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ABSTRACT

The thesis focuses on the making of spending cuts in local
government in the mid-1980s. It examines how four English
local authorities - Bedfordshire County Council, Kent
County Council, Knowsley Metropolitan Borough Council, and
Stockport Metropolitan Borough Council - made spending cuts
in the financial year, 1984/85.

The research is based on a comprehensive set of interviews
of the significant actors in each of the four 1local
authorities and an examination of the relevant documents
produced by the 1local authorities, plus an extensive
literature survey.

After exploring the significant methodological problems in
defining and measuring local authority spending, the thesis
examines to what extent the four local authorities cut
their spending, why they curbed their spending, and how
they made spending cuts. Furthermore, it looks at specific
case studies where local authorities cut their spending,
including, for example, decisions to contract-out school
cleaning, to terminate grant funding of sheltered housing,
and to work with a voluntary organisation in providing day
care for the elderly.

The thesis outlines the major findings of the research,
compares the research findings with those of other research
projects, and constructs a theory of cutback management in
local government. This theory challenges many of the
conventional wisdoms surrounding cutback management. Both
the dominant rationalist and incremental models of cutback
management are explored and tested in light of the research
evidence. The thesis finds that both models provide only
limited explanations of cutback management in local
government. As a result of their theoretical shortcomings
a refined model is formulated, which provides a far more
plausible basis upon which to understand cutback management
in local government.

The thesis offers both new empirical and theoretical
analysis of the making of spending cuts in 1local
government.
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Before the ‘IMF Crisis' of 1976 Tony Crosland, the
Secretary of State for the Environment, announced to local
authorities:!
"The party's over."

With the election of the Thatcher Government in 1979
Michael. Heseltine, the Secretary of State for the
Environment, proclaimed in September 1981 that it was
"closing time" for growth in local authority spending.? In
July 1982 Leon Brittan, the Chief Secretary to the
Treasury, appealed for "local authority spending to be
contained within 1limits set by what the nation can
afford."® In 1988 Nicholas Ridley, as Secretary of State
for the Environment, wrote "it has been essential to
constrain the growth of local authority expenditure".* In
February 1991 Margaret Thatcher, the Prime Minister,
demanded that "local authorities of whatever political
complexion should strain to keep down their public
expenditure."’ In October 1992 John Redwood, as minister
for local government, claimed it "is important that local,

! Taken from Crosland (1982) p295. See also Cochrane
(1993) p29; Henney (1984) pS56; Page A (1980) pp31l, 44;
Taylor-Gooby (1985) p71; and Warman (1975) pl. There is
considerable confusion over when Tony Crosland made this
speech. For example, Kenneth Baker, the former Secretary of
State for the Environment, believed the speech was given in
1976 ((1993) pl1ll). Blunkett and Jackson, Chandler, Deakin
and Kingdom also claimed the speech was given in 1976
((1987) pl49; (1991) p74; (1985) p221; and (1991) pl74
respectively). Furthermore, other writers did not cite
their sources in citing the speech - see Butcher, Law,
Leach & Mullard (1990) p56; Byrne (1990) p266; Pliatzky
(1985) p68; and Stoker (1988) pl3. His speech, now rooted
in local government folklore, was made on 9 May 1975 at a
luncheon in Manchester Town Hall (see Warman (1975) pl).

2 Taken from Byrne (1990) p266.
3 Brittan (1982) p61.
4 Ridley (1988) p7.

5 Taken from Travis (1990) p3.
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like central, government does its best to control costs".®
There has been a sustained period of fiscal pressure facing
local authorities from the mid-1970s to the present day.
For nearly two decades central government has attempted to
curb local authority spending. Local authorities,
especially Labour-controlled local authorities, and trade
unions have attempted to resist these spending curbs. They
have argued spending cuts have been translated into cuts in
services, thus denying many people of essential services.’
As a result of this confrontation local authority spending
has dominated relations between central and 1local
government. Arguments over the incidence and impact of
spending cuts have been central in 1local government
circles, raising questions whether central government's
rhetoric of cuts has been converted into local authority
spending cuts and whether spending cuts have adversely
affected local authority services.

ATIMS OF THESIS

6 Taken from Hutton (1992) p8.

7 For example, see Association Of Directors Of Social
Services (1983); Association Of Directors Of Social
Services (1985); Blunkett & Jackson (1987); Bundred (1986);
Community Action (1975); Cook (1991) p24; Cossey (1984);
Cuts Monitor (1985); Cuts Monitor (1986a); Cuts Monitor
(1986b); Douglas & Payne (1983); Geldart (1994); The
Guardian (1993) pp6-7; Hewton (1986); Jacobs (1979); Labour
Party Research Department (1979) ppl3-25; Labour Research
(1988); LGIU Briefing (1993) ppl-2; London Voluntary
Service Council (1980); Lunn (1990); Mobbs (1980); National
Book Committee (not dated); National cConfederation Of
Parent-Teacher Associations (1985); National Council Of
Women Of Great Britain (1985); National Steering Committee
Against The Cuts (1977) pp22-34; National Union Of Teachers
(1982) ; Personal Social Services Council (1979); Pinkham &
Platt (1980); Preston (1984); Priscott (1980); Rayner &
Conway (1981-2); Research Group Of The Higher Education
Finance Executive (1984); and Services To Community Action
And Trade Unions (1990) pp2-6.
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The focus of the thesis is upon the making of spending cuts
in local government. The research conducted in completing
the thesis was based on an examination of how four English
local authorities - Bedfordshire CC, Kent CC, Knowsley MBC
and Stockport MBC - made spending cuts in the financial
year of 1984/85.® The fiscal pressure facing 1local
authorities unleashed rounds of spending cuts in 1local
authorities. The research examines the making of spending
cuts in the four local authorities. It adopts a decision
approach, in that spending decisions are examined to
explain why and how spending cuts were made in the local
authorities.’ The research focuses on the making of local
authority spending cuts in one financial year, thereby
allowing comparison between the four local authorities in
the way they cut spending.! There are three aims of the

8 The systems of local government in Northern Ireland,
Scotland and Wales is slightly different from that in
England. On the making of spending cuts in 1local
authorities in Northern Ireland, Scotland and Wales see
Elcock & Jordan (1987) ppl53-242; Midwinter (1984);
Midwinter (1988); and Midwinter & Page (1981).

® Decisions involve choice between different courses of
action (see Hogwood (1987) p79; McGrew & Wilson (1982) pp4-
6; and Simon (1957a) p46). Bachrach and Baratz argued not
all issues reach the decision-making agenda, and some
issues not on the agenda are ‘non-decisions' (see (1963);
and (1970) pp39-51). They claimed when "the dominant
values, the accepted rules of the game, the existing power
relations among groups, and the instruments of force,
'singly or in combination, effectively prevent certain
grievances from developing into fully-fledged issues which
call for decisions, it can be said that a nondecision-
making situation exists" ((1963) p641). Though this idea
"seems intuitively plausible" there are considerable and
perhaps insurmountable problems in researching the making
of ‘non-decisions' (Parry & Morriss (1974) p319). While
accepting that structural forces filter issues before
reaching the decision-making agenda, the research did not
examine ‘non-decisions' because spending cuts are outcomes
of decisions made and not of decisions not made.

10 This focus, however, prevents a systematic
examination of the impact of spending cuts - see Hoggart
(1991) . A longitudinal survey of spending cuts is necessary
to explore their impact, though this survey would be
fraught with problems of attempting to separate the effects
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thesis:

(a) On the methodological front, it seeks to
understand the nature of spending cuts in local
government.

(b) On the empirical front, it undertakes to
widen and deepen the pool of observations about
how local authorities make spending cuts, by
examining the making of spending cuts in four
local authorities.

(c) On the theoretical front, it intends to test
existing theories of how local authorities cut
spending, and to construct a new theory of how
local authorities make spending cuts.

In writing about central government Heclo and Wildavsky
observed:!

"... the expenditure process is an immense window
into the reality of British political
administration. A peek through that window
reveals a fascinating glimpse of how our
governors actually govern."

Similarly, the exploration of how local authorities make
spending decisions reveals many insights into how 1local
authorities make decisions. Debates about spending cuts in
local government tend to be emotive. Decision-makers in
local government often do not use the language of ‘cuts?',
preferring instead the managerialistic 1language of
‘efficiency savings'. For example, spending cuts were
‘reductions' in Bedfordshire C€C and Kent CC; ‘lower
expenditure options' in Knowsley MBC; and ‘options' in
Stockport MBC. Debates have become confused with managerial
anodyne, polemical claims and rhetorical posturing. It is
important that the thesis disentangles this methodological
confusion, and understands the nature of spending cuts. The
examination of spending cuts in the four local authorities
will provide empirical findings that can be compared to the

of spending cuts from the effects of other factors. Though
the research did not involve a longitudinal survey, the
impact of the spending cuts examined will be noted,
wherever possible, throughout the thesis.

1 Heclo & Wildavsky (1981) plxii.
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findings of other research projects. It extends the
knowledge on cutback management in local government, from
which existing theoretical interpretations can be tested
and new theoretical interpretations developed. In the words
of Hogwood and Gunn:!

"We are all model builders, in the sense that we
need to see some sort of pattern in the world
around us and tend to interpret events in terms
of that perceived pattern. We create ‘reality'
rather than simply observe it."

The empirical findings of how 1local authorities cut
spending require interpretation and explanation. The thesis
uses existing theories to make sense of how 1local
authorities made spending cuts, and develops a new theory
of cutback management in local government.!? The thesis
aims to provide empirical and theoretical analysis of the
way local authorities make spending cuts.

STRUCTURE OF THESTS

There are three parts to the thesis, which are further sub-
divided into eight chapters. Part A consists of chapters

2 Hogwood & Gunn (1984) p42. On modelling see Fiorina
(1975) ; Hogwood & Gunn (1984) pp42-64; Kingdom (1985); and
Nagel & Neef (1979) ppl77-196.

3 Given ‘everything connects' it is important to
clarify what the thesis attempts to explain. It seeks only
to explain how local authorities make spending cuts. Local
authorities do not operate in a vacuum, and are subject to
many outside pressures, such as governmental pressures (eg
central government), political pressures (eg pressure
groups), economic pressures (eg national and world economy)
and ideological pressures (eg ideological shifts from
Keynesianism to monetarism, and from state to market
. provision of services). The theories examined and developed
in the thesis seek to explain how local authorities made
decisions to cut spending, taking into account how these
wider ©pressures affected decision-making in 1local
authorities. It cannot explain changes in the environment
surrounding local authorities.
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one, two and three. It gives background required to
understand how local authorities make spending cuts. This
chapter provides an introduction to the thesis. Chapter two
looks at the methodological difficulties in defining,
observing and measuring spending cuts in local government.
Chapter three explores the pressures facing 1local
authorities in making decisions to cut spending. This part
sets the scene for the subsequent empirical and theoretical
analysis of spending cuts in local government.

Part B consists of chapters four and five. It provides
empirical analysis of how Bedfordshire C€C, Kent CC,
Knowsley MBC and Stockport MBC cut spending. Chapter four
examines how the four local authorities made spending cuts
in the financial year of 1984/85. Chapter five dissects one
spending cut in detail, the contracting-out of school
cleaning in Kent, and analyses why and how it was made.

Part C consists of chapters six, seven and eight. It offers
theoretical analysis of how local authorities make spending
cuts. Chapters six and seven examine the empirical findings
identified in Part B within existing theoretical
frameworks. Chapter six looks at the rationalist view, and
chapter seven the incremental view of cutback management in
local government. Chapter eight assesses the plausibility
of the rationalist and incremental theories of cutback
management, and puts forward a new theory of cutback
management in local government.

Though the research focuses on the making of spending cuts
in four 1local authorities in 1984/85, the empirical and
theoretical analysis is still highly  relevant ‘ because
spending cuts remaih oﬁ the local government agenda. The
changes that have occurred in local government since.the
mid-1980s do not invalidate the empirical and theoretical
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findings outlined in the thesis.!® There are three areas
where the thesis provides original contributions to debates
on the making of spending cuts in local government. First,
it outlines a distinctive methodological approach to
understanding spending cuts in local government. Second, it
offers new empirical observations on how four 1local
authorities cut spending. Third, it constructs a new theory
of cutback management on examining how local authorities
managed cutbacks and on testing existing theories of

cutback management.

