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Fiscal austerity presents enormous challenges for the three Northern regions, not least 
because, as this report expertly shows, the North faces a triple burden: low growth, 
disproportionate spending cuts, and a diminishing local tax base. These pressures are 
dramatically changing the public services landscape, forcing local politicians as well as 
senior executives and their boards to rethink how best to meet rising demand.
 
There are no quick fixes on hand and, arguably, no turning back. The evidence in our 
report suggests that public services in many places in the North are close to crisis point, 
and that the full effects of the cuts and recession have not been properly acknowledged. 
We believe it is important to understand more clearly the social and economic pressures 
placed on public services and the differing impacts they are having regionally and 
locally. The North faces similar challenges to other regions, but as the report explains, it 
also has distinct problems and unique opportunities.  
 
In advance of the 2013 Budget and the next spending review, we hope this report will 
help broaden the conversation about the future of public services beyond London and 
the Westminster bubble. Our aim is that it should not only highlight the difficulties 
facing many public service providers in the North (notably in places where local funding 
prospects are diminishing), but also demonstrate how local government and other public 
service agencies are innovating and facing up to the task of providing more for less. 
Indeed, the good practice and new ideas discussed in the report, including homegrown 
solutions and the proposal for a new Northern Centre for Public Services, show what can 
be achieved despite the bleak outlook.   
 
The Smith Institute would like to thank Michael Ward for writing this report. Michael is 
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services in the North. These events were particularly helpful in shaping the report, and 
we would like to offer a special thanks to all those public service leaders and experts 
who attended. We also offer a special thanks to the chairs and chief executives of NHS 
trusts and local authorities who were interviewed by Michael Ward. Finally, the Smith 
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Foreword

This project has been undertaken with the support of PwC, 
which offered guidance and advice through the project peer 
review group. I would particularly like to thank the PwC staff 
in the London and Leeds offices. PwC co-hosted with the 
Smith Institute two round table discussions in Newcastle
and Manchester on the future of public services in the North, 

inviting leaders and stakeholders from education and local 
government. I would like to thank all those who attended these 
events. The report also draws on extensive desk research, on 
polling undertaken on behalf of PwC, and on interviews with 
a small group of chairs and chief executives of public-sector 
agencies in the North, including NHS trusts and local authorities.
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Executive summary

• The public sector is facing fundamental change. Austerity 
and economic uncertainty seem set to continue, while the 
demand for services continues to rise.

• In the North of England, organisations that provide public 
services are already stretched. In the years ahead, resources 
from national or local taxation are likely to reduce further. 
Service managers have coped with the pressures so far, but 
scope for further savings is diminishing.

• The report looks at the challenges (and opportunities) 
facing public service delivery. For the future, excellent 
public services will need resilient, growing local economies 
if they are to be properly resourced.

The argument

• This report focuses on the three Northern English 
regions – the North East, the North West, and Yorkshire 
& Humber. These regions have a long-term record of 
economic underperformance, and within them there are 
concentrations of acute social need.

• Alongside those needs there are great opportunities, and 
quality of life in many Northern communities is higher 
than in the South of England. Across the North, Victorian 
cities have reinvented themselves as centres of business, 
innovation, higher education and culture.

• The report follows an earlier piece of work undertaken by 
the Smith Institute in 2011 with the support of PwC, which 
looked at the impact of Coalition economic policies in the 
North: Rebalancing the Economy: Prospects for the North 
– Report of the ‘Fair Deal for the North’ Inquiry. That report 
made a number of recommendations which were repeated 
in the recent Heseltine review of 2012; some are now part 
of government policy, such as putting LEPs (local enterprise 
partnerships) on a properly funded basis with a formal role 
in skills development. Other recommendations that have 
not been picked up remain relevant, and are reconsidered in 
this report – in particular, the need for a strategic body for 
the North, and a needs-based allocation of public funding. 

• In the North of England:

-      The problem is that the current austerity programme, 
and other pressures, are stretching the post-war 
settlement for public services to breaking point.

- In some places, innovative and resourceful managers 
have managed to protect services so far; the report 
gives details of the toolkit they have developed, and 
the emerging body of good practice.

- Nevertheless, many particularly in local government 
now feel they are reaching the end of the road.

• The report argues that it is time to look to the future, and 
to develop a new settlement for public services in the 

North. Half-measures will not be enough. 

The problem

• In 2010 it was anticipated that the period of fiscal austerity 
ushered in by the Coalition Agreement would last until 
2015. It is now clear that it will last until at least 2018. 

• This has potentially grave consequences for public services 
in the North of England. In the three Northern regions, 
in the boom years of 2000-08, the majority of the new 
jobs came directly or indirectly from public funds. Now 
those jobs are going. Up to 900,000 jobs are forecast to 
be lost nationally, at least 150,000 of them in the North. 
Government has reduced funding for service providers 
in the North, and dramatically cut spending on regional 
job creation. Furthermore, infrastructure investment is 
disproportionately concentrated in the growth regions of 
the Greater South East.

• The crisis is biting first in the North: the North is serving 
as the testbed for a new pattern of services, driven more 
by cash cuts than by theoretical approaches. The North 
is short of locally generated resources, and regional 
imbalances are not adequately redressed by the central 
state.

• This poses major questions for public services in the North:

- What standard of service does the public expect?
- Who is to provide those services: public, private or 

not-for-profit sectors?
- How will services be paid for? Collectively through 

taxation? Or by individual service user charges? Locally 
or nationally?

- In the future, what will come from the state and what 
from the market?

- And, how can local economic growth help generate 
the resources needed to meet demand and make 
public services sustainable?

     
• There is a growing evidence base to show that economic 

success has been concentrated in the Greater South East, 
and over 20 years the gap between the North and the 
Greater South East has widened. The public in the North 
understand that although the austerity programme is 
nationwide, changes in the local government funding 
formula are hitting the Northern regions particularly hard. 
Demand for public services is rising fast, just as state 
resources are reduced. 

• Public services face five fundamental challenges:

- The economic and fiscal position 
Government is trying to eliminate the deficit 
principally by cutting spending rather than by raising 
taxes. Such a prolonged spending squeeze
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is unprecedented in Britain. Few other advanced 
countries have tried to do this.

Because the Coalition Agreement protects some 
services (foreign aid, health and, to some extent, 
education) others (local government and housing) 
have been hit disproportionately hard.

The austerity programme is now planned to last at 
least until the financial year 2017/18. 

- The declining tax base
Government forecasts suggest that the yield of certain 
taxes – including taxes on North Sea oil, and tobacco 
– will fall in the longer term. Other taxes (including 
corporation tax and VAT) will increasingly come under 
international competitive pressure.

- Demographic change
With rising life expectancy and improved healthcare 
outcomes, more people are living well into old age. 
This increases pressure on health and social care 
budgets, threatening to crowd out spending on other 
services.

- Public service reform
At the same time as managing upward pressures on 
demand, and downward pressures on resources, public 
service providers have been expected by successive 
governments to respond to the public service reform 
agenda, which emphasises markets, choice and 
competition.

- Structural change in the NHS and elsewhere
Distinct from the wider public service reform agenda, 
some services – primarily the NHS, but also to some 
extent undergraduate teaching in English universities 
– are undergoing major, top-down restructuring.

• Although these challenges are national, common to all 
regions and to the devolved nations, some of them are 
particularly acute in the North of England.

• The only revenue raised directly in the North to fund 
public services is that raised through the local government 
finance system. Although the reductions in local 
government spending are national, the report provides 
clear evidence that the areas being hit hardest by the cuts 
are the three Northern regions – and other areas with 
disadvantaged communities.

• There are deep-seated inequalities in the local government 
tax base. Both the council tax and business rates are 
based on property values (and indirectly on the old rating 
system). As a result of the increasingly unequal spatial 
distribution of economic activity across England, the 
distribution of property values is also increasingly unequal. 
This disadvantages the North. Existing equalisation 
arrangements, through the grants system, compensate for

this only to a limited (and diminishing) extent.

• Changes to the local government system that are now 
in the course of implementation – including the partial 
relocalisation of business rates, the New Homes Bonus, 
and the transfer of responsibility for council tax benefit to 
councils – seem set to reinforce existing inequalities.

• The reductions in council resources have led many local 
government leaders to claim that, within a few years, their 
authorities will no longer be able to provide any services 
beyond their statutory duties in respect of children and 
adult social care.

The toolkit

• For the time being, in the early years of the austerity 
programme, innovation and efficiency measures have 
helped to bridge the gap between available resources and 
the needs and expectations of service users. This cannot 
last much longer. Service providers will have to look for 
alternative approaches, many of which will have to be 
“home grown”.

 
• There is now a body of emerging good practice, showing 

how entrepreneurial and resourceful service providers have 
managed so far to weather the immediate storm, and 
continue to provide high-quality services. Together, these 
approaches constitute the toolkit available to public service 
providers. 

The Leeds City Council Commission on the Future of Local 
Government writes of “the great untold story of public 
servants rising to the challenge”.

• Many public service providers are rethinking their future 
plans and adopting new tools to cope with the on-going 
crisis.

Elements in the toolkit include:

- Productivity
Efficiency savings and back-office economies will 
not be enough by themselves. Councils and health 
organisations need to work in partnership with their 
employees to address long-term shortfalls in public-
sector productivity.

- Demand management
Service providers need to look behind the inherited 
pattern of services to understand the real, underlying 
needs. One area for attention is user charging, along 
with a shift towards early intervention and prevention.

- Collaboration
In the North, as elsewhere in the UK, public service 
delivery chains are complex and hard to understand. 
Co-operation is an obvious way forward, and there are 
some encouraging current pilots.
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- Resilience
The resilience of a local economy depends on the 
strength of the links that bind the public, commercial 
and social sectors. There are many examples set out in 
the body of this report.

- Innovation
Austerity has not eroded the capacity or need for 
innovation in key public service sectors, including local 
government and the NHS.

- Growing local economies
As the volume of jobs in the North that are in or 
dependent on the public sector shrinks, agencies need 
to be increasingly concerned with the wider economy. 
The Coalition’s response to the recent Heseltine 
review shows the growing support for a radical 
decentralisation of policies for economic development 
and local growth. Helping local economies to grow 
provides access to more resources and, potentially, 
gives local public service managers greater means 
with which to do their job.

The future: towards a new settlement

• Public services in the North of England face turbulence, 
uncertainty and change. They are confronted by acute 
problems, including budget pressures and demographic 
pressures. These challenges threaten the continued 
existence of the post-war settlement.

• The good-practice toolkit has provided councils, health 
bodies and other agencies with short term responses to 
these pressures. But it is increasingly clear that this will not 
be enough for the future. A wider debate is needed on the 
role and affordability of sustainable public services in the 
North. A new deal is needed, reconciling the expectations 
of the community with the financial and demographic 
pressures.

• The report therefore proposes the creation of the Public 
Services North initiative – bringing service providers 
together with civil society, faith groups, trades unions, 
universities and business to hammer out a new basis for 
public services in the North. 

• Although public opinion is wary of new approaches to 
service delivery, people are open to considering non-state 
delivery of public services on a case-by-case basis.

• There is already a ferment of ideas on how to shape the 
future pattern of services, and a number of potential key 
elements can be identified.

• The new deal should be based on:

- partnership across civil society;
- the core public service values of altruism, integrity, 

quality, and provision based on need rather than 

ability to pay;
- a pluralistic approach to service delivery;
- a commitment to quality;
- a recognition that resources are scarce; and
- a commitment to equality and diversity. 

• There are some questions that matter for the future of 
public services for which there are not yet clear answers:

-     What is the economic future for the Northern regions?
- Which agencies should have the long-term 

responsibility for adult social care?
- What is the future of local taxation?
- How will the health service in the North emerge from 

the current reorganisation?

But it would not be sensible to delay developing the 
framework for a new settlement until these issues are 
resolved.

• Recommendations for government:

- The system of central government grants to local 
government needs to be rebalanced, to increase 
the resources available to local authorities in 
disadvantaged areas through a needs-based system of 
allocation.

- The “combined authorities” approach, which enables 
the pooling of strategic powers and resources over 
a wide spatial area, should be extended beyond the 
core cities and city regions to the rest of the North, 
including isolated, traditionally industrial communities 
and rural areas.

• Recommendations for the North:

- Local authorities and other public service agencies 
in the North should take the lead in forming Public 
Services North, a broadly based Northern forum on 
the future of public services, to design and implement 
a new settlement for public services, to report before 
the 2015 general election.

- As part of Public Services North, Northern councils 
and health bodies should set up a Northern Centre for 
Public Services.

TThe centre’s terms of reference should be the 
exchange of ideas and best practice on:

• innovation;
• best practice;
• improvements in delivery; and
• workforce development and skills, and equal 

opportunities.

• Once established, the Northern Centre for Public Services 
should:
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- work with public-sector employers, trades unions 
and the TUC in a drive to raise productivity, including 
developing new approaches to the measurement of 
productivity, across the North’s public services;

- encourage councils and other public-sector agencies 
to review their business processes, to maximise 
electronic handling of transactions and concentrate 
staff in direct personal service roles; and

- provide a focal point for initiatives and best practice 
regarding public services across the North.

• These are unprecedented times for public service providers

in the North, which face two substantial tasks:

- continuing to deliver the best possible services here 
and now; and

- reshaping and reconfiguring a radically new pattern of 
high-quality sustainable services for the future.

• Northern public service providers must take the lead in 
shaping their own destiny, and begin to draw up a new 
settlement.

• Now is not a time for patching.
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1. Introduction: the perfect storm

This report is about what is happening to public services across 
the three regions that make up the North of England – the 
North East, the North West, and Yorkshire & Humber – and 
about what needs to happen next.

The hastily drafted Coalition Agreement foresaw a short, sharp 
period of austerity that would endure for the period of one 
five-year parliament:

Working together, we are confident that we can take the 
country through difficult times to better days ahead.1 

During those five years, life would be hard for public services 
and the people and agencies providing them. Some services – 
health, schools and international aid – were to be insulated from 
the full rigour of the expenditure reductions. But even protected 
services would have to generate substantial “efficiency savings”. 
For the health service these amounted to £20 billion.

During those same five years, however, the public finances 
would be put right. Sustainable growth would be restored. 
The economy would be “rebalanced”, redressing an excessive 
concentration of investment and jobs in the South East and an 
exaggerated emphasis on finance and business services.

Unfortunately, real life in the first two-and-a-half years of the 
Coalition has failed to follow the optimistic script proclaimed 
with such confidence from Downing Street in May 2010. The 
December 2012 report of the Office for Budget Responsibility 
concluded that the economy had shrunk during that year, and 
that growth in 2013 would be very limited. The international 
economic crisis continues. There are few signs of the anticipated 
spatial restructuring.

This has serious consequences for public services. Instead of the 
five lean years foreseen in the Coalition Agreement, government 
is now planning for the period of austerity to last until the 
financial year 2017/18. A further spending review in 2013 will 
provide the details. Continued low growth means government 
tax receipts are running below expectations. In the long run, 
significant elements of the tax base are expected to decline.

But, at the same time as resources are falling, demand for public 
services is rising. Profound demographic changes, and increasing 
longevity, are shifting the balance between the population of 
working age and the retired. Advances in medical technology 
and knowledge are increasing the pressures on healthcare. 
And people are less and less satisfied with “one size fits all” 
services, from single providers. In health, education, childcare 
and housing, service users want provision that matches their 
own needs and preferences. It is not easy for established service 
providers to adapt to these new public expectations.

One expression of this mismatch between the existing pattern 
of service provision and the rising expectations of service users

1 Coalition Agreement (2010), p7

is the “public service reform agenda”, whereby government and 
others are expected to place a renewed emphasis on markets, 
choice, decentralisation, increasing the range of service 
providers, access and accountability.

At the same time, some services are undergoing major structural 
change. The recent Health & Social Care Act reorganised the 
delivery of healthcare. The system of financial support for 
students in higher education also changed significantly in the 
autumn of 2012.

Taken together, these factors constitute a perfect storm for 
public services and the agencies that deliver them. It can no 
longer be a matter of simply waiting for the good times to 
return, or of devising survival strategies to cope with a short 
burst of cutbacks. If unplanned and arbitrary reductions in 
service levels are to be avoided, it is now necessary to pose 
some fundamental questions: What level of service do we 
expect? What level are we prepared to pay for? What should be 
provided by the state? And what by the market?

These questions are particularly acute and immediate for the 
three Northern regions of England: the North East, the North 
West, and Yorkshire & Humber. It is certainly true that the 
economic growth of the first decade of the 21st century was 
concentrated in the Greater South East. To the extent that 
the benefits of that growth reached the North, they did so 
largely through the creation of new public-sector jobs, and 
jobs financed from the public sector. But the end of the long 
period of growth has not been followed by any rebalancing: 
the share of national gross-value-added (GVA) output 
attributable to the North has declined over time, relative to 
the South of England.

Funding for education, health, transport and local government 
is overwhelmingly dependent on national taxation. The regions 
of the North have to rely on a series of allocation formulas 
devised in Whitehall. And section five of this report shows how 
those allocation formulas do not always properly recognise the 
particular needs of the North. 

