolution of local government in the UK and
Scotland across the last hundred years where because local government existed on the
ground in a developed form, it was the practical vehicle for implementing new
national policies as they developed. As many of these national programmes were
large scale and re-distributive in intent, central financial support for local spending
grew as a corollary, and indeed was essential to a system of funding that was fair and
sustainable between local areas.

That historical evolution in part explains why the central support is such a large
proportion of council income in Scotland and the UK. Clearly, the other major factor
was the removal of business rate setting from local control and the introduction of the
uniform business rate under Mrs Thatcher. That element is reversible, although the
argument for uncapped variation in business taxation between local areas will take
some making, but it will not reverse the historical evolution noted above and the fact
that Parliament and local government are inextricably inter-linked and interdependent
in the major service areas that predominate local spending.

The new human rights framework, and concern about post code variation in access to
and quality of services, means that the idea of autonomous local choice in these major
service areas is simply unsustainable. Local government provides because statute
requires it and increasingly statutory requirements are spelt out in great detail in
secondary legislation, binding guidance and through inspectorial and regulatory
regimes. (For example, if all children have a right to education then parliament has a
duty to clarify what that right means and to ensure that it is consistently accessible
across Scotland). Ideas of local autonomy, distinct decision making spheres and
discrete accountability make no sense in this context as local government does not,
and could not, operate separately and distinctly in these major areas.

Full local autonomy of decision making and discrete accountability to local
communities make sense only where services under consideration are appropriately
matters for local choice and preference.  This patently does not, and could not apply,
to rights in Education, Social Care and Protection, Community Safety and Criminal
Justice.  Fully autonomous local government would be local government stripped of
its national responsibilities, spending around only 20% of what it currently spends and
providing only those services where substantial local variation in level and quality are
acceptable.  It would be very small beer.

If, as I do, we want local government to retain its central role in these national
programmes then we have to accept that local decision making and accountability is
necessary and properly limited in these areas, and that no amount of tinkering with the
financial system will alter that reality.  As I have written elsewhere.

“The Scottish Executive and local government are inextricably linked in policy
making, financial and accounting for service delivery, and the key issue is whether
partnership arrangements for decision making are sufficiently developed to do this.
The core issue therefore is not the Executive versus local government, but that joint
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programmes face expenditure constraint and that this needs to be managed in
partnership not in isolation”.

The choice and accountability issues identified by McIntosh flow from the failure to
respect and institutionalise this partnership and to develop appropriate joint
frameworks for programme planning and financing.  Part of the problem here is
attitudinal and behavioural not systemic.  Ministerial priorities have often been
imposed rather than negotiated, and the progressive use of challenge funding and
ringfencing of monies to impose them distorts local planning and expresses contempt
for elected local councils.  Recurrent spending rounds where wage inflation is only
partially funded on the basis of unsubstantiated assumptions about “efficiency” or
“productivity” improvements distorts accountability for local service cuts.  The same
expenditure allocations being recurrently re-announced as if new monies further
distort public understanding.

At council level, even where budget cuts are necessitated by the level of the national
settlement, responsibility for local choices about what to cut and what to protect tends
to be passed on to Ministers as well.  Equally, while it is right for councils to
challenge arbitrory assumptions about efficiency improvement, it is entirely improper
to argue that no efficiency improvement at all is possible.  Some of this is simply
misbehaviour and games playing but it also reflects the absence of any robust
framework for jointly negotiating priorities, funding requirements and performance
expectations given the mutual responsibilities for national programmes noted above.

Proposals and developments towards such joint arrangements have arisen out of the
recent Spending Review and the Joint Futures Group Report on Community Care.
SOLACE and the Professional Associations put forward proposals for a “joint
planning forum” between the Executive and councils to agree priorities, performance
expectations and funding requirements for major programmes on the 3-year budget
cycle.  This would result in a “Public Service Agreement” (PSA) framework.  CoSLA
and the Executive established the “Strategic Issues group” to examine these issues,
and local outcome agreements between councils and the Executive are being piloted.
The Joint Futures Group proposed a “national planning group” including Ministers,
and council leadership to agree priorities and funding streams on a joint basis.  This
would lead to “local partnership agreements” between councils and their health
partners.

It is fair to say that such approaches are at a very early stage, and are much more
boring than the heroics of an overnight reform of local government finance.
However, they are much closer to recognising that where mutual responsibilities for
major national programmes exist there is a need to create mechanisms for joint
planning and financing.

