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FOREWORD

Local Government plays a key role in every part of our 

lives - influencing what we see as soon as we step out of our front door, how 

we travel to work, how we spend our leisure time, our health, our housing, and 

the quality of life that we lead.

But for too long it has been neglected by central Government. 

Conservative cuts to local government have left a trail of destruction through 

our communities, meaning that the libraries, community centres and lunch clubs 

that people rely have been closed or cut-back. These cuts are deeply unfair - 

councils with the greatest needs have been hit hardest. The ten most deprived 

councils in England are due to see cuts higher than the national average, with 

nine on course for cuts more than three times higher the national average. 

There is now widespread consensus from councillors of all parties that how we 

fund our public services needs reform; but even as Conservative-controlled 

councils collapse into bankruptcy, the Government are refusing to acknowledge 

the problem. Unless we see a radical change in approach from this Government, 

more councils risk following Northamptonshire towards bankruptcy.



In these challenging times, the work of Labour councillors has become even 

more important. Whilst this Government starves our services of funding, our 

councillors are the last line of defence for people who need residential care 

in later life, for our vulnerable children and for the delivery of basic services 

that our communities expect and rely on. Our councils have demonstrated 

leadership and innovation in the toughest of times, delivering new community 

facilities and world class transport systems, creating ground-breaking energy 

networks, using technology to improve social care services, and building 

greener and more sustainable towns and cities.

For too long the sector has been held back by devolution of piecemeal powers 

to local authorities, and from short-term answers to problems that need long-

term solutions. We need a new settlement - not one which sets cities against 

counties, or which leaves towns behind and districts as an afterthought - but an 

approach to devolution that is built on sustainable funding and an empowered 

local government. 

Eight years of Tory cuts and neglect has hollowed out the capacity of local 

government, demanding that rebuilding the capacity of the sector is an immedi-

ate priority of the next Labour administration. I want to thank the participating 

authors for providing their ideas, and the Young Fabians for creating this pam-

phlet and providing a significant contribution as we prepare for government.

Andrew Gwynne MP
MP for Denton and Reddish and Shadow Secretary of 

State for Housing, Communities & Local Government
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LOCAL GOVERNMENT 
FUNDING AT A GLANCE

Councils have long been responsible for essential public services 

including schooling, libraries, social care, housing roads, bus ser-

vices, parks, fire services and waste disposal.

Icon made by Freepik from www.fla�con.com   

Despite their increased responsibilities, English councils lost

38%
of their central government funding in 2010-16 alone, 

cutting their budgets by an average of 26%.

Unsurprisingly, 8 in 10 councils lack confi-

dence in their financial sustainability, accord-

ing to the Local Government Intelligence Unit.

Icon made by Freepik from www.fla�con.com   
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In 2017-18, English councils’ core budgets totalled around £44bn, 

which were spent as follows:

Councils are also responsible for managing school services, although 

these are paid for from separate grants from the Department for 

Education.

Until recently, councils’ main sources of core funding have been:

•	 The Revenue Support Grant from the Ministry of Housing, 

Communities & Local Government;

•	 Council Tax, a banded property occupancy tax paid by 

households;

•	 Business Rates, a property tax paid by businesses;

•	 Fees and charges for services including car parking and com-

mercial waste disposal;

In 2015/16, councils received £9.9bn in Revenue Support Grant fund-

ing. By 2019/20, they will receive just £2.2bn—and the Government 

plans to phase it out completely in favour of 100% Business Rates 

Retention.

YOUNG FABIANS
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EXECUTIVE SUMMARY

KEY POLICY 
RECOMMENDATIONS

This report was written by 16 Young Fabians, from a range of personal and 

professional backgrounds. We are all concerned about the impact of auster-

ity on local government services, and we want to spark a conversation about 

how Labour can respond to the funding crisis. This includes ideas about what 

a Labour government could do, but also emphasises that we do not have to 

wait until Labour are back in power at the national level to make a positive 

impact as Labour are already in power in cities, towns and rural areas across 

the country.

We hope that this report will prove a useful resource for councillors and Labour 

activists, who are doing incredible work under the fire of austerity.

Our authors’ main findings are as follows:

1: How we got here

•	 The current system for funding local government was born out of 

controversy. Widespread protests over the ‘Poll Tax’ helped to force 

Margaret Thatcher out of office, and prompted John Major to replace it 

with today’s council tax regime.

•	 Even though New Labour’s reforms were initiated from the 

top-down, they resulted in significant improvements in both the 

financial position of councils and the quality of council services. They 

also succeeded in giving councils more freedom and flexibility to 
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borrow sustainably, and to run services in ways that better suited their 

local constituents.

2: Austerity and its impacts

•	 Austerity is harming councils’ financial sustainability. Since 

2010, councils have been subjected to harsh austerity measures from 

Whitehall. These have harmed service provision in most councils and left 

several of them, including Conservative councils, on the brink of a severe 

financial crisis.

•	 Austerity is hitting non-care services the hardest. The largest portion 

of local government expenditure is on social care, which has received 

more protections than most other services against real-terms cuts 

(including the temporary Social Care Precept on council tax). This has 

resulted in even bigger cuts for those other services. Social care received 

an average 3% cut versus 46% for housing services, and 34% for roads 

and local transport. This fails to recognise the importance of housing and 

local transport services, as well as social care, in supporting our most 

vulnerable citizens.

•	 Austerity is harming social care too, and putting the long-term 

security of social care funding at risk. Despite the relative protection 

for social care, stagnation in funding for social care has come at a time 

of increased demand and rising costs in the sector. The most deprived 

councils have had to cut budgets and dig into their reserves in order 

to keep social care services working, and this has harmed both access 

and quality of services. However, the cuts haven’t affected all councils 

equally, with some of the wealthiest local authority areas largely 

escaping the impact of the funding squeeze.

YOUNG FABIANS
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•	 Austerity is harming public health services, and undermining 

efforts to devolve powers. Councils should be well-placed to deliver 

the public health services that the 2010 - 15 coalition government 

bestowed upon them. However, these services were passed down 

from Whitehall without additional funding, so councils have had to 

learn quickly and innovate, with some positive examples from Labour 

administrations in Wigan and Brighton.

•	 Austerity is harming educational and support services for children 

with special educational needs. Local authorities are struggling to 

meet their legal obligations to provide services in this area, and are 

frequently unable to go beyond the bare minimum support packages. 

This has harmed service provision, and created uncertainties for workers 

in this sector.

•	 Austerity is harming social cohesion. Councils’ role in supporting 

community cohesion is often overlooked; but it is an important role, and 

one that has been placed at risk by austerity. The Ministry of Housing, 

Communities & Local Government found that community-based English 

for speakers of other languages (ESOL) courses are very effective ways 

to promote social cohesion for refugees and marginalised groups, so it 

is worrying that ESOL funding from local authorities has fallen by more 

than half since 2010.

3: The impact of recent change

•	 Core funding from Whitehall is being replaced by higher retention 

of business rates, which are raised directly by councils. Some 

councils with high levels of business activity, including several in London, 

have cautiously welcomed the simplicity that this could bring. However, 

unless action is taken soon to mitigate the effects of this reform on 
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councils with a lower existing base of business rates, this shift will harm 

public services in more deprived parts of the country.

•	 The Local Economic Partnership (LEP) model is undermining 

accountability in local government, and has not brought about 

major improvements in local economic development. This model 

has moved the focus of regional policy away from large regions, 

and towards ill-defined networks of stakeholders operating across a 

chaotic patchwork of unitary authority areas. This model has not helped 

attempts to address Britain’s regional imbalances, and it has weakened 

accountability over how taxpayers’ money is spent.

4: How councils are innovating to survive, 
and what lessons we can learn from them

•	 Councils are creating council-owned local housing companies 

(LHCs) to manage and build new social housing. These work by 

cross-subsidising private and social housing stock, and allow councils to 

improve standards in the social rented sector and provide more homes 

without the constraints of borrowing caps. Trials of this approach in 

Reading, and the London Boroughs of Newham and Hackney, have 

yielded promising results which other councils are watching closely. 

However, while helpful, these companies cannot solve Britain’s housing 

crisis without stronger action at the national level.

•	 Councils are increasingly acting like social entrepreneurs, by 

investing in commercial operations to diversify their sources 

of funding and achieve worthwhile social goals. This is being 

encouraged by the availability of affordable loans for councils, 

combined with restrictions on councils using borrowed funds to pay for 

service delivery. Councils are seeing the biggest social and financial 
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returns on investment by investing in commercial property and in 

renewable energy. While risky, these ‘invest-to-earn’ approaches are 

helping councils such as Liverpool to raise millions of pounds a year, 

and can be worth pursuing if managed properly. Forward-thinking 

councils led by Nottingham and Bristol are leading a revival of public 

ownership in the energy sector, although councils must be careful not to 

rush into an increasingly competitive sector uncritically.