This report suggests that there will be no easy or quick return to 
the days of expanding resources for public services.

For example, in the winter of 2012/13:

• Newcastle City Council announced that it would have to 
stop all funding of major arts and cultural organisations 
in the city by 2013.

• Sheffield City Council’s leader warned:

Another three years of austerity … will mean the end of 
the council as we know it. To have another three years of 
cuts will cause the whole social infrastructure we have to 
collapse and services will go.



• And, in another part of the country, West Somerset 
District Council, faced with an unbridgeable budget gap, 
warned that it would have to give up altogether and 
become a “virtual council”, with everything contracted 
out.

 
If services are to be sustainable in the longer term, service 
providers will increasingly have to look to more difficult 
solutions, including:

• a new drive to improve public service productivity;
• emphasis on the resilience of local economies, rather than 

the expectation of an early return to prosperity as a result 
of continuing growth, or foreign direct investment;

• new approaches to managing demand for public services;
• delivering more services through collaboration, both 

within the public service and with business and voluntary 
organisations; and

• seeking out new and innovative forms of service delivery.

These are national issues, faced by all the English regions and by 
the devolved administrations of Scotland, Wales and Northern 
Ireland. But they are particularly acute for the three regions of 
the North of England. Those regions are facing steady demand 
pressures, without either the economic buoyancy of London 
and the Greater South East or the special fiscal regimes enjoyed 
by the devolved administrations.

This project has been undertaken by the Smith Institute, with 
the support of PwC. Two round table discussions were organised, 
in Newcastle and in Manchester, with leaders and stakeholders 
from education and local government. The report also draws 
on extensive desk research, on polling undertaken on behalf of 
PwC, and on interviews with a small group of chairs and chief 
executives of public-sector agencies in the North, including 
NHS trusts. The project was steered by a peer review group from 
the Smith Institute and PwC.

T H E  S M I T H  I N S T I T U T E

13



T H E  S M I T H  I N S T I T U T E

14



T H E  S M I T H  I N S T I T U T E

15

2. The big questions



T H E  S M I T H  I N S T I T U T E

16

2. The big questions

Much of the public service reform debate is focused on the 
question of how public services are to be delivered: types of 
agency, forms of management, the trend away from direct 
provision and towards commissioning, the increasing separation 
of client and provider. The present crisis, however, is increasingly 
raising the question of what is to be provided? What services? 
And what level of provision?

The origins of the pattern of public services inherited by the 
Coalition government in 2010 can be traced back to the period 
around the end of the Second World War – the Beveridge report 
of 1942, the Butler Education Act of 1944, the creation of the 
national health service and national assistance, the extension 
of national insurance, the introduction of family allowances, 
and the post-war housing drive. These specific measures were 
accompanied by a government commitment to full employment, 
and to a balanced distribution of industry across the country.

Income support and the relief of poverty were funded from 
national taxation and delivered by national institutions. 
Healthcare was also funded from national taxation, but delivered 
through local structures. The gradual end of the Poor Law 
tradition, culminating in the National Assistance Act of 1948, 
involved a major shift from local to central taxation. In the 
period between the wars, it had become clear that the local rates 
were not a satisfactory tax base for relieving poverty: the poorer 
an area was, the greater the demands on it were likely to be. 
Temporary solutions were attempted, with equalisation schemes 
across local authorities, and government grants, but first all relief 
for unemployment, and later all extra payments to pensioners, 
were transferred to Whitehall.

Education, personal social services and care, and housing 
remained the responsibility of multipurpose, elected local 
authorities, relying substantially on local taxation.

This was the post-war settlement, largely accepted and honoured 
by subsequent governments. In practice, however, the local tax 
base has not been able to sustain the funding of key services. Just 
as healthcare costs fell to be met from national taxation after 
the establishment of the NHS, so, gradually, local government 
came to be more and more reliant on central government grant 
aid. Some services previously run by local authorities – including 
financial support for students in higher education, and the 
further education service – became the exclusive responsibility of 
central government. Part of the local tax base, the business rate, 
became in effect a national rather than a local tax.

So the real distinction now can be characterised as being between 
the nationally administered welfare and benefits services, and the 
locally run personal services.

As the present period of austerity becomes longer, so the 
assumption that the post-war settlement will continue indefinitely 
becomes harder to maintain. It is about those locally managed 
personal services – health, policing and crime prevention, social 
services and social care, social housing, and local environ-

mental and leisure services – that profound questions now need 
to be raised:

• What standard of services do we as a society expect?

• In what manner do we want those services provided:

- national/local?
- public/private?
- community/voluntary?

• How will we pay for them?

- national taxation?
- local taxation?
- user charges?
- insurance?

• What do we expect to purchase individually in a competitive 
market?

• What is the long-term, sustainable role of the public sector?

• What do we expect to have provided collectively:

- housing?
- gyms?
- leisure centres?
- dental care?
- physiotherapy?
- medicines?

In the early months of the Coalition government, it may well 
have been assumed that these questions would go away: the 
Office for Budget Responsibility and other forecasters confidently 
proclaimed that there would be an early return to economic 
growth. Tax receipts would begin to rise again, and government 
would be able to relax the austerity programme. 

Things have not turned out that way: the OBR, instead, points to 
a long-term output gap. Unless we can show how services can 
be funded from new or alternative sources, and delivered more 
efficiently, then arbitrary and unplanned cutbacks are likely to 
be the result.

As well as the protected areas within service spending, there are 
no-go areas for cuts in the welfare state. Benefits to pensioners 
have been protected, and continue to be up-rated in line with 
inflation. Examples include free bus travel, free prescriptions, and 
the winter fuel allowance. But it may be increasingly difficult for 
governments to continue to safeguard benefits in cash or in kind 
when the budget for social care services is at risk.

The next government may really have to think the unthinkable.

The reality is that service providers in the North are already having 
to reduce both the quantity and the quality of their services.
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Some are resorting to compulsory redundancies for staff. The 
time for muddling through and hoping for the best is past. We 
cannot run our public services on the Micawber principle that 
something will turn up.

The Institute for Fiscal Studies, commenting on the Office for 
Budget Responsibility’s July 2012 fiscal sustainability report, put 
the point in stark terms:

We will need to make a whole series of very big and serious 
choices over the coming decades about the type of state we 
want to live in. In the end we have only three choices – increase 
taxes, rein in and reform spending on health and pensions, or cut 
other areas of spending. There really is no fourth way.2

Already, significant areas of service spending have virtually been 
eliminated from the budget. Department for Communities & 
Local Government spending on social housing is to be cut by 
nearly three-quarters by 2014/15. Support for industry from the 
Department for Business, Industry & Skills has been drastically 
reduced. These were both historically channels through which 
resources were steered towards poorer areas. And direct 
government support for the teaching of humanities and social 
sciences in higher education has gone, to be replaced by the 
uncertainties of the new student funding system.

2 Institute for Fiscal Studies observation, “The Fiscal Challenge Ahead”, 12 July 2012

Unless service providers set clear priorities, the risk must be that 
other areas of service provision will go the same way.

These questions have important regional dimensions. As the 
next section shows, the North is in general not as affluent as the 
South, and so there is less scope for taxation. But needs are high 
– although London has areas of significant unemployment, and 
the Midlands has had a hard time in the recession, unemployment 
remains high across the three Northern regions. Moreover, the 
Northern regions have been more dependent on public-sector 
jobs and so are likely to face greater difficulties adjusting to their 
reduction.

The position is made more difficult by the withdrawal of 
government from direct involvement in redressing regional 
imbalances. Governments after 1945 operated regional policies 
that were broadly redistributive. Our earlier report, Rebalancing 
the Economy, showed how the ending of selective regional 
assistance and the abolition of the regional development 
agencies has brought that stream of activity to an end. However, 
the October 2012 Heseltine report and the chancellor’s 2012 
autumn statement may herald renewed government interest in 
this area. Section five of this report shows how changes in local 
government finance are having a particular impact on the North.
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3. The three Northern regions

On the measures of economic activity used by government, the 
economic performance of the three Northern regions is lower 
than that of London and the Greater South East. Table 3.1 gives 
figures for regional GVA output in 2010, while table 3.2 shows 
how the gap has widened over time.

Table 3.1: Regional GVA, 2010 

Region Per 
head 

(£)

Per 
head 
growth 
on 2009 
(%)

Index 
ranking

(UK=100)

Per head 
as share 
of UK 

(%)

UK 20,476 2.4 100.0 100.0

North East 15,744 2.9 76.9 3.2

North West 17,381  2.9 84.9 9.5

Yorks & 
Humber

16,917  2. 82.6 7.0

London 35,026  0.7 171.1 21.5

Source: ONS

Table 3.2: Regional GVA per head, 1997-2010

(UK = 
100)

1997 2000 2007 2008 2009 2010

UK    100.0 100.0 100.0 100.0 100.0 100.0

North 
East

 78.4  77.2  77.1  76.6  76.5  76.9

North 
West

 88.6  87.9  85.2  84.8  84.4  84.9

Yorks & 
Humber

89.7  87.6  83.9  83.2  82.6  82.6

London 156.2  159.8  167.4 171.0 173.9 171.1

Source: ONS

GVA is neither the only nor necessarily the best measure of 
economic performance. PwC and Demos have developed a 
Good Growth Index, which brings together a weighted mixture 
of indicators – including employment, health and income – to 
measure broader economic success. Applying this approach to 
cities in the North (as defined by travel-to-work areas, or TTWAs), 
researchers found that the places in the North with the highest 
rankings were some of the smaller TTWAs, such as the Wirral, 
Preston, Warrington and Wigan, while the larger cities (including 
Liverpool and Manchester) were ranked below the UK average. 
Compared with other Southern cities, London too was below 
average.

The boxes below provide social and economic profiles for the 
regions:3

3 Source: Regional Trends, 41, 42, 43 

The North West

• Its population of 6.9 million is the third greatest among the 
regions of England and the countries of the UK, with only 
London and the South East being greater.

• The region’s population is projected to increase at the 
lowest rate of all the English regions (9% between 2008 
and 2033) and is one of two regions where the working-
age population is projected to decrease.

• Over 87% of the population live in urban areas, 
contributing to the highest regional population density in 
the UK outside London.

• The North West makes a larger contribution to the UK’s 
manufacturing industry than any other region (13% of 
manufacturing GVA in 2008).

• The North West has the third largest expenditure on 
research and development by businesses in the UK. Almost 
78% of the region’s total research and development 
expenditure was in businesses, the second highest 
proportion of any region in the UK.

Yorkshire & Humber 

• It has an average geographic size, population density and 
birth rate.

• The region has many areas with little deprivation but twice 
as many areas that are of high deprivation.

• It has more manufacturing and fewer business activities 
than average.

• Productivity (in terms of GVA per hour) is lower than for 
any other English region.

• The proportion of 16-year-olds in post-compulsory 
education and government-supported training in 2006/07, 
at 80%, was the joint lowest (with the East Midlands) of all 
English regions.

• The proportion of residents with either no qualifications 
or qualifications below level 2 is, at 34%, one of the two 
lowest in England (the West Midlands has 35%).

The North East

• This is the smallest English region outside London in terms 
of area.

• It has the lowest population of any English region, and the 
slowest rate of population growth over the last decade, 
with the lowest fertility rate.
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• Of all English regions, the North East has the highest death 
rates for men aged 55.

• The region has the highest proportion of white British 
residents.

• Both average house prices and rates of pay are the lowest 
among all English regions.

• The North East has a high proportion of working-age 
people with no qualifications, but the highest proportion of 
key stage 4 pupils gaining five or more good GCSE passes.

• There are high rates of unemployment and of economic 
inactivity due to long-term sickness.

• It has the highest household crime rate of all English 
regions, but the highest rate of detection for crime overall.

• Carbon dioxide emissions are higher per resident than for 
anywhere else in the UK, but are concentrated in a few 
areas with a significant manufacturing base.

In theory, the austerity programme is a national one, operating 
in a uniform way across the country. In practice, in a variety of 
ways, the North is worse affected.

The Economist has identified three ways in which the present 
round of spending cuts hits the Northern regions harder:

First, the government has cut funding for the regional 
development agencies, which doled out cash to support growth 
in northern regions. Second, under the formulae used to 
determined local government financing, cuts to council budgets 
are deeper in poorer places – which includes most northern local 
authorities. Finally, although infrastructure spending has been 

cut everywhere, in the south several large projects have been left 
intact, including Crossrail, Thameslink and the Olympic games.4

Section five of this report looks in detail at the impact that 
changes in the local government finance system are having on 
the Northern regions.

There is also the impact of the austerity programme on 
employment: originally, in 2010, the new Office for Budget 
Responsibility predicted that 400,000 public-sector jobs would 
be lost nationally by 2017, as a result of the austerity programme. 
At the time of the chancellor’s 2011 autumn statement, an extra 
310,000 jobs were added to this forecast. The TUC calculated that 
the regional distribution of these losses would be as shown in 
table 3.3.

Table 3.3: Forecast public-sector job losses in the Northern 
regions, 2010-17

Region Public-sector job 
losses

As proportion of to-
tal employment (%)

North East 32,668 2.9

North West 81,075 2.6

Yorks & Humber 63,906 2.7

Source: TUC, from ONS labour market statistics

The Northern regions are losing a higher proportion of jobs than 
are their Southern counterparts, and also have higher levels of 
unemployment (although London itself also has relatively high 
unemployment).

Nationally, the Institute for Fiscal Studies estimates that the 
additional cuts implied by the 2012 autumn statement will lead 
to the loss of a further 200,000 public-sector jobs by 2017.

4 The Economist, 15 September 2012
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4. The five challenges

4.1 Introduction
The storm that faces public services and their providers – 
and which potentially threatens the future of the post-war 
settlement for public services – is the product of five distinct 
challenges:

• the economic situation and the spending reviews;
• long-term decline of the UK tax base;
• demographic pressures;
• the public service reform agenda; and
• structural change in the way in which individual services 

(primarily the national health service) are delivered.

4.2 The economic and fiscal position
Public services in the North of England are experiencing an 
unprecedented squeeze. After the financial crisis of 2008-10, 
the incoming government in the summer of 2010 set itself 
the objective in its fiscal mandate of bringing the budget into 
surplus by the end of a five-year forecasting period. By 2015/16, 
therefore, the aim was (and continues to be on a rolling basis) 
that government receipts should be equal to or greater than 
government non-investment spending. The original mandate 
also specified that by 2015/16 public-sector net debt, as a 
share of national income, should be falling. The chancellor, in 
presenting the 2012 autumn statement, acknowledged that 
this objective would not be achieved, although it remains as a 
longer-term aspiration.

The process of reducing the deficit is described as a consolidation 
of the public finances; consolidation is achieved through a 
mixture of tax increases, reductions in current and capital 

expenditure, and other measures. Table 4.1, which is taken from 
a table in the chancellor’s 2012 autumn statement, illustrates 
the government’s intention that, by the end of the period, 79% 
of the consolidation will be attributable to spending reductions, 
and 21% to tax increases. This is an ambitious target, by both 
British and international standards. In the last similar exercise 
in Britain, for example, in the 1990s, the proportions of tax 
increases and spending cuts were closer to 50:50.

The original five-year austerity programme has now been 
extended twice, in the 2011 and 2012 autumn statements. It is 
now intended to run until the financial year 2017/18, making it 
the longest squeeze on UK expenditure since 1945. Details on 
spending for two extra years will be covered in a spending review 
to be published in the first half of 2013.

The division between spending reductions and tax increases is 
not the whole of the story. Within the spending category there is 
a further split, between reductions in welfare spending – mostly, 
as described in section 2, administered centrally by government 
and its agencies – and service spending, administered (with some 
exceptions, including development aid and defence) locally. 

Spending on social security and benefits grew from the end of 
the Second World War until the early 1980s, as the coverage of 
the welfare state grew and the number of pensioners rose. Since 
then, it has remained relatively stable, at around 12% of national 
income – higher during recession, lower in boom times.

Service spending as a share of national income has been more 
volatile, rising to 35% in 1975/76, falling to 22% in 1998/99. 

Table 4.1: UK consolidation plans to 2015/16

Notes to table:

1 Spending consolidation is attributable to three factors: (a) reductions in departmental expenditure limits (DEL) are calculated by assessing nominal DEL totals against a counter-
factual of growing DEL from 2010/11 in line with general inflation in the economy, as set out in table 4.8 of the OBR’s pre-budget forecast (June 2010); (b) reductions in annually 
managed expenditure (AME) due to the net effect of policy changes announced since the June 2010 budget; and (c) estimated debt interest savings, updated for market interest 
rates consistent with the OBR’s December 2012 economic and fiscal outlook.

2 Tax and AME measures as costed previously; where costings do not go out to 2015/16, they have been grown in line with general inflation in the economy.

3 Tax and spending consolidation numbers have been amended in accordance with the Office for National Statistics decision to classify the removal of child benefit from higher 
earners as a tax charge.

4 The government has not set DEL budgets for 2015/16. Figures shown for 2015/16 are based on forecasts beyond the spending review 2010 period as set out in table 2.4.