METHODOLOGY OF RESEARCH

The thesis 1looks at the making of spending cuts in
Bedfordshire CC, Kent CC, Knowsley MBC and Stockport MBC.
This selection of local authorities allows generalisations
to be made on the basis of the findings collected from the
four local authorities. The local authorities were selected
on the basis of satisfying the following criteria:

(a) the ability to make comparisons between local

authorities on the making of spending cuts

(b) the need to compare local authorities under
different party political control

(c) the need to compare local authorities from
different regions in England

(d) the willingness of local authorities to grant
access for research

14 The major changes in local government that have
taken place include the merger of the Liberal Party and
Social Democratic Party (SDP) to form the Liberal
Democrats, new systems of financing and controlling local
authority spending (eg replacement of domestic rates with
the poll tax and later the council tax), and the merger of
the cConfederation of Health Service Employees (COHSE),
National and Local Government Officers Association (NALGO)
and National Union of Public Employees (NUPE) to form
UNISON.
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Bedfordshire CC and Kent CC are county councils; and
Knowsley MBC and Stockport MBC are metropolitan district
councils. These types of 1local authorities provide a
similar range of services, thus facilitating meaningful
comparison between them.!” Bedfordshire CC was ‘hung' with
no majority party group in control of the local authority;
Kent CC was Conservative-controlled with the Conservative
Group having a clear majority of seats on the Council;
Knowsley MBC was Labour-controlled with the Labour Group
occupying nearly all the seats on the Council; and
Stockport MBC was Conservative-controlled with the
Conservative Group having only a narrow majority of seats
on the Council, though by the end of 1984/85 it had lost
control and the Council became ‘hung'. Bedfordshire CC and
Kent CC are located in the South, and Knowsley MBC and
Stockport MBC are located in the North of England.!® All
four local authorities promised access in terms of
documentation and interviews.!” The four local authorities
satisfied the given selection criteria.!® The table below
profiles the four local authorities selected for research.

Table 1.1: Profile of Bedfordshire CC, Kent CC,

Knowsley MBC and Stockport MBC, 1984/85

5 The major exception is housing, which is a district
not a county council responsibility.

16 The geographical spread of the four 1local
authorities is important given that the financial health of
local authorities varies between regions (see Bennett
((1982b)) .

7' However, the Labour councillors of Knowsley MBC
later refused to be interviewed for this research.

- ¥ Furthermore, the Institute of Public Finance
undertook cluster analysis of all local authorities in
England (Davies & Griffin (1986)). The four 1local
authorities belonged to different clusters of 1local
authorities, thus facilitating comparison between different
kinds of local authorities.



Population 512.9
('000, 1983)

Area 123.5
('000 hectares)

Population 4.2

density (population
per hectare)

Unenployed 7.3

persons (% of
working population)

Persons under 20 31
(¥ of population)

Persons_over 75 5
(¥ of population)

Owner-occupied 65

dwellings (% of
dwellings)

Council-owned 23

dwellings (% of
dwellings)

Total Expenditure 192.8
(Em)

Grant-Related 187.5
Expenditure (£m)

Expenditure 189.0
Target (£m)

Block Grant 60.1
- (Em) g
Rate-borne 126.2

expenditure (£m)

Staff employed 11.1
('000, full-time)

373.1

28

475.3

506.4

470.2

219.2

258.8

28.7

Knowsley
170.8

17.5

22.6

33

31

65

71.0

66.2

69.0

37.7

32.2

Stockport
288.9

12.6

22.9

28

75

18

90.0

90.8

90.0

38.8

' 49.3

19
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Source: Audit Commission For Local Authorities 1In
England And Wales (1984b); Audit Commission For Local
Authorities In England And Wales (1984c); Audit
Commission For Local Authorities In England And Wales
(1984d); Audit Commission For Local Authorities 1In
England And Wales (1984e); and Bedfordshire CC's

Annual Report And Statement Of Accounts 1984-1985

A variety of methodologies were deployed in conducting
research for the thesis. They involved both the analysis of
primary and secondary data, and of quantitative and
qualitative data. Primary data were collected by interview,
telephone conversations, letters, questionnaire and perusal
of local authority documentation. Over 140 interviews were
conducted as part of the research.!” The interviews were
open-ended, and not structured around the same set of
questions for each interviewee. Secondary data were
collected by an extensive 1literature survey.® The
literature surveyed was vast, mainly because the thesis
impinges on areas upon which vast amounts have been
written, such as public expenditure, central-local
govefnment relations, 1local government finance, 1local
government spending, contracting-out, budgeting, cutback
management, decision-making and policy analysis. For the
thesis to make a contribution to understanding how 1local
authorities make spending cuts, it is necessary to read
existing literature to see what others have written and to
link in with existing debates. The data collected for the
research were analysed quantitatively and qualitatively.
The quantitative analysis of data involved primarily
examining spending figures collected by the four 1local
authorities and other bodies (eg Chartered Institute of
Public Finance and Accountancy, the Treasury'ahd Depaftment
of the'.Environment). The qualitative analysis of data

Y see appendix A.

% see bibliography.
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involved mainly interviews and a literature survey, which
were undertaken to interpret the data collected and to
construct explanations of how 1local authorities cut
spending.

The research methodology and subsequent analysis of data
were complicated by the problematical relationship between
fact and theory. This relationship has forever troubled
researchers in the social sciences.? It begs the question
whether facts precede theory, or whether theory determines
facts. Many studies of local authority spending adopted the
bottom-up approach, by observing what happened in local
authorities and then constructing a general theory to
explain what happened.? This common approach has been
attacked because it assumes there are ‘facts' out there to
be collected, measured and observed. In the words of
Saunders:?

"It is now generally agreed that knowledge cannot
be the product of unmediated experience through
the senses, but that the way in which we come to
‘see' the world is in some way dependent upon the
theoretical assumptions and conceptual frameworks
that we apply to it.... If observation is theory-
dependent, then resort to empirical evidence to
arbitrate between competing theoretical
explanations is clearly problematic.... The point
is not simply that theory determines where we
look, but that it to some extent governs what we
find."

This criticism has given licence to several writers to
construct theory without any serious attempt to test it
through empirical observation. These top-down accounts have
started explicitly from a theoretical position, and shaped
their empirical findings around its theoretical

2 see Lukes (1981).

2 For example, see Elcock & Jordan (1987); and Elcock,
Jordan & Midwinter (1989).

B saunders (1986b) pp352-353.
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requirements.?” The observed findings are the product of a
generalised theory, rather than the theory constructed in
light of observed findings. This top-down approach is
flawed because it treats theory as axiomatic truth.
Dunleavy captured this dilemma when he wrote:?

"The options available to urban researchers on
the fundamental explanatory units in their
analysis are the set of general methodological
positions on a continuum whose extremes are
marked by pure methodological individualism, on
the one hand, and by sociological holism on the
other."

The research on the making of spending cuts in four local
authorities takes a dualistic methodological approach, in
that empirical findings are observed and interpreted to
construct theory but are also reinterpreted within existing
theoretical frameworks. Though this approach cannot remove
the methodological dilemma facing all social scientists, it
recognises at least the pros and cons of the bottom-up and
top-down approaches by embracing ‘methodological
pluralism'.?

? For example, see Cockburn (1977).
% punleavy (1980) p25.

% see Rhodes (1991a) pp551-552.
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THE ANATOMY OF SPENDING CUTS IN LOCAL GOVERNMENT
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Spending cuts have been firmly established on the agenda of
local government since the mid-1970s. The New Right have
consistently sought cuts in local government, believing
local government to be both wasteful of public money and
damaging to economic growth. The Left, particularly the New
Urban Left, have vehemently criticised this position as an
ideological attack on local government, and have paraded
the damaging consequences of spending cuts in 1local
government. Both sides have placed spending cuts at the
forefront of debates on local government.! However, this
chapter shows that these debates are largely confused and
even misleading, not 1least because each side 1is not
interested in an empirical assessment of the record of
local government spending but only in finding ideological
ammunition to attack the other side. Even academics have
been tainted by these highly partisan and polarised
debates, and much of their work on 1local government
spending has not been rooted in empirical analysis. The aim
of this chapter is to explore the methodological problems
in defining and measuring local government spending. First,
this chapter assesses the manner in which the debates on
local government spending have been misunderstood. Second,
it examines the many ways in which 1local government
spending can be defined and measured. Finally, the chapter
outlines the anatomy of spending cuts in local government,
which 1is necessary to understand fully the making of
spending cuts in local government.

MISUNDERSTANDING LOCAL GOVERNMENT SPENDING

1 see Boddy & Fudge (1984); Butcher, Law, Leach &
Mullard (1990); Gyford (1985); Holliday (1991a); King
(1989); Lansley, Goss & Wolmar (1989); Manton (1993);
Newton & Karran (1985); Page (1990); Seyd (1987) ppl41-158;
and Stoker (1988) ppl51-214.
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Spending has often been at the heart of conflicts between
central government and local government irrespective of
what party was in power nationally and locally.? Indeed,
Stevenson noted that the ongoing battles between the
present Conservative Government and local authorities "are
very similar to those between the wars."® From Poplar in
the 1920s to Clay Cross in the 1970s there have been many
important battlegrounds where central government has fought
with local authorities over spending.*

Over the 1last two decades conflicts over spending have
become particularly pronounced and entrenched in relations
between central and local government. Since the late 1960s,
following sterling and oil crises, successive Conservative
and Labour Governments have attempted to control and curb
the level of public expenditure.’ This pressure to reduce
public expenditure was quickly translated into pressure to
reduce local government spending.® In the 1970s central
government, through ministerial speeches and government
circulars, urged local authorities to curb their spending;
and later it co-opted local government representatives into

2 Ssee Ashford (1980a); Heclo & Wildavsky (1981) pp232-
233; Hepworth (1976) pl; Jackman (1985); Robson (1933);
Robson (1968); Stevenson (1984); and Travers (1986b).

3 stevenson (1984) p219.
4 see Branson (1979); and Mitchell (1974).
5 See Pliatzky (1982) pp98-175.

¢ See Benington & Stoker (1989) pl115; Brittan (1982);
Butcher, Law, Leach & Mullard (1990) pp55-77; Donnison
(1983) p4; The Economist (1979a); Greenwood (1981); -
Greenwood (1982a); Greenwood (1982b); Greenwood, Hinings,
Ranson & Walsh (1980) pp32-36; Heald, Bailey, Jackman,
Midwinter, Page & King (1981); Heclo & Wildavsky (1981) -
pp232-233; Hepworth (1976); Jackman (1979); Jones & Stewart
(1982b): Jones & Stewart (1984); Kingdom (1991) ppl172-193;
Meadows (1985); Midwinter & Page (1981); O'Higgins (1983)
pl63; Riddell (1983) p127; Short (1984) pp92-95; Stoker
(1991) ppl161-178; Travers (1984a); Travers (1985b); Travers
(1986b) pp80-81; and Turner (1984).
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its decision-making processes in the hope that 1local
authorities would restrain their spending. The Labour
Government established the Consultative Council on Local
Government Finance in 1975, which was set up to promote
consultation and cooperation between central and 1local
government on common economic and financial matters.’
However, by the 1980s central éovernment had firmly
abandoned this strategy of persuading local authorities to
cut spending, and instead attempted to impose spending cuts
upon local authorities.! Though the 1980s saw a concerted
attempt by the Thatcher Government to cut local authority
spending by diktat rather than by exhortation, there were
signs in the 1970s that the Callaghan Government was unable

7 see Chandler (1991) pp66-68; Chartered Institute Of
Public Finance And Accountancy (1984c) pp50-52; The
Economist (1976); Goldsmith & Newton (1983) pp220-221;
Greenwood (1982a) pp253-254; HM Treasury (1976) pl2; HM
Treasury (1978) pp7-8; Jones (1990/91) ppl99-200; Rhodes
(1986a); Rhodes (1988) pp378-379; Taylor (1979); and Wright
(1977) ppl62-165.

