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Background to SIGOMA

SIGOMA is a special interest group of 45 Municipal Authorities located outside London and is a recognised special interest group within the LGA. Its membership comprises 32 metropolitan districts and 13 major unitary authorities with similar characteristics. The combined population of SIGOMA authorities amounts to a quarter of the population of England. Its member authorities account for over 23% of English local government expenditure.

We are the collective voice of urban areas representing most of the large towns and cities in the northern, midland and south-coast regions of England.

The views expressed in this response have been compiled from discussions with SIGOMA members through a variety of methods – mainly meetings of SIGOMA members and email communications.

SIGOMA’s response

SIGOMA welcomes the opportunity to respond to the Government’s consultation on the provisional local government settlement. In the current economic climate it is more important than ever that the distribution of available resources reflects the needs of our areas, and does not disproportionately impact on the most deprived communities.

We recognise the significant levels of resources the Government has provided for Local Government in recent years, but SIGOMA has grave concerns in relation to the total resources available over the current Spending Review. We are very disappointed that local authorities have been given among the highest proportionate spending cuts in the public sector. Given the significant pressures facing many of our authorities over this period i.e. (pressures on Social Care, increased public service demand), this will be a challenging time given the lower than average settlement for local government. 

SIGOMA considers that the Government has not gone far enough to protect the most vulnerable communities, and our analysis of the settlement demonstrates that it is the most deprived communities who will receive the highest cuts. We do however welcome the additional resources for social care and funding from the NHS which has been provided; this will lessen the impact on many authorities.
One of the main concerns local authorities will have is the up-front loading of the cuts. The large scale restructuring of local government that must be put in place will take time and will require up-front investment in terms of redundancy costs. It will put immense immediate pressure on local services, as local authorities were planning over a longer term period. The Government must support this restructuring by allowing local authorities to capitalise the cost of redundancies.
A. Overview of the Settlement
The reduction in formula grant is heavily front loaded. This will put significant pressure on local authorities as, although they had been planning for reductions in funding over the current spending period, the front loading was unexpected. The reduction in Formula grant in the first year (excluding police grant) is -12.1%. 
	
	2010/11

Unadjusted

£m
	2010/11

Adjusted

£m
	2011/12

 

£m
	Change

	
	
	
	
	 

£m
	 

%

	Total RSG Distributable
	3,122
	6,780
	5863
	-916
	-13.5%

	NNDR Distributable Amount
	21,500
	21,500
	19,000
	-2,500
	-11.6%

	Formula Grant Excluding Police Grant
	24,622
	28,280
	24,863
	-3,416
	-12.1%

	Police Grant
	4,374
	4,374
	4,546
	173
	4.0%

	Total Formula Grant
	28,996
	32,653
	29,410
	-3,243
	-9.9%


A significant factor in the reduction of total formula grant is the amount of non domestic business rate to be redistributed in 2011/12, which reduces by £2.5 billion. Indeed, in 2014-15 the funding for Formula Grant outlined in the Spending Review drops well below the likely estimate of total business rates income which the LGA estimates should be around £24 billion. The business rate has to be returned to local authorities, so where has the balance gone? The LGA also estimate that the 2011/12 amount is understated and could be used to ease the front-loading of cuts that local government will suffer in 2011/12. This would be a welcome method of easing the front-loading of cuts and we would strongly urge the Government to consider this.
An overview of the settlement shows the following decreases;

	Class of Authority
	Adjusted decrease in grant
 2011/12
	Adjusted decrease in grant 
2012/13