Source: HM Treasury autumn statement, 2012

(£bn) 2011/12 2012/13 2013/14 2014/15 2015/16

Policy inherited by the government 25 39 55 67

Spending (1) 14 24 37 48

Tax 11 15 17 19

Spending share of consolidation (%) 57 63 68 72

Total discretionary consolidation 41 69 84 106 131

Spending (1),(2),(3) 23 48 59 81 104

Tax (2) 18 21 26 26 27

Spending share of consolidation (%) 56 70 70 76 79
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After 1999, the government initiated substantial increases 
in spending on the NHS, education and preschool education 
in particular. Although service spending peaked at 31.7% of 
national income in 2009/10, this was more as a result of falling 
national income than from further increases in spending.

The Institute for Fiscal Studies has estimated the contribution 
that the various policy measures are intended to make to the 
overall consolidation:

A fifth of the reduction in borrowing that will be in place by 
2016-7 is planned to come from tax increases, 12% is to come 
from cuts to investment spending, 14% from cuts to benefit 
spending, 7% from lower debt interest payments as a result of 
reduced borrowing in the short term, and the remaining 48% 
from cuts to other non-investment spending. In other words, 
the fiscal contraction is to rely much more heavily on spending 
cuts than on tax increases.5

The proportion of national income spent on public service 
provision is forecast to fall from 31.7% in 2009/10 to 25.6% in 
2014/15 and to 24.7% in 2015/16. 

Within the total of public service spending, not all government 
departments have had to bear the same level of reduction. The 
Coalition Agreement committed the government to spend 0.7% 
of national income on official development assistance by 2013, 
and therefore the Department for International Development 
budget is set to increase by one third. The budget for the 
Department of Energy & Climate Change is increasing too – 
from a low base – by 15%.

The Coalition Agreement also included a particularly explicit 
pledge on NHS spending: 

We will guarantee that health spending increases in real terms 
in each year of the Parliament, while recognising the impact 
this decision will have on other departments.6

The government is (more or less) on track to meet this 
commitment. It does, however, imply that the NHS has to 
absorb the cost implications of additional demand. And the 
promise to increase spending “in real terms” does not take 
account of particular cost pressures facing the NHS, especially 
for medicines. In spite of the pledge, the NHS has to meet 
substantial targets on “efficiency savings”.

Safeguarding expenditure levels on a service as costly as 
the NHS, however, comes at a price. Other departments and 
services need to bear substantially larger cuts to achieve the 
consolidation totals. 

In the case of education, more than two-thirds of the cuts are 
to capital rather than revenue spending. On average, current 
spending per pupil will not fall in cash terms. Both the Home
Office and the Ministry of Justice – responsible for policing, 

5 Emmerson, C, Johnson, C and Miller, H The IFS Green Budget 2012 (Institute for 
Fiscal Studies, February 2012), p55
6 Coalition Agreement (2010) 

prisons and the courts – face cuts of about a quarter. Three-
quarters of the DCLG capital budget for social housing is being 
cut, and support for local government is being substantially 
reduced. Table 4.2 gives the details.

Table 4.2: Percentage spending changes by department, 
2010/11 to 2014/15

Spending change %

International Development + 33.4

Energy & Climate Change + 15.5

Work & Pensions + 0.9

NHS England – 0.2

Defence – 7.8

Education – 11.4

OVERALL – 11.7

Transport – 15.1

Culture, Media & Sport – 21.6

Home Office – 25.6

Justice – 25.8

DCLG (Local Government) – 27.3

Business, Innovation & Skills –9.0

Environment, Food & Rural Affairs –31.3

DCLG (Communities) – 67.8

Source: based on figures from IFS Green Budget 2011

The same priorities as previously have been announced for the 
2013 spending review: health, schools and development aid will 
continue to be safeguarded. Institute for Fiscal Studies director 
Paul Johnson has commented on the implications for spending 
in the “unprotected” departments:

If the NHS and schools continue to be protected, and no more 
welfare cuts or tax rises are found, then these unprotected 
spending areas – police, local government, defence, environment, 
transport – face cumulative real terms cuts of 16% in the three 
years to 2017/18, or cuts of nearly a third since 2010.

That begins to look close to inconceivable. Further welfare cuts 
and tax rises must be on the cards. £27 billion worth would be 
required to protect other spending in real terms.7 

The Coalition’s 2010 autumn budget was accompanied by a five-
year spending review, covering the financial years to 2014/15. 
Since then, however, not everything has gone according to plan.

In the reports of the Office for Budget Responsibility, and in 
the 2011 and 2012 autumn statements, three “key factors” have 
been identified, which: 

… have resulted in a more subdued and uneven recovery than 
expected.8

7 IFS briefing, 6 December 2012
8 Autumn statement 2012
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These three key factors are:

• higher-than-expected inflation;
• instability and uncertainty arising from the continuing 

euro crisis; and
• better understanding of the scale and impact of the 

2008-09 financial crisis.

These factors led the government to downgrade its growth 
forecasts; subsequent developments have confirmed that the 
economy, far from returning to pre-crisis levels of output, is 
hovering around a zero-growth level. 

Following these developments, the government concluded that 
it was necessary to prolong the period of austerity, and to:

… set plans for public spending in 2015-16 and 2016-2017 in 
line with the spending reductions over the Spending review 
2010 period.9

Spending in 2016/17 will therefore now be £15 billion lower. A 
new spending review will be published in 2013. Public service 
providers in the North – NHS bodies, councils, and the new 
police and crime commissioners – face at least four more years 
(up to and including 2016/17) of tightly constrained budgets.

Table 4.3, which is based on work done by the Institute for 
Fiscal Studies, shows the constraints within which the 2013 
spending review will take place:

Table 4.3: Spending review 2013 – parameters

Total 
depart’l 
expenditure 
limit of which:

NHS Schools Aid Other

Real percentage change in resource spending between 2014/15 and …

… 2015/16 -1.6 0.0 0.0 2.3 -3.2

.… 2017/18 -8.4 0.0 0.0 8.2 -16.2

Real percentage change in resource spending between 2010/11 and …

… 2014/15 -9.3 2.9 0.6 31.0 -18.3

… 2015/16 -10.8 2.9 0.6 34.0 -20.9

… 2017/18 -16.9 2.9 0.6 41.7 -31.5

Notes: Projected spending cuts assume no further welfare spending cuts or changes 
to total government spending; departmental expenditure limit (DEL) are spending 
totals planned in advance through the spending reviews, as opposed to the more 
volatile annually managed expenditure (AME) covering welfare benefits, etc; 2014/15 
spending baselines used are English NHS budget and Department for International 
Development budget from Public Expenditure Statistical Analyses 2012, and schools 
spending from Chowdry, H and Sibieta, L School Funding Reform: An Empirical 
Analysis of Options for a National Funding Formula (IFS, 2011)

Source: IFS presentation on 2012 autumn statement

The extension of the austerity programme to 2017/18 has 
different implications for different services in the North. For the 
NHS, with revenue steady in real terms, the service has to cope

9 Autumn statement 2011, p6

with significant demographic change and make major efficiency 
savings. Local government continues to face absolute reductions 
in resources. Schools represent a protected (and, with the 
growth of academies, increasingly separate) enclave within 
local government funding. But the early savings in the schools 
budget were achieved largely by cutting capital spend. It may 
be difficult for government to avoid revenue cuts to schools in 
the 2013 spending review period.

There may also be pressure to safeguard some aspects of the 
police budget – but again, this could only be achieved at the 
expense of other local government services.

The budgetary pressures are already having a strong impact on 
Northern public service providers. 

Options being actively considered by local authorities in the 
North include:

• resorting to compulsory redundancies – councils that 
have in the past been able to make savings without the 
use of compulsion now have to consider this step;

• reducing either the quality or the quantity of provision 
– for example, some councils believe that they may have 
to withdraw completely from the provision of leisure and 
recreation services;

• raising the thresholds for entitlement to particular 
services.

In the national health service, some hospital trusts in the North-
ern conurbations now think that the only way to achieve the 
savings being demanded will be through radical reconfigura-
tion of services – concentrating emergency provision on a small 
number of sites, and closing many local hospitals. One example 
is Greater Manchester:

NHS reorganisation in Greater Manchester

A massive shake-up of the NHS in Greater Manchester could 
signal the end of the district general hospital.

Health chiefs want to set up a new network of care provided by 
local GPs backed by specialist “centres of excellence” – regional 
super-hospitals with top consultants working around the clock.
An internal NHS report, leaked to the Manchester Evening 
News, says the district general hospital “was designed to meet 
the needs of the last century” and needs urgent reform.

The report, titled The Case for Change, claims that lives are be-
ing lost because of the inadequate services provided by junior 
doctors in the evenings and at weekends.

While the review is aimed at saving more lives and improving 
patient care, it is also hoped it would save money for the NHS. 
Dr Mike Burrows, chief executive of NHS Greater Manchester, 
said: “This is a hugely important piece of work for the NHS in 
Greater Manchester, to make sure that within the context of 
the economic downturn we can continue to provide the best 
possible care for the people of this region.
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“It is as much about developing high-quality care and more 
cost-effective services closer to people’s homes as it is about 
developing centres of excellence.”

Source: Rochdale Observer, 5 October 2012

4.3 The declining national tax base
The previous section has shown that the current squeeze on 
public service spending is more severe than in any other period 
of austerity since the Second World War, and harsher than 
comparable exercises in other industrialised countries. It also 
pointed out that, while the cutbacks were originally planned 
to last until the financial year 2014/15, the 2011 and 2012 
autumn statements extended the period up to the financial 
year 2017/18.

It would, however, be unwise for public service providers to 
assume that after 2018 the level of service expenditure will be 
able to resume its upward trend. Without policy change and a 
strong return to growth, the tax revenues will not be there to 
support increases.

The Office for Budget Responsibility has considered the long-term 
prospects for government revenue over the 50 years to 2061/62. 
It expects total, non-interest revenues to rise slightly over the 
period – from 37.3% of GDP in 2016/17 (the final year covered 
by the current medium-term forecast) to 38.2% in 2061/62 – an 
increase of 0.9% of GDP, about £14 billion at 2012 prices. 

Assuming broadly unchanged policies, both income tax and 
inheritance tax receipts are forecast to rise over the period. 

The yield from some other taxes, however, is expected to decline. 
Tax revenues from UK oil and gas production have already fallen 
and will continue to do so. This might change in the medium 
term, with increased exploitation of shale gas, but it is too 
early to make predictions on this. The peak year for UK oil and 
gas production was 1999; production has since fallen by more 
than 60%. In the 2020s, many fields could cease production 
altogether; as this happens, companies will start to benefit from 
tax reliefs for decommissioning expenditure, rather than paying 
tax on production. 

Revenues from fuel duty and vehicle excise duty are also likely 
to fall, as engines become more efficient: the OBR forecasts a 
reduction in revenue from these two sources equivalent to 1% 
of GDP by 2030. As tobacco consumption falls, so the yield of 
the tobacco duty will fall. As corporate and individual behaviour 
changes, so the yield of other environmental taxes will fall.

The OBR also suggests that, as a result of increasing global 
competition for new investment, there may be downward 
pressure on the rate – and therefore the yield – of corporation tax. 
This is reflected (or anticipated?) in the reduction of corporation 
tax from 22% to 21% in the December 2012 autumn statement. 
If the price of traded goods falls, then the yield of VAT would 
also fall. 

The OBR concludes that non-demographic factors are likely to 

put downward pressure on tax revenues over the next 50 years.10

Looking just at oil and gas revenues, transport taxes and tobacco, 
the OBR concludes:

Revenue from these sources could decline by up to 2% of GDP 
in the next thirty years. So future governments are likely to need 
to find replacement revenue streams to keep the tax burden 
constant, let alone to meet the costs of the ageing population.11 

These trends are already evident. Between March and December 
2012, the OBR made substantial reductions to its forecast of 
government receipts within the current forecasting period. 
Some of this is because of lower levels of economic activity, 
some because of the longer-term trends. For instance, within the 
financial year 2012/13, revenue from UK oil and gas activity is 
now forecast to fall by 35%. 

4.4 Demographic pressures
Demographic change – in particular, the ageing of the population – 
means that, at the same time as revenue is constrained and spending 
is under pressure, demand for services will continue to rise.

In the 20th century there were peaks in the number of births after 
both world wars, and a longer baby boom in the 1960s. Over the 
next 25 years, people born just after the Second World War, now 
in their 60s, will continue into the oldest age groups, reaching 
their late 80s by 2035. The 1960s “baby boomers”, currently in 
their mid 40s and early 50s, will be in their early 60s around 2025, 
and by 2035 will be in their early 70s.

In 1901, there were just 60,000 people aged 85 and over in the 
UK. In 2012 there are 1.5 million – a 25-fold increase.12 The 
proportion of people aged 65 and over is set to increase from 
17% in 2011 to 26% in 2061. By 2030, the number of people aged 
between 80 and 84 will have risen by 70%, while the number 
aged 85 and over will have doubled.

These changes feed through directly into service demand and 
service spending. With no general change in health policy, 
expenditure on the NHS would rise from 7.4% of GDP in 2015/16 
to 9.8% in 2060/61. Expenditure on the state pension would rise 
from 5.5% to 7.9%. And social care costs would increase from 
1.2% to 2.0%.

Table 4.4: Actual and projected UK population by age, 
1971-2031 

(’000) Total Over 65 Over 80

I971 55,928 7,408 1,287

2011 62,735 10,508 2,970

2021 67,636 12,882 3,758

2031 71,766 15,837 5,415

Source: ONS

10 OBR fiscal sustainability reports for 2011 and 2012
11 OBR Fiscal Sustainability Report – July 2011
12 Report of the Commission on Funding of Care & Support (2012), p217
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The trend towards an ageing population is a national one: 
London was the only region in which the proportion aged over 
65 fell in the decade 2001-11. Table 4.5, from the 2011 census 
results, shows that the proportion of the population aged over 
65 is around the national average in the three Northern regions.

Table 4.5: Residents aged 65 and over, 2001 and 2011
Wales and the English regions

Region 2001 2011

Number 
(’000)

Proportion 
(%)

Number 
(’000)

Proportion 
(%)

North East 420 16.5 450 17.3

North West 1,081 16.0 1,171 16.6

Yorks & 
Humber

800 16.1 875 16.6

East Midlands 674 16.1 773 17.1

West Midlands 842 15.9 946 16.9

East of 
England

889 16.5 1,024 17.5

London 897 12.3 905 11.1

South East 1,311 16.3 1,482 17.2

South West 922 18.6 1,035 19.6

Wales 506 17.4 563 18.4

England 7,835 15.8 8,660 16.3

England & 
Wales

8,341 15.9 9,223 16.4

Source: Office for National Statistics; 2011 Census

Within the wider crisis facing public services, there is a specific 
set of acute problems surrounding the future of adult social 
care. Much of the debate about the future of public services 
has focused on this policy area. The demographic pressure is 
continuous, and the costs substantial and rising. The best efforts 
of the Labour government between 1997 and 2010 did not come 
up with an agreed solution, embodied in legislation. In 2010, 
the Coalition established the Dilnot Commission, with a brief to 
report within a year. Dilnot recommended that there should be 
national criteria for eligibility for care, and that there should be a 
lifetime cap on what an individual could be asked to pay for their 
care – reinforcing and extending existing public responsibility. 
The Dilnot report is written within a framework that takes as 
given that there should be national, publicly funded provision. In 
2012 the government produced a white paper on Dilnot, but did 
not give a firm commitment to implementation – or propose a 
figure for the lifetime cap on care costs.

This issue now has acquired added urgency. Councils that 
managed to protect care spending in the first year of the squeeze 
found themselves forced to make economies in 2012/13.

In the classic presentation of the spending choices facing 
local government, popularised in Barnet Council’s “graph of 
doom”, spending on care, and on local government’s statutory 
environmental duties, is counterpoised against the rest of local

spending. The clear implication is that, unless the issue of care 
costs is resolved, many of local government’s other services will 
cease to be provided. The recent proposal by Newcastle City 
Council to axe much of its cultural funding is an early indication 
of what may happen.

The 2012 autumn statement made it clear that the forthcoming 
2013 spending review would continue the priorities of the 2010 
review, protecting state pensions and other benefits in cash or in 
kind for older people, and safeguarding NHS spending in real terms.

The Treasury, in controlling public spending, divides budgets 
into two categories: DEL (departmental expenditure limits) and 
AME (annually managed expenditure). It is DEL budgets that 
can be subject to cash limits: AME applies to budgets that, once 
eligibility rules have been set, are demand led. Pensions and the 
other benefits are AME items; the NHS is a protected DEL budget 
line, while social care comes from a cash-limited DEL budget.

This leaves social care spending in an anomalous position: with 
pensions and health protected, while social care remains within 
the local government spending limit, two very costly expenditure 
headings are ring-fenced – while the cost-effective, preventative 
social care budget is vulnerable to cuts, as part of the general local 
authority settlement. This could lead to perverse and unintended 
consequences: for instance, local authorities could chose to leave 
elderly people in NHS accommodation just because its funding, at 
least compared with that of councils, is relatively unconstrained.