•	 Southampton City Council is creating a local authority-run trading 

company (LATCo) to increase its income by providing more 

commercial services. The council also expects that the LATCo will 

increase its own professional skill-set, further improving the running of 

public services. Crucially, Labour consulted local workers and residents 

on the plans to create a LATCo, which were approved by a majority in 

both groups.

•	 Hackney borough council created an arm’s length organisation 

to serve as the local education authority. This organisation, the 

Hackney Learning Trust, helped to improve Hackney’s educational 

outcomes from being the worst in Britain in 2001, to well above the 

national average by 2011. Crucially, it also bid successfully for New 

Labour’s grant funding schemes to build new schools, and even 

since being taken back in-house, it has made millions by providing 

educational consultancy services to other councils. However, ongoing 

changes to the national schools funding formula are promising to disrupt 

the way that schools are funded.

•	 Councils are increasingly creating integrated ‘one-stop shop’ 

services to boost employment and skills in their local areas, 

helping their funding situations by increasing their residents’ self-reliance 

and strengthening their local economies. Initiatives like Newham 
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Workplace are showing that local authorities are better-placed than 

national government to provide these services, in spite of recent funding 

cuts. Future national reform in this policy area should put its emphasis on 

empowering local authorities, with the national government focusing on 

providing a strong governance framework instead of directly providing 

services.

5: How a Labour government could end 
the cycles of austerity in local services – 
suggestions for further policy development

•	 The time has come to seriously explore the introduction of a land 

value tax. Where it has been implemented in other countries, it has 

shown it can generate substantial income for local government, attract 

significant levels of investment, and deliver wider social benefits. Beyond 

its production of additional income and its economic benefits, advocates 

argue that it would reduce land hoarding and speculation, thereby 

tackling a key factor responsible for the UK housing crisis. Not least, 

there is a clear moral case to make for taxing the unearned income of 

landowners to help reduce the level of wealth inequality. This would 

help to fund the public services that local authorities provide, and from 

which those most in need benefit from. There are logistical and political 

challenges that would need to be overcome to introduce a land value 

tax. However, solutions should be identified and implemented.

•	 Labour should lift the borrowing cap on councils’ housing 

revenue accounts to help tackle the housing crisis and extend 

local democracy. This would help local authorities to fund the building 

and management of more council housing, replenishing their housing 

stock. If well managed, this reform should prove fiscally responsible, 
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because funds spent on council and social housing are often justified 

over the long-term through savings on other social support services.

•	 Labour should examine the US Low-Income Housing Tax Credit 

(LIHTC) system, and how it might be applied to the British 

context. Labour councils want to tackle the housing crisis and prevent 

homelessness by increasing the supply of social rented and genuinely 

affordable housing. However, in negotiating each new housing 

development, councils find themselves caught in a conflict between 

their social goal of providing more affordable homes on the one hand, 

and developers’ financial goal of securing as much profitable housing 

as possible. The LIHTC, while not perfect, has financed over 3 million 

affordable homes since its creation. It has done this by reforming the 

tax code in order to resolve the tension between affordability and 

commercial viability.
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INTRODUCTION
By Adam Allnutt, Marian Craig, Nadia Islam and Mark Whittaker

Over time, local government has been through periods of feast and famine, 

with the current drought in local government funding causing huge difficulties 

in councils across the country. This report will give a brief history of how local 

government has been funded up to today, with an analysis on the direction 

of travel under the current Conservative government and the likely impact of 

this. It will then, through a series of essays written by Young Fabian members, 

present and explore a number of policy proposals for how Labour councillors 

and a future Labour government can sustainably fund local government and 

its essential public services into the future.

 The Fabian Society’s foundations are built on defeating poverty and inequal-

ity, in part through the power of local government to deliver for the people 

it seeks to represent. As the Society’s founder, Sidney Webb, put it: “we, as 

socialists, much cherish local government”. Through the late 19th and early 



20th centuries it has often been left to local councils to tackle the ills that blight 

the lives of many in our communities: whether it’s creating a wave of decent, 

affordable and well-maintained council housing; recruiting an army of social 

workers and health practitioners; or investing to build and sustain clean, safe 

and unpolluted streets. In all these developments, it is local government that 

has shown that is it the vehicle through which socialism works most effectively 

in creating positive change, in solidarity with those who need it most.

One of the challenges in our recent history is how to fund local government so 

that it is sustainable, and can create the change we in the Labour movement 

want to see. Since the Second World War, councillors have seen the system 

evolve from the “Rates” (and central government grants) which expanded 

the reach and financial power of councils; to local government’s reformation 

and starvation under the Thatcher government (with the regressive Poll Tax); 

to the council tax bandings that have survived almost unchanged from the mid 

1990s to the present day. None of these changes have been ideal. As this 

report makes clear, our country’s financial settlement with local government 

needs to change.

Labour councils are reinventing municipal socialism, and innovating in the face 

of austerity to ensure that they can maintain service levels and deliver positive 

change for those who need it most. Many councils in the last ten years have 

had their central government grant halved whilst in that time they have seen 

poverty, homelessness and hunger amongst their poorest residents explode. 

There is a crisis in our communities, with homeless families going hungry and 

their local authorities not having the resources to give them adequate support, 

leaving it down to the charity of others to meet the need. While these charitable 

initiatives are providing much-needed support, we have to create the solutions 

to sustainably fund the services provided by local government, or it will be the 

families that need us most who will continue to be let down.



Under the fire of austerity, councils are becoming more entrepreneurial, much 

leaner, and are being pushed to become more self-sustaining rather than relying 

on Whitehall. This has now provoked a modern iteration of a municipal socialist 

movement that has brought with it the next generation of Labour thinkers who 

are creating the policies and programmes that will protect core services and 

help sustain income in slimmed down councils.

Modern iterations of ideas like municipal energy companies providing power, 

and council owned housing companies building much needed homes, have 

shown that when the left are under pressure to help those most in need we do 

not buckle, we innovate.

Labour supporters have ambitions for what we want local authorities to do. 

These include the provision and regulation of decent and affordable places 

to live; building vibrant local economies filled with shops and much-loved 

businesses; tackling air pollution and fighting climate change; making it easier 

for us to use public transport; making the streets safer and cleaner; provid-

ing better access to healthcare; planning for a future that has opportunities 

for everyone; and helping those in need. But the question continues to arise 

across all of these areas: how do you create a sustainable way to fund these 

services and deliver change?

This report will explore how funding for has evolved, how the coalition gov-

ernment sought to change it, the impacts of recent and ongoing Conservative 

changes from Whitehall, what Labour councils are doing in response, and how 

we as a Labour movement can protect essential local services into the future.
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CHAPTER 1

WHERE WE’VE COME 
FROM: A BRIEF HISTORY 
OF LOCAL GOVERNMENT 
FUNDING UNTIL 2010

1.1 1381-1997: Through feast and famine

By Adam Allnutt, Local Government Policy Liaison 

on the Young Fabian Executive Committee

 In order to properly address a brief history of how local government has been 

funded through the centuries I have elected to track a quick passage through 

some interesting dates to show the challenges that have always faced the 

financing of local government programmes.

It was a warm spring day when Walter “Wat” Tyler was to set the spark that 

would light the fire of the peasant revolt of 1381 against the poll tax of the time. 

It would cost him his life. Through the different iterations of how early Britain 

was governed it was the people that paid the heaviest price for little in return, 

but that would eventually change. In 1601 the Poor Law Act was passed and 

with it came the first British form of domestic rates levied on property rather 
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than on people, giving us the first steps towards more progressive taxation to 

pay for social welfare, beginning in its crudest form.

This system would last more than 100 years and grow to include hypothecated 

local taxes for highways, the poor laws and a wide variety of other services 

delivered locally. But these taxes were not just collected by one tier of govern-

ment – they ended being collected by multiple tiers, eventually provoking a need 

for serious change in the form of the 1739 County Rates Act which simplified 

people’s local rates into one payment. The simplified system that came out of 

it stood the test of time and with regular re-evaluations based on rental value 

would prove a popular and easy to understand solution for the funding of the 

expanding services that local government provided.

It was not always without its critics though. In the years before the 1888 

County Council Act the rich property-owning classes moaned that if there were 

proper democratic elections to local government bodies it would ‘put the cat 

in charge of the milk jug’ and see them paying more for services they did not 

use. But Lord Salisbury neither listened nor gave into their demands. Instead in 

the years following the end of the First World War in 1918, local government 

was to expand dramatically to become responsible for the dust bins, drains 

and ‘local improvement’. Leading up to the 1960s it would be responsible for 

housing nearly a third of the British population, for providing a wide variety 

of costly social services and for education at all levels.

The system of domestic rates had stood the test of time because people accepted 

them for the most part and thought it to be the best option and the easiest to 

understand. In 1963, after the English rate revaluation, Macmillan’s govern-

ment established the Allen Commission to look into the rating system and how 

to possibly bring about reform. This would come to nothing, as Harold Wilson 

would take office before the Commission’s report was published. However, it 

was with this that the seed of reform was planted in the mind of the Conservative 
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Party’s policymakers and rank and file. In their 1973 manifesto, the Conservative 

Party committed to abolishing domestic rates despite providing no firm plan 

as what to what would replace it.