	Inner London Boroughs (incl. City)
	11.2%
	7.8%

	Outer London Boroughs
	11.3%
	8.5%

	Metropolitan Districts
	11.3%
	8.0%

	Shire Counties with Fire Responsibilities
	12.5%
	8.9%

	Shire Counties without Fire Responsibilities
	12.7%
	8.8%

	Unitaries with Fire Responsibilities
	11.9%
	8.0%

	Unitaries without Fire Responsibilities
	11.3%
	8.2%

	Shire Districts
	15.0%
	11.4%

	Upper tier areas 
	11.6%
	7.7%

	England (including police and fire)
	9.9%
	7.7%

	SIGOMA 
	11.0%
	7.8%


In previous years, SIGOMA members as well as other areas of the country, have found their allocations to be behind target funding by a considerable way. Over the last Spending Review period, SIGOMA lost £618 million through the damping of funding determined based on relative need.  This settlement continues this trend.
B. Floor Damping

We welcome that the Government has responded to the concerns we raised about the uneven impact that reductions in Formula and other central grants will have on authorities that are highly dependent on central government funding as a result of weak council tax bases. This goes some way to at least recognising the disparities that exist.
SIGOMA supports the principle of transitional protection which is currently achieved through the floors damping mechanism. However, the level of scaling remains high and is evidently protecting authorities that are less reliant on central government funding, leading to the resulting wide variation in the ‘revenue spending power’ reductions of each authority (as will be discussed later).

Improvements in the funding formulae to better reflect the needs of today are effectively negated by the level of scaling and little benefit is seen by authorities despite their recognised needs.

The table below shows that whilst progress is being made towards target grant, there is still some way to go before our authorities reach the fully funded position they should be in. It also seems counter-intuitive that some groups have moved further away from target funding while others have gone further still above target;
	Class of Authority
	11/12 Distance From Target
	12/13 Distance From Target

	London Boroughs
	181.5 
	4.5%
	265.99 
	7.4%

	Metropolitan Districts
	-47.9 
	-0.8%
	-0.41 
	0.0%

	Shire Counties with Fire Responsibilities
	44.5 
	2.5%
	-22.07 
	-1.3%

	Shire Counties without Fire Responsibilities
	-69.9 
	-2.5%
	-146.04 
	-5.5%

	Unitaries with Fire Responsibilities
	16.8 
	-3.9%
	-21.30 
	-5.4%

	Unitaries without Fire Responsibilities
	-91.4 
	-2.1%
	-76.18 
	-1.9%

	SIGOMA 
	-117.7 
	-1.6%
	-39.77 
	-0.6%


And a regional analysis further demonstrates how damping grant diverts funding to areas in London and the South East.

	LA
	 Damping grant 

	North West
	(20.7)

	North East
	(16.9)

	Yorks & Humber
	(17.5)

	London
	181.5

	South East
	117.0

	South West
	(68.2)

	East Midlands
	(57.2)

	West Midlands
	(89.1)

	East of England
	(28.9)


We find it difficult to justify why some authorities are receiving very high levels of protection through damping at the expense of authorities with higher identified need. For Education / Social Services authorities, 80% of total damping grant is paid to authorities in London and the South East (£423m out of £527m in 2011/12).  Of this, £62 million is paid to Surrey County Council; an authority which has only a 0.3% reduction in spending power at the end of the process. How can it be justifiable to provide damping on such a scale as to virtually make no impact on one authorities budget, while others suffer such high cuts?
We believe disparities such as these are ultimately borne by the council tax payer as demonstrated in the table below. The ‘top ten’ damping grant recipients all have council taxes significantly below the England average, and most have had lower tax increases in recent years.

	Local Authority
	2011/12 Damping Grant
	2010/11 Council Tax Band D
	2010/11 Council Tax Increase
	Spending Power Reduction