4.5 Public service reform
The next challenge faced by public service providers is the 
requirement to implement the government’s agenda for public 
service reform. This has its origins in the belief, shared by 
successive governments, that the delivery of public services has 
to change, and the expectation that service providers will lead 
that change.

The phrase “public service reform” has two distinct meanings. On 
the one hand, it covers a general view that the delivery of services 
ought to improve. But it also refers to a quite specific body of 
ideas, which developed in the late 20th century and was adopted 
in slightly different forms in the UK both by the Blair New Labour 
government and by the Cameron Coalition. It is the second of 
these two meanings that is referred to in this report by the term 
“public service reform”.

Michael Barber, who advised the Blair government, identifies 
what he calls “three paradigms” for public service reform:13 

• command and control;
• devolution and transparency; and
• quasi markets.

Public service reform tends to concentrate on the second and 
third of these: on the development of markets, the role of 
private-sector and other non-traditional service providers, 
decentralisation and “choice”. But often the debate on the future 

13 Barber, M Three Paradigms for Public Service Reform (McKinsey, 2007)
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of public services slides from the first meaning – the general wish 
to improve services – to the specific programme of public service 
reform.

In the context of local government in Britain, the trend towards 
a more market-based approach to service provision can be traced 
back at least to the 1970s. The Chartered Institute of Public Finance 
& Accountancy (CIPFA) proposed a clear separation between 
client and contractor roles for local authority direct labour 
construction services. Later, a similar approach was followed 
when new legislation provided that other services – including 
refuse collection, street cleaning, and grounds maintenance – 
should be subjected to competitive tendering.

The client/contractor split was designed to separate the role of 
specifying what service was to be provided from that of providing 
the service. It carried with it the idea that, where the two are 
combined together, there will be a conscious or unconscious 
bias in favour of the existing (often internal) service provider. 
This division, between client and contractor, or purchaser and 
provider, or commissioner and provider, recurs frequently in 
public service reform.

JK Galbraith coined the expression “the conventional wisdom” 
to describe “the ideas which are esteemed at any time for their 
acceptability”.14 Galbraith wrote that “the articulation of the 
conventional wisdom is a religious rite. It is an act of affirmation 
like reading aloud from the scriptures or going to church.”15  

Public service reform is part of the conventional wisdom of our 
times: for Tony Blair, public service reform had four principles:16 

• national standards;
• devolution;
• flexibility; and
• choice.

For the Coalition, there are five principles:17 

• choice;
• decentralisation;
• widening the range of providers;
• fair access;
• accountability to users and taxpayers.

The goal of public service reform under New Labour was:

… public services that give everyone, not just a few, real 
opportunity and security.18 

The 2010 Coalition Agreement states that public service reform:

… offers the potential to completely recast the relationship 
between people and the state: citizens empowered; individual 

14 Galbraith, JK The Affluent Society (Penguin, 1958), p18
15 Ibid, p20
16 Office for Public Services Reform Reforming our Public Services (HMSO, March 2002)
17 Open Public Services, white paper, Cm 8145 (2011)
18 OPSR, op cit, p3

opportunity extended; communities coming together to make 
life better.19 

In case these ambitions seem modest or restricted, the Open 
Public Services white paper declares:

There is an overwhelming imperative – an urgent moral purpose 
– which drives our desire to reform public services. We want to 
make opportunity more equal.20

That white paper, and the subsequent follow-on document, set 
the public service reform agenda for service providers. In addition, 
some services – in particular the NHS – became the subject of 
large-scale structural reorganisation, and are considered in the 
next section.

It now falls to the organisations that provide services – for 
example, local authorities, and the new police and crime 
commissioners – to deliver on key government objectives, 
including choice, decentralisation, and broadening the range 
of providers. Local authorities have new powers and obligations 
under the Localism Act, whereby communities will have the right 
to purchase council assets and to compete to run neighbourhood 
services. Providers are encouraged to create “choice champions” 
to publicise and facilitate greater choice.

Public service reform is not, however, itself seen as a means of 
saving money. It is to happen alongside the austerity programme, 
but is not part of that programme. The Coalition does suggest 
that it will contribute to greater efficiency and productivity:

Given the fiscal constraints, the only feasible way of making 
the gains in quality of service that our economy and society so 
urgently need is to make a step change in the productivity of the 
public services. And the only feasible way of achieving such a step 
change in public service productivity is to introduce competition, 
choice and accountability – so that the public services can display 
the same innovation and entrepreneurial drive that characterise 
the best of the UK’s economy and society.21

4.6 Structural change in the NHS and elsewhere
As well as the drive towards specific public service reform 
measures, some services are undergoing far-reaching 
reorganisations of their own. Although some aspects of these 
reorganisations parallel the ideas of public service reform, they 
are quite distinct. The most important example is the national 
health service, while changes in undergraduate education in 
universities are also significant.

Although the Coalition’s initial programme declared:

… we will stop the top-down reorganisations that have got in the 
way of patient care …22

… the government in the Health & Social Care Act 2012 sub-

19 Coalition Agreement (2010)
20 Open Public Services, p4
21 Ibid
22 The Coalition Our Programme for Government (May 2010)
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sequently legislated for a major programme of change. This involves 
removing two of the existing tiers of management within the 
service – the strategic health authorities (SHAs) and the primary 
care trusts (PCTs) – and cutting 30,000 management jobs. The 
reorganisation has the effect of deepening and institutionalising 
the division between commissioners and providers in the NHS – 
the PCTs formerly had a role as providers of some services as well 
as commissioners. Their commissioning role passes to the new, 
general practitioner-led “clinical commissioning groups”.

In January 2011, the House of Commons Health Select Committee 
described the proposals as a “significant institutional upheaval” 
which was creating “widespread uncertainty”.23 Sir David 
Nicholson, NHS chief executive and chair-designate of the new 
national Commissioning Board, said in December 2010: 

It is the only change management system you can actually see 
from space – it is that large.24

In that the Health & Social Care Act 2012 reinforces the 
commissioner/provider split, it entrenches one aspect of the 
public service reform agenda. But it is quite unrelated to the 
austerity programme. Nick Timmins, in his study of the passage 
of the 2012 act, quotes one civil servant’s account of the attitude 
of the then health secretary, Andrew Lansley:

“I am going to do these reforms anyway, irrespective of whether 
there are any financial issues. I am not going to let the mere 
matter of the financial context stop me getting on with this.” 25

23 House of Commons Health Select Committee Commissioning, third report of session 
2010/11 (January 2011)
24 Financial Times, 9 December 2010
25 Quoted in Timmins, N Never Again? The Story of the Health & Social Care Act 2012 
(2012) 

As far as higher education is concerned, the government is 
ending direct financial support for the undergraduate teaching 
of the humanities and the social sciences in English universities. 
Instead, funding will now come from the (substantially increased) 
fees paid by students. Students will acquire the resources to pay 
the new levels of fees by taking out much higher loans.

The long-term impact of this change is hard to predict. 
Representatives of universities in the North East, in discussion in 
the spring of 2012, thought that different institutions would be 
affected in different ways. It was feared that applications from 
within the North East region might decline (because potential 
students from less affluent backgrounds might be deterred from 
going to university by the higher costs). The more established, 
research-intensive Russell Group universities might not stand to 
lose financially by this, because they could simply increase their 
national recruitment. But it could jeopardise their mission as civic 
universities, committed to the region. For the newer institutions, 
however, it could pose a greater threat.

Major structural change is not confined to the NHS and to 
universities. The ground rules for the management of council 
housing are changing, with the reform of housing revenue 
accounts. Elsewhere in local government the Localism Act 
establishes new rights for local communities which could 
fundamentally shift the balance between councils and 
communities.
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5. Local government finance: why national 
cuts hit the North harder

5.1 Introduction
… under the formulae used to determine local government 
funding, cuts to council budgets are deeper in poorer places – 
which includes most Northern authorities.

The Economist, 15 September 2012

Anything to do with local government finance is rebarbatively 
complicated. The eyes of ministers and civil servants whose 
departments are not directly involved tend to glaze over when 
the subject comes up because the detail takes a long time to 
master, and the devil is in the detail.

Lord Armstrong, former Cabinet secretary26

The only public services that are funded (in part) from taxation 
raised in the regions are those related to local government, 
covering mainstream council services (including social care) and 
the police and fire services. Section 4.2 of this report shows how 
the fact that certain services have been protected from the cuts 
means that others, including local government, have been hit 
particularly hard. Chart 1 illustrates this. 

This section of the report shows how the local government 
finance system appears to be operating in a manner that makes it 
increasingly difficult for Northern local authorities to adequately 
resource basic services. This outcome is a product both of deep-
seated flaws in the system, and of current policy decisions. A series 
of separate, intricate, detailed changes is having a devastating 
cumulative impact. Both the changes and the impact can be 
obscured by the arcane private language of local government 
finance.

Local government is funded from four main sources:

• council tax;
• non-domestic rates;
• fees and charges; and
• government grants. 

26 Quoted in: Butler, D, Adonis, A and Travers, T Failure in British Government: The 
Politics of the Poll Tax (1994)

Both the council tax and the national non-domestic rates have 
their origins in the old, pre-poll tax rating system. The tax 
base is still ultimately based on property values for both. For 
council tax, there are eight bands of valuations; for the national 
non-domestic rate, individual property valuations are in the 
traditional form.

But property values are a reflection of economic activity. The 
most expensive homes are (mostly) in London and the South 
East, and they have higher valuations. The business rate base 
is similarly concentrated. Both sets of valuations are unequally 
distributed across the country. This inequality is partly obscured 
by out-of-date valuation data (2008 for the business rate, 1991 
for the council tax). 

Whatever the form of local taxation, if every area had an 
identical tax base, then every area would be able to raise the 
same revenue. There would be no need for any equalisation. 
A national grant system is intrinsically and intentionally 
redistributive, designed to compensate areas with a low tax 
base and high needs. The main element of the grant, the 
formula grant, is allocated in a way that is intended to reflect 
these two aspects.

Councils in the North are not the only ones to be disadvantaged 
by the current working of the local government finance system. 
All councils are finding it increasingly difficult to meet their 
statutory obligations. London boroughs, as well as poorer 
districts in affluent regions, face particular challenges.

5.2 The unequal tax base I: council tax
Council tax liability is assessed according to eight bands of 
dwelling valuations (bands A to H), based on 1991 values – band 
A being homes then valued at under £40,000, Band H homes 
valued at over £320,000.

Within an authority, the council tax for each valuation band is 

Chart 1: Long-term impact of the 2010 spending review
Change in funding 2010 to 2014/15

Source: Association of North East Councils
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a fixed ratio to that for band D. For example, a band A dwelling 
will pay six-ninths of the band D amount, and a band H dwelling 
will pay twice the band D amount. 

Nationally, two-thirds of properties are in bands A to C and only 
9% are in the top three bands. The pattern varies widely across 
regions. In the North East, 56% of all properties are in band A; in 
London the figure is just 4%. London and the South East account 
for 70% of all band H properties in England. The table below 
summarises the position:

Table 5.1: Council tax bands – regional variations
Percentage of dwellings in region falling into a particular band
  

(1991 valuations) Band A 
Under £40,000

Band D
£68,001–£88,000

North East 56 8

North West 42 10

Yorks & Humber 44 9

London 4 26

England 25 15

Source: based on a table in Local Government Financial Statistics England No 22 
(DCLG, June 2012)

The more that the profile of dwellings in an authority’s area 
is skewed towards the lower council tax valuation bands, the 
higher the council tax will have to be set to raise a given sum 
of money. And the greater the need and deprivation in an area, 
the greater the demand for social and welfare services. So, in 
general, authorities in the North have to run harder to stand still. 
To generate the same sum of money, a poor authority has to raise 
more from its Band A taxpayers.

5.3 The unequal tax base II: business rates
The former local system of business rating became the national 
non-domestic rating system in 1990. Since that time, the local 
business rate base has not affected the income received by an 
individual council. With the partial restoration of the business 
rate, however, that is about to change. Table 5.2 shows the 
distribution of commercial rateable values across the English 
regions. It demonstrates the uneven distribution of commercial 
property values across the country, and reflects the uneven 
distribution of economic activity. 

With the relative growth in importance of business and 
financial services, and the relative decline of manufacturing, 
this unevenness is likely to have become more pronounced over 
time. But as long as the yield from business rates all goes into a 
national pot to be redistributed across the country according to 
population, there is at least some mechanism to compensate for 
the inequality.

Table 5.3 shows how the pooling system worked in 2010/11, the 
last financial year for which figures are available. It shows London 
as a net contributor to the pool, and the other regions (including 
the three Northern regions) as net beneficiaries.

Table 5.2: Non-domestic rateable values on local rating 
lists at 1 April 2011

Value
(£m) 

Proportion of total 
(%)

North East 1,716 3

North West 6,138 11

Yorks & Humber 4,913 9

East Midlands 3,671 7

West Midlands 4,868 8

East of England 5,378 9

London 16, 726 29

South East 9,176 16

South West 4,425 8

Total England 57,010 100

Source: based on a table in Local Government Financial Statistics England No 22 
(DCLG, June 2012)

Table 5.3: Contribution to national non-domestic rate pool 
by region, 2011/12

Contribution
to pool 

(£m)

Contribution 
as share of 
national 
total 
(%)

Population 
as share of 
national 
total 
(%)

North East 773 3.7 5.0

North West 2,345 11.3 13.3

Yorks & 
Humber

1,685 8.2 10.1

East Midlands 1,315 6.4  8.6

West Midlands 1,788 8.7 10.4

East of 
England

2,011 9.7 11.2

London 5,893 28.5 15.0

South East 3,168 15.3 16.3

South West 1,686  8.2 10.1

Total England  20,663 100.0 100.0
     
Source: based on DCLG statistical release of 15 August 2012 on national non-domestic 
rates collected by local authorities in England

5.4 The grant system and how it has changed
The money that central government pays over to local government 
is allocated according to four different methods of distribution:

• by need (formula grant);
• by population (national non-domestic rates);
• by targeted need (specific grants); or
• by other criteria (eg New Homes Bonus).

Without any redistribution, the local authorities with the most 
robust tax bases, for both council tax and non-domestic rates 
(which tend to be those in the more affluent areas, and hence 
with the lowest needs) would end up with the most money.
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These four different approaches to distribution operate in 
different ways:

• Formula grant reflects a broad measure of relative needs 
and relative resources, covering all authorities.

• The population measure used for national non-domestic 
rates provides a cruder method of redistribution, blunting 
the edge of the inequalities in the business rate tax base, 
but only to a limited extent.

• Specific grants can be allocated according to specific social 
and economic needs, to provide direct support to the most 
disadvantaged areas.

• Finally, allocating resources by criteria other than need – as 
with the New Homes Bonus – has the effect of negative 
redistribution. It removes cash from the pool, redirecting it 
towards more affluent areas. 

The grant system has changed in two ways since 2010:

• The absolute amount fed into the grant system for 
redistribution has been cut.

• The criteria upon which the money is redistributed have 
been changed, in some major and some minor ways.

The first of these types of change appears more place-neutral 
than the second. But because poor areas are more dependent on 
grant than richer areas (richer areas have their higher tax yields 
from their higher tax base to fall back on), any given level of 
grant reduction has a greater impact on the ability of poor areas 
to provide services. 

Under the second type of change, some grants that were targeted 
specifically at poorer areas have either been abolished or been 
brought into the general pot for the formula grant. At the 
same time, the amount available for formula grant (and so for 
allocation according to need) has been reduced by “top slicing” 
the available resources, as shown below, to provide funds for 
other priorities.

Details of the local government finance settlement for 2013/4 
and 2014/5 began to emerge at the end of 2012, with the final 
settlement being announced on 4 February. The information in 
this section has been revised to take account of the settlement 
wherever possible.

5.5 Ring-fencing, top-slicing, rolling-in and damping: what 
they are and why they matter to the North
In paying grant to local authorities, all governments seek to 
influence or control the outcomes achieved by councils in support 
of national priorities. In order to achieve this, governments use 
two techniques:

• ring-fencing;
• top-slicing.

The extent to which these techniques are employed in the Local 
Government Finance Settlement is traditionally the subject of 
prolonged negotiation between government and councils.

A ring-fenced grant is one where government, in providing funds 
to local government, stipulates that the money so provided can 
only be used for a specific purpose. 

This is explained in the government guide to the 2013/14 
settlement:27 

Most specific grants are non-ringfenced. So there are no 
restrictions on what local authorities can spend the money on. A 
few specific grants are however ringfenced and the expenditure 
must fund a particular service that is a national priority. For 
example, funding for schools is paid through the Dedicated 
Schools Grant, administered by the Department of Education. 
From 2013-14 there is a new ringfenced public health grant 
administered by the Department of Health.

Since 2010, most ring-fenced grants (with the exception of 
money for schools, and a new public health grant) have been 
“rolled-in” to the revenue support grant. Previously distinct 
funding streams – for example, for supporting vulnerable people 
in the community, providing housing services for elderly people, 
or local transport – now form part of the revenue support grant. 
Councils have greater discretion in how they allocate a greatly 
reduced budget. This is an aspect of localism.