! See Association Of London Authorities (not dated);
Blunkett & Jackson (1987); Boddy (1984); Bulpitt (1983)
pp200-233; Burgess & Travers (1980); Butcher, Law, Leach &
Mullard (1990) pp55-77; Byrne (1990) pp215-282; Chandler
(1991) pp57-112; Community Action (1984a); Cook (1993)
ppl10-12; Davies (1987a); Dawson (1983); Duncan & Goodwin
(1988) ; Dunleavy & Rhodes (1986); The Economist (1980); The
Economist (1983); The Economist (1989); Flynn (1990) pp43-
46; Gibson, Game & Stewart (1982); Gilmour (1992) pp212-
220; Goldsmith & Newton (1983); Greenwood (1981); Greenwood
(1982a); Greenwood (1982b); Gurr & King (1987) ppl50-184;
Hampton (1991) pp93-113, 173-189; Horton (1990); Howells
(1982-3); Jackman (1984) pp96-106; John (1990); Jones
(1988); Jones (1990/91) ppl93-199; Jones & Stewart (1983c);
Jones & Stewart (1985); Jones, Stewart & Travers (1983);
Kingdom (1991) ppl172-193, 228-242; Kirwan (1984); Leach &
Stoker (1988) pp99-104; Lee (1987) pp44-61; Letwin (1992)
pp159-198; Livesey (1987); Loughlin (1986) ppl19-62; Lowndes
(1993) ppl40-145; Marsh & Rhodes (1992a) pp43-47; Meadows
(1985) ; Meadows (1987); Midwinter (1984); Midwinter & Page
(1981); Newton & Karran (1985) ppl14-129; Page (1986);
Parkinson (1988a); Rhodes (1984); Rhodes (1985a); Rhodes
(1988); Rhodes (1991b); Rhodes (1992a); Rhodes (1992b);
Rhodes (1992c); Self (1982); Short (1984) pp92-95;
Stallworthy (1989); Stewart (1987); Stoker (1988) ppl53-
172; Stoker (1990); Stoker (1991) ppl61-204; Travers
(1983a); Travers (1986b) pp79-191; and Travers (1987d).



27

to rely on local government to make sufficient spending
cuts. In 1976 the Labour Government applied cash limits to
much of their spending programmes as a way of securing
public expenditure cuts, and these cash 1limits were
eventually extended to cover the aggregate level of grant
given to local authorities.’

After the general election of May 1979 the incoming
Conservative Government, armed with its ideological
commitment to roll back the frontiers of the state and its
monetarist baggage of economic policies, intensified the
pressure upon local authorities to reduce their spending.!®
The Government changed the grant system to penalise local
authorities which exceeded their spending targets; it
controlled tightly local authority capital spending; it
outlawed the levying of supplementary rates; it established
the Audit Commission for Local Authorities in England and
Wales to monitor local authority spending; it rate-capped
selected local authorities; it abolished the Greater London
Council and the six Metropolitan County Councils in part to
curb so-called ‘overspending' in local government; it
introduced and later extended compulsory competitive
tendering to force down local authority costs in providing
services; it determined teachers' pay; it controlled the
level of business rates which were formerly set by local
authorities; it replaced domestic rates with the community
charge to impose downward pressures upon local government
spending, and retained extensive capping powers to prevent

° See Bevan (1980); Bramley & Stewart (1981) pp51-55;
Bush (1982) p6; Else & Marshall (1981) pp254-256; Greenwood
(1982a) p257; Hall (1983) .pp49-54; Harrison & Smith (1978)
pp42-44; Heald (1983) ppl93-195; Healey (1990) p401;
Hepworth (1980) pp8-13; Hepworth (1984) pp28-30; Likierman
(1983); Likierman (1988) pp74-84; Pliatzky (1982) ppl38-
139, 143-147, 174-175; Pliatzky (1989) pp51-63; Thain &
Wright (1988) pp7-14; Thain & Wright (1990) p2; Thain &
Wright (1992b) pp198-204; Ward (1983); Wright (1977) pp157-
160; Wright (1980a) ppl01-103; and Wright (1982) pp33-38.

10 see Conservative Party (1979).
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local authorities from ‘overspending'; it ‘ring-fenced' the
housing revenue accounts of local authorities; and finally
it replaced the community charge with the council tax,
still retaining capping powers and introducing new banding
controls.!" As a result of these measures and the
subsequent responses of local authorities, spending cuts in
local government occupied a central place in the conflicts
between central and local government. Expenditure cuts in
local government are of widespread concern to those who
want to impose such cuts upon local authorities, eg the New
Right, the Treasury, the Department of the Environment, and
many of those who pay taxes towards the upkeep of local
government; those who want to resist making cuts, eg the
New Urban Left, many local authorities, trade unions and
professionals engaged in providing 1local authority
services, and consumers of these services; and those who
simply want to understand what is happening, eg academics.

The context of public expenditure

It has often been stated that local government is ‘big
business'.”? In 1988 Likierman observed that 1local
authorities "are responsible for about a quarter of..total
public expenditure, representing about 10 per cent of

1 These measures were introduced by the Local

. Government, Planning And Land Act 1980; Local Government
Finance Act 1982; Rates Act 1984; Local Government Act
1985; Teachers' Pay and Conditions Act 1987; Local
Government Act 1988; Local Government Finance Act 1988;
Local Government and Housing Act 1989, and Local Government
Finance Act 1992. .

2 This description has been used in two ways - first,
to argue that local government spends a lot of money (see
Byrne (1990) p215; Kingdom (1991) pl; Ridley (1988) pl6;
and Sandford (1984) p242); and second, to see 1local
government as the 1local state serving the interests of
capital (see Benington (1976)).
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national income."? Two years later, Byrne noted:™

"Councils spend nearly £60,000 million a year
(over £1,000 per person). This amounts to 30 per
cent of all state spending and about one eighth
of the National Income (GNP)."

The observations made by Likierman and Byrne, and others
could have been added, are striking if compared - either
local government has spent much more between 1988 and 1990,
or they are not observing the same kind of local authority
spending. As will be shown later, it is likely they are not
measuring local government spending in the same way, though
it cannot be ascertained because they, like many other
writers, do not state how they have measured this spending.
Nonetheless, what is also striking is that spending by
local authorities, however measured, constitutes a very
significant prqportion of public expenditure.

Governments have always attempted to control public
expenditure in order to manage the economy.! Public
expenditure is a central tool in the political management
of the economy. Even before the International Monetary Fund
attached public expenditure cuts as a condition to its loan
negotiated at the end of 1976 the Labour Government was
committed to reducing public expenditure.!® These cuts made
by the Labour Government demonstrate that public
expenditure cuts "are not the historical prerogative of

B pLikierman (1988) pli4.
4 Byrne (1990) p215.

5 see Ashford (1981) pp97-135; Edgell & Duke (1983)
pp358-360; Grant (1993) pp43-95; Heald (1983); Heclo &
Wildavsky (1981); Hogwood (1992) p33; Jackson (1982a);
Jordan & Richardson (1987) pp203-232; Klein (1976);
Likierman (1988); Mullard (1987); Mullard (1993); Pliatzky
(1982); and Pliatzky (1985).

6 See Benn (1989); Community Action (1975); Donoughue
(1987) pp62-63; Healey (1990) pp400-402, 429-433; Ludlam
(1992) pp716-720;. Pliatzky (1982) ppl22-175; and Starie
(1992). :
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Conservative governments."!” By 1979 the newly elected
Conservative Government continued this attack on public
expenditure when it stated:™

"Public expenditure is at the heart of Britain's
economic difficulties.... The Government's
economic strategy must be to stabilise public
spending for the time being. Unless this is done
there can be no possibility of lower taxes, lower
borrowing or lower interest rates."

From the 1970s onwards there has been a widespread
perception that public expenditure has contributed to
Britain's economic decline.” This perception was shared by
both Conservative and Labour politicians, top civil
servants (especially in the Treasury), ‘think-tanks' such
as the Institute of Economic Affairs, the International
Monetary Fund, and many academics. The reasons for this
deeply entrenched belief amongst the political elite
managing the British economy were varied, ranging from the
political expedients of the Labour Government in the 1970s
to the ideological mission of the Conservative Government
in the early 1980s. Whatever line of argument was used the
outcome was essentially the same - governments needed to
control and reduce public expenditure as part of the wider
project to renew the British economy.

As a result of this preoccupation much has been written on
whether governments have controlled public expenditure,
whether governments have cut public expenditure, and
whether public expenditure has changed the state of the
economy. There is now a 1literary maze on public

- Edgell & Duke (1983) p358.

8 HM Treasury (1979) pl. See also Conservative Central
Office (1976) pp24-27; Conservative Party (1979); and
Lawson (1992) pp36-38.

¥ see Gamble (1990); Jackson (1980); Midwinter (1992);
and Pollitt (1981).
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expenditure.” There is a bombardment of models and
theories of public expenditure in this country, on both
public expenditure growth and public expenditure cuts.?
Many competing and conflicting positions have been put
forward within this bewildering array of 1literature on
public expenditufe. This maze of 1literature is best
examined on two fronts - the prescriptive and the
descriptive.

Oon the prescriptive front there is a heated debate on the
desired level of public spending, which peaked in the mid-
1980s as the Conservative Government drastically diluted
its commitment to monetarism.? Margaret Thatcher, the
former Prime Minister, noted that in the early 1980s the
"most bitter Cabinet arguments were over public
spending."”® There are arguments for both attacking and
defending government spending. In attack, the New Right
hold liberalism and monetarism as ideological baggage in
one hand, and point to the utopia of a free society
unfettered by government with the other hand.” In defence,

2% In contrast, Klein claimed in 1976 that public
expenditure "has been massively neglected by political
scientists" ((1976) p401).

2 This bombardment has not been confined to Britain,
and can be traced in almost every industrialised country.
"See Alt & Chrystal (1983); Peters (1989) ppl6-38, 218-249;
‘'Rose (1984); and Saunders (1985).

2 gee Dunn & Smith (1990); Grant (1993) pp50-56;
Jackson (1992); Keegan (1984a); Thain (1985); and Whiteley
(1990) . -y S :

% Thatcher (1993) p123. See also Keegan (1984b) pp189-

190. ' : L.
SN

# sSee Adam Smith Institute (1982); Bacon & Eltis
(1976); Bow Group Economic Affairs Standing Committee
(1976) ; Burton (1985); Confederation Of British Industry
(1981); Conservative Central Office (1976); Conservative
Party (1979); Conservative Party (1983); Conservative Party
(1987b) ; Conservative Party (1992); Eltis (1980); Friedman
(1976) ; Friedman & Friedman (1980); Green (1987); Harris &
Seldon (1979); Hayek (1960); Horam (1986); Institute Of
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there 1is a disparate and somewhat ‘unholy' alliance
nominally led by the Left holding on to the post-war legacy
of Keynesian economics and the welfare state, and dreaming
of a society run by a caring, enabling and interventionist
government.” On the descriptive front, there are two
recurring but contradictory themes running through the
jungle of literature on public expenditure. First, there
has been much written on public expenditure growth.? And
second, there has also been much written on public
expenditure cuts.?” This 1literature contains enough

Economic Affairs (1976); Institute Of Economic Affairs
(1979); Joseph (1975); Minford (1984); Ridley (1992);
Scruton (1984); Seldon (1980); Selsdon Group (1980); and
Thatcher (1993).

¥ See Benn (1992); Blake & Ormerod (1980); Bosangquet
(1983); George & Wilding (1984); Foot (1984); Hattersley
(1987); Heald (1983); Heseltine (1987); Holland & Ormerod
(1979); Kinnock (1986); Labour Party (1983); Labour Party
(1987); Labour Party (1992); Lansman & Meale (1983);
Liberal Democrats (1992); National Steering Committee
Against The Cuts (1977); Owen & Steel (1987); Pym (1985);
SDP-Liberal Alliance (1983); SDP-Liberal Alliance (1987);
and Whitfield (1992).

% gsee Bacon & Eltis (1976); Birch (1984); Burton
(1985) ; Confederation Of British Industry (1981);
Confederation Of British Industry (1984); Congdon (1985);
Conservative Party (1979); Dahrendorf (1980); The Economist
(1979b); Else & Marshall (1979); Flynn (1990) pp24-35;
Habermas (1976); Hamilton (1984); Heald (1983) pp22-32;
Hogwood (1992) pp33-60; Horam (1986); Institute Of Economic
Affairs (1976); Jordan & Richardson (1987) pp203-232; King
(1975); Klein (1976); Levitt & Joyce (1987a); Levitt &
Joyce (1987b); Likierman (1988) ppl1-23; Midwinter (1992);
Mullard (1987) pp35-68; O'Connor (1973); Offe (1984);
Peacock & Wiseman (1967); Ridley (1992) pp83-85; Rose
(1984); Rose (1985); Sandford (1984) pp45-~78; Travers
(1987c); Tullock (1979); Wildavsky (1985); and Wright
(1977) . , . L

7 see Abel-Smith (1980); Ashford (1981) pp97-135; Bull
& Wilding (1983); Community Action (1975); Edgell & Duke
(1991); Glennerster (1977); Gough (1979); Gough (1980);
Hall (1983); Hall & Jacques (1983); Harrison (1985); Hood
& Wright (1981b); Jackson (1980); Labour Party (1983);
Labour Party (1992); Labour Party Research Department
(1979); Leonard (1979); Liberal Democrats (1992); London
Edinburgh Weekend Return Group (1980); McDonnell (1978);
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argument and evidence to support every conceivable
standpoint on public expenditure - whether it should be
falling or rising, and whether it is falling or rising.