Funding for local government in 1978 was made up of Domestic Rates paid by 

residents and business based on the rental value of the property, a large central 

government grant and revenue that councils would make from other sources 

such as council homes which was usually hypothecated. Central government 

grants by now amounted on average to between a third or half of an average 

council’s budget and was there to subsidise services such as education and 

much of the welfare state. Councils were seen as a great leveller at the time 

and increasing their funding was a way of tackling poverty.

The Conservative promise to change how local government was funded would 

be reiterated in Thatcher’s 1979 manifesto alongside commitments to reduce 

the size of the state, decrease spending, cut regulations and bring down taxes. 

Her election that year would herald a period of changes to the state that would 

change many parts of how the British state operated. The Conservative gov-

ernment changes included sweeping privatisation of nationalised industries, 

the selling off of council homes while making it difficult for councils to build 

replacements, and the liberalisation of the financial markets along with the 

demutualisation of insurance societies and building societies.

Many of these changes were unpopular with the British public to begin with, 

but after they were implemented and some of the public gained ownership of 

shares in new companies, of their new home, and saw an increase in private 

sector jobs and wealth in some places, public opinion became more favourable. 

The impression this gave to Thatcher and the Conservatives was that they had 

to see policies through to the end and it was only then that the British public 

would see them as successful and change their view. This was the internal 

mindset that would lead them to the ill-fated Poll Tax.
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The first reform of the Thatcher government in 1980 was designed to put fi-

nancial controls on councils by replacing a need based central government 

grant with a block grant and its size was determined by central government. 

A year later the government would lay a set of targets and penalties that were 

designed to punish councils not complying with the budgets given to them. 

In fiscal terms this meant that although there were overall drops in spending 

in local government between those years in 1982 spending would rise even 

though the grant from central government would fall from 61% in 1979-80 to 

53% in 1982-83. It was at this point that Labour controlled Coventry Council 

decided on a referendum to ask residents if they would prefer more services 

or lower rates. The latter would win a large margin and give a signal to the 

government that it was on the right tracks.

There were councils and Municipal areas run by Labour authorities that saw it 

as their duty to resist what they saw as a neoliberal idealistic Conservative Party 

bent on the destruction of the empowering state. With Ken Livingstone running 

the Greater London Council and Derek Hatton holding great influence within 

Liverpool City Council it was little surprise that central government’s attention 

would eventually turn to structural reform. Conservative ministers, when looking 

at these free market reforms, believed it was elected councillors’ jobs to meet 

only a few times a year to hand out contracts to private businesses to do the 

work of councils, and not have them run their own services.

When the Conservative government looked at reforming the domestic rates 

there were four viable ways they saw that councils could be funded; firstly 

through a property value based tax like the existing rates system, secondly 

through a Local Income Tax that would give Councils the ability to set their 

own percentage within limits, thirdly through a Local Consumption Tax akin to 

additional VAT, and lastly through a Poll Tax that would charge a fixed amount 

to every person regardless of income or wealth.
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Thatcher sought to relieve what she considered the unfair burden of property 

tax on the property-owning section of the population and outlined a funda-

mental solution as her flagship policy in the Conservative manifesto for the 

1987 election. This policy had been in the works since the early 1970s and 

was now seen among Conservative members as the way to stop punishing the 

widow living by herself paying the same as the house next door that had four 

wage earners. This picture was painted time and again as a way of framing 

how the Poll Tax would be fairer, more accountable to those that paid it, and 

supposedly easier to administer.

In order to lessen the impact on the financial losers in the reform it was agreed 

there would be a four-year dual running period between rates and the now 

renamed Community Charge. But after lobbying by ministers close to Thatcher 

who were keen on the policy to be put in place it was decided that it would 

be too cumbersome and expensive, and that it would be easier just to have a 

straight swap. The Community Charge would start in Scotland in the financial 

year 1989/90 with it starting in England and Wales in 1990/91. One of the 

key failures of the policy through its creation is that the Conservatives were 

blinkered to the problems that came up during its implementation and the 

increased costs in administering and collecting the taxes levied.

The Community Charge was a change that turned a property value-based tax 

that was revalued every five years and people understood, into a charge per 

member of each household registered. This created huge tax rises on some 

households and large reductions for others. The amount would vary depend-

ing on the local authority. The original projections when it was heading for 

full implementation were that the average amount paid would be £270, but 

this figure varied hugely across the country with residents in Labour controlled 

Haringey paying £554 and residents in Conservative controlled Wandsworth 

paying only £148.
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In the original policy there were few discounts and exemptions given with 

students only getting a 20% discount and other vulnerable or low wage 

groups not receiving anything. This along with overzealous tax collectors 

only bolstered the growing campaigns encouraging people not to pay the 

Community Charge, which by this point had become known more widely as  

the ‘Poll Tax’. To make the policy more palatable and to save the reform from 

a shift in public opinion the Conservatives in 1990 started to introduce a series 

of rebates and government grants that would lessen the impact of the increase 

on some groups, implementing a de-facto dual running scheme.

They would fail to quell the anger felt in the public and a series of protests, riots 

and campaigns not to pay would take their toll. Approval rating for the policy 

and the Conservatives plummeted with the Labour Party taking an 18-point 

lead. The consensus that the Conservative Government reached was that in 

order to remove a key flagship Thatcherite policy they would have to get rid 

of Thatcher herself. It would be Michael Heseltine who would challenge in 

early November 1990. 

Although she would survive, Margaret Thatcher would announce on November 

22nd that she was to step down. In the preceding leaderships contest all three 

candidates pledged to repeal the Community Charge. With John Major com-

ing out on top, the imminent scrapping of the policy was announced, along 

with a reduction in the level of the Charge in the meantime. To pay for this the 

government raised VAT from 15% to 17.5%, which paid for a £140 reduction 

in the worst affected areas.

The Conservatives would then go on to win the 1992 General Election against 

Neil Kinnock and abolish the Community Charge. The replacement would be 

the modern-day council tax similar to the previous domestic rates as a form of 

a property value-based tax, with each property falling into one of eight bands 

(A to H). This tax is fully payable for two or more people living in one house, 
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or 75% of the total for people living on their own. There is also exemption for 

certain properties as well as for some people including students with other 

groups receiving discounts.

With the new council tax in place there was a continuation of austerity for lo-

cal government. Budgets were capped, local services largely degraded and 

social housing allowed to crumble. Councils were on their knees going into 

the 1997 general election and needed help. But the Conservative Party going 

into it was in absolute disarray over Europe, how to reform the state, and who 

should lead the party.

1.2 - 1997-2010: New Labour and 
local government funding

By John Morris, Secretary of the Young Fabian 

Devolution & Local Government Network

Introduction

In 1997, Labour won an enormous landslide victory with a huge parliamentary 

majority of 17 - the largest majority the Labour Party has ever held. In the next 

few years, the New Labour government began to propose and implement many 

new policies under the policy umbrella of modernising local government. The 

desire for reform came after many years Conservative capping of budgets, 

and the result was that local government services 1997 was not at their best. 

LOCAL GOVERNMENT UNDER FIRE

27



Furthermore, there was concern about local government’s low standing in 

society; with low participation levels and poor turnout at local elections1.

1997 -1998: Landslide and Reform

In its 1997 general election manifesto, the Labour Party stated that “Local 

decision-making should be less constrained by central government, and more 

accountable to local people”. Furthermore, that “crude and universal council tax 

capping should go”. However, the manifesto would go on to say that “we will 

retain reserve powers to control excessive council tax rises”. As such, keeping 

the door open to top-down oversight. In addition, Labour stated that “every 

council will be required to publish a local performance plan with targets for 

service improvement and be expected to achieve them”2. The statement “crude 

and universal council tax capping” was referencing the process of capping 

(also known as rate-capping or budget-capping), a statutory ceiling that was 

placed on councils’ level of rates (local taxes) raised by councils. Originally 

targeted, it became universally applied to all local authorities throughout the 

1980s and 1990s3. By capping rates, the only form of fixed revenue that 

councils could raise or lower, it effectively placed a cap on the budgets. In the 

1990s, at the behest of local authorities, Secretaries of State began to make 

pre-budget announcements on capping limits. As before, caps were set after 

local budgets had been set. This left little certainty as to whether councils were 

over the limit or not and they tried to set their budgets as close to the brink as 

possible. However, instead of getting rid of capping, Labour would instead 

1	  Geoffrey Filkin, Gerry Stoker, Paul Corrigan and John Tizard, Joseph Rowntree 
Foundation, Modernising Local Government, 8th Apr 1999 p.1

2	  Labour Manifesto 1997, (Section) We will clean up politics, (Part) Good Local 
government

3	  David Wilson and Chris Game, Local government in the United Kingdom, published 
by Palgrave MacMillan, Third Edition, 2002, p.198
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extend the range of criteria that the Secretary of State could consider when 

setting caps1. Despite being stopped for a time, rate capping was reintroduced 

just before the 2005 election. The manifesto’s reference to ‘local performance 

plans’ would manifest into a series of top-down performance frameworks that 

would continue until 2010.