	
	£m
	£
	%
	%

	Surrey
	62.06 
	1,116 
	2.5%
	-0.3%

	Wandsworth
	43.80 
	687 
	-2.8%
	-6.4%

	Hammersmith and Fulham
	28.65 
	1,122 
	-2.2%
	-6.6%

	Hertfordshire
	28.63 
	1,119 
	0.0%
	-1.5%

	Islington
	27.23 
	1,272 
	0.0%
	-8.8%

	Camden
	27.09 
	1,332 
	0.1%
	-6.5%

	Lambeth
	22.74 
	1,235 
	0.0%
	-7.7%

	Hackney
	21.30 
	1,308 
	0.0%
	-8.9%

	Kensington and Chelsea
	19.67 
	1,092 
	1.5%
	-5.3%

	Buckinghamshire
	18.49 
	1,078 
	2.0%
	-0.6%

	England
	-
	1,439 
	1.8%
	-4.4%

	SIGOMA
	-117.7
	1,423 
	2.1%
	-7.4%


C. Formula Changes

In our response to the summer consultation on the indicators and data to be used, we outlined the issues that were relevant to SIGOMA members. In particular we make further comment on:

· The Area Cost Adjustment (ACA)

We welcome the updated weights on the labour cost adjustment of the ACA. We thank CLG for their work on the review of the ACA which confirms the expectation that Labour costs proportions have fallen in recent years, given the greater use of IT and increased mechanisation (reducing the need for labour) and new cost pressures such as those associated with energy and waste management / landfill.

· Concessionary Fares
We expressed concern that the four block model could not adequately handle the distribution of funding for this statutory service. It is not possible now to determine how much individual authorities receive for concessionary fares.

· Foreign Visitor Nights data

We are pleased that the decision was made not to replace the day visitor data with foreign visitor nights. This would have created a system that unfairly rewarded those areas that were attractive to foreign tourists.
· Data on Children in out-of-work families receiving child tax credits

We are disappointed that this change has been made as we could not support the proposed indicator on the grounds that the effects on funding do not correspond with the evidence of what has actually happened in terms of regional unemployment in recent years. We believe on the grounds of stability that the existing data should be frozen in the settlement.

· Population Estimates
We acknowledge the work that has been put in to improving the population estimates and we have seen an improvement in these. However, the positive changes that should arise from these improved estimates are largely lost as the increased grant that should be directed per capita through the central block is largely removed by damping.
· Increased weighting on Relative Needs Block

We welcome the increase in weighting on the Relative Needs Block as this will ensure funding is directed based on need within an area. 

D. Transition Grant
The government introduced the transition grant in 2011/12 to lessen the impact of grant cuts on areas most reliant on government funding. We welcome that government have recognised the issues and made attempts to mitigate the affects on areas with weak council taxbases. However, we believe that the £85 million in 2011/12 (and £14 million in 2012/13) is limited to such an extent that it does little to help the areas that need it; those which are highly dependant on grant funding. 

SIGOMA proposed a model of allocating resources that was very similar to the model CLG have adopted, however we suggested a mitigation for the authorities that see little or no reduction in their spending power. This has not been implemented and some areas will see little impact on their spending power. There is a clear link between the extent to which an authority has seen its spending power reduced and how deprived it is. It is also alarming that many areas like Manchester and Liverpool have high numbers of people employed by the public sector. Public sector redundancies in areas like these will only serve to increase pressure on public services from unemployment, and also further increase deprivation.
The ‘top ten’ of spending power reductions is shown in the table below, along with IMD scores:

	Local Authority
	Spending Power Reduction *
	Index of Multiple Deprivation 2007
(County Level Summary ranking)

	 
	Liverpool
	-11.34%
	1 (most deprived)

	 
	Manchester
	-11.04%
	4

	 
	Knowsley
	-10.72%
	5

	 
	Blackburn with Darwen
	-10.54%
	16

	 
	South Tyneside
	-10.49%
	31

	 
	Hackney
	-10.46%
	2

	 
	Newham
	-10.46%
	6

	 
	Hartlepool
	-10.33%
	21

	 
	Tower Hamlets
	-9.90%
	3

	 
	Kingston upon Hull
	-9.72%
	10


* before transition grant
On the other side of the scale, the areas with the lowest reductions are among the least deprived. For example, 91% of the individual districts in Surrey are within the least deprived quartile. 
	Local Authority
	Spending Power Reduction 
	Index of Multiple Deprivation 2007