Joint decision making also implies joint accountability for what has been jointly
agreed and at minimum something like local outcome agreements jointly signed off
by the Executive and councils would cut down the space for games playing and create
transparency about decision making.  I can think of no reform of local finance that can
achieve even that if the bulk of local spend remains committed to national
programmes that are the mutual responsibilities of the Executive and local
government.
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For example, consider the most practicable reform of local finance that the committee
could recommend, namely the return of business rate setting to councils. This would
immediately shift the balance of national and local contribution to closer to 50-50 and
therefore, on some analysis, empower councils and make them more locally
accountable. The first question for you would be whether you are proposing to return
it unconditionally or pegged either to inflation or council tax increase or some other
benchmark. Any version of pegging limits empowerment and accountability. Second,
if councils have to raise the money and decide what to spend it on themselves to be
properly accountable, how does this fit with the national framework of statute,
guidance, regulation and enforcement noted above which substantially determines
how and on what councils spend. Third, if councils have to decide what the money
they raise is spent on to be accountable, so presumably also does the Executive and
Parliament. Even with the business rate returned, 50% + of council income would still
come from the Executive as grant and, to be accountable on this model, it would have
to hypothecate that full amount, as against the around 10% presently hypothecated.
This would greatly constrain local decision making and limit local accountability.

My conclusion is that it is “Grow up” time in Scotland.  The committee can obviously
make proposals for the reform of local finance, but it should not do so on the basis of
simplistic arguments about local autonomy and accountability that have no
constitutional or practical validity at all.  If the committee wishes to see more
autonomous local government then it has two broad options.  First, advocate the
removal of all major national service responsibilities from local government so it is
left with only discretionary local programmes.  This would get close to resolving both
funding and governance issues at a stroke but would massively reduce the importance
and capacity of councils.  It would also of necessity create a raft of major new
quangos.  The alternative is to advocate a review of the constitutional and legal
position of councils, and limits on the Executives powers to impose on them.  This
might usefully include prohibition of ringfencing monies, guaranteeing a fixed
proportion of the Parliament’s Westminster grant to local government and requiring
the assent of at least two thirds of MSPs before changes are made to the powers,
functions, or structure of local government in Scotland.  A clear power of general
competence would be useful as well.  I would not hold my breath waiting for
Executive agreement to such recommendations!

The alternative is to accept that practical progress towards joint planning, resourcing,
and accountability is the route forward, and to require an agreed timescale and
mechanisms for that.  This is less sexy than advocating new local taxes, or the return
of old ones but it is much more likely to lead to improvement.

Specific Comments

(1) Return of Business Rate Setting to Councils
The key argument that has to be made is why we should move from uniform to
variable taxation of similar businesses across Scotland.  The related issue is
whether limits should be placed on permissible variation through capping or
pegging.  Even for CoSLA now these two issues interrelate and the justification
for moving away from uniform business rate is partly that permitted variation
would be limited.  If limited to an increase at or below inflation i.e. much like
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the current uniform rate, then it is hard to see how this empowers councils
greatly in comparison to the present system.  The major change would be that
councils keep what they collect rather than monies being pooled and allocated
as part of A.E.F.

If some such limit on variations is recommended then it contradicts the
argument for returning rate setting as, though councils would nationally control
more of their own income, in practice that control would be marginal.  Under
these circumstances, it would be more sensible to keep a uniform national rate
but allow councils to keep what they collect.  This would re-link the costs and
benefits of business location and make more sense to the business community
who find if hard to see why rates paid in Glasgow or Edinburgh should be
redistributed to suburban and rural councils as at present.  However, if this was
proposed, there would have to be some equalisation mechanism to compensate
for tax base relativities between councils.

(2) Alternative Local Taxes
If the argument for these is to enhance local autonomy and accountability then,
as argued above, they would not achieve this.  If the argument is to enhance
fairness and progressiveness of taxation then these concepts only sensibly apply
to the total incidence of taxation on different citizens, not to components of the
system in isolation. The property taxation base of local government
complements other elements of the national tax system focussed on income and
consumption.  A local income tax, which elsewhere in Europe is typically a tax
varying device, would have the bizarre consequence of creating 3 levels of
income tax determination in Scotland (UK rates, parliament’s tax varying
power, local government tax varying power) and no taxation of domestic
property values at all.  This would be crazy.  The argument for alternative taxes
tends to derive from comparison with countries where the role and
constitutional position of local government is quite different than in Scotland
and the most viable rule of thumb appears to be that the more taxes a local
government system has the less important the role of local government.

