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Local Authority Funding: Overall pressure on local funding continues,
but new winners and losers have emerged since last year
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Local authority (LA) funding in England has changed significantly since the
start of the decade. Against the backdrop of wider pressure on public service
expenditure, we have seen the Government reduce the level of permanent
central financial support to local areas, with policies that look to localise
expenditure and temporary funding solutions for specific services.

Implementing these changes has led to a complex LA funding landscape. This
means that to fully understand the overall national impact, it is essential to
understand the local financial picture. Our analysis unpicks the numbers to
identify how many LAs are experiencing pressure, and how this has changed
since our analysis last year.

Since local authorities are responsible for the majority of adult social care
funding in England, this analysis is highly relevant for many providers of older
people and learning disability care services.

Key highlights

e Over 10% of local authorities are in a stronger financial position in
2017/18thanin 2016/17, but overall the majority remain under pressure

e In 2017/18, factors determining whether a local authority is in a good
financial position or not, includes the level of their reserves per capita, the
decline in their central funding allocation, and their ability to raise revenue
locally

Over 10% of local authorities are in a stronger financial position in 2017/18
than in 2016/17, but overall the majority remain under pressure

Last year, our analysis showed that only seven LAs were in a comparatively
good financial position. In contrast, there were 27 whose finances were under
high pressure.

Rerunning this analysis in 2018, we find that, overall, the number of LAs in a
good financial position remains small despite a minor increase. The number
of LAs under pressure is stable and there is a minor decrease in the number
of LAs under high pressure.

Yet, it is important to understand that whilst this may suggest stability - with
LAs finding themselves stuck in the same groupings due to the allocation of
local authority funding - it hides movement between the three categories.

In total we found that 124 LAs have remained in the same group as last year,
16 have improved and are 2018’s ‘winners’, whilst 11 LAs have been
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downgraded by at least one category. Derbyshire County Council has the misfortune of being the
only LA to drop from a good position to being under high financial pressure.

Funding

Situation 2017/18 2016/17
Good H
Pressure 117 117
High o5 .
Pressure

We find the winners scattered around the country. Bolton, Calderdale, Hackney, Milton Keynes
and Tameside all moved away from being under pressure to an improved funding situation. The
others moved up from a state of high financial pressure to being under pressure.

Those that have seen the position decline in 2017/18 are primarily concentrated in the West of
England, with the majority falling from a position of being under pressure to one of high pressure.
However, City of London and Derby City Council were downgraded from good to under pressure.
Across England, Derbyshire County Council experienced the sharpest fall. While the LA was in a
good financial situation in 2016/17, it appears under high pressure in this year’s analysis.

The tip of the iceberg?

Early in February, Northamptonshire County Council became the focus of media attention as it
became the first LA in two decades to enter a state of effective bankruptcy. This meant imposing
financial controls and stopping expenditure on everything apart from its statutory obligations. Our
analysis shows the difficulties in Northamptonshire goes deeper than yearly pressures, as they
were in a more positive position than many LAs when it came to the reduction in their central
funding allocation. However, their financial reserves tell a different story, with just £47 per capita
reserved. This compares to an average of £329 per capita across local authorities.

If we look at Derbyshire County Council - the only LA to drop two levels in our analysis - we find
their reserves are much closer to the national average, at over £300 per capita. They have also
been more shielded from cuts to the central allocation. However, our analysis shows they are in
the lowest group of LAs when it comes to their ability to raise additional revenue through the social
care precept, and also have a larger proportion of older people compared to many other LAs.

This snapshot of two LAs - located near each other in central England - demonstrates the
complexity of factors that underpin the perfect financial storm that many LAs find themselves in.
Northamptonshire’s financial situation could be the result of declining budgets leading to local
financial mismanagement. However, the apparently healthy financial reserves in Derbyshire
highlight the importance of considering a wide range of factors when understanding the pressure
facing a local authority.

Recognising the pressure LAs are under led the Government to announce additional funding for
adult social care. This is only a temporary measure, but it does appear that it has had an impact
on local priorities. An annual survey of key LA stakeholders has found that those who think adult
social care is their LA’s biggest long-term financial pressure has declined from over 50% to 38%
in the last two years, whilst children’s services and education has replaced adult social care as
the most immediate short-term financial pressure (32% compared to 28% of respondents).




In 2017/18, factors determining whether a local authority is in a good financial position or not,
includes the level of their reserves per capita, the decline in their central funding allocation, and
their ability to raise revenue locally

In 2017/18, a small number of LAs, including Barking and Dagenham and Hackney in London
and Southend in the South East are in a fairly comfortable situation. However, the majority of LAs
are experiencing financial pressure. This pressure appears particularly acute in London, the North
West, the South West and the West Midlands.

This pressure is partly the result of the continued decrease in central allocations to LAs. In
2017/18, the overall central funding allocation to all LAs fell by £1.96bn compared to 2016/17.
However, this decline in central support is felt very differently locally, with year-on-year reductions
ranging from -5.76% to -30.02% depending on the area. The largest cuts were to LAs located in
the South East, including Wokingham, Richmond-upon-Thames, and Buckinghamshire.

To counter balance central cuts, LAs were able to increase their Council Tax by up to 5% without
the need to hold a local referendum. This was made up of a general 2% increase to fund all local
services, and a 3% increase specifically to fund social care services (known as the social care
precept). This year, we found that only four LAs chose not to implement the maximum allowable
amount for the precept. On average the precept only raised an additional £16.91 per capita.

In recognition of the acute pressure on adult social care, the Government allocated an additional
£2bn for adult social care between 2017/18 and 2019/20 in the 2017 Budget. However, its
impact has been limited, and funding allocations have not necessarily reached the areas under
most pressure.

Our analysis finds that there is no perfect route for an LA to follow to be in a stronger financial
position than their peers, and some of the factors are outside of their direct control. For instance,
given the importance of central funding allocations, it is unsurprising to find that the nine LAs that
we find in a good financial position all experienced more limited cuts in central funding compared
to their peers

These LAs can also all point to per capita reserves that are larger than the national average, whilst
six of these areas are raising the social precept by at least £17 (higher than the national average
of £16.91). The remaining areas that raised it by less than the national average are all located in
London, and have population bases where over-65s make up less than 10% of the population.

Despite the importance of central funding, other factors are clearly at work, as the LAs struggling
the most are not always those that have suffered the largest cuts in central funding. One common
factor is that they tend to have larger populations of people aged over 65. This age group accounts
for over 20% in 16 (of 25) areas under the most pressure. Those located in the South have the
highest proportions, with Herefordshire and Somerset characterised by over-65s comprising at
least 23% of the population, rising to 26% in Torbay.

Higher numbers of older people could weaken an LA’s financial position, as it will drive demand
for social care services whilst potentially reducing the amount of money that could be raised
locally through increasing council tax and claiming the social care precept. In only five of the 25
areas under most pressure does raising the precept lead to generating more revenue than the
national average, whilst in seven areas it generates less than £14 per capita. Interestingly, these
seven areas are all located in either the Midlands or the North of England, with none located in
the South.
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