Once in power, one of the earliest acts of the New Labour government was 

to create the Department of the Environment, Transport and the Regions, un-

der John Prescott2, included within the remit of this ‘super-ministry’ was local 

government3. It wasn’t until 1998 the White Paper Modern local government: 

In Touch with the People was published. It was a wide range in its scope, from 

local government finance to community, local government leadership and the 

‘Best Value’ performance framework (explained further below)4. There are 

three chapters that dealt with local government finance5:

•	 Chapter 5: Improving Local Financial Accountability

•	 Chapter 9: Capital Finance

•	 Chapter 10: Business Rates

Improving Local Financial Accountability focused mainly on capping. It built 

upon the 1997’s manifesto pledge to work towards “abolition of crude and 

universal capping”, arguing that “central government in effect setting a bud-

get limit for every council, means that local people’s impact on their council’s 

1	  P.A. Watt (2000) "Modernising Local Government Finance", Local Governance, vol. 
26, no. 3, Autumn, pp. 211-217, p.2-3

2	  BBC News, BBC, Prescott regrets department split, http://news.bbc.co.uk/1/hi/
uk_politics/6272251.stm(Online), 17 January 2007

3	  ^^ BBC 

4	  Geoffrey Filkin, Gerry Stoker, et al, Joseph Rowntree Foundation, p.3

5	  ^DETR, White Paper Modern Local government: in touch with the people, p1
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spending and taxing decisions is weak”1. However, even though Labour was 

to end the universal capping system, it would not abolish capping completely, 

but instead keep it as a reserve power to use should a council’s spending be 

deemed irresponsibly excessive2. This chapter also discussed council stability, 

transparency of grant funding, and the impact on local decision making on 

best value3.

Capital Finance looked at ways forward for capital finance in response to criti-

cisms in the Audit Commission (1997) report Capital Gains about inadequate 

capital spending by local authorities4. The government sought to remedy 

some of the problems with policies New Deal for Regeneration, New Deal 

for Communities and Single Regeneration Budget. However, it also hoped to 

come up with some longer-term solutions, including5:

•	 Developing a new capital finance framework

•	 a move to a single ‘pot’ system of capital allocation

•	 encouragement of the use of asset management plans by local 

authorities 

•	 greater stability in allocations over time

•	 changes in the control of spending of capital receipts.

•	 a move from statutory debt repayment requirements to a mandatory 

code of practice

1	  ^DETR, p. 34

2	  ^DETR, p. 35

3	  ^P.A. Watt, p.2

4	  ^P.A. Watt, p.2

5	  ^DETR, 67-71
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•	 the longer-term development of the private finance initiative

Business Rates was a response to pressures for a return of the business rate to 

local control1. The White Paper supported the idea of local government control 

over business rates by arguing that “It is vital therefore that the links between 

local businesses and councils are strong and effective” and “If councils have 

some direct responsibility for local tax decisions affecting the business com-

munity, their local leadership role would be enhanced. They would be more 

responsive to business needs”.

There was a sense of caution on the part of the government, with the argument 

that such powers should come with “adequate safeguards against unreasonable 

rate increases” and perhaps also a lack of enthusiasm as well. It argued that 

the present system has “considerable strengths” being “stable and predictable”, 

such as providing a “level playing field across the country.”, while the rating 

pool protects “business and councils from the impact of changes in the local 

tax base” and “provides a degree of resource equalisation”.

The Local Government Acts 1999, 2000 and 2003

A year later, the Local Government Act 1999 was ratified. It provided a frame-

work for ‘Best Value’ for local government services and was Labour’s answer 

to the Conservatives ‘CCT (Compulsory Competitive Tendering) - which put 

cost rather than quality as a priority for councils and forced them to outsource 

services to the lowest bidder. Best Value would become the foundation of 

New Labour’s early Modernisation Agenda. It was a framework that requires 

authorities to continuously make improvements in the exercise of their functions, 

with a new range of key performance indicators, including:

•	 cost and efficiency

1	  ^P.A. Watt, p.2
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•	 effectiveness

•	 quality

•	 fair access

This framework would be implemented in 6 key stages1

1.	 Establishing local authority-wide objectives and performance measures.

2.	 Agreeing on a programme of fundamental performance reviews to be 
set out in local performance plan (LPP)

3.	 Undertake performance reviews in key areas of council expenditure and 
across all services

4.	 Set and publish efficiency targets in the LPP

5.	 Subject to a process of independent audit and inspection and subse-
quent certification

6.	 Refer areas requiring intervention to the Secretary of State responsible 
for local government.

It would later be discovered that this ‘best value’ framework contributed to 

improvements in activities ranging from recycling, library services and local 

tax collection2. 

The year after, the Local Government Act 2000 was also ratified. It was sig-

nificant because between 1888 to 2000, local governments could only act 

or spend with the permission of specific legal powers contained in many dif-

ferent pieces of information. The Local Government Act 2000, and its duty on 

councils to promote “economic, social and environmental well-being” became 

the power of first resort, giving councils a reason to utilise resources for these 

1	  ^Janice Morphet, Modern local government, SAGE Publications, 2008, Chapter 2, 
p.54

2	  ^Janice Morphet, p56
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outcomes without any further specific legal powers1. The main elements of 

the Local Government Act 2000 included the implementation of new council 

constitutions – elimination of the council committee system and introduced the 

mayoral executive model. As well as ensuring that local authorities had a duty 

to promote economic, social and environmental well-being. And finally, that 

councils had to prepare a community strategy to engage with its constituents2.

The LGA Act 2000 also meant that the role of the council was more clearly 

defined. That is to:

•	 Setting a budget

•	 Setting overall policy

•	 The approval of specific plans which are defined

•	 Dealing with referred decisions

But the power to act remained solely with the executive. The new council con-

stitutions allowed for the experimenting of the role of the full council meeting, 

such as3:

•	 A state of the district debate

•	 Ability to question any portfolio holder by any council member

•	 The ability of any member of the public to question the executive

•	 Hold single issue meetings

•	 Webcasting meetings

1	  ^Janice Morphet, p96

2	  ^Janice Morphet, p.27

3	  ^Janice Morphet, p.27
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Local Government Act 2000 also provided a framework for new forms of how 

the executive can be run:

•	 A directly elected mayor with a cabinet;

•	 A cabinet with a leader;

•	 A directly elected mayor with a council-manager; or

•	 Another system (dependent on ministerial approval)

2001 saw another general election. Labour’s manifesto offer on local gov-

ernment was focused on local government’s provision of services and perfor-

mance, and was also very much about ‘partnership’ and ‘mutual respect and 

responsibility’. It also promised a “£400 million reward fund” to top-performing 

councils to provide more “leeway”, as well as more financial flexibility for top 

performing councils.

Perhaps the most radical piece of legislation was the Local Government Act 

2003 (LGA 2003). The LGA 2003 conferred powers on to councils to trade, 

and liberalised revenue sources for capital projects. After 2003, councils could 

use four sources for financing capital projects: borrow; use capital receipts; 

capital grants from central government or the EU; and current (revenue) income. 

The changes made by the LGA 2003 would be the biggest change the 1997 

to 2010 Labour government made to local government funding.

Although councils could borrow before the introduction of the LGA 2003 Act, 

each major project required ministerial credit approval (MCA), which came 

with firm restrictions. Borrowing after 2004 it was done under the Prudential 

system. The name comes from the Prudential Code that was drawn up by the 

Chartered Institute of Public Finance and Accountancy (CIPFA), and was used 

to calculate how much debt councils can afford. Councils were only allowed 

to borrow if they could afford to service the debt themselves. The Prudential 
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system had several benefits but chief among them was that its focus on out-

comes rather than inputs, what they can achieve rather than what they can 

afford. It also meant that they could undertake self-financing investment, such 

as revenue producing projects, earning additional income and would increase 

local employment. It also an alternative to PFIs for councils that would prefer to 

own their own assets. The LGA 2003 also introduced the CPA (Comprehensive 

Performance Assessment) processes1. The CPA arose from a series of discus-

sions about reducing inspection and target burdens on councils and increasing 

flexibilities and freedoms for high performing councils, promised by Labour in 

19972. Both ‘best value’ and CPA, as well as a focus on performance, would 

represent the biggest culture shift in local government since 19973. 