Top-slicing occurs where government, in order to achieve a 
national priority, takes away a proportion of the total grant funding 
available to local government in order to focus on that priority.

A key current example is the New Homes Bonus (NHB). This is 
intended to give local authorities an incentive to encourage 
housing growth by enabling the provision of necessary additional 
services. The top-slicing mechanism is taking money from the 
resources available to all councils, and distributing it to those 
facilitating the building of additional housing. 

If, instead of top-slicing the funds for the New Homes Bonus, 
the equivalent sum was distributed through the grants formula, 
it would tend to benefit those authorities with the greatest need. 
The New Homes Bonus is to be at the rate of six years’ council tax, 
at the national average rate for the council tax band concerned, 
per new dwelling constructed. If it is correct that the propensity 
to build homes is greater in more affluent areas, and if the 
distribution of new homes across the council tax bands reflects 
the distribution of existing homes – ie the more affluent the area, 
the greater the preponderance of higher-rate band homes – then 
the New Homes Bonus will tend to transfer funding away from 
relatively poor regions, where the new homes that are built tend 
to be less expensive. The Association of North East Councils has 
modelled the impact of the NHB on the North East:

New Homes Bonus was established to incentivise/reward auth-

27 DCLG Practitioner’s Guide: Business Rates Retention and the 2013-14 Local 
Government Finance Settlement in England, A, version 2 (December 2012)
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orities that build new homes, with latest forecasts estimating the 
cost of NHB as increasing to £500m, £800m and then to £2 billion 
at its maximum. Government intends to top slice this from the 
overall settlement, with a promise to ‘repay’ if not required.

• There is likely to be a significant net loss to the North East 
as a result of the way the New Homes Bonus is awarded 
and the higher cuts to fund the scheme. Our modelling 
indicates that North East councils may receive back New 
Homes Bonus payments which are less than half the 
amount cut from the region.

• The analysis … indicates a North East loss growing over 
time until it reaches approximately £70 million in 2018/19, 
with an estimated cumulative net loss of around £275 
million by 2018/19.

• This has the effect of reducing funding for core council 
services, such as social care, highways and transport, 
environment, cultural and protection services.28

Map 1, prepared by Newcastle City Council, shows an estimate of 
the net gainers and losers from the New Homes Bonus.

The National Housing Federation has said that the New Homes 
Bonus:

… will widen the north-south divide as hundreds of millions 
of pounds is redirected from poorer areas to the more affluent 
south.29

28 Association of North East Councils Key Resource Issues for North East Local 
Government: Report (November 2012)
29 Inside Housing, January 2012

The detailed information in the text on the impact of the New 
Homes Bonus predates the announcement of the 2013/14 
settlement.

Although the amount for the New Homes Bonus is the largest 
new top-slice to be taken, it is not the only one. Other new 
proposals for top-slicing cover funding for tax increment 
financing schemes (TIFs); capitalisation of redundancy costs; and 
a new “safety net”. In an October 2012 report, Local Government 
Yorkshire & the Humber warned:

The latest assessments made by councils across the region 
indicate that these “hidden” extra cuts, could amount to a 
massive £100 million in extra budget pressures across Yorkshire 
and Humber from next year (2013/14); and could easily be even 
greater the year after (2014/15).30 

The government modifies, or damps the annual grant settlement 
in order to smooth out changes in funding, limiting the impact 
of otherwise abrupt alterations in grant levels. The Association of 
North East Councils has found, however, that damping is currently 
operating in ways that further disadvantage Northern authorities:

London and the South East are being heavily subsidised by the 
majority of councils in other regions. The latest indicative figures 
released by DCLG indicate that the level of damping protection in 
London and the South East is likely to grow next year.31 

Table 5.4 provides some examples to compare the position of 
authorities in the North East and South East.

30 Local Government Yorkshire & the Humber Key Issues Briefing (5 October 2012)
31 Association of North East Councils Key Resource Issues for North East Local 
Government: Report (November 2012)

Map 1: Net gain/loss from the New Homes Bonus arrangements
Cumulative four-year (to 2014/15) net impact of New Homes Bonus per head of population

Source: Newcastle City Council/Ordnance Survey (crown copyright)
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Table 5.4: Damping protection – comparison of North East 
and South East authorities
IMD ranking 1 = most deprived of 326 authorities

Deprivation 
ranking 
(IMD 2010)

Spending 
power cut 
per head 
(£)

Damping 
protection/
contribution 
(+/-)

Middlesbrough 27 >£150 –£2.05m

Gateshead 42 >£125 –£2.09m

Durham 70 >£100 –£9.68m

Windsor & 
Maidenhead

303 <£50 +£5.3m

Richmond upon 
Thames

286 <£50 +£10.9m

Wokingham 325 <£50 +£8.3m

Source: Association of North East Councils Key Resource Issues for North East Local 
Government: Report (November 2012)

Overall, the three Northern regions, and the inner London 
boroughs, have experienced the biggest reductions in grant, even 
though they still receive more per head than the other regions. 
Table 5.5 gives the details.

Table 5.5: Regional impact of changes in local government 
grant per head, 2010/11 to 2012/13

Change 
in govt 
support per 
head 
2011/12 to 
2012/13
 
(£)

Cumulative 
2yr change 
in govt 
support 
per head 
2010/11 to 
2012/13 
(£)

Cumulative 
2yr change 
in govt 
support 
per head 
2010/11 to 
2012/3 
(%)

Govt 
support 
per head 
after 
the cuts 
2012/13 

(£)

Inner 

London

–76 –213 –19 902

North East –53 –159 –21 598

North West –38 –111 –20 455

Yorks & 

Humber

–32 –101 –18 455

Outer 

London

–29 –84 –14 517

West 

Midlands

–23 –76 –16 393

East 

Midlands

–15 –48 –16 251

East of 

England

–11 –29 –12 220

South West –10 –37 –12 282

South East –10 –30 –13 204

Source: Audit Commission Tough Times 2012 (2012)

5.6 The ‘relocalisation’ of business rates
The national system for business rates introduced in 1990
contains a limited equalisation mechanism to compensate for

the uneven tax base: rates are collected in proportion to rateable 
value, but redistributed in proportion to population. This results 
in a more equitable distribution than would arise if the receipts 
were simply left with the authorities collecting them, but a less 
equitable distribution than if the allocation was in line with a 
needs formula, like that employed for the formula grant. To this 
extent, the equalisation mechanism is a flawed one.

Ever since national non-domestic rates were introduced, many 
in local government have argued that local control should be 
restored. The Coalition government, early in its term of office, 
launched a consultation on the possibility of restoring the 
business rate to local councils. It quickly became clear that 
– because of the unevenness of the tax base – full restoration 
would lead to substantial increases in inequality unless a 
major equalisation scheme were to be introduced. Since 1990, 
economic activity has become more concentrated in London and 
the Greater South East, and more pronounced in those sectors 
(banking and financial services) based largely in that part of the 
country. The Coalition has as one of its aims the “rebalancing” of 
the economy – but progress is slow and limited, and prospects 
uncertain.

What therefore has emerged is a plan for councils collectively 
to retain 50% of their business rates income, with the rest to 
be redistributed by national government. The first year in which 
the new system operates will be 2013/14. The government will 
calculate a baseline funding level for each authority: an authority 
whose income (from grant, retained business rate, and council 
tax) is not sufficient to meet its baseline funding level will receive 
a top-up payment, funded by contributions from councils whose 
income exceeds the baseline funding level. It is the intention of the 
government that no individual authority should suffer a net loss 
of income greater than 7.5%. Government describes contributing 
authorities as “tariff authorities”; receiving authorities as “top-up 
authorities”.

Given the regional distribution of business rateable values, 
most Northern local authorities will be top-up authorities – 
in the North East, for example, the Association of North East 
Councils estimates that 11 of the 12 councils will be top-up 
authorities.

5.7 The localisation of council tax benefit
Ever since the introduction of council tax, there has been a 
national rebate scheme in the form of council tax benefit (CTB). 
The UK benefits system is about to undergo its most radical 
restructuring since the 1940s. Six of the seven main means-
tested benefits and tax credits for those of working age are 
being replaced by a single universal credit. The seventh, council 
tax benefit (CTB), will not be replaced. Instead – contrary to the 
whole thrust of universal credit – support for council tax is being 
localised, requiring local authorities across England to design and 
implement council tax rebates to replace CTB.

Provision is being made to transfer resources to cover the cost 
of CTB (less a cut of 10%) to local government, via the grant 
scheme. CTB is currently received by 5.9 million families – more 
than any other means-tested benefit or tax credit. Major reforms
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to how it works therefore have the potential to affect large 
numbers of low-income families.

The government has said that councils must ensure that 
pensioners do not lose out. But if pensioners are to be protected, 
then either there will need to be cuts greater than 10% in CTB to 
people of working age, or the money must be found by further 
reductions in service expenditure.

The Association of North East Councils has estimated that the 
way in which the funding cut is being administered in practice 
…

… could result in a much higher cut for North East authorities – 
estimated to be nearer 12.5%-15%...The majority of councils in 
the North East will have to meet the significant shortfall in grant 
funding for Council Tax Benefit through implementing cuts in 
the level of Council Tax Support alongside reductions in current 
exemptions.32

Map 2 illustrates the way in which the changes to council tax 
benefit are likely to impact adversely on urban and peripheral areas.

5.8 The cumulative impact of changes since 2010 on local 
government finance in the North
Not all deprived local authorities are in the North of England; not 
all local authorities in the North of England are deprived. London 
is a paradoxical place: it contains some of the richest places, the 
highest house prices, and the highest incomes in the country. But

32 Association of North East Councils Key Resource Issues for North East Local 
Government: Report (November 2012)

these exist side by side with some very poor communities, with 
concentrations of unemployment, poverty and bad housing.

Successive governments have acknowledged this in developing 
and refining an index of deprivation, which aims to measure 
deprivation in such a way that different areas can be ranked and 
compared with each other. Table 5.6 below shows how the recent 
changes in local government finance have affected authorities 
with different degrees of deprivation.

The first column shows the government’s preferred measure of 
local authority resources – spending power – and demonstrates 
clearly that the most deprived authorities experienced 
significantly sharper reductions in spending power between 
2010/11 and 2011/12. The second column shows that the more 
deprived authorities lost a higher proportion of their non-ring-
fenced grant. The third column shows that the better-off councils 
lost a slightly higher proportion of their formula grant. Finally, 
while relatively deprived areas have lost out on specific grants, 
more affluent authorities have gained substantially.

Maps 1 and 2 in this section showed the spatial impact of 
individual changes to local government finance (the New Homes 
Bonus and the localisation of council tax benefit). Map 3 now 
brings together all the changes, to illustrate their cumulative 
impact on local government funding per head by 2013/14. The 
losing areas are the cities, the North, and the periphery of the 
country; the gaining areas are middle England and the Greater 
South East.

Map 2: Impact of the 10% cut in council tax benefit per head of population

Note: The data on which the maps are based predates the announcement of the 2013/14 settlement.

Source: Newcastle City Council/Ordnance Survey (crown copyright)
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Table 5.6: Single-tier authorities ranked by deprivation – 
percentage changes in allocations, 2010/11 to 2011/12

Deprivation
decile (2)

Revenue 
spending 
power

Total 
non-ring-
fenced 
central 
govt 
provision 
(3)

Formula 
grant

Non 
ring- 
fenced 
specific 
grants

1 (most 
deprived)

–8.4% –11.0% –10.9% –11.6%

2 –7.8% –10.8% –10.3% –13.4%

3 –7.7% –11.2% –11.1% –11.7%

4 –7.7% –11.6% –11.2% –13.3%

5 –5.1% –8.1% –11.2% 8.2%

6 –6.0% –9.5% –11.4% 0.4%

7 –4.1% –7.2% –11.6% 15.9%

8 –4.0% –7.0% –11.7% 16.7%

9 –2.9% –5.9% –12.7%  20.8%

10 (least 
deprived)

–2.2% –5.2% –13.5% 24.6%

Notes:
1 Excluding City of London, Isles of Scilly and unitary authorities formed in 2009 
reorganisation.
2 Deprivation deciles are produced using the DCLG 2007 indices of deprivation and are 
produced separately for shire districts and single-tier authorities.
3 Revenue spending power less council tax requirement from 2010/11.
4 Percentage changes are for total allocations against the adjusted total of the previous 
year; they do not reflect the percentage change in per capita allocation.

Source: House of Commons Library research paper 11/16; DCLG Local Government 
Finance Settlement 2011/12; DCLG 2007 indices of deprivation

Table 5.7 compares the position of the three Northern regional 
capitals with one London borough that has done well under 
successive grant regimes, and which continues to be able to set 
an exceptionally low council tax. The figures show that, in general, 
Wandsworth is more prosperous than the Northern comparators: 
more of its population are of working age; a higher proportion are 
economically active; a very high proportion are in managerial and 
professional qualifications; in comparison with Newcastle, twice 
as many have degrees. Unemployment in Wandsworth is lower; 
and it ranks lower than the Northern cities on the government’s 
index of deprivation (although, interestingly, not much lower 
than Leeds).

Yet when it comes to council tax, the Wandsworth taxpayer pays 
half, or less than half, of what their Northern counterpart pays. 
A Wandsworth band D taxpayer pays less than even a band A 
taxpayer in the three Northern cities. And a lower proportion of 
overall council spending in Wandsworth comes from the council 
tax – 8% in Wandsworth, as opposed to 15.9% in Leeds, 10.68% 
in Manchester, and 13.98 % in Newcastle.

Northern cities have drawn attention to the likely impact of the 
changes on their ability to deliver services. Commenting on its 
budgetary position for 2012/13, Manchester City Council said:

The finance settlement for 2011/12 and 2012/13 was one of the 
most complex settlements for some time, not only did it include 
the overall cuts to resources announced in the [government’s 
comprehensive spending review], it also saw many specific 
grants either subsumed in to the settlement grant figure or 
amalgamated into a small number of other non ring fenced 
grants. The outcome of the settlement was particularly bad for 
Manchester who were one of the worst hit authorities in the 
Country in terms of reduced resources. This led to the need for 

Map 3: Change in funding per head by area, to 20013/14 – cumulative impact
Cumulative change in revenue spending power from 2010/11 to 2013/14 (estimated), including council tax freeze and New Homes 

Bonus grants

Note: The data on which the maps are based predates the announcement of the 2013/14 settlement.

Source: Newcastle City Council/Ordnance Survey (crown copyright)
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the Council to identify some £170m of savings across the 2 years 
of the settlement to meet the impact of the loss of resources and 
other budget pressures.33 

Councils in the Yorkshire & Humber region estimate that the 
further reductions likely for 2013/14 could amount to a loss of 
£100 million across the region, and worse the following year. 
Specific examples include the following:34

• Doncaster Council says it will be almost £9 million worse 
off next year than expected, and up to a further £13 million 
worse off by the end of 2014/15.

• Rotherham Council expects to be almost £8 million worse 
off in 2013/14.

• Sheffield City Council is now anticipating further cuts in the 
region of £10 million per year, over the next two years.

• North Yorkshire County Council is estimating additional 
pressure of around £7.5 million next year.

• Leeds City Council is working on the basis of being over £7 
million worse off than originally expected.

• Kirklees Council expects around £6.5 million in additional 
cuts next year, and £10 million in 2014/15.

 
Table 5.7: The council tax and social and economic variables 
– a comparison

LB 
Wandsworth Leeds Manchester Newcastle

Population (2011) 307,700 750,700 502,900 279,100

Aged 16-64 (% 
of total) 74.6 67.0 71.1 68.9

Economically 
active (as %  of 
aged 16-64) 81.2 74.3 67.8 70.9

Social group 1-3 
(managerial/
professional) 70.9 41.2 46.6 39.2

Qualifications 
(NVQ4 + above) 65.6 33.4 38.3 32.8

Gross weekly pay 
(F/T) £691.7 £478.1 £432.6 £441.0

JSA claimants 
(%) 2.9 4.5 5.6 4.7

Deprivation 
ranking 102 97 4 66

Council tax band 
D  (2012/13) £678.54 £1,306.40 £1,326.99 £1,511.26

Percent of 
spending met 
from council tax 
(2010/11) 7.92 15.9 10.68 13.98

Funding from 
central govt, per 
head (2012/13) £579 £500 £815 £725

Sources: NOMIS area profiles; Audit Commission value for money profiles

33 Manchester City Council Revenue Budget 2012-13, report to executive (15 February 2012)
34 Source: Local Government Yorkshire & Humber Key Issues Briefing (5 October 2012)

5.9 Prospects for local government in the North
The continued squeeze on local government finance in the 
North has left many in local government pessimistic about the 
future ability of councils to deliver anything more than a basic 
minimum of statutory services. This analysis was popularised in 
early 2012 by the London Borough of Barnet (a radical, southern, 
Conservative council), which produced what was labelled the 
“graph of doom”: as demand for adult social care rises, so the 
costs of providing that care, together with the cost of providing 
statutory environmental services, would rapidly come to exceed 
available resources. The national, bipartisan Local Government 
Association took up the approach later in the year, arguing that 
the crisis was now so acute that expedients such as sharing back-
office costs and making further efficiency savings would be of 
little help in filling the funding gap.