Given this variety of views held by writers on public
expenditure it is not surprising that much of the debate is
confused and confusing. There are three main reasons why
the debate is muddled - first, there is a problem of
perception; second, a problem of aggregation; and third, a
problem of methodology. These problems will be briefly
discussed to obtain a clearer picture of what happened with
public expenditure.

First, the problem of perception is that what many people
believe to have happened does not correspond to what
actually has happened with public expenditure. In the words
of Rose:?®

"The disparity between the pattern of actual
increases in public expenditure and increased
discussion of ‘cuts' in public expenditure is
great. It is necessary to recognise that there is
today a fundamental disjunction between the
practice of political expenditure and the
psychology of public expenditure. In other words,
the perception of public expenditure by many
within as well outside government is a
misperception. What people see and what is to be
seen by examining the record are two different
things."

A vivid illustration of how public expenditure has been
misperceived, which has plagued election campaigns during
the 1980s and 1990s, lies in the social services. In spite
of its rhetoric of cuts the Conservative Government has
increased its spending-on the social services in both cash

National Steering Committee Against The Cuts (1977);
Poverty (1976); SDP-Liberal Alliance (1983); SDP-Liberal
Alliance (1987); Walker (1982); Walker, Ormerod & Whitty
(1979); Whitfield (1992); and Wright (1980c).

% Rose (1980) p9. See also Bramley & Stewart (1981).
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and real terms.?” However, many people believe that central
and local government have cut the amount spent on the
National Health Service and personal social services.
Despite the record of increased spending there still
remains a widespread misperception of how much is spent on
the social services. In the 1980s the Labour Party lamented
the "damage done to our social services", and the SDP-
Liberal Alliance deplored the "savage cuts in the social
services" and believed that "people are seeing their
services cut".¥ An attitude survey revealed that nearly 90
per cent of respondents believed that spending cuts had
been made in the National Health Service, and nearly 50 per
cent believed cuts had been made in the personal social
services.’ It is likely that the "adverse publicity and
the oft-repeated use of the word ‘cuts' more or less
convinced the public that these had indeed taken place."*
These widespread beliefs do not correspond with the reality
of government spending on the social services, and thus
constitute a misperception of public expenditure.

A topical illustration of how public expenditure is
misperceived concerns the record of public expenditure
itself. There was a highly partisan debate in the 1980s
over public expenditure cuts.® From 1979 onwards the
Conservative Government promised to deliver extensive cuts

2 see HM Treasury (1985); and HM Treasury (1987a).

¥ Labour Party (1983) p6; SDP-Liberal Alliance (1983)
pl7; and SDP-Liberal Alliance (1987) p10.

31 Traken from Edgell & Duke (1986) pp233-234.
* Ridley (1992) p83.

3 This debate still continues in the 1990s. but is
conducted more in terms of restraint than cuts. The Chief
Secretary to the Treasury noted recently that the
Conservative Government "must be robust in constraining
public spending" though "reversing trends in public
spending will take some years", and that it "cannot rule
out revenue-raising measures" to reduce government
borrowing (Portillo (1993) pl4).
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in public expenditure as part of its wider economic
strategy. These promised cuts were widely attacked from all
sides - the Labour Party, local authorities, professionals
working'in the public sector, public sector trade unions,
various groups representing client interests, and even
parts of industry such as the construction industry. The
debate was 1largely based on a misperception of public
expenditure. Table 2.1 below, based on widely used Treasury
figures, outlines the record of public expenditure during
this period of heated debate.

Table 2.1: Public Expenditure in Britain, 1974/75 -
1984 /85

1974/75 1976/77 1978/79 1980/81 1982/83 1984/85
Cash (gEb)* 42.8 59.4 74.6 108.3 132.6 150.0

Real (£b)** 144.6 141.4 140.7 147.4 153.1 159.0

Share of 48 46 43 46 47 46
GDP (%)

* General government expenditure
** Adjusted to 1985/86 prices

Source: HM Treasury (1987b)

This table shows that public expenditure had increased in
both cash and real terms in the ten years between 1974/75
to 1984/85. This increase occurred despite the Conservative
Government's commitment to reduce public expenditure.
Indeed, public expenditure when measured in real terms fell
only during the Labour Government from the mid-1970s to the
late 1970s despite the ideological commitment of the
Thatcher Government to cut public expenditure in the 1980s.
Since 1979 public expenditure has not fallen in the way
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that the Conservative Government had hoped.* Writing on
the Government's now deceased Medium Term Financial
Strategy, Thain argued that the "Treasury's most
conspicuous failure during the 1980-84 period was the non-
implementation of the strategy's public expenditure
plans."® As a result of the failure to deliver public
expenditure cuts, ministers talked about cuts in planned
spending and cuts in planned spending increases in order to
save face. In 1986 Nigel Lawson, the then Chancellor of the
Exchequer, announced to the House of Commons:3

"Public expenditure increased in real terms by
about 3 per cent a year...over the 10 years
before 1978-79.... During the first Parliament
under this Government, we reduced that increase
to 2% per cent a year. During this Parliament we
have reduced it further to 1% per cent a year so
far. Over the three years to come, we plan to
reduce it further to 1 per cent a year."

During the early 1980s there was a gross misperception of
public expenditure. The Government's plans to cut public
expenditure never materialised, and consequently the debate
became misperceived and 1largely rhetorical. A general
examination of the public expenditure record of the
Conservative Government shatters the widely held belief
that there were public expenditure cuts. This misperception
of public expenditure has been described as the ‘Big Lie!'
by Auberon Waugh in his weekly outpourings. He pointed
out:¥

¥ see Flynn (1990) pp24-35; Johnson (1991) pp76-106;
Kavanagh (1990) pp227-229; Lawson (1992) pp36-38; Midwinter
(1992); O'Higgins (1983); Pliatzky (1982) ppl1l81-191;
Pliatzky (1989) p29; Riddell (1983) ppll1-112; Ridley
(1992) pp83-86; Short (1984) pp84-86; Thain (1985) pp279-
281; and Travers (1987c).

% Thain (1985) p279.

3% Taken from Economic Progress Report (1986b) p3. He

later claimed that the "very low growth in public spending
in real terms demonstrates that this was a time of genuine
public spending restraint" ((1992) p730). See also Congdon
(1987); and Thain & Wright (1988) pp3-4.

% Waugh (1986) p8. See also Congdon (1985).
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"Nobody wants to know the great central truth of
our time, that there have been no government
cuts, and the English voter can go on voting for
them until he is blue in the face, but he is
never going to get any."

The Conservative Government promised public expenditure
cuts, and in anticipation many attacked the Government for
making cuts. In the words of Jordan and Richardson:¥®

".,.. the government had managed to devise a
remarkable ‘no win' position for itself. It
trumpeted cuts while delivering increases -
managing both to frighten client groups and
antagonize those who sought real reductions."

Since the mid-1980s the Government has given up on
delivering public expenditure cuts, and is now pursuing the
less ambitious aim of controlling rather than reducing the
overall level of public expenditure.® Furthermore, it is
now not embarrassed to acclaim the increases in public
spending. In the contentious debate on the funding of the
National Health Service, the Government has claimed rightly
that it "has increased spending on the NHS", and "has
vastly increased the resources available to the NHS."%

Second, the problem of aggregation refers to the dangers of

analysing public expenditure as a whole. Public expenditure
includes monies spent by many different government bodies
on many different programmes. It is an aggregated total. As
‘Rose warned:* .

"To measure the totality of government by one
undifferentiated observation reduces everything
to a denominator so common that it tells us
nothing in particular."

: ¥ Jordan & Richardson (1987) p227. See also Riddell..
(1983) ppl11-112; and Ridley (1992) pp83-85.

¥ see Conservative Party (1992) p6; Johnson (1991)
p105; and Portillo (1993).

9 conservative Party (1987a) pl2; and Conservative
Party (1992) p27.

41 Rose (1984) pS5.
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In analysing the trends of public expenditure it is vital
that analysis takes place at both the aggregated and
disaggregated 1level.*® {\nalysis of only the whole masks
changes to its parts. For example, though public
expenditure increased during the 1980s there were
significant changes to the programmes which made up the
total of public expenditure. The amount spent on housing
has been cut significantly, but this cut cannot be detected
from observing the aggregate of public expenditure because
it has been offset by increased spending on other programme
areas (most notably social security, social services, and
law and order).® This problem of aggregation helps explain
why the debate on public expenditure contains seemingly
contradictory positions. Those who look at the aggregate of
public expenditure can point to its growth; but those who
look at the disaggregates of public expenditure can see
both growth and cuts depending where they look. The problem
of aggregation reinforces the problem of perception.

Third, the problem of methodology, which aggravates the
problem of perception, comes about because there is no
agreed definition of public expenditure. There are many
different definitions of public expenditure.®¥ Mullard
noted that public expenditure is "a contestable concept".®

92 See Glennerster (1980b); Hogwood (1992) pp33-60;
Hood & Wright (1981b); Klein (1976) pp423-432; Mullard
(1987); Mullard (1993) ppl3-20; O'Higgins (1983); Rose
(1984); Rose (1985); and Walker (1982).

3 see Congdon (1985); Economic Progress Report (1990)
pPprl-3; HM Treasury (1987a) p2l; Hogwood (1992) pp44-58;

Johnson (1991) pp76-106; O'Higgins (1983); Riddell (1983)
ppl11-115; and Short (1984) pp86-88.

“4 see Economic Briefing (1991) p4; Heald (1983) ppl2-
18; Healey (1990) pp401-402; Hogwood (1992) pp34-37; Lawson
(1992) p295; Likierman (1988) pp5-16; and Pliatzky (1982)
ppl61-168. ' -

4 Mullard (1987) p2. See also Rose (1980) p3; and
Wright (1977) p145.



39

Pliatzky argued:*

w,.. different definitions of public expenditure
have been used over the years and that the choice
of definition is anything but an acadenmic
question. It determines what comes within the
government's expenditure limits, and...how time
after time Ministers and Departments have fought
to get round the 1limits by arguing that
particular items should not count as public
expenditure...."

The annual public expenditure round is a highly politicised
exercise where resources are allocated between government
departments.* Denis Healey, the former Labour Chancellor
of the Exchequer, noted:*

"I could find it in me to forgive the Treasury
for the inaccuracy of its forecasts, since none
of the outside organisations did any better. But
I cannot forgive it, or those politicians who
preceded me as Chancellor, for misleading the
Government, the country and the world for so many
years about the true state of public spending in
Britain. Indeed I suspect that Treasury officials
were content to overstate public spending in
order to put pressure on governments which were
reluctant to cut it. Government departments are
liable to present the facts so as to favour their
institutional interests in the Whitehall
jungle...."

Definitions of public expenditure are critical in
determining public expenditure decisions. The preéent
Conservative Government treats monies raised from its
privatisation schemes as negative expenditure, thus giving
the appearance of reducing public expenditure and thereby
helping to achieve a major aim of government policy.¥
Until recently governments included 1locally-financed
expenditure in their public expenditure ‘planning totals',

which according to Jones, "created an illusion that the

% pliatzky (1982) plé6l. .

47 see Grant (1993) pp79-95; Heclo & Wildavsky (1981);
Hogwood (1987) ppl129-155; and Jordan & Richardson (1987)
pp203-232.

‘s Healey (1990) p402.

¥ gsee Heald (1991) pp77-80; and Hogwood (1992) p35.
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centre was in control, and should be in control, of this
expenditure" and consequently confrontation between central
and 1local government was "intensified".® These two
examples illustrate that there are significant policy
implications of whatever definition of public expenditure
is used. Heald stated it "is easy to deride definitional
debates as being tantamount to counting the number of
angels which can dance upon a pinhead", but public
expenditure definitions "have exerted a major influence
upon both decision processes and substantive outcomes".’!

The problem of methodology is further compounded by the
different ways that can be used to measure public
expenditure, however defined.® Public expenditure can be
measured in monetary terms - either cash terms or real
terms where inflation is discounted. It can be measured
also as a relationship with another variable such as gross
domestic product.®® Notwithstanding these problems of
defining and measuring public expenditure there is the
problem of <collecting the relevant data on public
expenditure. Harrison wrote:*

"The record of the Conservative Government from
1979 onwards is inconveniently scattered among a
host of official papers, many of them -
particularly those concerning local government

% Jones (1987) p69. See also Heald (1991) pp80-90; and
Hogwood (1992) p35. In 1988 the Conservative Government
announced that 1locally-financed expenditure was to be
removed from the public expenditure ‘planning total'. See
HM Treasury (1988); Lawson (1992) p297; Pliatzky (1989)
pp65-71; and Thain & Wright (1990) pill.