In July 2004, Sir Michael Lyons, a former Labour councillor and chief execu-

tive of three significant local authorities, was asked to undertake an Inquiry 

into local government by the Chancellor and the Deputy Prime Minister. His 

role would evolve into leading one of the most in-depth inquiries on the role of 

local government since the 1970s. Changes introduced for the financial year 

2003-04 saw the standard spending assessments (SSA) formula replaced with 

a new method of assessing local government spending needs — the Formula 

Spending Share — giving Whitehall greater scope to consider deprivation 

and other factors.

1	  David Wilson and Chris Game, Local government in the United Kingdom, published 
by Palgrave MacMillan, Third Edition, 2002, p.210-211

2	  ^Janice Morphet, Modern local government, SAGE Publications, 2008, Chapter 2, p 
56-7

3	  ^Janice Morphet, p 58
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2005-10: Community-focused policymaking 
and the Lyons Inquiry

In 2005, there was another general election. The theme of Labour’s manifesto 

offer on local government was “more freedom, less bureaucracy”, with “greater 

freedoms for top-performing councils”, and minimum standards of service 

provision for all councils to meet. In regards to financing local government 

finance, it aimed to “dramatically simplify the many funding streams available 

to local areas through new Local Area Agreements” and provide “three-year 

funding” cycles.

In contrast to its initial opposition to capping, Labour stated that “we will con-

tinue to invest in local services with year-on-year increases in grants to local 

councils, and will not hesitate to use our capping powers to protect council 

tax payers from excessive rises in council tax”1. Earlier in the year, in prelude 

to the election, Tony Blair pledged to provide “people power” by giving local 

communities responsibility for running services such as leisure centres and hous-

ing rather then the town hall, such as in the form of local trusts2. In September 

2005, ministers asked Sir Michael Lyons to extend the scope of his Inquiry to 

consider the strategic role of local government, devolution and decentralisation, 

and “how pressures on local services could better be managed”3. A year later, 

in October 2006, the White Paper Strong and Prosperous Communities, was 

released by the new Secretary of State for Communities and Local Government, 

Ruth Kelly. 

1	  ^2005 manifesto

2	  Peter Hetherington, The Guardian, Blair pledges 'people power' for communities, 
https://www.theguardian.com/politics/2005/feb/01/uk.communities (Online), 1st 
February 2005

3	  Sir Michael Lyons, Lyons Inquiry into local government, Place-shaping: a shared 
ambition for the future of local government: Final Report, March 2007
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The White Paper was in-depth and ambitious in its proposals for community 

involvement. However, it was limited in terms of giving ‘freedoms and flex-

ibilities’ to local government. The White Paper, proposed in the introduction 

“strategic regions” based around cities, with directly elected executives. Any 

mention of devolution was centred around services, such as ‘employment’, ‘skills’ 

and ‘transport’1; something that the coalition government of 2010 - 15 would 

adopt and move forward on. The White Paper also spoke of a more active 

participation of citizens and communities in the running of local government 

and its services2. Building upon Best Value and the Comprehensive Performance 

Assessment, the White Paper would introduce another performance framework, 

the Comprehensive Area Assessment3. This would eventually be stripped away 

by Eric Pickles, Secretary of State for Communities & Local Government during 

the 2010-15 coalition government4.

In March 2007, the Lyons Inquiry finalised its report and recommendations. At 

the start of the inquiry, Lyons was only tasked to look at financing local gov-

ernment, but a broader remit was sought, and given, to look at the wider role 

of local government, decentralisation and devolution5. Michael Lyons made 

recommendations ranging from accountability to local government strategy. In 

his report, he identified a number of areas that were restricting local govern-

ment, but in particular in funding, where there was a high degree of central 

control, lack of flexibility over existing resources and limited flexibility to raise 

additional resources. To this end, his conclusion was to give councils greater 

1	  ^Strong and prosperous communities, p.8-10

2	  ^Strong and prosperous communities, p.5

3	  ^Strong and prosperous communities, p.11

4	  Ministry of Housing, Communities & Local Government, Pickles strips away pointless 
town hall red tape targets, https://www.gov.uk/government/news/pickles-strips-
away-pointless-town-hall-red-tape-targets (Online), 25 June 2010

5	  ^Lyons Report, Preface, p4-6
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flexibility over finances, both to enable local government to manage services 

in response to local needs, and to give better incentives for local government 

to own and grow their tax bases and for both central and local government 

to develop a more productive relationship over time. 

The Lyons Inquiry also offered a broad set of objectives for reform. These were1:

•	 greater local flexibility and choice

•	 stronger national and local accountability based on clearer 

responsibilities

•	 better incentives for local government

•	 efficiency in local tax and spending

•	 better management of pressures

•	 improved fairness, and perceived fairness in the tax system

The report added that “Taken together, these objectives shape a package of 

reforms to ensure the sustainability of the local government finance system, in 

the immediate term and into the future”2. The Lyons Inquiry also made recom-

mendations to reform council tax to introduce greater fairness in the system, 

including regular revaluations and reforms of council tax bands, adding that 

“there is a real risk that failure to revalue only makes it more difficult ever to do 

so, whereas an expectation of regular revaluations (as is already the norm in 

business rates) would contribute to the long-term sustainability of a property 

tax”3. As for business rates, he suggested that “the national business rate is not 

an appropriate way to raise additional resources” and that the “most press-

1	  ^Lyons Report,p.20

2	  ^Lyons Report,p.20

3	  ^Lyons Report, 23-24
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ing need is to develop much more constructive relationships between local 

authorities and businesses, focused on joint interests in promoting economic 

prosperity and investment in local infrastructure”1. However, the Lyons Inquiry 

did offer the option to transfer business rates revenues and decisions over tax 

rates to local control as this would give local authorities a substantial new local 

revenue source and considerable flexibility over revenue raising. Furthermore, 

to maintain a level of equalisation among council services, he recommends 

that “Seventy authorities would need to pay some of their local tax revenues 

to the central government to support other authorities”. Additionally, the Lyons 

Inquiry offered other alternatives, such as levying “a supplement on the national 

business rate within their area”, retention, and reliefs and exemptions2.

Within a year of the release of the Lyons report, the UK would face a financial 

crisis that would have implications on both a global and local scale. According 

to a House of Commons research briefing, “80% of authorities have seen either 

a moderate (1-3%) or significant (>3%) decrease in the level of total income 

as a direct consequence of the recession”. Approximately 40% of authorities 

had not anticipated the reductions in income at all, while around 90% had, to 

some extent, anticipated the increases in demand for services that would be 

required in a recession3.

Summary

Though Labour did embark on a similar top-down managerial approach to 

local government as the Conservatives, there is evidence that their focus on 

quality rather than cost made “significant improvements in many local govern-

1	  ^Lyons Report, 28

2	  ^Lyon report, p.30

3	  ^House of Commons Library, Local authority finance in a recession, January 14, 
2009
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ment services between 2000 and 2006”1. An analysis by the Department of 

Communities and Local Government found an improvement of 21.9 percent 

between 2000 - 01 and 2005 - 06, with the largest improvements in waste and 

culture services as well as modest improvements in other services2. However, 

Labour’s biggest impacts on local government finance were the ability to bor-

row, flexibility to finance capital projects and freedom to act in the economic 

interests of its constituents. Overall, the New Labour government did provide 

the additional freedom and flexibility that it said it would in its 1997 manifesto.

1	  ^House of Commons Library, Local authority finance in a recession, January 14, 
2009

2	  Communities and Local Government, Meta-evaluation of the Local Government 
Modernisation Agenda The State of Local Services: Performance Improvement in 
Government Steve Martin Centre for Local & Regional government Research, Cardiff 
University (December 2008)
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CHAPTER 2

THE IMPACTS OF 
AUSTERITY ON LOCAL 
GOVERNMENT SINCE 2010

2.1 - Teetering on the brink – learning 
the lessons from Northamptonshire

By Andrew Crichton, a member of the Young Fabians.

“Government cuts are pushing our councils into crisis, and the crisis in 

Northamptonshire is the canary in the coal mine” warned Andrew Gwynne MP, 

Shadow Secretary of State for Housing, Communities and Local Government, 

speaking on BBC Radio 4 in July 2018.

In February 2018 an event occurred which brought cuts to local authorities back 

onto the front pages of newspapers. For the first time in more than two decades 

in any local authority in the UK, the Finance Director of Northamptonshire 

County Council issued a section 114 notice, a notice which stated that the local 

authority was at risk of spending more in the upcoming financial year than the 

resources it had available. Subsequently Northamptonshire’s external auditor 

issued an advisory notice which effectively stopped the local authority’s budget 

setting process, just before the council was about to vote on a budget that the 

LOCAL GOVERNMENT UNDER FIRE

41



auditor considered not balanced and so not legal. It is illegal for local authorities 

to spend more than they can afford, and the auditor was duty bound to act.

This event, as dramatic and unprecedented as it was, was not entirely un-

predicted. Ever since Eric Pickles gleefully signed up to a 27% cut in local 

government grants in the autumn of 2010, council leaders and opposition 

figures have warned that they are unsustainable. As early as December 2012, 

the leaders of seven major metropolitan councils warned that local authorities 

faced a “looming financial crisis”, with a nightmare scenario of councils only 

providing a skeleton service by 2020.