(County Level Summary ranking)

	 
	Essex
	-1.31%
	120

	 
	Windsor & Maidenhead
	-1.06%
	145

	 
	Poole
	-0.97%
	118

	 
	Hampshire
	-0.95%
	139

	 
	West Sussex
	-0.65%
	130

	 
	Wokingham
	-0.63%
	149 (least deprived)

	 
	Richmond on Thames
	-0.61%
	142

	 
	Buckinghamshire
	-0.60%
	143

	 
	Surrey
	-0.31%
	147

	 
	Dorset
	0.25%
	125


The very strong link between the reductions in spending power and the deprivation of an authority is shown in the graph below (a similar strong link exists for Shire areas). The correlation factor of 0.9 demonstrates the clear, indisputable link between deprivation and reduced spending power (with a correlation of 1 being the maximum).
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In his statement to the house, the Secretary of State for Communities and Local Government stated that he

 “sought to achieve a fair and sustainable settlement for local government by listening to what the local government community has asked for. It will be a progressive settlement that is fair between different parts of the country. First, we have focused on the most vulnerable communities with significant social challenges. These are often the areas that are most reliant on Government grant, so equal grant reductions would leave the poorest places worst off”
We question whether the actions taken, given the evidence presented so far, have sought to protect the most vulnerable communities, as promised also in the Spending Review Framework to:
‘limit as far as possible the impact of reductions in spending on the most vulnerable in society, and on those regions heavily dependent on the public sector’

SIGOMA would like to see a revised version of the transitional grant. This would aim to deliver a ‘fair’ reduction in spending power by ensuring every authority had the average reduction in spending power. Such a scheme would be self-funding. The model we propose could equalise the revenue spending power of each authority so every authority had the same reduction in spending power. We believe this would achieve the ambition of a fair and sustainable settlement. The proposed transition grant does not go far enough to alleviate the impact of grant reductions on areas with weak taxbases. The threshold of 8.9% is entirely arbitrary and could also be lowered to broaden the grant distributed. However, we argue that a self-financing adjustment is key to achieve the equalisation in spending power, and giving everyone a fair reduction. The diagram below illustrates this process simply, and we attach the full model using CLG’s spending power data with our consultation response.
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This system would be self-financing but the £85m transition grant could be used to support authorities that potentially lose more formula grant as a result of this change.

In terms of cuts per head in both funding and spending power, these are much greater in SIGOMA areas, along with other deprived authorities in England. 
	Local Authority
	Formula Grant Cut
	Revenue Spending Power Cut

	
	£m Cut
	% Cut
	Cut £ per person
	£m Cut
	% Cut
	Cut £ per person

	Manchester
	-43.2 
	10.9%
	-87.10 
	-55.5 
	-8.9%
	-111.97 

	Knowsley
	-15.1 
	11.3%
	-100.46 
	-19.4 
	-8.9%
	-129.64 

	Liverpool
	-43.3 
	11.3%
	-97.39 
	-56.6 
	-8.9%
	-127.25 

	South Tyneside
	-11.0 
	10.9%
	-72.12 
	-16.8 
	-8.9%
	-110.08 

	Blackburn with Darwen
	-9.9 
	10.7%
	-70.27 
	-15.3 
	-8.9%
	-108.84 

	
	
	
	
	
	
	

	Richmond upon Thames
	-5.1 
	14.3%
	-26.31 
	-1.0 
	-0.6%
	-5.22 

	Windsor and Maidenhead
	-3.4 
	14.3%
	-23.26 
	-1.1 
	-1.1%
	-7.26 

	Wokingham
	-3.5 
	14.3%
	-20.83 
	-0.7 
	-0.6%
	-4.46 

	Dorset (incl districts)
	-12.4 
	12.4%
	-30.23 
	-2.6 
	-0.1%
	-6.36 

	Surrey (incl districts)
	-34.8 
	14.8%
	-30.99 
	-10.3 
	-1.0%
	-9.13 


Percentage cuts to Formula Grant mask the true reductions. Although Richmond Upon Thames has a 14.3% reduction in Formula Grant, the reduction per head is less than a quarter of that of Knowsley. Also, the areas with the lowest reduction in spending power are the areas receiving most protection through damping.