' Heald (1991) pp75, 90.

% See Edgell & Duke (1986) p235; Edgell & Duke (1991)
pl24; Hogwood (1992) pp37-38; Jordan & Richardson (1987)
p223; and Rose (1980). : ' '

% see table 2.1.

' Harrison (1989) p278. On the public expenditure

plans of the Labour Government in the 1970s see Hughes
(1978).
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finance - either incomprehensible or, where
apparently comprehensible, misleading."

The most widely used source of data on public expenditure
were the annual White Papers on public expenditure produced
by the Treasury until the end of the 1980s. However, these
White Papers do not assist analysis because public
expenditure definitions changed which "makes comparison ...
over time almost impossible".® In their exhaustive study
of public expenditure Thain and Wright argued that because
of these methodological obstacles "an objective assessment
of what has happened over time to the total of public
spending" is "increasingly difficult to make."’

There is a significant problem of methodology in defining
and measuring public expenditure. There is an armoury of
different definitions of public expenditure and different
ways of measuring public expenditure. It is not surprising
that many writers have different perceptions of public
expenditure. Generally those who advocate public
expenditure cuts are those who have charted the rising tide
of public expenditure, and those who argue for increased
public spending are those who have traced cuts in public
expenditure. Each observed trend reinforces the prescribed
remedy on public expenditure, and each prescribed remedy
determines the observed trend of public expenditure. It is
important to know who is measuring public expenditﬁre, and
why, in order to understand fully the picture of public
expenditure. Following Mullard:¥

"The concept of public expenditure is problematic
because, the concept itself is a contestable
terrain, representing political positions, where
definers are seeking to gain legitimacy for a
specific entrenched interest."

Jessop, Bonnett, Bromléy and Lihg are wrong when they wfote

5 Thain & Wright (1990) pi1.
% Thain & Wright (1990) p1o0.

57 Mullard (1987) ppl-2. See also Mullard (1993) pil2.
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it "is easy to measure votes and opinions, spending and

"#  precisely

taxation, numbers of civil servants....
because there are different ways of defining and measuring
public expenditure, and significant problems in collecting
and interpreting public expenditure figures, it is very

difficult to measure public expenditure.

The problems of perception, aggregation and methodology
pervade much of the literature on public expenditure, and
explain why much of the debate is confused and confusing.
It is now possible to focus more specifically on the debate
on local government spending, which too is haunted by these

same problems.

The jungle of local government spending

The arguments raging over public expenditure are mirrored
over local government spending. These arguments constitute
a theoretical and empirical jungle. It is a theoretical
jungle because there are a plethora of theoretical
positions formulated to explain the trends of local
government spending. It is an empirical jungle because the
multitude of empirical studies of local government spending
have produced a confusing variety of observations.

on the theoretical front the debates focus on the desired

and actual 1levels of 1local government spending. The
prescriptive debates centre on the desired level of local
government spending. On one side some advocate that local
government spending is too high and should be cut.” This

8 Jessop, Bonnett, Bromley & Ling (1988) p27.

% see Adam Smith Institute (1989); Butler & Pirie
(1981); Conservative Party (1979) p8; Conservative Party
(1983) p36; Conservative Party (1987b) pp62-63;
Conservative Party (1992) pp37-38; Cutler (1982);
Department Of The Environment & Welsh Office (1983b);
Henney (1984); Ilersic (1975); Institute Of Economic
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camp is often supported by the many reports produced by the
Audit Commission, which for example, asserted that
‘efficiency savings' of nearly £2 billion can be made by
local authorities in England and Wales.® on the other side
some resist the call for spending cuts, and instead argue
that spending on services should be substantially
increased.® This camp often points to the damaging effects
of spending cuts upon services. During the 1983 general
election campaign the Labour Party promised to "reverse the
Tory government's attacks on local authority services."®
Although these two sides disagree loudly on the desired
level of spending, they share an important assumption about
the role of local government in the wider political system.
Both assume that local government spending is a matter of
national choice which should be settled within the
priorities and guidelines laid down by central
government.% This assumption is anathema to the many who

Affairs (1980); Leigh-Pemberton (1983); Letwin (1992)
pp159-198; Minford (1984); Ridley (1988); Ridley (1992);
Taylor (1980); Tory Reform Group ((1979); and Walker
(1983).

6 Taken from HM Treasury (1987a) p23. The Conservative
Party cited an Audit Commission claim that "some £500
million a year could be saved if all councils followed the
practices of the best..." ((1987b) p63; see also Davies
(1988) p99).

61 Ssee Archbishop Of Canterbury's Commission On Urban
Priority Areas (1985); Cossey (1984); Elliott & McCrone
(1984); Hall (1983); Labour Party (1983); Labour Party
(1987); Labour Party (1992); Labour Party Research
Department (1979); Liberal Democrats (1992); National
Steering Committee Against The Cuts (1977); SDP-Liberal
Alliance (1983); SDP-Liberal Alliance (1987); Services To
Community Action And Trade Unions (1990); and Whitfield
(1992). = - . : L

o

6 Jabour Party (1983) p30.

8 This idea that the 1level of 1local government
spending should be determined nationally is embedded deeply
in Treasury thinking. See Barlow (1981); Barnett (1982)
pp74-79; Brittan (1982); Bush (1982) pp4-5; Harrison
(1980) ; Heclo & Wildavsky (1981) pp232-233, 334, 349-350;
Jackman (1979); Jackson (1982a); Jones & Stewart (1982a);
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argue that the level of spending should be determined by
local authorities themselves, since 1local authority
spending is a matter of local choice not national diktat.®
This debate over the prescribed level of local government
spending is relevant not only for its own sake, but more
important because its arguments have shaped the actual
level of local government spending.

The descriptive debates centre on the actual level of local
government spending. There are conflicting views on the
direction of local government spending. There are three
general viewpoints within these debates. The first view is
that 1local authority spending has been cut, and many
explanations have been put forward to explain the cuts in
local government.® Though the tone of the language shifts
gently from cuts to standstill, the overall impression
given is one of financial restraint in local government.
The second view 1is that 1local authority spending has
increased, and many theories have been devised to explain

Jones & Stewart (1982b); Jones & Stewart (1983a); Jones &
Stewart (1983c); Jones & Stewart (1985); and Pliatzky
(1982) ppll7-118, 143-144, 189-190.

6 see Committee Of Inquiry Into Local Government
Finance (1976); Green Party (1987) plé6; Green Party (1992a)
pl10; Green Party (1992b) ppl6-17; Jackman (1978) pp268-271;
Jackman (1979); Jones & Stewart (1983c); Jones & Stewart
(1985); Labour Party (1987) pll; Labour Party (1992) p21;
Liberal Democrats (1992) p49; Owen & Steel (1987) pp76-78;
SDP-Liberal Alliance (1983) p24; and Tiebout (1956).

6 See Baxter & Platt (1991); Bundred (1986); Clarke &
Cochrane (1989) p48; Duke & Edgell (1986); The Economist.
(1979a); Edgell & Duke (1986); Edgell & Duke (1991) pp86-
116; Foster (1981); Gough (1979) ppl30-131; Hall (1983);
Jackson (1981); Jones & Stewart (1985) ppll-12; Labour
Party Research Department (1979); Midwinter (1984);
Midwinter & Page (1981); National Steering Committee
Against The Cuts (1977); National Union Of Public Employees
(Scotland) (1983); Pickvance (1986); QueenSpark Rates Book
Group (1983); Travers (1984a); Travers (1985a); and Wright
(1982).
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the growth of local government spending.% The literature
of these two viewpoints offer contradictory accounts of
local government spending, though to a certain extent these
views can be reconciled if the methodology of how these
studies measured local government spending is understood.
Unfortunately, in many cases the methodology was rarely
explained, and at best was quietly footnoted. As a result
a very confusing and vague picture emerges of 1local
government spending. To a certain extent whether 1local
authority has increased or decreased depends on the
literature read. The third view is a more sophisticated
account of 1local government spending, and looks at the
increasingly hostile financial environment in which 1local
authorities make spending decisions.® This camp looks at
the intensifying pressures upon local authorities to both
increase and decrease their spending. These complex
pressures are felt differently by different 1local
authorities in different services at different times. The
spending of local authorities is the outcome of these
competing pressures and not the product of a single upward
or downward trend of spending. Overall, these three general

% See Benington (1976); Committee Of Inquiry Into
Local Government Finance (1976) ppl4-16; Confederation Of
British Industry (1980); Dunleavy (1980) pp57-59; Dunleavy
(1984) pp50-56; Foster, Jackman & Perlman (1980) pp77-128;
Henney (1984) pp55-104; Jackman (1984) pp89-96; Jackman
(1985); Jackson (1973); Jones (1979); King (1980) pp7-10;
Letwin (1992) ppl65-167; Meadows (1987) p32; Newton (1985);
Rhodes (1988) p248; Ridley (1988); Royal Commission On
Local Government In England (1969) pl130; Sandford (1984)
Pp244-246; Thatcher (1993) p643; Travers (1987a); Travers
(1987d); Travers (1988); Travers (1992); and Walker (1983).
Indeed, in its recent general election manifesto, the
Conservative Government could only boast that it had
prevented "unjustified rises" in local government spending
(Conservative Party (1992) p37).

% See Bennett (1988); Boddy (1984); Boyne (1988);
Cockburn (1977) pp62-66; Greenwood (1981); Greenwood
(1982b) ; Hepworth (1980); Jackson, Meadows & Taylor (1982);
Newton (1980); Newton (1981l1la); Newton & Karran (1985); Page
(1986); Rose & Page (1982b); Walsh (1988); and Wolman
(1983).
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viewpoints provide competing and conflicting observations
and explanations about local government spending, and the
picture is one of theoretical confusion.

Oon the empirical front it is impossible to say precisely
how much local authorities spend. Following Travers, it "is
no longer possible to be precise about what 1local
authorities spend, either individually or in total".® This
disturbing state of affairs becomes clear when a comparison
is made between different observations of local government
spending. Apart from academics, there are several bodies
who need to measure how much local authorities spend. The
Treasury measures local government spending to determine
its public expenditure plans; the Department of the
Environment measures local government spending to calculate
and distribute its grants to local authorities; the Central
Statistical Office (CSO) measures local government spending
to record its trends; and the Chartered Institute of Public
Finance and Accountancy (CIPFA) measures local government
spending to provide information to the finance profession
in local government. The table below outlines how each of
these four bodies measured the spending of 1local
authorities in England in 1984/85.%

Table 2.2: Four Measurements of Local Government

Spending, 1984/85

Revenue Capital Total

£m £m £m
Treasury . 25,168 3,736 28,904
DOE = 32,840 5,852 C 38,692

% Travers (1986a) p1010.

% The financial year, 1984/85, is chosen because it
corresponds to the year on which this research focused in
examining spending cuts in four local authorities.
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cso 36,455 4,728 n/a

CIPFA 25,423 3,628 32,274%

* The amount that local authorities spend in total as
calculated by CIPFA cannot be measured simply by
adding the amount of revenue and capital spending.

Source: Central Statistical Office (1987); Chartered
Institute Of Public Finance And Accountancy (1991c);
Department Of The Environment (1986); and HM Treasury
(1987b)

These four measurements of local government spending in the
same year are incredible given the substantial differences
between them. According to the Central Statistical Office
local authorities spend well over £10,000 million more than
that measured by the Chartered Institute of Public Finance
and Accountancy, and nearly £10,000 million more than that
measured by the Treasury. Furthermore, the Department of
the Environment calculated that the revenue spending of
local authorities in 1984/85 amounted to over £32,000
million, but a few pages later it cited a figure of over
£39,000 million.”™ This exampie illustrates the dangers of
blindly using these widely cited spending figures without
understanding how these figures have been calculated.”
This danger perhaps partly explains why Likierman and
Byrne, cited earlier, provided wildly different figures on
how much local authorities spend.

If, as Travers maintained, reliable statistics are "a
cornerstone of 1liberal democracy", then whether local
democracy exists or not in Britain becomes a troublesome

issue because of the lack of accurate statistics on local:

™ pepartment Of The Environment (1986) pp6, 38.