But these dire warnings were simply ignored by both the coalition and the 

subsequent Conservative government. During 2010 to 2016, they made 

cuts to local authority grants of just under 40%. Taking account of changes 

to council tax and other variables, this has meant a total reduction of local 

authority revenue of 26% in the past eight years. Combined with the require-

ment for local authorities to hold a referendum should they wish to raise their 

council tax by more than 2% (a mechanism which Conservative-controlled 

Surrey County Council proposed to use in January 2017), this has made cuts 

to local services all but compulsory, with no possibility for any local authority 

to avoid cuts to services.

For the first three years of the Conservative-Liberal Democrat coalition, councils 

managed to reduce spending on local services by more than was needed to 

make up for this funding shortfall, resulting in local authorities increasing their 

reserves. These hefty cuts largely fell on services which do not form part of 

councils’ statutory responsibilities, such as planning and development (52.8%), 

highways and transport (45.6%) and cultural and related services (34.9%). In 

total between 2010 - 11 and 2016 - 17, there was a 32.6% real terms reduction 

in local authority spending on non-social care related services.
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Yet this was not sustainable indefinitely. There is only so much that could be cut 

from the non-statutory services before local authorities would cease to function 

properly, and so from 2013 onwards local authorities had to look for other ways 

to plug the hole in their finances. The solution often reached was drawing on 

reserves, with 66.2% of single tier and county council local authorities drawing 

on their reserves by 2016 - 17. These authorities have been especially hard hit 

due to their statutory responsibilities, which include the provision of support for 

vulnerable older adults and children’s care. With the pressure on these services 

increasing since 2010, County Councils and Single Tier authorities have had 

much less wriggle room to make cuts, and consequently they have relied much 

more heavily on reserves than district councils.

This is what really did it for Northamptonshire. By spending 65.7% of its total 

budget on social care by 2016/17, the authority has had little choice but to 

rely on its reserves but these reserves would only last for 2.3 years at current 

levels of spending. A second Section 114 notice was issued in July 2018 and 

the council has now begun to lay out plans for reducing services to a “core 

offer”, with 21 of its 36 libraries to be sold and over £70 million of cuts to be 

found. The library proposals are already subject to a legal challenge due to the 

county potentially breaching its statutory obligations, and it seems very likely 

with the scale of the coming cuts that further legal challenges will be made.

Northamptonshire is not an isolated case. The National Audit Office recently 

warned that more than 10% of local authorities with social care responsibilities 

have less than three years of reserves left. Councillor Nick Forbes, (Labour) 

leader of Newcastle City Council and vice chair of the Local Government 

Association has warned that a funding black hole of £8 billion will emerge 

by 2025 and that “councils will no longer be there for people” after years 

of austerity.
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Earlier in 2018, Conservative run Somerset County council called for an overhaul 

of funding after auditors warned it could also go bust, whilst the Conservative 

leader of Surrey County council David Hodge criticised the cuts in a full council 

meeting in February 2018, stating that “the government cannot stand idly by 

when Rome burns”. When even Conservative leaders of traditional Conservative 

strongholds like Surrey and Somerset are warning the government of the impact 

of cuts, it should be clear that this is not a party-political issue but something 

recognised by local politicians of every stripe.

Only the central government currently has the power to bring back our local 

authorities from the brink - and unfortunately, Labour do not currently hold the 

reins of power in Whitehall. The retention of business rates and increases in 

council tax are not enough to fill the massive gap in local authority finances 

left by the cuts to government grants. Labour’s task over the coming months is 

to work across party lines to achieve a reversal in these cuts which have left 

local government at a cliff edge. The government needs to listen to the con-

cerns raised by local authority leaders up and down the country or face more 

Northamptonshires and very serious consequences for many vulnerable people.
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2.2 - How has social care been affected by recent 
changes since the financial crash of 2007?

By Susie Burpee, a member of the Young Fabians.

Between 2010 -11 and 2017 - 18, local authorities have seen a real terms 

reduction in central government funding of 49.1%.1 This translates to a 28.6% 

reduction in spending power when local tax receipts are accounted for2. Due 

to such massive cuts many councils have had no choice but to make huge re-

ductions to council services; planning and development services for example 

have been cut on average by 54%, housing services by 46% and highways 

and transport by 34%3. Social care budgets in contrast have largely been 

protected and have seen average cuts of just 3%4. Despite this, social care is 

widely seen as a service in crisis. In this chapter I will explore how social care 

has been impacted by austerity across the country, and what it means for the 

future of care in the UK.

1	  National Audit Office, “Financial Sustainability of local authorities 2018”

2	  Ibid

3	  Ibid

4	  Ibid
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Adding strain to an already stretched 
service – impact on services

Though the overall cuts to budgets in social care appear to be relatively moder-

ate, they have happened at a time when demand for services has increased 

dramatically. Between 2004 and 2014 the number of people aged over 65 

increased by 20%1. At the same time, life expectancies for younger people 

with disabilities have also increased. For example, somebody with Down’s 

Syndrome today has an average life expectancy of 60, compared to just 23 

in 19832. Due to this rise in demand, by 2010 when the cuts were introduced, 

90% of local authorities had already limited financial help to those with ‘sub-

stantial’ or ‘critical’ needs3. Despite having already restricted services, between 

2010 and 2016 the number of older people getting state-funded help fell by 

a further 26%4. The trend was similar though less severe for those under 65.

The picture is far from uniform across the country however with studies repeat-

edly showing the cuts hitting the most deprived communities the hardest. Due 

to deprived authorities being more reliant on the government grant in the first 

place, the real term cuts in £ per head have been much bigger for them; the 

1	  Ibid

2	  http://www.ucl.ac.uk/news/news-articles/0517/24052017_ageing_population

3	  Fernandez JL, Snell T, Forder J, Wittenburg R (2013) Implications of setting eligibility 
criteria for adult social care services in England at the moderate needs level. PSSRU 
Discussion Paper 2851. London Persona; Social Services Research Unit. P. 41 in 
Richard Humphries, Ruth Thorlby, Holly Holder, Patrick Hall, Anna Charles, “Social 
care for older people: Home truths”, The King’s Fund, Sept 2016

4	  Richard Humphries, Ruth Thorlby, Holly Holder, Patrick Hall, Anna Charles, “Social 
care for older people: Home truths”, The King’s Fund, Sept 2016. p.15
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most deprived authorities have but cut by more than £220 per head vs less 

than £40 in the least1.

As well as this, more deprived councils are less able to make up the shortfall 

through locally collected taxes as incomes tend to be lower and are less able 

to cross-subsidise the care of poorer residents with income generated by self-

funders, a common strategy of more affluent councils. This has led to a striking 

convergence of the overall spend on care per head across the country despite 

very different levels of need. In 2010 the most deprived councils spent 45% 

more on care per person than the least deprived; in 2015 the difference was 

just 17%. Whilst the poorest councils have had to reduce care budgets by on 

average 14%, the most affluent have actually increased them by 8%.

Cost of Social Care Provision 

In order to manage financial pressures, most councils chose to freeze or reduce 

annual fees for social care providers: between 2011 and 2016 fees fell by an 

average of 6.2%. In 2016 however, councils had to increase annual fees in 

order to cover the increased wage bill brought about by the introduction of 

the National Living Wage, estimated to cost £300 million that year2. Whilst 

the move to increase wages in a notoriously underpaid sector is to be wel-

comed, the government failed to provide sufficient money to councils to pay 

for it. Although the government introduced the Social Care Precept, allowing 

local authorities to raise council tax by 2% to pay for increased care costs, this 

raised less than two-thirds of what was required to cover the increased cost of 

1	  Annette Hastings, Nick Bailey, Glen Bramley, Maria Gannon and David Watkins, 
‘Summary: The cost of the cuts: The impact on governmentlocal government and 
poorer communities’, Joseph Rowntree Foundation, March 2015. P.6

2	  Richard Humphries, Ruth Thorlby, Holly Holder, Patrick Hall, Anna Charles, “Social 
care for older people: Home truths”, The King’s Fund, Sept 2016, p.23
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wages for social care providers1. Other gestures from the government, such as 

the £2billion offered in the Spring Budget of 2017, were similarly inadequate.

As well as this, the Care Act in 2014 added a range of new expectations 

for care providers, imposing higher standards at a time of rapidly reducing 

resources. The combination of these pressures has led many service providers 

to hand back their contracts. A survey in 2017 showed this had happened in 

almost a third of local authorities2. Again, this was most prevalent in the most 

deprived authorities.

The reduced access to formal care has also left a heavy burden on unpaid 

carers. Over six million people in the UK now provide unpaid care to an ill, 

elderly or disabled family member or friend which is an increase of 10% 

since 2001. Nearly one and a half million of those provide over 50 hours of 

unpaid care per week, often without any breaks and to the detriment of their 

own health and wellbeing3.

