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PINANCING O LOCAL GOVERNMENT IN GREAT BRITAXN

Sourcea of Revenue

s Int:oduotion

 The local government finance system in Britein hss been in
a state of reform and disoussion about reform for the last ten
yeara, The reforms in reoent years have been designed to allow
central government %o galn more control over the expenditure of
local authorities. However, until a measure which the Government
is introducing this year, the local authorities have been frse to
raise whatever rates (8 tax on property) which they feel appro~

~ priate. Until this measure the attempt to control expenditure has

been made through the manipulatiou of 5335;5 fron oentral to
locel goveranment, e

British looal authoritiea maintein three aeta of aooounto.
The sources of revenue into these accounts are:

1. Housing Revenue Aocounts the maio revenue is rents
on housing, “gupplemented by'houains subsidy from
central government (a very small emouat and only in
opgtaiq cases) and contributions from the general
rate fund 4if the account iz in defioit.

2, Trading Accounts: services which are operated as :
trndins qnterpriaoa produce revenues in the form of
ohargos for use - nark'tn. nirporto, publio

. trensport. ~ ‘

: J.fceneral Rate Funds tor looal governmont as u uhole.~
the aou:ool or rovonno for the genoral rate tund ‘

“nt) Dootor nt In-tituto o! Loonl Govoznuent Studian. Univsrsity

ot Birmingham,
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(which necounts for over 80% of all expenditure) aret
goveranent grants (44.2%); rates (34.9%)} foo-. charges,
sales and interost receipts (20.9%).

Sources of revenue for a typical urban suthority are shown in the
disgram. ‘ ‘ '

2. Housing Rents and Housing Subsidies

Housing rents for municipal housing are set by the local
authoritios. but their level is influenced by sentral governuent
pouoy on subaidy. It is ocentral govcmmnt’a ‘poliey to reduce
general snbnidin on housing by dinoreasing wrents mso that they
cover the costs of providing the service. Subudy has been reduood
in recent yearsi

' ‘Housing Subsid:
Your i ﬁum , ‘
1980/81 1664
-1981/82 .. - 935
. 1982/83 ‘ 591

(Somu D llocunooh, “The ln ﬂouiag Pinenoe Systen” Iaoul'
Government Studies, May/June 1982) :

The gmoral subuid: to all venants is being replaced by Boun- g
ing Benafit,. nhioh is p.id to tenants in municipal and private
rented housing who are .in mupt of low incomes.

Guidelines are issued to local euthorities about the level of
rent inoreases. If these guidelines are not :onowod. the amount
of subsidy is reduced, In Sootland the csyital oxpcndituro autho-
risations are roduoed 1t ronts are not Mormcd in lino with the
guidellines. :

It Bouaing Rovenuo Accounts m ‘in doﬁ.oit ct the hnln ot
rents and subsidies prevailins. ‘the deficit must be financed by

contributiona from the genersl rate fund. Because of increased

rents in yecent years tha anount of then contribution- hu also :
baon tallin.g: ,

B General Rnte {und eontrihutton
el Houlins Bavenua Aooounte £ Nillion

1980787 " 3 n il S g0y
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General Rate fund contridution

Y°°r, to Housing Hevenue Accounts £ Million
1981/82 353
1982/83 145

(Source: McCulloch)

3. Trading Services

Services which ere provided in a commercial manner are ex-
peocted to generate sufficient revenue to cover the cost of provid-
ing the service. In practice many services run at a loss and the
acoounts have to be subsidismed from the general rate fund,

The services which are provided ecommercislly have changed
during the last century. Gas, electricity and water all uzed to
be provided by local suthorities but are now supplied by netlonal
or regional undertakings. Airports are still run by some local
authorities,but meny have been taken over by {he British Airports
Authority. Services which remain include:

a. Passenger transport: local government provides bus -

services and in one case (Tyne and Wear) an underground
~railway. They may decide to operate these services at .
. adefioit to enoourage the use of publio transport and

thus reduce expenditure on highways and car parks.

bs Airports: certain municipal airports (such as Birmingham)

: oparate at a surplus waile others (such as. Liverpool)
operate at a 1oss. An euthority mey judge that the '
benefits to an araa ot an airport :uatity subaidising a
loss, :

‘6« Reataurants: many anthoritiou own roataurants which aro
run 1n e similar way to oommercial roataurants.

de Markotaz wholeuglo and retial markets are rua, -omotimos
&t & profit to the authority.

e. Theatres aro operatod. some with nntional anbsidies and
}Aaono in oonjunotion with th- prtvate oector.