" Hampton's book is one of the few textbooks on local
government that actually discusses in any depth the vexed
issue of methodology of measuring local government spending
((1991) pp93-95).

i
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government spending.” The compilation of local authority
spending data is riddled with problems, which raise doubts
over their overall accuracy. Whatever way is used to
measure local authority spending there are considerable
difficulties in collecting the appropriate information.
Furthermore, the reliability of existing spending data is
diminished because some information is simply not
available. Travers noted:”

",..the quality of the information flowing from
local to central government has badly
deteriorated. Many authorities!' published
spending figures are quite different from their
actual expenditure on staff and services. Much
information is deliberately kept out of sight of
civil servants."

The Conservative Government's repeated attacks on 1local
government provoked many local authorities, particularly
Labour-controlled local authorities, to either withhold or
distort information on their spending given to central
government.”™ They saw little gain in giving information to
central government if it was used to attack them. They
wanted to provide figures which created "a favourable
financial environment within the Government's rules."” Aas
a result, the spending figures produced by the Treasury,
Department of the Environment, and even the Chartered
Institute of Public Finance and Accountancy needed to be
treated with extreme caution because there are information
gaps in the way they measure local government spending.”
Travers believed that this "statistical picture is a

 Travers (1986a) pl1012.

 Travers. (1985b) p16. L

™ For example, Labour-controlled Knowsley MBC, fearing
government reprisals over creative accounting, refused to
give information to the Audit Commission (Chief Executive,
Knowsley MBC). ’

 Travers (1986a) pl012.

% See Edgell & Duke (1991) p99; and Travers (1986a).
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mess."” These pitfalls of obtaining reliable spending data
should not be ignored. There is no purpose served by
minimising these data problems as do Newton and Karran, who
believed that "local financial statistics in the UK
comprise a highly reliable and valid data set."” They do
not. Instead, the picture of local government spending is
one of empirical confusion.

There is much confusion over local government spending
stemming from a jungle of 1literature which presents a
muddled and indeed contradictory accounts of how much local
authorities spend. This confusion is both theoretical and
empirical, and as a result debates on 1local government
spending are often misunderstood. It is important to define
local authority spending in order to understand what
happened to local government spending.

DEFINING IOCAL GOVERNMENT SPENDING

Given the dangers of misunderstanding 1local government
spending it is wvital that local government spending is
clearly defined in order to understand the making of
_spending cuts in local government. The questions of what
‘constitutes 1local government spending, and consequently
what is a spending cut will now be addressed. Local
authority spending depends on what is being measured, how
it is measured, and when it is measured. These three
different but related factors will determine the extent and
nature of spending cuts in local government.

T Travers (1986a) pl012.

" Newton & Karran (1985) p136.
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What local authority spending is measured

What 1is being measured is of critical importance in
calculating whether local authority spending has been cut
or not. Following Rose, whether "public spending is said to
be rising or falling is a matter of definition, not
fact".” There are many different types of local authority
spending, and therefore as many different types of spending
cut. At the time of the financial year, 1984/85, there were
at least 15 different types of local authority expenditure,
which were the following:®

(a) gross expenditure - aggregated expenditure on

the provision of local authority services

(b) net expenditure - gross expenditure less
specific service income (eg specific and
supplementary grants, fees and charges for
services, capital receipts)

” Rose (1980) p3.

% Mainly taken from Association Of County Councils
(1985) ppl5-25; Audit Commission For Local Authorities In
England And Wales (1985a) pp3-4; Chartered Institute Of
Public Finance And Accountancy (1984a); Chartered Institute
Of Public Finance And Accountancy (1984b); Chartered
Institute Of Public Finance And Accountancy (1984c) pp85-
92; Chartered Institute Of Public Finance And Accountancy
- (1987) ppl19-127; Chartered Institute Of Public Finance And

Accountancy (1991b) ppl194-202; Chartered Institute Of
Public Finance And Accountancy (1992) pp207-215; Douglas &
Lord (1986) pp61-65; National Audit Office (1985) pp26-27;
Newton & Karran (1985) ppl31-133; Pickstock (1993) pp89-92;
and Travers (1986b). There are sometimes different
definitions of the same type of local authority expenditure
- see Edgell & Duke (1991) p98; and Travers (1986a) pl01l2.
Some of these types of local authority expenditure have
been abandoned as 1local government finance has been
restructured. For example, in April 1986 the system of .
expenditure targets and grant penalties was disbanded; in
April 1990 the standard spending assessment replaced the
grant-related expenditure assessment in the calculation of
~grant to 1local authorities and the system of capital
" expenditure controls was also changed - however, both
expenditure guidance, grant-related expenditure and
prescribed expenditure were prominent features of 1local
authority spending during the period upon which this
research is focused.
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(c) revenue expenditure - expenditure on the day-
to-day running costs incurred in providing
services (eg wages and salaries, debt charges)

(d) rate-borne expenditure - revenue expenditure
financed from rates (and precepts)

(e) garant-borne expenditure - revenue expenditure
financed from grant

(f) section 137 expenditure - expenditure
incurred under section 137 of the Local

Government Act 1972 for the Dbenefit of
inhabitants that is not authorised under other
statutory powers

(g) capital expenditure - expenditure on the
acquisition of assets (eg land, buildings)

(h) relevant expenditure - revenue expenditure
accepted by central government for grant support

(i) current expenditure - relevant expenditure
less net financing items (eg debt charges,
contributions to housing revenue account)

(j) total expenditure - relevant expenditure less
income from specific and supplementary grants and
other adjustments made by central government

(k) grant-related expenditure - revenue
expenditure assessed by central government to

provide a common standard of service

(1) expenditure guidance - expenditure target set
by central government within which net
expenditure must fall to avoid grant penalty

(m) expenditure level - maximum legal limit of
revenue expenditure of a rate-capped 1local
authority set by central government

(n) prescribed expenditure - capital expenditure
as defined by central government subject to

capital spending controls

(o) non-prescribed expenditure - capital
expenditure not prescribed by central government

and not subject to capital spending controls

To examine spending cuts in 1local government it is
necessary to 1look at only those expenditures which
approximate the reality and totality of 1local authority
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spending. Many of the above types of expenditures do not
correspond to the reality and totality of local authority
spending. These types will be briefly discussed before
examining in more detail the remaining types of 1local
authority expenditure.

Several types of expenditure do not reflect the reality of
local authority spending but are versions of a reality that
central government would have liked to have seen. For
example, relevant expenditure, current expenditure, total
expenditure, grant-related expenditure, expenditure
guidance, expenditure 1level, prescribed expenditure and
non-prescribed expenditure were spending constructs made by
central government, and though they shaped the spending of
local authorities they had 1little resemblance to the
actuality of 1local authority spending. The Conservative
Government used these measures of spending to make its
public expenditure plans; to calculate and distribute block
grant and capital block authorisations amongst 1local
authorities; and, more important, to control 1local
authority spending. These expenditure types were
constructed for purposes other than measuring 1local
authority spending. They must be therefore disregarded as
ways of analysing spending cuts 1in 1local government,
because they did not reflect the reality of local authority
spending. ‘

Most of the remaining types of expenditure, though
capturing the reality, do not measure the totality of local
authority spending. Each of these tYpes captures only a
partial view of local government spending. Many of these
expendituré types are defined by the way the expenditure is
financed. For example, rate-borne expenditure was that
financed from rates (and precepts); granf-borne expenditure
from grant; and section 137 expenditure from monies raised
as if a ‘twopenny rate' were levied. These three types of
local authority expenditure are defined by how they were
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financed, and thus exclude huge chunks of local authority
spending. These types of local authority should therefore
be discarded for the purposes of examining spending cuts in
local éovernment. Similarly, central government used
current, relevant and total expenditure figures in its
public expenditure plans and grant calculations, but each
of these nmeasures disregards particular items of
expenditure such as debt charges and spending financed by
specific grants. Again, these types of expenditure capture
only a partial picture of local authority spending.

One type of local authority expenditure which is commonly
used is net expenditure. Net expenditure is the expenditure
of a local authority less its specific income (that is,
monies received as specific and supplementary grants, and
monies raised in fees and charges for services). It is
used by both central government and local authorities
because they want to calculate how much local authority
spending should be financed from national taxation and
local taxation. At the time of this research, central
government wanted to know how much rate support grant was
needed to finance local authority spending, and the level
of rates and precepts planned by local authorities before.
deciding what 1local authorities were to be rate-capped.
Local authorities wanted to know how much they were going
to receive in rate support grant from central government
and how much they were prepared to raise by levying a rate
or issuing a precept before deciding how much they were
going to spend.® As a result of these calculations, net
spending of 1local authorities is a key determinant of
financing and expenditure decisions, and therefore features

8 see Danziger (1978b) pS59.

82 Under the Local Government Finance Act 1988 the rate
support grant was replaced by the revenue support grant,
domestic rates were replaced by the community charge, and
non-domestic rates were set by central government; and
under the Local Government Finance Act 1992 the community
charge was replaced by the council tax.
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prominently in documentation produced by both central and
local government. As a result of their prominence net
spending figures are often mistakenly used by academics as
measures of local authority spending. For example, Duke and
Edgell continually use net spending of local authorities in
their analysis of spending cuts in local government.® But
net expenditure excludes those expenditures financed from
specific service income, and therefore is not a valid
measure of local authority spending. It is important not to
focus on cuts in net spending because these cuts would
include monies raised from increased fees and charges for

services and extra monies from specific grants.

The four 1local authorities - Bedfordshire CC, Kent CC,
Knowsley MBC, and Stockport MBC - were more concerned to
cut their net spending than gross spending, because they
would receive more block grant from central government and
keep down the level of rates and precepts. Net spending can
be cut by either reducing the amount spent or raising extra
revenue from specific service income. Below is a table
showing how the four local authorities budgeted to cut
their net spending in 1984/85.

Table 2.3: Net Spending Cuts of Four Local
Authorities, 1984/85

Committee Reduced spending Increased income
£k £k

BEDFORDSHIRE CC

Education : 860.0 -
Employment 5.0 -
Environmental Services 15.5 . 47.5
Leisure 110.0 28.0
Policy & Resources 86.9 i 45.0
Public Protection 71.3 ‘ -
Social Services 217.0 76.0
Other 1940.0 100.0

 See Duke & Edgell (1986); Edgell & Duke (1986); and
Edgell & Duke (1991) pp86-138.



TOTAL*

KENT CC
Amenities & Countryside
Education
Fire & Public Protection
Planning & Transportation
Police
Policy & Resources
Social Services

TOTAL*

KNOWSLEY MBC

Economic & Development
Education

Financial Control
General Purposes
Housing & Environmental
Health#**

Leisure

Manpower & Management
Services

Policy & Resources
Social Services
Technical Services

TOTAL*

STOCKPORT MBC
Development Services
Education
Environmental Health &

Control -
Highways
Housing**
Policy & Resources
Recreation & Culture
Social Services

TOTAL*

GRAND TOTAL*

3305.7

17.2
8522.4
393.0
2392.8
414.3
944.8
1290.7

13975.2

35.1
848.5
88.5
49.5

46.1
30.0

14.9
8.6
365.7
239.2

1796.1

120.0

19204.3

296.5

285.6

12.6
401.4
525.7
184.8
983.5

2393.6

27.1
30.0

30.0

18.3

] O 0
OWNHNOON a0
e o

PN

QO

w

271.2

3130.8

55

* The figures may not add up to the total flgures
“because of rounding up and down'. Total flgures include
some reductions where one committee transfers a
_ committee's
spending cut is another committee's extra spending.

spending cut to another committee - one

These reductions are few and small,

not change significantly the general picture.
** The figures relating to the housing revenue account

have been excluded.

and therefore do
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Source: Bedfordshire CC; Kent CC; Knowsley MBC; and
Stockport MBC

The above table shows the four local authorities together
cut their net spending by over £22 million. However, over
£3 million was cut by increased specific service income -
that is, increased fees and charges for services, and
grants given to 1local authorities mainly by central
government to finance specified services. For example,
increased fees and charges for services constituted 56 per
cent of net spending cuts made by Kent CC's Police
Committee, 75 per cent by Bedfordshire CC's Environmental
Services Committee, and 100 per cent by Stockport MBC's
Development Services Committee and Environmental Health and
Control Committee. Knowsley MBC's Leisure Committee
received extra Urban Aid monies from central government,
and thus cut its net spending accordingly (but not its
gross spending). Overall, increased specific service income
accounted for about 14 per cent of net spending cuts made
by the four local authorities. These types of spending cuts
confuse the reality of local authority spending, because
they are not cuts in actual spending but increased revenues
of the local authorities. In order to understand why local
authorities cut spending it is important to understand how
their spending is financed, but to understand how much
local authorities cut spending it is important to examine
all items of spending regardless of how they are
financed.¥ This research on the making of spending cuts in
local government focuses on gross spending and not net
spending of local authorities.