Long term effects

Whilst the short-term effects of austerity have been harmful, many feel the 

longer-term impact is likely to be even more damaging. Many of the choices 

that councils have had to make offer only short term, unsustainable solutions. 

Financially, for example, after initially cutting services to make the necessary 

1	  Association of Directors of Adult Social Services (2016). ADASS budget survey 
2016 [online] ADASS website. Available at: https://www.adass.org.uk/budget-
survey-2016

2	  Association of Directors of Adult Social Services (2017). ADASS budget survey 2017 
[online] ADASS website. Available at: https://www.adass.org.uk/media/6118/
autumn-short-survey-2017-report-october-2017.pdf p.2

3	  Carers UK (2016). State of caring 2016 [online]. Carers UK website. Available at: 
www.carersuk.org/for-professionals/policy/policy-library/state -of-caring-2016 
p.12
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savings, in more recent years most councils have chosen to reduce other 

types of spending such as reducing the cost of servicing debt, reducing their 

net contributions to reserves or drawing them down. An ongoing reliance on 

reserves is simply not sustainable; the NAO estimates that more than 10% of 

councils have fewer than 3 years’ worth of total reserves left if they continue 

to use them at the same rate they did in 2016. One particular striking example 

is that of Lincolnshire County Council, which has had its local authority budget 

cut by an alarming 90% since 2010, leading to it having to dip into reserves 

just to meet its social care costs1.

On top of this councils cannot afford to fund preventative measures sufficiently 

due to the financial strain of providing current services, despite council directors 

seeing it as one of the most important ways in which savings could be made in 

the coming years. As a result of having to prioritise immediate need, spending 

on preventative measures reduced by 4% last year2.

There is also growing concern about the impact the crisis in social care is having 

on wider healthcare services. It has been estimated that medically fit patients who 

are unable to leave hospital due to a lack of care facilities is costing the NHS 

£820 million a year3. Whilst this is also a result of issues within the NHS itself, 

the funding crisis in social care is a significant factor. Hospitals too have seen 

an increase in the number of emergency admissions of older people, up 18% 

between 2010/1 and 2014/5, due in part to a lack of care in the community.

1	  http://www.southkesteven.gov.uk/CHttpHandler.ashx?id=20057&p=0

2	  Association of Directors of Adult Social Services (2016). ADASS budget survey 
2016 [online] ADASS website. Available at: https://www.adass.org.uk/budget-
survey-2016 p.22

3	  National Audit Office, “Discharging older patients from hospital.” HC 18. London: 
The Stationary Office. Available at: https://www.nao.org.uk/wp-content/
uploads/2015/12/Discharging-older-patients-from-hospital.pdf
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Overall the impact of austerity on social care has been the hollowing out of 

an already stretched system at a time when demand is increasing and will 

continue to do so. The depth and pace of the cuts has meant there are likely 

to be disastrous results in the future unless the funding shortfall is addressed.

2.3 - Public health and local authorities 
– looking at the bigger picture

By Robert Williams, Secretary of the Young Fabian Health Network

Under former Health Secretary Andrew Lansley, responsibility for public health 

in England returned to its traditional home of local government as a result of 

the Health and Social Care Act 2012. Shifting the provision of public health 

to local authorities arguably could have been a very positive step, however 

the impact of these changes has been hampered by significant budget cuts to 

councils and the public health grant.

Local government is ideally placed to deliver public health. We know that the 

healthcare people receive is only one part of what makes someone healthy - 

the political, social, economic and cultural factors also have great impact on 

our overall health1. This is often known as the social determinants and they can 

help explain why health inequalities are so stark across the UK. For example, in 

England the healthy life expectancy gap (which measures estimated years of 

1	  Marmot, M., Allen, J., Goldblatt, P., Boyce, T., McNeish, D., Grady, M. and Geddes, 
I. Fair Society, Health Lives: The Marmot Review, February 2010
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life in good health) between the most and least deprived areas is 19.1 years1. 

As local government already has a strategic overview of policy areas which 

have a direct influence over public health (housing, transport and education 

for example) it is therefore in a much stronger position to influence the social 

determinants of health than the NHS.

However, in order to carry out this role effectively, the appropriate funding must 

be in place. On average, councils in England have had their budgets cuts by 

26% between 2009 - 10 and 2016 - 17 and key policy areas such as housing 

have seen cuts of more than 40%2. While there has been much focus on the 

NHS budget, there has been much less scrutiny over public health budgets. 

Recently, it was announced the NHS has been promised a real term increase 

of 3.4% until 2023 - 24, although this falls far short of what is required in 

order to improve services. In comparison, the core public health grant spend 

per head will have fallen by 17% from 2014 - 15 to 2018 - 193. Sexual health 

services, the second largest spend in public health budgets, have seen cuts of 

18% to their budgets, while stop smoking services and tobacco control have 

seen a 32% reduction in spend between 2014 – 15 and 2018 - 194.

This has had a profound impact on services. The Local Government Association 

(LGA) are warning that waiting times have started to increase and patient 

1	  The Office for National Statistics, Health state life expectancies by national 
deprivation deciles, England and Wales: 2014 to 2016, March 2018

2	  Smith, N, A., Phillips, D., Simpson, P., Eiser, D and Trickey, M. A time of revolution? 
British governmentlocal government finance in the 2010s, Institute for Fiscal Studies, 
October 2016

3	  Finch, D. Health investment needs long-term thinking, The Health Foundation, July 
2018

4	  Finch, D. Health investment needs long-term thinking, The Health Foundation, July 
2018
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satisfaction for sexual and reproductive health services are decreasing1. While 

diagnoses of sexually transmitted infections (STIs) have fallen overall by 4%, 

the rates of diseases such as syphilis and gonorrhoea have increased by 11% 

and 20% between 2014 and 2015 respectively2.

Often due to the restraints of public health budgets councils have had to close 

sexual health clinics or severely reduce their opening times. In 2016 - 17, 32 

local authorities closed contraceptive services, while over a third of local 

authorities have reduced or plan to reduce the number of sites commissioned 

to deliver contraceptive services since 20153. For clinics that are still open this 

means they now have to deal with surges in demand and are having to turn 

patients away4. Cuts to public health budgets are threatening the sexual and 

reproductive health of the population and if extra funding is not announced 

soon, there is a real risk rates of teenage pregnancy and STIs could begin to 

increase. After years of good progress on this issue, it would be a tragedy to 

see this spinning into reverse.

Unfortunately, these funding pressures seemingly will continue with the LGA 

warning there will be a £5.8 billion funding gap in council spending by 20205. 

Councils will be unable to tackle health inequalities if they are unable to fund 

the necessary preventative services. There are also significant concerns that 

the government’s business rate retention model (currently being trialled in a 

number of areas such as Surrey, Birmingham and Manchester) will see the 

1	  Local Government Association, Sexual health services at tipping point warn councils, 
August 2017

2	  Public Health England, Sexually transmitted infections and chlamydia screening in 
England 2017, June 2018

3	  Advisory Group on Contraception, Cuts, Closures and Contraception, November 
2017

4	  BBC News, Cuts to sexual-health services imminent, June 2018

5	  Local Government Association, Provisional Local Government Finance Settlement 
2018/19 – On the Day Briefing, December 2017
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widening of inequalities in areas across the country due to less affluent and 

more rural areas collecting less income through business rates1. Therefore, 

there is a need to widen the amount of statutory services in public health to 

prevent wide divergence in service delivery to ensure staying healthy is not 

a postcode lottery.

Nevertheless, there have been some innovative responses by councils to pro-

mote public health despite large budget cuts. Wigan Council has launched a 

‘Health Champions’ voluntary scheme which provides training to non-health 

experts, such as local firefighters to promote healthy messages, give advice 

and signpost people to help2.

In 2015, the Labour-led Brighton and Hove Council became the first ‘sugar 

smart city’ in the UK when it launched a local sugar tax encouraging local 

businesses, schools and sports clubs to add a 10-20p levy to the cost of their 

sugary drinks. Between December 2015 and March 2016, 24 food outlets in 

the city had adopted the levy3. In 2016/17, the Council supported Brighton 

University to introduce a 10p levy on high-sugar drinks. This led to of high sugar 

drinks falling by 16% with the proceeds of the levy going towards funding food 

education schemes for students4.

If public health is to thrive under local government and improve people’s health 

and wellbeing it must be given the sufficient long-term funding it requires. Funding 

must meet each area’s local need and address regional and local inequalities. 

Additionally, if we want to address the social determinants of health and health 

inequalities there is a great need to end austerity in local government and to 

1	  The Association of Directors of Public Health, 100% Business Rates Retention: Further 
consultation on the design of the reformed system, May 2017

2	  Local Government Association, Wigan Council using firefighters to be ‘health 
champions’, October 2015

3	  Brighton and Hove City Council, Sugar Smart City: What’s happened so far? 2016

4	  University of Brighton, Brighton ahead in the sugar tax campaign, April 2018
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take a holistic view of public health through investing in related policy areas 

such as housing, public transport and education.