(3) Distribution
On any analysis, the Executive will continue to provide a substantial proportion
of local income.  The distribution of monies between councils has to command
broad assent as to its fairness and objectivity.  I do not wish to comment in
detail on the recent 3-year settlement but simply to note that very strong
competing views exist concerning its objectivity and fairness. Furthermore, the
underpinning distribution committee arrangement with CoSLA does not now
seem well placed to resolve the matter, and indeed has generated substantial
instability for CoSLA itself.  Alternatives for the future, whether block and
formula, Prof. Midwinter’s Barnett style approach, or simply existing formulae
updated by population projections all have their advocates, and quite other
approaches to distribution exist elsewhere in the UK and Abroad.  The most
simple solution is to set up an independent enquiry into distribution to review
the status quo and make recommendations for future arrangements.  If the
Arbuthnott review was appropriate for NHS distribution, why not an equally
independent review for local government?
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LOCAL GOVERNMENT COMMITTEE

BRIEFING PAPER

Draft Local Government (Timing of Elections) (Scotland) Bill – Local
Government Committee Local Authority/Returning Officer Consultation.

Purpose of Report

This report presents a summary of the written responses received from local
authorities to the Local Government Committee consultation on the principles of the
Draft Local Government (Timing of Elections) (Scotland) Bill.

Background

The Draft Local Government (Timing of Elections) (Scotland) Bill was issued on 30
March 2001 for a period of consultation to Thursday 21 June 2001. The Committee
took evidence on the Bill at its meetings of Tuesday 8 May 2001 and 12 June 2001.
At the meeting of 26 June 2001 it was agreed that the Committee would consult all
councils and returning officers asking for views on the Bill’s principles to inform the
Committee’s Stage 1 consideration of the Bill.

The Committee agreed that views should be requested from both councils and
returning officers as it was considered that their views might not necessarily be the
same. Responsibility for the administration of elections lies with returning officers
and not councils themselves. Returning officers are accountable to the Courts and
are not under the direction and control of the council. In the majority of councils in
Scotland, the Chief Executive is designated as the returning officer, although some
councils choose to designate another senior officer such as the Director of Legal
Administration.

Letters were sent to council chief executives on 28 June 2001 requesting specific
views on:

•  the extent to which the Council/Returning Officer supports the proposal to synchronise
local government and Scottish Parliament elections

•  the Council/Returning Officers’ views on the proposal to extend the local government
term to 4 years

Returning officers were also asked to comment on:

•  the practical implications of such a proposal (synchronisation of polls)
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The Scottish Local Government (Elections) Bill

The Scottish Local Government  (Elections) Bill was introduced in the Parliament on
4 October 2001. The main changes from the draft bill are an amendment to the
provisions regarding holding of extraordinary elections and the introduction of a new
scheme allowing local authorities to pilot innovative electoral schemes for local
government elections.

Consultation Responses

As at 16 October 2001 replies had been received from 27 local authorities. However,
9 of these did not give replies from both the perspectives of the council and of the
returning officer. Furthermore, one returning officer thought it was inappropriate to
comment. Therefore, for the purposes of analysis the overall response has been
treated as follows:

  Table 1: Number of Responses
Number of responses

Councils 24

Returning Officers 21

Four -Year Term

All 24 councils that responded supported a four-year term for local government.
Similarly all 21 returning officers supported a four-year term. Reasons for supporting
a four - year term stated by councils and returning officers included:

•  Fits in well with Council’s strategic planning and budgeting processes.
•  Serves to promote effective local government.
•  Allows councils a realistic term to develop strategies and plans and to deliver on

manifesto commitments

Synchronised Polls

Both the councils’ and returning officers’ responses indicated majority support for the
synchronisation of Scottish Parliamentary and local government polls. As Table 2
shows 19 of the 23 councils supported combined polls, while 18 of the 21 Returning
Officers supported combined polls.

    Table 2: Views on Combined Polls
Councils Returning

Officers
Agree 19 18
Disagree 4 3
No view 1

Various reasons were given for supporting combined polls from councils and
returning officers including:
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•  Voter turnout is likely to be improved.
•  The administrative burden on local government staff is eased.
•  It is efficient and economical, in terms of staff time and expenses, to run both

elections together. In terms of time, preparations for elections need only be done
once and adapted where necessary to accommodate synchronised elections.

•  The potential for ‘voter fatigue’ is reduced.

Reasons for not supporting combined elections included:

•  The focus on local issues will be diminished. Debate is likely to be focused on
national issues and voting patterns are likely to be influenced mainly by the
debate surrounding the parliamentary rather than the local government elections.

•  The integrity of national issues deserve to be preserved, as does the integrity and
difference of local matters.