Many of our members argue that the calculation of the revised spending power is flawed, and under represents the actual scale of the cuts as it excludes some funding such as Education Area Based Grant. Although we support a system that takes in to account an authorities ability to spend, the accurate calculation of this is crucial to the process. We note with dismay that the calculation has included the Council Tax Freeze Grant; even though, no decision has yet been taken by Councils over the level of next years council tax. This potentially changes the entire calculation. It also includes the NHS Social Care funding, but little detail is available to local authorities about how much of this funding will be available to them. 
Furthermore, the Spending Power calculation in 2012/13 does not seem to take account of any increase in Council Tax Levels. With grant funding falling, councils will be more reliant on council tax to increase spending power. But while a 2.5% increase in council tax can raise £13m in Surrey, it would only raise around £2m in Barnsley; that could mean a spending power increase rather than reduction for some authorities in 2012/13. The impact of a council tax increase will vary widely across the country – authorities with higher taxbases could see increases in spending power, with the opposite being true for lower taxbase authorities.
	Local Authority
	2010-11 
Council Tax Requirement
	'Revenue Spending Power 2011-12'
	2010-11 
Council Tax Requirement
(same in 2011-12)
	Estimated 2012-13 'Revenue Spending Power' including NHS support for social care
	Change in estimated 'revenue spending power'
2012-13
£m
	Change in estimated 'revenue spending power' 2012-13
%
	2.5% increase in CT 2012/13
	Estimated Spending Power with 2.5% increase in Council Tax
	Real change in Spending Power
	Council Tax Increase as % of Spend

	
	£m
	£m
	£m
	£m
	£m
	%
	£m
	£m
	£m
	%
	%

	Hull
	76.308
	261.929
	76.308
	249.599
	-12.330
	-4.71%
	+1.927
	251.526
	-10.403
	-3.97%
	0.77%

	Doncaster
	95.626
	273.819
	95.626
	261.171
	-12.648
	-4.62%
	+2.363
	263.534
	-10.285
	-3.76%
	0.90%

	Stoke-on-Trent
	81.288
	242.665
	81.288
	235.177
	-7.488
	-3.09%
	+2.051
	237.228
	-5.437
	-2.24%
	0.87%

	Surrey
	551.468
	821.783
	551.468
	809.083
	-12.700
	-1.55%
	+13.873
	822.956
	1.173
	0.14%
	1.71%

	Wokingham
	81.347
	116.244
	81.347
	114.533
	-1.712
	-1.47%
	+1.960
	116.493
	0.249
	0.21%
	1.71%


E. The Adjusted Baseline
We wish to raise some issues with regard to the calculation of the adjusted 2010/11 grant;

· The academies adjustment.
The adjustment made to each authorities’ baseline is entirely arbitrary. Areas that have no plans to construct academies in coming years are suffering a further hit in funding based on a subjective pro-rata. A methodology more closely linked to planned academies is needed, or indeed existing academies. Essentially, we do not consider that there should be a deduction for central education functions as there will not be a saving from central education costs from academies. We feel there was a lack of consultation on this adjustment.
· The Working Neighbourhoods Fund (WNF)

WNF funding provided a significant part of many deprived areas total budget in recent years. Despite the lobbying to continue this vital funding, it has ceased in 2011/12. In order to alleviate the impact on the former recipients, we believe that at least part of the grant should be included in the 2010/11 baseline grant for damping. This would provide a comparable treatment with other specific grants and limit the impact on the most vulnerable communities, in line with the Governments aim.
· Private Sewer Adjustment
Many of our members feel the adjustment significantly over represents the actual costs associated with this.
F. Tailored Grant Distribution