Newcastle City Council, in launching its budget consultation for 
2013/4, gave a more detailed version. Newcastle’s own graph 
of doom (chart 2) suggests that, given the trend in available 
resources, by the financial year 2019/20 the council will have 
money only for adult and child social care; environmental and 
waste services; public transport; and honouring commitments on 
capital financing.

Chart 2: Newcastle City Council statutory services – a 
longer-term projection

Source: Newcastle City Council

The practical implications of the graph of doom were spelled out 
in detail in Newcastle’s budget consultation:35 

• We propose to close the libraries in Dinnington, Moorside, 
Cruddas Park, High Heaton, Denton Burn, Jesmond and 
Fenham in June 2013. Blakelaw, Newbiggin Hall, and Fawdon 
Libraries are currently linked to a community centre, and we 
will delay closure until March 2015 in order to support those 
centres through this transition.

• The City Pool is difficult to sustain in the current financial 
environment. It has decreasing attendance and income, and 
currently requires an annual subsidy of £360k. Substantial 
additional investment is likely to be required for safety 

35 Newcastle City Council Budget 2016 – Fair Choices for Tough Times (2012)
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reasons in the near future. We therefore propose to close it 
as soon as practical.

• The city benefits from vibrant and popular cultural 
institutions, but given the scale of government cuts it will 
not be possible for us to play as significant a role in their 
funding in the future. We therefore propose to work with 
cultural institutions to manage a substantial reduction in

their funding from the council, with some institutions 
– including the Theatre Royal and Great North Museum – 
needing to secure their future without council resources 
by 2016. Newcastle and Gateshead councils will also 
scale back their joint investment delivered through the 
Newcastle Gateshead Initiative, and each of the five Tyne 
and Wear councils will need to seek savings in their grants 
to the Archives and Museums service.
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6. Weathering the storm

6.1 Introduction
Section 2 of this report raised some long-term questions about 
the future role of the state and collective provision. 

In practice, in Britain, few people appear to want to face those 
questions. In hard times, eligibility conditions may be restricted, 
and charges to individual users might be introduced or increased. 
But there seems to be little public appetite for the notion that 
the state should retreat from its roles in health, education and 
welfare.

The hard times, however, show no sign of ending. Following the 
chancellor’s 2011 and 2012 autumn statements, the economic 
outlook is becoming clearer. Successive growth forecasts have 
been revised downwards. These trends set the context within 
which public service providers have to operate.

Key factors include:

• national economic growth that is now predicted to be in a 
range between low and negative;

• falling tax receipts;
• static or falling real wages;
• increasing benefits for people of working age that are 

being held below inflation;
• protection for state pensions and the associated benefits in 

cash and in kind;
• protection for NHS spending, but with the NHS responsible 

for managing increases in demand, and for finding another 
round of “efficiency savings”; and

• further substantial reductions in local government 
resources.

The government (and, for that matter, opposition parties as well) 
had earlier assumed that the recession which began in 2008/09

would follow the pattern of previous recessions: within a short
period, the economy would bounce back, growth return, and 
tax receipts begin to increase again. The short-term pain of the 
cuts would come to an early end. It is now clear that, on present 
assumptions and policies, an early return to sustained growth is 
not likely.

Chart 3, based on research undertaken for IPPR North by Oxford 
Economics, shows the approximate timescale for the three 
Northern regions returning to pre-recession employment levels.

Public service providers in the North will continue to face 
significant challenges. The future of public services is inseparable 
from the future of macroeconomic policy. The most serious risk is 
that collapsing consumer and business confidence feeds on itself: 
lower spending leads to lower employment, and then to further 
falls in tax yields.

By contrast, rising growth rates and rising employment rates 
would both reduce demand for services and increase tax revenues. 
If more of the growing group of elderly people continue to work, 
part-time or full-time, then output will rise. Rather than the 
ageing of the population being seen as an unmitigated liability, 
it can be better seen as a strength. Anything government can do 
to help growth, therefore, directly benefits public services. Raising 
employment and economic activity rates in the North matters. 

Section 4.2 of this report has shown how the problems are 
different for local government and for the NHS – while councils 
face significant absolute reductions in resources, hospital trusts 
and other health bodies have to juggle savings and increases in 
demand.

And as earlier sections of the report demonstrate, those challenges 
are more acute in the North of England: the regional economies 

Chart 3: Actual and forecast employment in the three Northern regions
Total employment index (1990 = 100)

Source: IPPR North, from work by Oxford Economics
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are weaker, the local tax base less robust, and persistent health 
problems remain in the older industrial regions. To some extent, 
these issues are also faced by other urban and peripheral areas.

Two things are necessary if public services are to survive: secure 
revenue streams; and efficient, well-run, innovative service 
providers, delivering services that are sensitive to customers’ 
needs and offer good value for money. This section of the report 
is concerned with the action every service provider needs to 
take.

Of course, there are limits to local action by providers: improved 
management by service providers is necessary but not sufficient 
if public services are to survive. 

But it is not time for service providers to abandon all hope. In 
the report of its Commission on the Future of Local Government, 
Leeds City Council refers to the “great untold story of public 
servants rising to the challenge”, and “making the most significant 
contribution to reducing the UK’s deficit”. 36

Service providers can ease, reshape and redefine the problems, 
and there is a range of good practice for them to draw upon in 
doing so. This section examines some of the strategies emerging 
from service provider organisations in response to the situation. 
They are not alternative approaches – no single response will be 
enough. But they provide examples of the resourcefulness and 
creativity with which the challenges are being approached.

• Efficiency savings and productivity
Can we provide the same (or a better) level of service at 
lower cost?

• Demand management
Are our existing services reaching the right people?

- Are there people who need the service who are not 
receiving it?

- Are there people who are receiving the service who 
could manage without it?

- Is the balance between taxpayer funding and user 
charging right?

- Can we target our services better?

• Collaboration
Are we maximising the scope for co-operation between 
service providers, and across public, private and social 
sectors?

• Resilience
How resilient is this community? What can councils and 
other agencies do to nurture the links between the public, 
social and commercial economies?

• Innovation
How can we grow a culture of innovation – not just trying

36 Leeds City Council Commission on the Future of Local Government, final report, p6

to do the same things in the old ways with less and less 
money, but actively seeking out new approaches?

• Growing the local economy
Local growth cannot substitute for the deficiencies in 
national growth. But especially in the emerging city deal 
areas, local government can make a significant contribution.

PwC has identified the issue in these terms:

We believe that in this climate the key challenge for local 
government is how to achieve key social outcomes within the 
constraints of increasing demand and much lower financial 
resources.37

It has developed the model of the “agile council” in response to 
this challenge: 

PwC’s “agile council” model

… an “agile council” is one in which there is [a] robust approach 
to deciding on, and delivering the right outcome/services by the 
right providers using the right processes.

• Delivering the “right outcomes/services” will entail councils 
not doing some things, or doing completely different things 
in the future, as the nature and level of demand changes.

• Councils will need to be aligned all the way from 
understanding customer demand, through simplified, 
standardised ways of working, to a “supply chain” that is 
efficient and effective at responding to meet demand in a 
flexible way.

• For an agile council the “supply chain” will consist of an 
integrated network of customers, community groups, 
voluntary sector, other public sector bodies and private 
sector organisations alongside the council itself.

PwC The Agile Council (2012); www.psrc.pwc.com

6.2 Efficiency savings and productivity
The government has laid great stress on the need to identify 
“efficiency savings”, and these have played an important part in 
the response of many agencies to the early years of the austerity 
programme. PwC, in its report on the first year of austerity 
budgets in local government, found that: 
 
… local authorities have successfully delivered against an 
ambitious programme of financial savings over the last year, 
without any marked reduction in the quality of frontline 
provision.38

Councils contacted by PwC also thought that they could repeat 
their performance  on efficiency savings for a second year:

Much of the internal focus remains on improving back office 
operations and transforming processes.39

37 PwC The Agile Council (2012); www.psrc.pwc.com
38 PwC The (Local) State We’re In (2012)
39 Ibid
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But the Local Government Association warns that the scope 
for efficiency savings is fast being exhausted. It points out that 
councils have already shed 200,000 jobs in the present decade. 
Pay has been frozen for three years, top salaries cut, and pension 
costs curbed; however …

… the money spent on corporate and back office functions only 
came to less than £3 billion at the start of the decade: the cuts 
to non-care and waste services are worth more than five times 
that.40

A similar point is made by Neil Reeder for the Young Foundation:

Much effort has gone on making savings on back office spend on 
functions such as IT, HR, and finance in recent years. However, 
these account for a relatively low proportion of spend, and 
changes can have a counterproductive knock-on effect on 
service.41

The NHS was required to make efficiency savings of £20 billion 
in the period of the 2011 spending review; looking at the record 
for 2011/12, the National Audit Office (NAO) found that the three 
Northern regions performed well against this target – Yorkshire 
& Humber delivered 100% of its first-year target, the North West 
101%, and the North East 99%. Nationally, the target for efficiency 
savings in 2011/12 was £5.9 billion, and the NHS achieved £5.8 
billion. But the NAO has warned that, understandably, the NHS 
has started by making the easiest economies first. A significant 
proportion of the saving was delivered through nationally 
determined policies, like the two-year pay freeze, rather than by 
local management action:

Cash-releasing savings were also generated through the 
Government’s two-year pay freeze for public sector workers from 
1 April 2011. This reduced the growth in the NHS pay bill by an 
estimated £1.42 billion in 2011-12 (see paragraph 2.18). Eighty 
per cent of NHS trusts and NHS foundation trusts reported, 
through our survey, that pay was their most significant area of 
savings.42 

The NAO also points out that there is no nationally uniform way 
of measuring or reporting the savings achieved, and that much of 
what is saved is not reinvested in service transformation.

In the 2012 autumn statement, the chancellor also used the 
device of further efficiency savings in order to provide the money 
for extra infrastructure spending. As Tony Dolphin of the IPPR 
commented:

The Chancellor also visited the “magic money tree” of efficiency 
savings. He is requiring most government departments (health, 
education and international development are exempted) to find 
additional savings of 1 per cent in 2013-14 and a further 2 per 
cent in 2014-15. Despite the fact that these cuts come on top of 

40 Local Government Association Funding Outlook for Councils from 2101/11 to 
2019/20 (2012) 
41 Reeder, N Productivity in UK Public Services – What Went Wrong? What Could Go 
Right? (Young Foundation, 2011)
42 National Audit Office Progress in Making NHS Efficiency Savings (2012)

already swingeing reductions in funding, he thinks they can be 
delivered through efficiency savings rather than through cuts to 
front-line services. A reasonable person might ask why there are 
still efficiency savings on this scale still to be made.43 

Efficiency and back-office savings have certainly helped to 
balance budgets in the short term in the first years of the austerity 
programme. But they are unlikely to be sufficient to overcome 
the challenges now faced by service providers. What is needed 
is a sustained, long-term commitment, based on agreement 
between employer and workforce, to improve the productivity of 
core service activities.

Improving public service productivity is easier said than done. It 
has eluded successive governments. And there are real problems 
of measurement and definition.

The Office for National Statistics (ONS) has undertaken detailed 
work on productivity in relation to health and education – services 
on which expenditure increased rapidly in the years before the 
crash, and which are also partly protected from the full rigour of 
the austerity programme.

In the case of education, inputs grew at a rate of 2.9% a year 
from 2000 to 2010. This translated into 17% more labour, 60% 
more capital services, and 85% more goods and services. Up to 
2008, productivity fell slightly (by about 1%) each year. In 2009, 
productivity grew by 2.7%, and in 2010 by 3.4%. A key driver 
of the growth at the end of the period was improved exam 
performance in GCSE and equivalent qualifications, although it 
is also the case that the rate of increase of the workforce was cut 
back after 2008.44 

Health inputs grew from 1995 to 2009 at an annual rate of 4.6%, 
again with productivity falling slightly every year until 2008, 
and then growing by 0.7% in 2009. Activity in hospitals grew by 
55.2% and in family healthcare by 29.8%. The biggest percentage 
growth, however, was in drugs prescribed by GPs, which more 
than tripled.

As well as quantitative measures, the ONS includes some 
qualitative elements in its assessment of healthcare outputs: 
survival after hospital admission, health gain after treatment, and 
benefits derived from reduced waiting times.45 

6.3 Demand management
If service providers and service users want to avoid arbitrary 
cuts in the level of provision, one alternative is painstaking re-
engineering and reconfiguration of services. Central to this is the 
question of demand management.

The existing, inherited pattern of services is a patchwork, created 
over time in part by national legislation, and in part by the 
separate decisions of many local providers. Councils must provide 
some services; they have discretion over others.

43 Huffington Post, 6 December 2012
44 Massey, F Public Service Productivity Estimates (ONS, 2010)
45 ONS Public Service Output, Inputs & Productivity: Healthcare (March 2011)
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When the austerity programme is raising the question of whether 
whole areas of work should be discontinued, it is not enough 
for providers to respond with an unquestioning defence of the 
status quo. Instead, they should look again at the need for the 
service, and the demand. Better to change the eligibility rules for 
a service than to axe it altogether.

PwC has suggested an approach to demand management:

• for statutory services, reviewing the level of provision;
• questioning traditional patterns of provision;
• analysing whether the service provided really meets the 

actual need;
• exploring the root cause of demand, to see if earlier 

intervention could prevent or reduce future demand;
• pinpointing “failure demand” – demand for services that 

only exists because the council, or another public agency, 
has failed to deliver another service.46

Early intervention, in particular, by reshaping the way in which 
a service is used, can contribute to higher-quality outcomes at 
lower cost. Prevention, too, is important. Identifying the needs of 
elderly people early, and taking action to meet them, can forestall 
the need for more costly interventions later.

This is not to suggest that change of this nature is uncontentious 
or straightforward: it needs to be preceded by a sustained 
period of public consultation and engagement. Public support is 
necessary for effective re-engineering.

One approach to managing demand is to charge service users. 
Just as the pattern of service provision has grown up over time, 
so the extent to which services are funded (and so to some extent 
rationed) by levying charges on users also appears random. People 
aged over 60, for example, get free prescriptions – but pay for 
their dental check-ups.

In the summer of 2012, PwC undertook some research on user 
charging, asking a sample of people who should pay – the 
taxpayer, or the service user – for particular services. A minority 
thought service users should pay for everything, including street 
lighting (12%), parks (19%), and schools (19%). For some other 
services, however (mostly services already substantially funded 
from user charges), a significant group supported user charging. 
These services included arts and cultural facilities (62%) and 
leisure and sports facilities (65%).47 

Managing demand through charging can reduce spending by 
cutting or shifting demand. However, where demand is reduced 
but fixed costs remain unchanged, reducing demand may lead 
to negative economies of scale. User charging will also have 
the effect of raising revenue, and in some circumstances may 
stimulate changes in behaviour.

Changing charging regimes cannot by itself resolve all the 
dilemmas of future public service provision. Charging poor people 

46 Drawn from: PwC The (Local) State We’re In (2012)
47 Figures from research undertaken by Opinium Research for PwC in July 2012

for personal social care may be no more equitable than funding 
the same service from the proceeds of local taxation on poor 
communities. But reviewing charging is one of the options to be 
included in an overall approach.

6.4 Collaboration
One important area for attention is the scope for increased co-
operation between service providers. This section looks at the 
scope for “joining up” provision and examines some current 
initiatives in this area.

Patrick Dunleavy, in a study of joining up, concludes that: 

… it seems doubtful if the UK as a country can any longer afford 
to fund and sustain an overly complex architecture of services 
provision.48 

Across the UK, Dunleavy identifies 13 different types of 
relationships between citizens and government, or public service 
delivery chains:

Types of public service delivery chains

1. Central government services are provided directly from 
national ministries to citizens or businesses – such as tax 
and social security.

2. Mediated central government services are funded centrally 
but directly implemented by micro-local agencies – such as 
healthcare provided by NHS hospital trusts.

3. Autonomous micro-local agency services seem to be rare in 
the public sector because funding implies control, but local 
charities and NGOs operate pervasively in this model.

4. Services implemented by micro-local agencies in a public 
service delivery chain involving both central and local 
government supervision are most important in education, 
with locally managed schools in England.

5. Services run by local government but very closely 
supervised by central government, and without any 
substantive local discretion, include for example the 
operation of housing benefits by councils for the 
Department for Work & Pensions.

6. Autonomous local government services that are 
substantively uninfluenced by the centre include local 
planning and environmental services as the best current 
examples, but even here planning cases can be appealed 
upwards.

7. Local government services supervised by devolved 
governments are important in Scotland, Wales and 
Northern Ireland.

8. Local government services supervised by a public service 

48 Dunleavy, P The Future of Joined-up Public Services (RSA, 2010)
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delivery chain involving both UK and devolved or regional 
governments are now less important outside London, with 
the abolition of English regional structures.

9.  Autonomous devolved or regional government services (on 
the pattern of the US) are rather rare still, but the evolution 
of NHS and social care policies for the elderly in the UK’s 
devolved nations is an important example.