¥ Gross spending of local authorities will always
exceed their net spending; and cuts in net spending will
always exceed cuts in gross spending. It is important that
the terms - gross or net - are clarified in order to
prevent a misleading picture of local authority spending
being given.
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However, it is not a straightforward exercise to measure
local authority spending in gross terms. Following Travers,
"figures showing gross revenue spending by 1local
authorities can only be constructed with considerable
effort, and then only at the estimates stage."® There are
two significant complications in calculating the gross
expenditure of local authorities - the distinction between
revenue and capital spending, and the practice of creative
accounting. These two financing and accounting
complications distort the real picture of local authority
spending, and will now be examined.

First, local authority expenditure can be divided into
revenue and capital expenditure. Revenue expenditure is
that spending on short-life items such as wages and
salaries; and capital expenditure is that spending on long-
life items such as the building of roads. Though this
distinction is blurred, local authorities must prepare both
revenue and capital budgets because each type of
expenditure is subject to different financing and control
mechanisms. At the time of the research, revenue spending
was financed from rates, government grants and charges. The
level of revenue spending was shaped by local authorities
in determining their 1level of rates and charges, and by
central government in controlling the distribution of
grants to local authorities and in limiting the spending of
selected rate-capped local authorities. Capital spending
was financed from loans, capital receipts, grants and
revenue contributions. The level of capital spending was
controlled by central government in authorising such
spending and in restricting the use of capital receipts.
The different ways of financing and controlling revenue and
capital spending require local authorities to separate them
for budgeting and accounting purposes. Nevertheless, it is
not possible simply to add together gross revenue .and

% Travers (1986a) p1010.
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capital spending to find out how much local authorities are
spending. This addition cannot be made because there would
be much double-counting of certain items of spending. For
example, debt charges comprise revenue repayments of the
loans borrowed to finance capital spending, and constitute
a significant amount of revenue spending.® It would not be
very useful to deduct debt charges from revenue spending
and then add capital spending to calculate the total level
of gross spending of local authorities. The reason is that
there is a nebulous link between the amount of debt charges
paid and the amount spent on the capital programme in any
given year. Debt charges of one year include repayments for
loans used to finance capital projects which were completed

in previous years.

Second, creative accounting was widely practised by 1local
authorities in the 1980s.¥ sSmith noted:®

% In 1984/85 debt charges accounted for over 7 per
cent of gross revenue expenditure of English 1local
authorities (taken from Chartered Institute Of Public
Finance And Accountancy (1991b) p8).

¥ See Arnold-Forster (1993); Audit Commission For
Local Authorities In England And Wales (1984g); Audit
Commission For Local Authorities In England And Wales
(1985a); Bailey & Galloway (1993); Barclay (1985);
Blackburn (1986); Blunkett & Jackson (1987) pp189-190, 229-
231; Brown (1987); Chandler (1991) pp70-71; Clarke &
Cochrane (1989) pp51-56; Cochrane (1993) pp36-37; Cook
(1993) ppll, 78, 158, 159-160; Cope (1987) pp95-96; Cross
(1986) ; Cross (1990); Cumbria County Council (1985); Davies
(1987b); Davis-Coleman (1986); Dillon (1985); Douglas &
Lord (1986) pp38-39; The Economist (1986); Elcock (1991)
ppl46-149; Elcock, Jordan & Midwinter (1989) ppl08-111;
Gray & Jenkins (1991) pp457-458; Hale (1988); Hodge (1987);
Ibrahim & Proctor (1992b) p51; Jacobs (1983); Jacobs

(1984); Jones (1990/91). p195; King (1993) p201; Letwin ..

(1992) ppl183-184; Local Government Chronicle (1988);
Loughlin (1990); Loughlin (1991); Midwinter (1988) pp25-26;
Miller (1987b); Miller (1989); Miller (1991); Morley
(1986); Murray (1987); National Audit Office (1985) pplé6-
17; Nicholson (1988); Parkinson (1985b) pp117-120;
Parkinson (1986); Pipe (1984); Pipe (1985); Platt (1987);
Platt S (1988); Smith (1987); Smith (1988a); Smith (1988b);
Stoker (1988) ppl66-168; Stoker (1991) ppl74-176; Taylor
(1987); Travers (1985b); Travers (1986b) pl33; Travis
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"Accountants have by tradition always attempted
a ‘true and fair' representation of the finances
of an organisation. However, we have recently
witnessed the rise of ‘creative' accounting in
English local government, in which artificial -
but perfectly legitimate - accounting devices are
employed to enhance a local authority's financial
position."

Creative accounting cannot be defined by the accounting
methods used, but by the intentions behind the deployment
of these methods. It 1is, according to Pipe, "the
manipulation of accounting data for political purposes."®
Creative accounting is a set of lawful accounting devices
designed to circumvent the spending controls imposed on
local authorities by central government, thus allowing
local authorities to maximise their grant entitlement and
to minimise their rate bills, poll tax bills and now their
council tax bills. Many creative accounting devices have
subsequently been outlawed by the Conservative Government
as part of its policy of «curbing 1local authority
spending.® At the time of this research, however, 1local
authorities used creative accounting as a highly
significant way of avoiding making spending cuts. Smith
observed that the increased grant gained from creative
accounting was "so large as to dwarf all but the most
dramatic savings gained from ‘efficiency' measures." All

(1989); Webster (1985a); Webster (1985b); Wolman (1982a)
p83; and Wolman (1986).

¥ smith (1988a) p173.
% pipe (1985) p1333. Lehman and Tinker rejected the

portrayal of accounting as "a passive information service,
dedicated to faithfully reporting on economic reality"

((1987) p503). Instead they stressed "the significance of

accounting as a political activity" ((1987) p519). All
accounting, then, is creative accounting.

% see Cook (1993) p78; Hale (1988); Jones (1990/91)
pl195; Letwin (1992) pl184; Local Government Chronicle
(1988); Loughlin (1990) pp383-388; Miller (1991); and
Stoker (1991) ppl75-176.

" smith (1988a) p183.
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of the four local authorities studied - Bedfordshire CC,
Kent CC, Knowsley MBC, and Stockport MBC - practised
creative accounting to varying degrees. Creative accounting
generally distorted the picture of 1local authority
spending, as can be seen in the following discussion of
three creative accounting techniques.

(i) Special funds - all four local authorities established
special funds as a way of circumventing the spending
controls imposed by central government. For example, in
1983/84 Stockport MBC established the Renewal and Repairs
Fund as a way of maximising grant entitlement in future
years.” This practice was indeed widespread in 1local
government in the 1980s. The Audit Commission observed:*

"General use of targets and penalties has brought
additional uncertainties for members and officers
to take into account when planning more than one
year ahead. In the main they have responded
rationally to these uncertainties by seeking to
create a financial cushion against them. The
result has been that rates over the past three
years have probably been higher than they
need...."

The reason why the creation of special funds helped local
authorities to protect their finances is that when money
was set aside as a fund in one year it was treated as
expenditure in that year even though the money had not been
spent in that year. When this money was taken out of the
fund in subsequent years it was treated as income in these
years even though the money was being spent, and therefore
attracted no grant penalties. Thus, monies in one year were
counted as spending when not spent, but counted as income
when 'adtﬁally spent. The use of special funds, then,
allowed local authorities to maximise their block grant
entitlement. Given the financial cushion that funds offered
it is not surprising that councillors in Knowsley MBC

92 Assistant Director of Finance, Stockport MBC.

% Audit Commission For Local Authorities In England
And Wales (1984g) p27.



61

referred to them as "cocoa-tins".*

(ii) capitalisation - as mentioned earlier, a distinction
is made between revenue and capital expenditure because of
the different financing and control mechanisms that exist.
Capitalisation is the practice of transferring expenditure
normally financed on the revenue side to the capital side.
Many local authorities, including Knowsley MBC, moved items
of spending from their revenue budgets to their capital

% For example, Knowsley MBC's Technical

programmes.
Services Committee cut its revenue spending by transferring
wages paid to staff working on capital projects amounting
to £30,000 from its revenue budget to its capital
programme. As a result of capitalisation the Council was
able to increase its block grant entitlement because it
reduced revenue spending and therefore attracted less grant
penalty, despite the fact that no spending was actually cut
since what was lost to revenue was gained by capital.
Capitalisation of revenue spending is possible because of
the fuzzy distinction between revenue and capital
expenditure.®” Whether an item of spending is revenue (and
lasts for a short period of time) or capital (and lasts for
a longer period of time) is not always clear. Many councils
argue successfully that spending on repairs, maintenance
and staff working on capital projects, which has been
.traditionally seen as revenue expenditure, is capital
‘expenditure and therefore can be capitalised.

(iii) Rescheduling of debt - another common method of
creative accounting which reduces revenue spending in the
short term is the rescheduling of debt. Local authorities

# chief Executive, Knowsley MBC.

% Borough Treasurer, Knowsley MBC; Director of Leisure
Services, Knowsley MBC; and Principal Officer, County
Treasurer's Department, Lancashire'CC.

% See Cook (1993) pi158; Hampton (1991) p93; Hepworth
(1984) p9; Jackman (1984) p96; and Travers (1986b) pl4l.
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may reschedule their debt so that debt charges are reduced
in the short term but increased in the longer term. For
example, both Bedfordshire CC and Kent CC rescheduled their
debt to reduce their revenue spending in 1984/84.Y Indeed,
Bedfordshire CC rescheduled its debt and cut its spending
by £1 million. This rescheduling of debt reduced the amount
of revenue spending, and therefore maximised block grant
entitlement and prevented any precept increase.

These three methods of creative accounting blur the real
picture of local authority spending. The Audit Commission
argued that "the true level of local government expenditure
has been obscured" by creative accounting.® It is
important when measuring the spending of local authorities
to be aware of these creative accounting devices which
generally conceal the reality of local authority spending.
With special funds it is necessary to disregard
contributions to and from these funds. Though monies in a
fund are counted as having been spent for accounting
purposes it should be counted as income for the purposes of
this research on spending cuts in local government. With
capitalisation and the rescheduling of debt these methods
reinforce the need to separate revenue spending and capital
spending. Their separation allows the identification of
these transfers and shifts of money between and within
their budgets.

Finally, if spending cuts in local government are to be
fully understood it is necessary to 1look at budgeted
spending of local authorities. It is only when budgets of
local authorities are examined that the decisions to cut-

% peputy Leader, Liberal Group, Bedfordshire CC;
County Treasurer, Bedfordshire CC; and Deputy County
Treasurer, Kent CC. . v

% Audit Commission For Local Authorities In England
And Wales (1984g) p26. See also National Audit Office
(1985) p17; Pipe (1984); and Travers (1987b) plS5.

.
]
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revenue spending can be highlighted. The financial accounts
of local authorities record spending under general account
headings only, and spending decisions are thus bundled
together. It would be a byzantine exercise to trace these
decisions within these broad headings. To examine the
decisions to cut spending it is then necessary to turn to
the budgeted and not the actual spending figures of local
authorities. These decisions to cut spending can be traced
easily by scrutinising the budgets of local authorities.
Though the spending cuts contained in a budget are only
planned cuts there is sufficient evidence to show that a
budget is a close approximation of the actual outturn of a
local authority. This close approximation should not be
surprising given that the purposes of budgeting include the
forecasting and controlling of spending.” Following
Wildavsky:'®

"In the most 1literal sense a budget is a
document, containing words and figures, which
proposes expenditures for certain items and
purposes.... Presumably, those who make a budget
intend that there will be a direct connection
between what is written in it and future events.
Hence we might conceive of a budget as intended
behavior, as a prediction."

There was a high correlation between the budgeted and
actual spending in the four local authorities studied, as
can be seen from the table below which compares their
budget and outturn figures of 1984/85.

Table 2.4: Budgeted and Actual Spending of Four ILocal
Authorities, 1984/85

» See Audit Commission, Local Government Training
Board & Institute Of Local Government Studies (1985) pp30-
34; Chartered Institute Of Public Finance And Accountancy
(1992) ppl18-140; Cook (1993) pp33-64; Hepworth (1984)
pp209-220; Marshall (1974) pp49-108; and Rawlinson & Tanner
(1989) pp48-57.