Extraordinary Elections

The Bill as introduced has amended the provisions regarding extraordinary elections.
It is now proposed that this power can only be used in limited circumstances namely:

•  Between 11 March (the council tax setting date) and the normal due date of the
first Thursday in May

•  When the Presiding Officer uses his powers to vary marginally the date of
Scottish Parliament elections

Although the majority of councils and returning officers supported combined polls
some did express reservations about the proposals for Scottish Ministers to have
power to call local government elections at the same time as Scottish Parliament
extraordinary elections.

Objections to the proposals centred on the consideration that it could destroy the
principle of a four-year fixed term for local government and would therefore arguably
be undemocratic. As one council stated:

 “It is undemocratic for elected members who have the confidence of their electors
to be required to terminate their term of office prematurely due to matters over which
they have no control or confidence”

Other objections raised included the fact it could potentially be costly and moreover
may lead to a public view that local government is an institution whose electoral
mandate is dependent on the parliament not as a separate entity.

Practical Considerations

A number of reservations were also raised, both by councils and returning officers,
concerning some of the practical issues that need to be addressed to ensure the
successful synchronisation of elections. One of the key issues raised was the timing
of counts.
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Respondents pointed out that as there are three ballot boxes per polling station (one
for local government, one for constituency MSP vote, and one for Regional List MSP
vote), counting votes takes longer than usual. The view was expressed more than
once that there was a need to conduct one of the elections’ counts the next day, to
ensure staff are not are not required to work unreasonably long hours.

Some respondents felt this should be addressed by legislation. As one council stated

“ a view was expressed that it was essential that an agreement is reached nationally -
preferably through legislation – establishing arrangements for both elections counts”.

Other practical issues raised included:

•  Ensuring the appropriate remuneration of counting staff.
•  Transport considerations.
•  The need to ensure that staff are trained properly.
•  Needs to be a significant review of elections funding arrangements.

As one returning officer stated:

“ Previous experience has shown that combined polls can be run efficiently and well,
but it is important to recognise that this requires a considerable level of investment from
local Councils in terms of staffing and funding. The process should be reviewed in
consultation with Returning Officers to identify ways and means of streamlining it and
making it easier to administer, in light of the significant pressures on election staff”

Other Issues

One council stated it was going to urge the Executive to incorporate in the proposed
legislation a power for local authority in Scotland to conduct pilot schemes in relation
to local government elections.

Full text of responses
The full responses are held by the Clerks and are available for inspection on request.
Alternatively, the responses can be compiled for members. A list of responses
received is contained in Appendix 1.

Kate Berry
SPICE
20 October 2001
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Appendix 1: Responses Received (*indicates a response has been received)

Council Returning
Officer

Aberdeen City
Aberdeenshire * *
Angus
Argyll & Bute *
City of Edinburgh * *
Clackmannanshire *
Dumfries and Galloway * *
Dundee * *
East Ayrshire * *
East Dunbartonshire * *
East Lothian * *
East Renfrewshire * *
Eilean Siar * *
Falkirk
Fife *
Glasgow * *
Highland * *
Inverclyde *
Midlothian * *
Moray
North Ayrshire
North Lanarkshire * *
Orkney Islands *
Perth & Kinross *
Renfrewshire * *
Scottish Borders * *
Shetland Islands * *
South Ayrshire * *
South Lanarkshire *
Stirling *
West Dunbartonshire * *
West Lothian * *
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The Accounts Commission

Community Care and Health Bill: Evidence to the
Local Government Committee

The Accounts Commission welcomes the opportunity to provide evidence on the
Community Care and Health Bill to the Local Government Committee. We wish to
focus briefly on two key issues:

•  charging for care services
•  provisions to enable the pooling of budgets.

1. Charging for care services
The proposed legislation for introducing free personal and nursing care will require
councils to have in place robust management information systems which help
separately identify costs and activities:

•  in residential care this will involve differentiating between personal care
and accommodation and hotel costs

•  in home care services this will require separate costings for personal and
domestic care.

This is because councils are still likely to charge for services other than the personal
and nursing care elements.

Best Value and other policy initiatives, such as Supporting People, also require good
financial and management information and councils have been working on improving
these systems for social care services. However, our recent work on home care
services has confirmed that some councils still do not have good management
information systems and the administrative burden of separately identifying costs may
be significant.

We are also aware that current charges for non-residential services vary widely across
Scotland. We are pleased to note the opportunity that the Bill presents for councils to
standardise charges for domestic care.