10.  Devolved or regional government services supervised or 
partly financed by the UK centre (or devolved governments 
respectively) are standard regional policy in Europe, but 
only slowly growing in the UK.

11. Subnational or local administrations (usually unelected), 
delivering public services in a delivery chain involving both 
state/regional and central/federal governments is the set-
up for some larger-scale NHS services.

12.  Services delivered by local or subnational administrations, 
supervised by state or regional government is an 
arrangement that applies mainly to some schools and 
public corporations in Scotland, Wales, Northern Ireland 
and London.

13.  Autonomously delivered services from local government 
have traditionally been rather rare in the UK, but have 
recently seemed to increase in importance in areas such 
as cultural policy and environmental matters, with some 
localities going beyond the basics in what they provide for 
their citizens.

Based on Dunleavy, P The Future of Joined-up Public Services (RSA, 2010), pp11-12

Dunleavy also identifies a number of possible stages in the 
“joining up” process (see figure 1).

Like public service productivity, it is not a new idea to encourage 
co-operation between service providers and the integration of 
service offers. But across the whole range of services, practice 
is often at the earliest of the stages identified in figure 1. In the 
future, resources will need to be concentrated on direct support 
for and contact with service users, rather than on interactions 

between agencies, or tiers of government.

ICT provides an opportunity for improving integration. Not all 
major public-sector investments in ICT have been a success; 
few have brought the benefits originally expected. But, provided 
adequate safeguards are built in for people who do not have the 
skills or the resources to make full use of ICT, the more technology 
can handle the process and transaction costs of service provision, 
the more staff time can be dedicated to direct working with 
service clients and service users.

A key area for improved collaboration between different agencies 
is adult social care. Provision of social care for older people is the 
responsibility of the DWP and its agencies (in terms of pensions, 
benefits and income support), the NHS (acute and long-term 
healthcare) and local authorities (residential and community 
support). The new health legislation introduces a duty on the 
relevant authorities to co-operate.

In Stockport, the council and the Stockport Foundation Trust are 
developing new pathways of care and ways of working around 
a vision of providing greater integration of health services and 
increased delivery of these services outside the hospital setting.

Stockport: new care pathways

The model being developed is focused around locality-based 
multidisciplinary teams working with GPs to deliver generic 
pathways of care, but able to draw in specialist support as 
necessary and with increasing integration with social care 
provision. The focus of these teams is on anticipatory care, 
including discharge planning, to ensure that (where suitable) 
patients could be cared for outside hospital and in a setting that 
would better aid their treatment and recovery.

A pilot has been run in Marple, working with GPs and care homes 
using the integrated model that had proved useful in identifying 
areas of refinement before the model was rolled out to other 
localities in Stockport.

The community-based service model represents a different 
mechanism for the delivery of services and will mean some 
services closing at the hospital. It was recognised that this was 

Figure 1: Possible stages in the development of joined-up services

Stage 1 – free-standing services

Stage 2 – agency co-operation

Stage 3 – active inter-agency collaboration

Stage 4 – basic cross-agency co-ordination achieved

Stage 5 – equal co-ordination or partnerships

Stage 6
Difficult next-stage, or 

‘something more’,
developments

Stage 6a
‘Lead agency’ co-ordination 
or some repartition of roles

Stage 6b
‘Pooled budget’

partnerships

Stage 6c
Joined-up top or 

intermediate leadership

Stage 7 – Mergers, takeovers or integration

Source: Dunleavy, P The Future of Joined-up Public Services (RSA, 2010)
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often a difficult message to give to the public, but where this was 
necessary it would be to improve delivery and outcomes.

Further integration with social care provision was vital to ensure
that this approach achieved real benefits. Often the failure in 
service delivery was at the interface between acute and social 
care, particularly around out-of-hours discharges. There was a 
more general need, across the health and social care economy, to 
provide greater flexibility in the provision of services.

There was also a continuing challenge across the health and social 
care economy on the issue of data sharing and ICT integration, 
but it was important that solutions were affordable, achievable, 
contributed to improving outcomes and were determined by 
the needs of the service rather than leading the direction of 
transformation.

Source: Stockport Council Report to Health Scrutiny Committee (24 July 2012)

Across the conurbations of the North, the new city deals and 
combined authorities constitute ambitious experiments in 
advanced forms of co-operation. Using powers contained in 
legislation passed under the previous government, the 10 Greater 
Manchester authorities have come together to form a combined 
authority, pooling their powers on transport and economic 
development. They are seeking further devolution from the 
Department for Work & Pensions, to take responsibility for the 
delivery of welfare-to-work programmes. Both South Yorkshire 
and West Yorkshire also aim to set up combined authorities.

The government has now agreed city deals with the eight 
largest English cities outside London, and their wider functional 
economic areas. Each deal aims to:

• give cities the powers and tools they need to drive local 
economic growth; 

• unlock projects or initiatives that will boost their 
economies; and 

• strengthen the governance arrangements of each city.49  

City deals in the North

• Greater Manchester
The Greater Manchester city deal will support 40,000 jobs 
in the next 20 years, and 6,000 apprenticeships for young 
people, alongside new powers that will allow Greater 
Manchester to “earn back” up to £30 million a year of tax 
for growth it creates.

• Leeds City Region
Leeds estimates that its deal will create 20,000 new 
opportunities for young people across Leeds City Region, 
and a further 20,000 extra jobs as a result of new freedoms, 
powers over skills, employment and transport. 

• Liverpool City Region
Liverpool estimates its deal will support over 35,000 people 

49 According to: Cabinet Office Unlocking Growth in Cities: City Deals – Wave 1 (July 
2012)

into work and create 6,000 apprenticeships though new 
powers over skills and employment, alongside delivering an
international Business Festival that will deliver £100 million 
return on investment.

• Newcastle/North Eastern
Newcastle estimates that the deal will create around 13,000 
jobs and secure £1 billion of investment over the next 25 
years as a result of new financial powers, alongside an 
additional 8,000 jobs in the marine and offshore sector in the 
North East, and 500 new apprenticeships in Newcastle. 

• Sheffield City Region
The Sheffield city deal will create over 4,000 new 
apprenticeships and an additional 2,000 up-skilled 
employees over a three-year period and 7,000 new jobs 
through a city-centre development scheme.

Source: Cabinet Office Unlocking Growth in Cities: City Deals – Wave 1 (July 2012)

City deals and combined authorities involve the joining up of 
specific agencies to deliver specific outcomes. Another initiative, 
community budgets, driven from Whitehall but followed closely 
by local government and the other service delivery agencies, is 
examining the potential for bringing all, or most, spending budgets 
for a given area together. This approach is being piloted in two areas 
of the North: Cheshire West & Chester, and Greater Manchester.

Community budget pilots

• Cheshire West & Chester
The programme is known locally as Altogether Better, 
because, says the council, “by really working together we 
will be able to do things better. This reflects the shared 
ambition for West Cheshire residents to enjoy the best 
quality of life in the UK.”

The programme is still being developed, but will result in 
150 organisations, including Cheshire Police, Cheshire Fire 
& Rescue Service, local clinical commissioning groups, Job 
Centre Plus and Cheshire West & Chester Council working 
together to ensure that a total funding pot of £3 billion–£4 
billion is spent collectively, in line with the things that are 
most important to the customer.

• Greater Manchester
The fragmented and reactive way of currently running 
public services is costly and unsustainable, particularly in 
the current economic climate, says the authority.

Greater Manchester wants to shift resources to focus on 
early intervention and prevention, supporting change 
that will give people greater optimism for the future. Pilot 
activities have demonstrated that new ways of working 
with families can improve outcomes and reduce costs from 
around £250,000 per family to £25,000 over a six-month 
period.

The focus will be on four key areas: early years, troubled 
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families, transforming justice, and health and social 
care. Core to all of this is an ambition to break into the 
cycle of household inactivity and dependency across the 
conurbation.

Source: Cheshire West & Chester Council; Local Government Association

6.5 Resilience
Both organisations and places can be resilient. The resilient 
organisation is one that is flexible, innovative and open to change. 
Public-sector organisations – like councils, health bodies, and the 
emergency services – operate at the interface between the state 
and the place. By their actions and policies, they can help to 
nurture resilient places – communities with strong civil society, 
and well-entrenched co-operation between public, private and 
not-for-profit sectors.

Public-sector agencies – councils, health organisations and others – 
need to look beyond their traditional statutory functions and budgets 
to understand the wider needs and aspirations of the communities 
they serve. Strong links between the public, commercial and social 
sectors can help to compensate for budget cuts.

Councils are not just about service delivery: they should be about 
community self-government and place-shaping. The role of the 
council should not be restricted to a set of centrally defined and 
prescribed statutory services. They have a broader responsibility 
for the well-being of their communities. The Localism Act gives 
them a new general power of competence. The Health & Social 
Care Act restores their (long-lost) public health responsibility. 
Health agencies and councils will now be co-operating through 
the new health and well-being boards.

Local resilience implies nurturing and fostering the networks 
that link the public, private and third sectors. This can mean 
investment in community development. It can mean opening 
up local procurement, so that local groups (private or third-
sector) can provide cost-effective services when the traditional 
public-sector model is no longer viable, or when cuts force the 
public sector to scale back provision. Another example is the co-
production of services by public-sector agencies and voluntary 
or community organisations, as opposed to the rigid client/
contractor divide that is central to the conventional wisdom. 
Resilience means actively encouraging the web of relationships 
that helps to sustain a place – supporting local procurement, 
local food supply, and other initiatives.

New forms of economic development are emerging in contrast to 
traditional programmes. The old approach was characterised by 
big-ticket infrastructure, large-scale real estate development of 
business and office parks, and substantial spending in pursuit of 
footloose foreign direct investment. In contrast, resilient places 
invest in local public transport and local business centres for 
small-scale enterprises.

Resilience – examples of Northern good practice I:

Tameside Metropolitan Borough – Ashton-under-Lyne town 
centre

Wherever possible, the council ensures that local businesses are 
encouraged to bid for public-sector contracts. Local businesses 
are registered with the council, which holds “meet the buyer” 
days to maximise local spend; an example of an initiative was 
during the recession in 2010, when the Tameside Works First 
programme was awarded £12 million of public money to increase 
spending across a range of projects. 

Money was also directed towards limited free parking, specific 
support for retailers, business rate relief for small businesses, and 
paying bills more quickly to help cash flow. A recent example in 
Ashton town centre was when wifi was being installed in the 
market and the council awarded the contract to Network Connect 
in Ashton – this was in part due to the work the council engages 
in before procurement, to ensure local firms are in a position to 
bid for work. 

Resilience – examples of Northern good practice II:

Northumberland County Council – Kielder Partnership
The Kielder Partnership is a public, voluntary and commercial 
sector collaboration working to develop Kielder Water and Forest 
Park as an inspirational place for leisure, exploration and fun. 
Partners include:

• Calvert Trust Kielder;
• the Environment Agency;
• the Forestry Commission;
• Northumberland County Council;
• Northumbrian Water; and
• representation from community groups.

Northumberland Wildlife Trust is an associate partner.

The park generates renewable energy through its dam and attracts 
over a quarter of a million visitors every year, who spend money 
within the local economy. The park employs almost 50 local full-
time year-round staff. There are also ambitious plans from the 
partners. The £1.6 million Kielder Big Picture initiative is designed 
to make the reservoir the fourth leg of a Northumberland tour 
incorporating Alnwick Castle and Garden, Hadrian’s Wall and the 
Woodhorn Colliery Museum. 

To ensure local benefit, developers will be given land in the Upper 
North Tyne Valley for free if they are prepared to build affordable 
housing there to provide accommodation for people moving to 
the area to work. If implemented, the proposals are expected to 
lift the income into the local economy from tourism at Kielder 
from the present £6.7 million to £29 million locally and £74 
million regionally. 

Source: Centre for Local Economic Strategies

6.6 Innovation
Local public agencies have a long track record in innovation, and 
the austerity programme has not eroded this. Councils, says The 
Economist, are furiously innovating:

… in 2010 the coalition government cut overall funding by 28%
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over five years, with further reductions now likely. Councils first 
complained. Then many buckled down and concocted innovative 
ways of meeting residents’ needs.50 

One new organisational model is the co-operative council, 
pioneered by the London Borough of Lambeth but attracting 
attention across the country. Other local authorities are pioneering 
new ownership models. Rochdale Metropolitan Borough Council, 
for example, has set up the first employee and tenant co-owned 
mutual housing organisation, involving tenants and staff, to take 
over a local authority’s housing stock.

Innovation: Rochdale’s housing mutual

Rochdale Borough-wide Housing is a membership-based 
provider of social housing. In March 2012, following a vote of 
support from tenants, it took over the ownership of the homes 
formerly owned by Rochdale Borough Council, and now owns 
and manages around 13,700 homes in the borough. 

The new body is:

• a unique, membership-based charitable registered provider 
of social housing;

• a forward-thinking and dynamic housing organisation;
• the owner and landlord of around 13,700 homes across the 

borough; and
• run by a board of directors comprising six elected tenant 

members, four council members and three independent 
advisers.

Source: Rochdale Borough-wide Housing

The Local Government Association and the National Endowment 
for Science, Technology & the Arts (NESTA) have identified a 
network of “creative councils” that support radical innovation to 
address significant long-term challenges. 

Innovation: Northern creative councils

• Rotherham is developing “Rotherham Ready”, a council-
backed social enterprise that works with the teachers of 
students aged four to 19 to engage them and their schools 
in the development of an enterprise-based curriculum, 
ensuring young people have skills relevant for the future.

• Wigan Council is creating a new economic model for social 
care in which it meets its service and financial challenges by 
harnessing underutilised and untapped resources within the 
local community through volunteering and the development 
of micro-enterprises.

Source: NESTA

Leeds City Council convened a national commission on the future 
of local government. In its final report, it called for a new civic 
enterprise approach:

50 The Economist, 22 September 2012

Civic enterprise is a new leadership style for local government 
where councils become more enterprising, businesses and other 
partners become more civic, and citizens become more engaged.51

Innovation is not confined to local government. The health 
service has identified a number of key approaches to innovation:

• improving quality and efficiency;
• supporting cost improvement;
• strategic changes in provision; and
• changing resource allocation.

The Northumbria Healthcare Trust is investing £200 million in 
building a specialist emergency care hospital at Cramlington, 
winning a national award for innovation:

Innovation: Northumbria Healthcare NHS Trust

The Northumbria Healthcare Foundation Trust is building the 
country’s first specialist emergency care hospital, at Cramlington.

The chief executive of the trust, Jim Mackey, says: “The state-of-
the art hospital will be the first in the country to have emergency 
care consultants on site 24 hours a day, seven days a week. 
Specialists from all the main clinical conditions will be on duty 
during the day and evening and on call during the night.”

6.7 Growing local economies
Public services are at the heart of the economy of the North. 
The old dependence on traditional production industries has 
disappeared. In the boom years, while private-sector jobs grew 
in the Greater South East, the new jobs in the North came from 
the state and the para-state – that web of suppliers, contractors, 
and grant-aided agencies that depend on government for their 
existence. Some local economies were helped by major public-
sector relocations: the NHS to Leeds, the BBC to Salford Quays.

The public sector has played a major part in the restructuring of the 
economy of the North. As cities reinvent themselves – as places for 
learning, as business services centres, as cultural hubs – so councils, 
universities and health agencies make a significant contribution.

The Leeds Commission on the Future of Local Government 
highlighted the potential for local government:

… local government can create the conditions for enterprise 
to thrive by engaging the private sector and universities to 
develop their distinctive economic assets. In a decade of low 
growth, where the old models of funding economic and housing 
development have gone, councils can become a vital part of 
micro-economic policy, especially to create and support good 
growth with socially responsible approaches to employment and 
economic wellbeing.52

Building on legislation introduced by the previous government, 
Greater Manchester has created a statutory combined authority, 

51 Leeds City Council, Commission on the Future of Local Government, final report 
(July 2012)
52 Ibid
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pooling powers on transport and economic development. Leeds 
City Region is moving in the same direction.

Following this, the government has worked with other core cities 
on a programme of city deals, designed to:
 
• give cities the powers and tools they need to drive local 

economic growth; 
• unlock projects or initiatives that will boost their 

economies; and 
• strengthen the governance arrangements of each city.53 

Over the last 30 years councils have become increasingly 
preoccupied with the health and prosperity of their local 
economies. The recent emergence of combined authorities and 
city deals is a reflection of this.

The process has now been given a further stimulus by the 
publication of the Heseltine review; Lord Heseltine was 
commissioned by the prime minister to advise on wealth creation 
and growth, and his report54 has a strong emphasis on devolution 
and decentralisation. Among other proposals, Heseltine 
recommends:

• a very significant devolution of funding from central 
government to Local Enterprise Partnerships so that 
government investment in economic development 
is tailored directly to the individual challenges and 
opportunities of our communities, and can be augmented 
by private sector investment;

• a clear statement by government of its priorities to guide 
Local Enterprise Partnerships in the preparation of strategic 

53 See: Cabinet Office Unlocking Growth in Cities: City Deals – Wave 1 (July 2012)
54 Heseltine, M No Stone Unturned in Pursuit of Growth (October 2012)

plans for their local economies.55 

The government has yet to respond fully to the Heseltine 
proposals. But in the autumn statement, the chancellor 
announced plans to strengthen the local enterprise partnerships. 
They are to be asked to draw up strategic plans, and will receive 
extra funding for capacity building. Heseltine also argued for very 
extensive devolution of funding decisions from Whitehall to the 
LEPs; government has promised to devolve …

… a greater proportion of growth-related spending … by creating 
a single funding pot … from April 2015.56  

But the details (and the scale of the devolution) are awaited.