 .-f£.f0emctar1an and crenstoriax the charges tor burials and
.~ eremationa aro normally set to covcr the ooat of 1;11
tpz-ovtding ‘the aervicu. : ' : 5
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»  In genéral. because of the trenafer of certain mervices to
other bodies, the amount of municipal trading activity is reduce
m . » >

4e Pocn and charges for other services

S Ia addition to thono trading oorviooc. suthorities ohargo !oa-
to -the users of some sexrvices. These 1nc1udcs

a, Charges for inhabitants of old people’s homes and
. ohildren’s homes. These -ro_ggttn payments made
from sooial security payments to the inhabitants,

be chnrgoqftor education services: fees are charged for
courses at Polytechnics and Purther and Adult Education
Institutions. Charges are also made for school meals.

o. Some feoilities are provided with a charge to the users,
- such as swimming pools, leisure centres, rents af -
buildings other than housing (lunh ag taotory nnits). car
parking ohnrsol.

ds Cherges for work done to privato property e.g. privato
roads, drninl. the colleotion ot commercial waste,

The levels of tooc charged depend on a balance between the b

desire to meke the facilities ‘available to as many pooplc as
poa-iblo end the desire to raise revenue. In many cases lower
charges are made to old poopln, ghildr‘n and the unemployed.

5.'Lidonotl,'
Y vgrioun lioonoon produco rovouuo-. nuoh as’ tho-o for cinemas,
.and thnntr‘l.priVate anplo;uont agencies,; money-lenders, gambling

. establishments. The levels of wost of these licenca charges are . '
iizoﬁ by centrnl governnont. ‘ . D gtle,

6. Lottvrios

' Since ‘the Lotteries and Auusemente Aot 1976, suthorities are
,enpoworod to run’ lotteriel, thn proceeds of which can be used for
:any purposel tor which the authority is empowered § 1 matc expen~
ddture. s
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7. Interest Receipts

Authorities may hold substantial cash balances and will at
certain periods of the year have holdings of cash surpluses.These
are invested and the interest received contributes to the generel
rate fund,

8. Rates

Rates are a property tax levied on the annual value of the
proporty and payable by the cccupier of that property. The annual
valuo of a p:oporty 18 emssessed (the "rateable value®) and a
charge made on that value (the "rate poundage") The District
authorities collect the rates in England and Wales,and the County
authorities issue a "precept" to the districts to produce their

‘own rate revenue. :

Rates are levied on all land and buildings axnepts crown
properties (although, in practice, the government makes a payment
instead of rates for these); egricultural land and bulldings;
churches; buildings used by cherities; parks.

The distribution of payments among different classes of rate
Plﬁtrl for Birmingham is shown in the diagram.

The issues arising about rates in Britain ares

a. The basis of valuation: it is arcuod by aome that
the calculation of the value based on a notional
annual income is leas uoourate than a oapital
_vnluation.

b. The use of proporty velues as a basis of taxation:
' -gompanies argue that rates should not be based on the
valuation of assets, ‘but the prozit- of the company,
. as other taxes are. ‘

0. The payment of rates by the occuplers of property in
an area, rather than the users of the gexrvices 8eZ in -
' gities where the day-time populatiou is highar than the
. residential populution.

d. The fact that the emount of rates lovieé does not rige '
- automatically with inflation as does e,g. valne added tax
makes the tax vqry vinible and theretora unpopular.
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Varioua enquiries have suggested the replacement of rates by
other texes e.g. local insome tax or sales tax,50 far, no govern-
ment has been willing to implement the replacement. (Sec G. Jones
and J,D. Stewart "xn Defence of Local Government™ Allen and Unwin
1983).