2. Pooled budgets
We also welcome the provisions in the Bill which enable councils and health bodies
to pool resources, including budgets. This should help break down some of the
existing barriers to the delivery of ‘seamless’ care. Several recent Accounts
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Commission studies in community care have highlighted the need for local bodies to
work more effectively together1.

Audit Scotland (on behalf of the Accounts Commission and the Auditor General for
Scotland) will introduce efficient and effective auditing arrangements. A single
auditor, likely to be the auditor of the host agency, will audit pooled budgets rather
than subject these to two or more separate audits. Where aligned budgets are in place
we shall need to consider the most efficient and effective way of auditing these. In
either case the efficiency with which the audit can be conducted will to some extent
depend on there being clear, well defined operational and accountability arrangements
in place.

25 October, 2001

                                                
1 Accounts Commission, Commissioning community care services for older people: applying a Best
Value framework. 2000. Accounts Commission, Homing in on care. To be published November 2001.
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Local Government Committee  The Scottish Parliament   Edinburgh EH99 1SP
Phone: 0131 348 5217 Fax: 0131 348 5600 e mail: eugene.windsor@scottish.parliament.uk

Angus MacKay, MSP
Minister for Finance and Local Government
The Scottish Executive
Victoria Quay
EDINBURGH

4 October 2001
Dear Angus

Prior to finalising the Local Government Committee’s report on stage 2 of the Budget
2002-3 the Committee requires clarification of the following points raised at the
meeting on the 2nd October 2001.

Capital Allocation Contingencies
The Committee understands that £28.6m of local authority capital allocations in
2000-2001 was held back as a contingency measure.  The Committee would like
clarification as to whether there is a similar contingency provision for capital
allocations in the current year, and if so does it seem likely that such a contingency
will be rolled forward for 2002-3?

Non-Domestic Rate Income (NDRI)
The Minister will recall the discussion at the meeting of the additional £7m income
from NDRI.  The Committee understands that local government has not lost any
funds overall from the settlement, however to ensure accuracy of understanding and
the transparency of the decision, can the Minister confirm the following three points:

1. there was £7million additional income from NDRI;
2. as a consequence of this additional income the balancing monies of the Revenue

Support Grant were reduced by £7million; and
3. as a consequence this £7million was identified as a saving as part of £289.3m in

budget realignment announcements made in June 2001.

Mismatch of Funding Issue
The members of the Committee would also like confirmation as to whether the
mismatch problem is an on-going matter for discussion with COSLA.

The Committee would be grateful to receive a response to these issues by 17
October, in order that it might inform the Committee’s stage 2 Report.

Yours sincerely

Trish Godman, MSP
Convener
Local Government Committee
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LOCAL GOVERNMENT COMMITTEE: BUDGET PROCESS 2002-03

Thank you for your letter of 4 October following my evidence to the Local Government Committee
on 2 October for stage 2 of the Budget process.  You asked for clarification on three specific points.

Capital Allocation Contingencies

The £28.6 million you refer to was not a contingency measure but an underspend by local
government, mainly on the housing and non-housing capital programmes.  Underspends on these
programmes are measured in a way that is not comparable with other elements of the Assigned
Budget.  Capital allocations are spending limits - the provision within the Budget documents is the
spending level approved by Parliament.  Underspending is determined with reference to authorities’
forecast capital spending at 31 December each year.  At 31 December 2000, authorities’ forecast
underspending on capital for 2000-01 of £27 million.

There are administrative arrangements in place to help local authorities manage their capital
programmes, including allowing them to roll forward unused allocations into the next year or draw
forward allocations from the following year within prescribed limits.  To guard against the risk of all
authorities overspending, we hold back a small percentage of the local authority capital budget as a
contingency (around 3%).  However, overall, underspending of allocations by local authorities is the
trend.

Non-Domestic Rate Income

To be strictly accurate, the £7 million included within the budget realignment was not additional
non-domestic rates income, rather it was a release from provision set aside against non-domestic
rates appeals.  The evidence we had from ongoing appeals suggested that we could safely reduce the
size of the provision releasing funding to other purposes.  The overall level of support to local
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government did not reduce.  As I indicated during my opening statement, following from the
realignment process, significant additional provision is being made available to local government on
top of the existing settlement allocations.  I will announce the enhanced settlement totals and
allocations for 2002-03 and 2003-04 in December.

Mismatch of Funding Issues

The relative balance between the grant allocations to individual councils and their expenditure needs
is, ultimately, a distribution issue.  Following local government re-organisation, the grant distribution
formula has been the subject of substantial review, but we will continue to consider these issues with
COSLA.

I hope this is helpful to the Committee in completing its stage 2 report.

ANGUS MACKAY