10 wildavsky (1964)'p1.
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Budget Outturn Variation
£m £m %
Bedfordshire CC 242.0 248.3 +2.6
Kent CC 627.7 647.5 +3.2
Knowsley MBC 124.3 124.9 +0.5
Stockport MBC 172.8 172.6 -0.1
TOTAL 1166.8 1193.3 +2.3

Source: Bedfordshire CC; Kent CC; Knowsley MBC; and
Stockport MBC

This table shows that there is only a small variation
between the budgeted spending of the four local authorities
and their actual spending.!” The variation between budget
and outturn 1is ©best explained by overspending or
underspending on certain items rather than significant
failure to implement any decisions to cut spending. In
particular, Kent CC overspent its budget because it
increased spending because of "the severe winter
conditions" and "policing the miners dispute".!” Though
some quantitative accuracy is lost in looking at budgeted
spending, this disadvantage is far outweighed by the
advantage of looking at specific decisions to cut spending.
Nonetheless, there are two difficulties in measuring and
comparing local authority budgets.

The first difficulty is the practice of creative budgeting.
Larkey and Smith wrote:'®

"Government budgets are premised on forecasts of
revenues and expenditures. These forecasts are
subject to both stochastic error and strategic
manipulation. Circumstantial evidence in the
budgeting literature and in the popular media
suggest that government officials routinely bias

100 This close approximation is mirrored by Sharpe and
Newton's study of 30 local authorities ((1984) p222).

12 Taken from Kent CC's Annual Report 1984-85, pS.

13 Tarkey & Smith (1989) p123.
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the forecasts underlying budgets."
There is some evidence to suggest that local authorities
manipulate the presentation of their budgets for reasons
other than forecasting and controlling spending. Smith
noted:'®

"The budget is supposed to reflect the policies
and priorities of the authority, as well as
determining the revenue the authority needs to
raise from local sources. Yet it now serves a
crucial additional purpose. It not 9only
determines the grant entitlement in the current
year - it also creates a base for future grant
entitlement and rate-capping qualification."

In making a budget a local authority has to make certain
assumptions about its revenues and expenditures - for
example, on how much revenue can be raised to finance
spending, on the demands on service provision, and on the
costs of service provision. There are times when it may be
in the interests of a local authority to make unrealistic
assumptions about these matters. Parkinson observed:!®

"Treasurers can ... affect the shape of revenue
budgets by making more or 1less optimistic
assumptions about the way their budgets will
eventually turn out. In general, for an authority
facing penalties, it is better to be optimistic
about the extent to which spending can be
contained. If it runs beyond the original
predictions, the Department [of the Environment]
will eventually claw back the excess grant by
withholding it in future years when the accounts
are closed. But since the records may take two
years to complete, this at least means that the
authority has had the advantage of the grant and
the interest earned upon it in the meantime."

An example of an optimistic assumption that was fed into
Kent CC's revenue budget of 1984/85 was the decision by the
Social Services Committee to implement the proposals on
restructuring the Social Services Department put forward by
the management ‘consultancy firm, Arthur Andersen. The

1% smith (1988b) pl3. See also Smith (1987) p897; and
Stoker (1991) p177.

105 parkinson (1986) p29. See also Wolman & Peterson
(1981) p779. -
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Committee assumed that spending would be cut by £80,000 by
implementing these proposals. However, from the outset the
Department realised that these savings could never be made,
but in order to find its share of spending cuts and to
justify the decision to use management consultants it
"massaged the figures".!®™ The budgeted saving was "the
biggest bit of window-dressing and bullshit in the budget
proposals".!” Both the Committee and the Department had no
intention of implementing the Arthur Andersen proposals -
their implementation was not monitored; and another
management consultancy firm, Arthur Young, was later
commissioned to make recommendations on the restructuring
of the Department.!® This budgeted spending cut was based
on a "highly spurious" assumption, and is an example of
creative budgeting.'®

The second difficulty is the problem of comparing budgets
between services and between 1local authorities. Local
authorities adopt different ways of presenting budgets.!!?
For example, there are differences Dbetween 1local
authorities on what constitutes ‘above-the-line' and
‘below-the-line' expenditures which makes comparison
difficult. Bedfordshire CC treated the spending cuts

16 Assistant Director of Social Services, Kent CC.
107 Assistant Director of Social Services, Kent CC.

18 chairman, Social Services Committee, Kent CC;
Chairman, Finance and Review Group, Kent CC; Assistant
Director of Social Services, Kent CC; and Senior Partner,
Arthur Young.

19 Assistant Director of Social Services, Kent CC..

10 since this research there have 'been moves to
standardise the accounting and budgeting procedures of
local authorities - see Chartered Institute Of Public
Finance And Accountancy (1991a);' Cook (1993) pp64-83; Cook,
Dunn, Ogley & Beckerleg (1985); Rogers (1984); Tanner
(1984); and Whiteoak & Cook (1986). This problem of
comparison is also noted in a study of Canadian
municipalities - see Krause & Price (1986) pp58-59.
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resulting from the rescheduling of debt as ‘below-the-line'
- that is, they were not apportioned between the budgets of
committees; but Kent CC treated them as ‘above-the-line' -
that 1is, they were apportioned between the budgets of
committees. If, say, the education budgets of the two local
authorities are compared then it would appear that Kent CC
was making more cuts than Bedfordshire CC, other things
being equal.

Notwithstanding these two difficulties of measuring and
comparing local authority budgets, given that there is a
minimal ‘implementation gap' between the budgeted and
actual spending of local authorities, it is vital to focus
on budgeted spending cuts because decisions to cut spending
can be easily identified and therefore examined. Danziger
noted: !

"There are important research advantages to
treating the budget as the decisional output: (1)
the budget is seen as a single statement of a
complex of interdependent resource allocations;
(2) the output is recorded clearly and publicly;
(3) it is itemized in great detail; (4) its
recorded form alters little from year to year;
(5) it is serial (the process and output repeat
in each budget period); (6) it is expressed in
terms of a single measurement dimension
(currency); and (7) the 1indicators are an
interval measurement scale."

However, it is only vital to focus on budgeted revenue
‘spending decisions. Capital spending is different from
revenue spending. As well as being financed and controlled
differently, capital expenditure consists generally of
spending on one-off schemes, such as the building of roads,
but revenue spending consists generally of spending on
fecurring commitments, such as the payment of wages and
salaries. Cuts ih'capital spending'inVOIVe genérally the
postponement and possibly the cancellation of capital
projects. Once a capital scheme has been completed it is
usﬁally financed on the revenue side. A local authority may

W panziger (1978b) pi5.
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spend capital money on building a home for the elderly, but
once built it spends revenue money on running the home.
Thus, capital spending cuts are generally cuts in planned
and not actual capital projects. Both Bedfordshire CC and
Kent CC, for example, had to defer their planned capital
schemes. No capital scheme was actually cut. In contrast,
cuts in revenue spending are actual cuts because an expense
that would otherwise have been incurred is no 1longer
incurred. Cuts in capital spending are very different from
cuts in revenue spending. Because capital spending is
essentially non-recurring it is necessary to examine actual
capital spending and not budgeted capital spending of local

authorities.!??

With the exception of capital spending,
therefore, it is necessary to examine budgeted spending of

local authorities.

The examination of spending cuts in local government, then,
requires the analysis of gross spending of 1local
authorities, of revenue and capital spending of 1local
authorities, and of budgeted revenue spending and actual
capital of local authorities.

How local authority spending is measured

Generally local authority expenditure can be presented
either in absolute or relative terms, of which the absolute
form of measurement is more widely used. The most common
absolute yardstick is money. Notwithstanding the
considerable problem that what is being measured cannot
always be converted into money terms, absolute measures are
not dependent hpon other variables for measurement, and

12 purthermore, capital programmes are notoriously

.- difficult to budget accurately because there are greater

problems of controlling capital spending of 1local
authorities, and therefore budgeted spending is a 1less
accurate approximation of actual spending (see Cook (1993)
plé63; and Cope (1987) pp97-99).
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therefore possess the advantage that any measured change
can be explained only by a change in the variable measured.
There are three general ways in which 1local authority
spending can be measured in absolute terms - in cash terms,
in real terms and in volume terms.!” Each of these
absolute terms of measurement will be discussed in turn.

First, spending of local authorities can be measured in
cash terms. This method 1looks at the actual cost of
providing 1local authority services at current prices.
However, the cost of goods and services remain rarely at
the same value - in times of inflation the price of goods
and services increases. Consequently, measuring expenditure
in cash terms makes for meaningful comparisons only at a
given point in time or in the very unlikely event of
constant prices. In the words of Edgell and Duke, it "is
the least instructive for historical comparisons".!™ The
usefulness of this method of measuring 1local authority
spending is extremely limited.

Second, spending of local authorities can be measured in
real terms. This method looks at the constant cost of
providing 1local authority services, and thus any price
changes over time are discounted. In order to calculate
local authority spending in real terms it is necessary to
deflate (or inflate) the value of spending in one year
according to the rate of change in prices to make an
accurate comparison with spending in previous years. There
are several deflators which can be used to measure local
authority spending in real terms, ranging from the general
but less accurate GDP deflator to the specific and more
accurate deflators for local government and local authority

I3 gee Edgell & Duke (1986) p235; Edgell & Duke (1991)
pl24; Hampton (1991) p94; and Hogwood (1992) p37.

14 Edgell & Duke (1986) p235.
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services.'"” The rate of inflation experienced by
government generally and local authorities particularly is
often higher than the general rate of inflation as measured
by the Retail Price Index (RPI). This difference is known
as the relative price effect. Hepworth observed:!

"Because of their high 1labour content, 1local
authority costs generally suffer more from
inflation than costs generally...."

The choice of what deflator to use to measure local
authority spending in real terms is critical.!" Measuring
expenditure in real terms makes for meaningful comparisons
over time. Any changes in spending, then, cannot be
attributed to price changes. In the previous section it was
argued that the focus of analysing spending cuts in local
government should be on the budget and not the outturn
figures of local authorities, because it is only in their
budgets that decisions to cut spending can be identified.
There is another advantage to looking at budgeted spending
cuts, which is that comparisons in real terms can be easily
made with the previous year's spending. Local authorities
present pay and price changes separately as a contingency
sum for budgeting purposes, and therefore any budgeted
changes in spending are costed on the same price basis as
in the previous year. Any changes constitute increases or

5 Under-Secretary, Chartered Institute of Public

Finance and Accountancy; and Statistician, Chartered
Institute of Public Finance and Accountancy.

16 Hepworth (1984) p24. See also Blore (1987) p76;
Committee Of Inquiry Into Local Government Finance (1976)
pp26-27; Else & Marshall (1981) pp262-265, 272-273; Heald
(1983) pp114-118, 177-186, 200-201; Hepworth (1976) p6;
Hogwood (1992) p37; Levitt & Joyce (1987a) pp7-8; Likierman
(1988) ppl4-15; Newton (1980) ppl00-108; Newton (1i9sia)
pp208-210; Newton & Karran (1985) pp84-89; Peters (1980)
pp36-37; Pliatzky (1982) pp94, 167-168; Pliatzky (1985)
pl48; and Rose (1985) p22. ’

17 see Hampton (1991) p94; and Hepworth (1984) pp24-25.
For example, Edgell and Duke used the GDP deflator which
diminished the accuracy of their calculation of 1local
authority spending ((1986) pp235-236).
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decreases of spending in real terms. However, the
measurement of local authority spending in real terms takes
into account only changes in price. It does not take into
account.any changes in the needs and demands for 1local

authority services.!®

Third, spending of local authorities can be measured in
volume terms. It is possible that local authority spending
may have increased in both cash and real terms but may not
have kept up with increased needs and demands facing local
authorities.!” Webb and Wistow identified several types of
spending cuts, including "the failure to increase services
to match growth in need."'” They argued that the concept
of need is essential in understanding the nature of
spending cuts in the social services. They wrote:'

"... we need to set a benchmark at a constant
level of service output. By this we mean a
situation in which a constant level of a given
quality of service 1is maintained relative to
defined need. It represents a standstill, once
changing needs have been taken into account."

However, the task of assessing need and demand is riddled
with problems of definition and measurement, which have
forever plagued economists, policy analysts and other

8 The widespread belief, as cited earlier, that

government spending on the social services has fallen,
despite the record of real increases of spending, can be
explained partly by the view that spending has not kept up
with increasing needs and demands for social services - see
Schorr (1992); and Webb & Wistow (1982).

" see Rhodes (1988) p255.

10 webb & Wistow (1982) p501. Marsh and Rhodes noted
also that T"although expenditure on 1local services
increased, none the less such services did not keep pace
with need" ((1992a) p45). Their observation suffers from
methodological imprecision becaus<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>