9, Central Government Grants

There are three types of cantral 3ovormu0nt grant for revenue
expenditure:
&, Domestic rate rouct grant. lhich is a tind subsidy for
all domestic utepwou (this grent totanod £692 nillion
in 1994/5).

be Spccitic and supplementary granta, which nay onliy be
‘ lpont on the servicea for which they are provided. These
totalled £2,549 million in 1984/5 and uoludqd £1,218.8 m
. for police expenditure, £150 m the for urban programme for 4
inner cities, £328 m for housing improvement grante and
area :anx-ovoment grants, £115 m for nasistmtu oourtl.

Ce Bloock zra.nt wbich is used to mbaidin au nm“c und
nay be spent at the disoretion 0f ‘the looal authorities.
This grant, which totalled £8,631 nnlion in 1984/5, is

~ used to make up the difference between the: amount which

- can be reised locally through the ratea when a ntandard
 rate poundage is applied and the munt whioch contrn
‘government believes each authority needs to -pond to
prov:ulo a -tandard level of urvioo. i .

,‘!ul grant has been \uod to pormdo local authoritiu
" fo reduce their oxpcnditurn ‘to the levels desired by
" looel authorities. Grant is withheld from suthorities

whioh oxcud tho tmot- set by oontrnl mvcmont. \

10, Gonclvutonl

The finance ayaton of loon sovomont has . :riun in a tm-
nont;n way ovor many years, for example the ratiag -y-n- can be

‘traced back to the Poor Relief Act of 1601. Recent years - have
brouaht attemptl to chanso tbo -yatu. -nnly with tho objootj.vo :
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Revenue Estimates

WHERE THS MONEY COMES PROM
To tinmo‘ City doun_cil gross expenditure

OTHER INCOME
16% 3

DALANCES.
2%

-

 DOMESTIC RATEPAYERS 13%

 GOVERNMENT

.. GRANTS ,
- S2% i
: AAT ﬂwnnunmuw! S
: :s TINDUSTRIES Y%
. loto

. Nationally, Oovornmont gz'a.nta meet 52 8% of total looal autnonty'
- net expenditure befors the doduotion o! eqrtain spleific gre.ntc
The 01 x’l porcmtsge 1: AR
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of inoreasing central government's power over looal authorities
expenditure. The latest measure, the Rates Bill, whioh is ocur-
rently being debated will allow central government to coatrol the
rates levied by any authority which sponds more than centrel
sovoment thinka 1is appropriah.
" The overall level of expenditure will be based on the resour-
ces available,the needs to provide new facilities,and the politi-
cal’ attitude towards capital expemditure. The politics of capital
expenditure are not aivisive: meny Conservative suthorities
believe in capital expenditure especially if it provides income
for private sector builders and contractors.In some cases ospital
exponditure is inoreased while reveaue expenditure is reduced.
For example Birmingham City Council incressed 1is capital expen-
diture by three times over three years of Conservative control,
uhuo revenue expenditure was rodnood in resl terms.

 The choice of cepital projects is made by the suthority ‘a8
@ whole, assessing bids from departments and committees. Expendi-
ture on capital mchemés has to be npproud by the relevant.
department of central "goﬁmont and u. in ruuty. do "the
:.ndlvidul projecta.

rho methcd of fLinanoing 4s the key to the zuturt nnmhl

. consequences of capital expenditure. The ohoice of financing is
smong these methods: borrowing; the eale of capital asssts; the
use of fynds sccumulated ia previous years; the use of income
collected in the surrent ym.ln addition grants may be available
from centrel government and,in some cases,from other mthoritln.
" Different authorities adopt different finanoing strategies.
Some prefer not to incur debt if possible because of the uncer~
teinty of the future availability of 4income to meet the dedt
_ oharges. Oxfordshire, for example, prefers to finance about :70%
of its capital expenditure from receipts from sales of assets and
from ourrent income. Birmingham, on the other hand, finances 908
of capital expenditure from borrowing. 3