The primary focus of this report is on public service delivery 
rather than on job creation and economic development. But the 
Heseltine review marks a further stage in the emergence of a 
consensus around the view that communities must be increasingly 
concerned with the health of their local economies. Places that 
once had a secure position in a national division of labour – as 
car towns, or steel towns, or textile towns, or shipbuilding towns 
– now have to carve out new roles in an economy that is much 
more international. Councils must increasingly be preoccupied 
with the question of how their citizens will earn a living and 
prosper in 20 years’ time.

This is vital to the future of service provision: places no longer 
have the option of raising revenue from a stable, secure local tax 
base (residential or commercial) to fund local services. They have 
to be concerned with wealth creation as well.

55 Ibid
56 Autumn statement, 2012
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7. Public Services North: recommendations and 
conclusions 

If we want things to stay as they are, things will have to change.
The Leopard, Giuseppe di Lampedusa

7.1 Introduction
Public services in the North of England face turbulence, 
uncertainty and change. They are confronted by acute problems, 
including budget pressures and demographic pressures. These 
challenges threaten the continued existence of the post-war 
settlement.

Service providers have developed a number of innovative 
responses to these problems. The Commission on the Future of 
Local Government, led by Leeds City Council, writes of “the great 
untold story of public servants rising to the challenge”. For the 
time being, such responses have enabled service providers to 
continue to deliver high-quality services.

But it is increasingly clear that this cannot go on. A wider debate 
is needed on the role and affordability of sustainable public 
services in the North. A new settlement is needed, reconciling 
the expectations of the community with the financial and 
demographic pressures.

This report therefore proposes the creation of the Public Services 
North initiative – bringing service providers together with civil 
society, including voluntary, community and faith groups, trades 
unions, universities and business to hammer out a new basis for 
public services. 

The present pattern of public services in Britain has its origins in 
the post-war settlement – the end of the Poor Law, the creation 
of a national benefits system, and locally delivered health and 
welfare services, underpinned by a national statutory framework, 
which places duties on local authorities and other providers. 
Section two of this report posed a series of questions about the 
future of public services in the North: about the sustainability 
of that settlement, the role of the state and the role of markets, 
and the division of responsibilities between central and local 
government. Section three set out some of the evidence on the 
different economic performance of the North and the South.

In section four, the major challenges facing public service 
providers in the North were outlined:

• the economic situation, and the 2010 and 2013 spending 
reviews;

• the declining tax base;
• demographic pressures;
• the public service reform agenda; and
• structural change in some services, particularly the NHS.

Section five provided the detail on the ways in which the local 
government finance system is having an adverse impact on the 
North. Section six described the practical steps being taken by 
public service providers in the North to address the challenges 
identified earlier.

7.2 The end of the post-war settlement?
In 2010, the Coalition predicted an early return to economic 
growth, as had taken place following earlier post-war recessions. 
There is still an arid theoretical debate about whether the economy 
is enduring a double-, triple-, or quadruple-dip recession. What 
is clear is that growth continues to hover around the zero mark, 
and that a great deal of productive capacity has been lost since 
the start of the crisis. This has reduced, and continues to reduce, 
the government’s tax revenues.

The shortfall in funding for public services is likely to continue at 
least until 2018. The combined effects of the reduced tax take, the 
declining tax base, the impact on the North of changes in local 
government finance, and the demographic pressures, mean that 
the squeeze on resources is set to get worse.

In 2010, a five-year austerity drive was seen as ambitious and 
unprecedented: now the programme is set to last eight years. 
This extended period of austerity raises questions about the long-
term sustainability of the whole post-war settlement. The actions 
taken by public service providers in the North, detailed in section 
six, have succeeded in delaying a crisis, but not in overcoming 
or avoiding one. However long the period of austerity lasts, it 
is unlikely to end with a return to the rates of growth in service 
expenditure seen before the financial crunch of 2008-09. The 
hard choices will not go away. When the pay freeze finally comes 
to an end, all the back offices have been merged, all the efficiency 
savings achieved, and all the managers have taken a pay cut, the 
underlying problems will remain. 

7.3 A new settlement?
The absence of growth, the weak flow of tax revenues, and the 
likely persistence of both until 2018, have together created a 
crisis, in which the present pattern of delivering public services is 
not sustainable: health bodies and councils cannot simply carry 
on as if nothing has happened. The health service cannot cope 
with the rising tide of demand when resources are frozen in real 
terms; local government cannot continue to deliver the same 
services when resources are falling in real terms.

One possible answer to these uncertainties, and to the questions 
raised in section two, would be a general retreat from the values 
and policies of the post-war settlement – a move away from 
universal services and entitlement, with the state withdrawing 
from some areas in favour of private-sector or market provision. 
But although there remains some dissatisfaction with the quality 
of existing services, and there is certainly a general reluctance to 
pay more in taxes, in general public opinion in Britain does not 
support a wholesale reduction in services. 

An alternative approach is suggested by the Leeds Commission 
on the Future of Local Government. It proposes a new settlement 
for public services:

We have a real opportunity to engage with individuals, families 
and communities and negotiate a new social contract which
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reaffirms the role of the state in meeting the needs of its citizens 
and proactively working to improve the wellbeing of a local area, 
in its broadest sense.57 

The shape of such a new social contract, or settlement, will take 
time to emerge. It is time, however, for a real paradigm shift: a 
decisive break with old approaches. 

7.4 Time for a new deal?
The economic crisis that has unfolded since 2007 can be seen as 
a turning point. Just as the Beveridge report and the post-war 
consensus emerged from the experience of the Second World 
War, so a new approach can come out of crisis. As Beveridge 
himself said: 

A revolutionary moment in the world’s history is a time for 
revolutions, not for patching.58 

There is already a ferment of ideas on how to shape the future 
pattern of services, and a number of potential key elements can 
be identified:

• public service values;
• pluralism of delivery;
• quality;
• resource constraints; and
• quality of opportunity.

The first essential is to sustain the distinctive values of public 
service: altruism, integrity, quality, and provision based on need 
rather than ability to pay.

Second, any new settlement must acknowledge that in post-war 
Britain there has always been a mixed economy of service delivery 
– some services provided by national government, some by local; 
many provided by private or voluntary organisations under grant 
or contract arrangements with the public sector. This plurality 
of delivery organisations is likely to continue: the principle of a 
health service, free at the point of use and funded out of national 
taxation, has been reaffirmed by successive governments. And as 
Nigel Lawson, the former Conservative chancellor, has said:

The National Health Service is the closest thing the English have 
to a religion.59  

Within the public service mixed economy, the boundary between 
public and private provision is likely to shift over time. Beveridge 
himself, after all, regretted the reduced role for voluntary 
organisations in the welfare state as it emerged.

Third, it is important to recognise real public concerns about the 
quality of public services, and to move on from the old, uniform, 
“one size fits all” approach.

Fourth, budget constraints are here to stay. It is imperative that 
managers should always look for ways of doing things better: 

57 Leeds City Council, op cit (July 2012)
58 Beveridge, W Social Insurance & Allied Services, Cmd 6404 (1942)
59 Lawson, N The View from No 11 (1993)

delivering better value for money, restlessly searching after 
efficiency. This means new initiatives on productivity, on service 
integration, and on the use of new technology. 

Fifth, local authorities and health agencies have pioneered 
the development of effective equal opportunities policies in 
respect of race, gender, disability and sexuality, both for service 
users and for employees, and this commitment should remain.

7.5 What we know and what we don’t know
It is now time for service providers and their partners to begin 
to design that new deal. Not all the big questions, however, yet 
have answers.

Some examples of these unanswered questions:

• What is the economic future for the Northern regions?
How and when will the Northern economy recover? What 
are the sectors and industries in which people will work in 
the future? And what are the implications for how people 
use, and pay for, public services? What is the national 
context of which the North is a part? 

• Which agencies should have the long-term responsibility 
for adult social care?
There is a long history of services starting under local 
government, and responsibility subsequently transferring 
to the centre. Such transfers have occurred for a number 
of reasons, including the desirability of ensuring a national 
standard of service, and the inability to pay for a service with 
increasing costs through the local government finance system.

Before long it will be necessary to consider such a transfer 
in respect of adult social care. It is important to be clear 
that transferring responsibility for social care to central 
government would not solve one of the major problems: 
the rising cost of the service at a time of falling tax 
revenues.

The present situation, whereby separate agencies are 
responsible for health and social care, with different 
controls on their expenditure, cannot represent a long-
term solution. At very least, social care spending needs 
to be ring-fenced and tied to the NHS departmental 
expenditure limits.

Final decisions are await following the Government’s initial 
response to the recommendations of the Dilnot report, 
which proposed national standards and eligibility criteria 
for social care. Once these decisions are taken, it will be 
possible to draw conclusions about the long-term role of 
different agencies in this field.

• What is the future of local taxation?
As earlier sections of the report have shown, the uneven 
distribution of economic activity across the country makes 
it increasingly difficult to finance social and welfare 
services (the demand for which is in inverse proportion to 
the wealth of an area) out of local taxation. It is likely that
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any alternative local tax base (such as local income tax, or 
a local sales tax) would suffer from the same drawbacks.

Any root-and-branch reform of local government finance 
would need to include a reassessment of what is paid for 
through central taxation, and what through local taxation. 
Such a reassessment seems very distant. But without it, 
maybe more people will begin to question whether the 
existing local tax system is worth the cost of operating it.

• How will the health service in the North emerge from the 
current reorganisation?
The reorganisation comes into effect this year. Can the NHS 
simultaneously reorganise, achieve substantial efficiency 
savings, and preserve the fundamental characteristics of a 
service funded from national taxation and free at the point 
of use?

However, it would not be sensible to delay developing the 
framework for a new settlement until these issues are resolved.

7.6 Towards a new settlement: attitudes to change
A new regime for public service delivery must involve change, and 
there is deep public concern about possible worsening of existing 
service provision. Any consensus about new arrangements will 
only hold if those fears can be set at rest.

In 2012, PwC organised a “citizens’ jury” to look in detail at:

• what were seen as the essential, core public services; and
• public attitudes to risk and failure in service provision.

PwC concluded from this exercise that, although public opinion 
is wary of new approaches to service delivery, people are open to 
considering non-state delivery of public services on a case-by-case 
basis. Details are given in the box below. Studies like PwC’s Under 
Pressure will help in providing the framework for a new settlement.

Under pressure

The PwC citizens’ jury:

• were instinctively attached to public-sector delivery of 
public services;

• were nervous about alternatives to state provision;
• had worries about public service provision – whether the 

provider was public, private or non-profit;
• was open to non-state provision of public services on a 

case-by-case basis;
• put forward five tests for services being considered for 

alternative provision:
- Can the service be procured effectively?
- Will alternative provision lead to services of at least 

equivalent quality and value for money?
- Will alternative provision bring in new expertise?
- Will there be clear accountability?
- What if the supplier fails? Will there be continuity of 

service?

Source: PwC Under Pressure: Securing Success, Managing Risk in Public Services (2012)

7.7 Towards a new settlement: action the government 
should take

• The system of national grants to local government
Section 5 of the report describes the ways in which 
successive changes to the local government finance system 
since 2010 have affected local authorities in the North. A 
system whose primary focus had been to compensate for 
economic and social disadvantage is being turned into 
one designed to incentivise and reward new development. 
These changes, when combined with the flaws inherent in 
the tax base for both council tax and business rates, and 
the reductions in the overall sum to be distributed, have 
operated to the detriment of many Northern authorities.

Recommendation

The system of central government grants to local 
government needs to be rebalanced, to increase 
the resources available to local authorities in 
disadvantaged areas through a needs-based 
method of allocation.

• Combined authorities and community budgets
Although outside Manchester combined authorities 
are only just getting going, this pooling of powers and 
resources over a wide spatial area is one of the most 
promising current initiatives. Can health commissioning 
be brought within the scope of the combined authorities? 
And can this happen too for adult social care? Can some of 
the benefits of this approach be brought to areas beyond 
the major conurbations, including isolated industrial 
communities and sparsely populated rural areas?

Recommendation

The ‘combined authorities’ approach, which 
enables the pooling of strategic powers and 
resources over a wide spatial area, should be 
extended beyond the core cities and city regions 
to the rest of the North, including isolated 
traditional industrial communities and rural areas.

7.8 Towards a new settlement: action the North can take

• Public Services North
There is a growing recognition that the North needs an 
effective, clear voice in the national policy debate. An 
earlier Smith Institute report proposed a Council for 
the North.60 The recent IPPR North Northern Economic 
Futures Commission recommended a Northern Leadership 
Convention, with a small secretariat. The Core Cities 
grouping co-ordinates the work of eight city regions, 
including the main Northern centres.

Alongside these initiatives, however, the North needs to act 
now on the future shape of public services. Service 

60 Ward, M Rebalancing the Economy: Prospects for the North (Smith Institute, 2011)
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providers in the North of England cannot wait for a 
new model for services to emerge (or be imposed) from 
Whitehall, or from political parties. What is needed now 
is for local authorities and health providers to give a lead, 
building a consensus across civil society – working with 
community and voluntary organisations, faith groups, 
businesses and trades unions, universities and colleges, and 
housing associations – on the future shape and delivery of 
public services.

The model of the Scottish Constitutional Convention would 
be one possibility – a grouping, outside government and 
the formal political structure, but commanding broad 
support, as a means of building a new consensus.

Recommendation

Local authorities and other public service 
agencies in the North should take the lead in 
forming Public Services North – a broadly based 
Northern forum on the future of public services, 
to design and implement a new settlement for 
public services, to report before the 2015 general 
election.

• Develop a Northern Centre for Public Services
This should bring together public, private and social sectors, 
as well as universities, to look at a sustainable future for 
public services in the North – looking at management, 
values, ethos, productivity, good practice, and the role of 
new technology. It should spread and encourage good 
practice, showcasing examples from across the region. To 
avoid unnecessary costs, it could be a web-based virtual 
centre. The centre could support the consensus building 
work of the proposed commission, and work to implement 
the new settlement.

Recommendation

As part of Public Services North, Northern 
councils and health bodies should take the lead in 
establishing a Northern Centre for Public Services.

The centre’s terms of reference should include:

- innovation;
- best practice;
- improvements in delivery;
- workforce development and skills, and  
 equal opportunities.

Such a centre should:

 take a major initiative on productivity – The 
austerity programme will not go away any time soon; 
employers and employees need to prioritise steps to 
deliver existing services with better value for money. 
An opportunity was missed in the years of expansion – 
while budgets grew, productivity stagnated.

Good, concerned employers are already worried that 
there may be compulsory redundancies. Better by far 
that existing services are delivered more efficiently 
than that jobs and services are lost outright.

Councils, unions, health organisations and others 
should take the initiative now: redesign and 
reconfigure services jointly, rather than waiting for the 
axe to fall at random.

 work to extend the role of e-government – A 
range of good practice now exists across the public 
sector on the use of new technology. Technology can 
enable service providers to streamline processes and 
transactions: booking appointments, paying bills and 
so on. But computers and keyboards cannot replace 
the personal services that lie at the heart of health 
and social care. The aim should be to maximise the 
extent to which transactions can be handled digitally, 
so as to prioritise human relationships, and the role of 
employees, in direct service provision.

Recommendation

The Northern Centre for Public Services should:

- work with public-sector employers, 
trades unions and the TUC in a drive to 
raise productivity, including developing 
new approaches to the measurement of 
productivity, across the North’s public 
services.

- encourage councils and other public-
sector agencies to review their business 
processes, so as to ensure that transactions 
that can be handled electronically are, thus 
concentrating staff on direct personal service 
roles. 

7.9 A new settlement for the North
These are unprecedented times for public service providers in the 
North.

Providers face two tasks.

The first is to continue to deliver the best possible services 
here and now. To this end, innovative, agile organisations have 
developed a toolkit for interventions, highlighted earlier in this 
report.

But these measures will not in themselves be sufficient to cope 
with the level of change the public sector in the North now has 
to confront.

The second, and urgent task is therefore to reshape and 
reconfigure a radically new pattern of high-quality sustainable 
services for the future. To meet the public’s expectations, the 
public services of tomorrow will need to be far more efficient 
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 and flexible, as well as more resilient, than those of today. That 
prospect is unlikely to be achieved if the main providers remain 
reliant on ever dwindling resources from Whitehall departments. 

So the core proposal of the present report is that public service

providers in the North, with their partners, must themselves take 
the lead in shaping their own destiny, and start to draw up a new 
settlement with central government.

Now is not a time for patching.
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