£2 billion has been allocated using a ‘tailored distribution’. This erodes the principles of the four-block model by effectively tacking on an additional block made up of other specific grant allocation mechanisms. However, we acknowledge that, given the lack of consultation of alternative distribution methods, this option seems reasonable in some ways. 
An alternative which we would support would be to roll the grants in to the total formula grant pot – this would eliminate the need for the separate block and would allocate the funding based on established need as per the formula. It would also simplify an already complex system.
In principle, we welcome the move towards reducing the ring fencing of these resources but continue to support the use of specific grants for new Government initiatives. This method of grant allocation will allow all authorities to meet the demands of Government. Allocation via formula grant results in floor authorities receiving no additional funding to implement the priorities of Government and due to scaling in the system, other authorities are required to pass on the funding they would have received to implement such priorities to fund the floor.
G. Capitalisation of Redundancies

The amount made available for local authorities to capitalise redundancy payments is too low. In order to achieve the Governments objective of lower public expenditure, local authorities will need to down size, and there will be costs associated with this in the short term. If local authorities are not able to capitalise redundancy costs, resources will be diverted from front line services. Without the flexibility to capitalise costs, authorities risk being forced to make emergency cuts to vital services.

The use of reserves, while an option for some authorities, is not a sustainable solution. The amount of unallocated reserves is not of a level in most authorities to fund redundancy costs, and can not be viewed as a long term solution to the funding shortfalls. In Metropolitan districts, unallocated reserves comprise only 2% of the revenue expenditure:
Level of Reserves held by class of authority, as at 31 March 2010.
	Class
	Total Non-Schools reserves (at 31 March 2010) as a percentage of Revenue Expenditure (%)


	Earmarked Reserves as % of Revenue Expenditure


	Unallocated Reserves as a % of Revenue Expenditure



	London Boroughs
	14
	11
	3

	Metropolitan Districts
	9
	7
	2

	Unitary Authorities
	10
	7
	3

	Shire Counties
	8
	6
	2

	Shire Districts
	50
	32
	18

	Other authorities
	15
	11
	4

	England
	12
	9
	3


Source: Parliamentary Question 8/12/10
H. New Homes Bonus
We are concerned about the overall impact on formula grant of top-slicing funding to fund the New Homes Bonus. This will weaken the local government finance system by replacing a system currently based on a number of indicators of need with just one indicator –the number of new homes. The cumulative re-distributional impacts are potentially very significant and we would like clarification as to whether the amount for Formula Grant in 2012/13 is likely to change once the cost of the second year of the scheme is known. The unpredictability of the cost of the bonus threatens to undermine the predictability of multi-year settlements.
I. Council Tax

SIGOMA shares the Government’s concern over increasing council tax levels, particularly as its communities are often those who can least afford to pay for the services they need.
The current and historical funding inequities have resulted in significant variations in Council tax levels between those who have been ‘over’ funded and those such as our authorities that have not received actual grant based on need. Many authorities that are currently above target have Council Taxes significantly below the average, as can be seen in the table below;

	
	Average Band D 2010/11
	Average % increase 2010/11

	Inner London
	1,116
	-0.1%

	Mets
	1,399
	+2.0%

	SIGOMA
	1,423
	+2.1%


We have concerns about the Council Tax Freeze funding which will further reduce the resources available to areas with low council tax bases as available funding is top-sliced from the total funding available to local government. For example, the Surrey area (County, districts and police) will receive £16.40 per head through the Council tax Freeze grant, compared to the South Yorkshire area which will receive £10.10 – equal to 61% less per head of population, despite the disparities in terms of the low reduction in spending power and high damping grant in the Surrey area as outlined earlier in our response.
SIGOMA would ask Government to consider whether those authorities being protected by the floor should only be protected to the extent that they are unable to raise such additional funding through increasing their council tax to the average level. Such a mechanism would allow further resources to flow to those with identified unmet need and support lower Council Taxes within those areas where taxes are currently significantly higher.