2.4 - Cuts have wreaked havoc on local 
authority social cohesion programmes 
– why this should concern us all

By Arran Davis, a member of the Young Fabians.

Since 2010, local government has been at the sharp end of the government’s 

austerity agenda with local authority budgets being cut by up to 50% on 

average1. This has had a substantial impact on the ability of councils to sup-

port community cohesion and assist with the integration of migrant and Black, 

Asian, and minority ethnic (BAME) communities.

The Ministry of Housing, Communities & Local Government under Sajid Javid 

launched its Integrated Communities Strategy in March 2018. This was an 

ambitious vision to strengthen integration in the UK. However, cuts to local 

government have made the goals of the strategy almost impossible to deliver. 

As Labour MP Naz Shah has stated, “Government cuts have decimated the 

local infrastructure needed to deliver [Javid’s] policies”2.

1	  National Audit Office, Financial sustainability of local authorities 2018, March 2018, 
p4 

2	  https://www.theguardian.com/society/2018/mar/14/integration-plans-criticised-
over-english-language-teaching-cuts 
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This chapter will explore the most significant ways that integration and cohe-

sion have been harmed at the local level. This includes through cuts to Refugee 

Community Organisations (RCOs), the provision of community-based English 

language (ESOL) lessons, youth services, library services and community sport.

Refugee Community Organisations (RCOs)

The World Bank estimates that there are just under 120,000 refugees in the 

UK in 20161 – approximately 0.2% of the population. RCOs are organisa-

tions set up to support and assist refugees with integrating into the UK. This 

includes through supplementary school classes, ESOL lessons and advice on 

welfare services.

About 30% of RCOs are funded entirely by local government2 with many 

others receiving partial financial support, leaving them particularly vulnerable 

to the impacts of the government’s austerity agenda. The Refugee Council 

highlights the vulnerability of RCOs to public spending cuts, as they are often 

small, community-led organisations with “few resources with which to make 

their voices heard3.”.

Many services to support refugee communities across the UK have faced cuts 

or have closed completely. Of those surveyed by the Refugee Council 39% 

reported a decrease in their funding during the 2010 - 11 financial year4. For 

example, cuts to the budget of Hammersmith and Fulham council resulted in no 

funding available for the Afghan Council, the Iranian Association and Bosnia 

1	  World Bank, https://data.worldbank.org/indicator/SM.POP.REFG 

2	  Refugee Council, The impact of spending cuts on refugee community organisations, 
October 2010, p.1

3	  Ibid

4	  Ibid
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& Herzegovina Community Advice Centre1. Similarly, the Bedfordshire African 

Community Centre in Luton have reduced their staffing levels and are no longer 

able to provide social activities for newly arrived families2, which allow them 

to integrate and familiarise them with the local area and community.

Community-based English Language Lessons (ESOL)

English for speakers of other languages (ESOL) is vital to integration as it 

improves access to education, public services and employment opportunities. 

Refugee Action states that for migrants, language presents both the “biggest 

obstacle to integrating with their community” and the “most important enabling 

factors in allowing them to rebuild their lives in their new home”3.

Community-based English language lessons have been shown to be a highly 

effective measure of improving language ability and promoting integration. 

In a randomised trial by the Ministry of Housing, Communities and Local 

Government, “a strong and sizeable difference in overall English proficiency”4 

of participants was found in students who had undertaken community based 

English language lessons compared to more traditional, classroom-based 

learning. They also observed. An increase in the participants’ number of social 

interactions, friendships formed and confidence in accessing public services 

was also observed5, demonstrating the positive benefit ESOL adds to local 

communities.

1	  Ibid

2	  Ibid

3	  https://www.ein.org.uk/news/refugee-action-highlights-lack-english-language-
courses-due-funding-cuts 

4	  Ministry of Housing, Communities and Local Government, Measuring the impact of 
Community-Based English Language Provision, March 2018, p 0

5	  Ibid
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Like RCOs, ESOL has been negatively impacted by cuts to local government. 

The total budget for adult ESOL has fallen by 56% in real terms since the 

Conservatives came to power1. There has been a real terms reduction in funding 

of 33% for library services, where community based ESOL lessons are typically 

held. This has already had a tangible impact on local communities – the most 

recently available data suggests nearly 500 libraries have closed since 20102, 

however the figure today is likely to have breached that number. Removing these 

vital services risks closing off opportunities for an entire generation; reinstating 

them must be a priority for the next Labour government.

Youth Services

Today’s young people are the most ethnically and culturally diverse generation 

in English history, with just over a quarter of schoolchildren coming from an 

ethnic minority background3. Yet, at the same time, young people in London in 

particular are increasingly likely to attend a ‘segregated’ school, where they 

are the ethnic majority. This can mean young people from different ethnic and 

cultural backgrounds miss out on opportunities to mix socially within a school 

environment.

Youth services can fill this gap, facilitating and bringing together young people 

from different communities to promote overall community cohesion. Research 

from the Social Mobility Commission demonstrates the importance of promoting 

ethnic and cultural integration: when people from different ethnic and cultural 

1	  House of Commons Library Briefing Paper, Adult ESOL in England, April 2018, p 3

2	  https://www.theguardian.com/commentisfree/2017/dec/15/tories-libraries-
social-mobility-conservative 

3	  https://www.demos.co.uk/press-release/61-of-ethnic-minority-kids-in-england-
and-90-in-london-begin-year-1-in-schools-where-ethnic-minorities-are-the-majority-
of-the-student-body/ 
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backgrounds mix socially, there is a significant improvement in trust and a 

reduction in prejudice1.

Youth services have faced a disproportionate reduction in funding since 2010 

with spending falling by 65.6% in real terms. A Unison report on cuts to youth 

services found that nearly every local authority has reduced its provision2, with 

the average local authority closing two youth centres by 2016 - 173. This is 

primarily due to the fact that youth services are not part of a council’s statutory 

duty responsibility and thus are particularly vulnerable to local government cuts.

Unfortunately, the councils with the most diverse populations have made the 

largest reductions in funding. The borough of Newham has one of the highest 

migrant and BAME populations as well as the youngest population of any lo-

cal authority in the UK but has made the greatest cut to youth services of any 

London borough with an 81% reduction in funding from 2011 - 12 to 2016 - 

174. Similarly, in Barking and Dagenham – an area where community tensions 

have simmered over the past decades, spending on youth services has been 

reduced by 68% between 2011 - 12 and 2016 -17, the fourth greatest of any 

council sampled in Sian Berry AM’s report to the Greater London Assembly.

Community Sport

One of the greatest casualties of the government’s cuts to local authorities 

has been felt by community sports provision. As sport is a discretionary and 

‘non-essential’ service of councils, it is particularly vulnerable to spending cuts.

1	  Social Integration Commission, Social integration: A wake-up call, October 2014

2	  Unison, A future at risk Cuts in youth services, August 2016

3	  London’s Lost Youth Services, A briefing by Sian Berry Green Party Member of the 
London Assembly, January 2017, p 4

4	  Ibid
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There has been a 46% reduction in recreation and sport provision by councils 

since 20101. As the local democracy think tank Local Government Information 

Unit explains, community sport helps “build better networks, achieve stronger 

more resilient communities and develop an array of opportunities that support 

children, women, older people, disabled people and BME communities access 

wider community assets and networks”2.

More than £42 million has been cut from councils’ sports and leisure budgets 

since 20103. Again, the areas with the greatest integrational challenges were 

the ones which have seen the largest cuts. For example, cuts of £9.6million in 

the West Midlands and £8.8million in London4.

Although community cohesion programmes may be seen as less of a priority 

for councils compared to other services such as education, drastic cuts risk 

decades of progress being lost and the country becoming more divided. It is 

essential that the next Labour government recognises the importance of these 

services and makes funding them a priority. 

1	  National Audit Office, Financial sustainability of local authorities 2018, March 2018, 
p 31

2	  https://www.lgiu.org.uk/project/councils-and-community-sport/ 

3	  http://www.bbc.co.uk/news/uk-england-31624412 

4	  http://www.bbc.co.uk/news/uk-england-31624412 
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2.5 - Cuts to early years funding: the devastating 
impact on education and social care

By Ria Bernard, Speech and Language Therapist 

and Chair of the Young Fabians.

The impact of local government cuts to education and social care is having 

a profoundly detrimental effect on equalising the lifetime opportunities of 

the generations to come. The overhauling of our education system under the 

Coalition Government and the current Conservative Government has been 

accompanied with talk of more power to parents, putting the child at the 

centre of decision-making, and involving the family in provision. In reality, 

in the schools that I’ve worked with and services I have worked alongside, 

is that we’re seeing schools straining under financial pressures to provide for 

the holistic needs of children; failure to provide appropriate provision; and 

schools lacking the resources and professional input to address the widening 

gap between supply and demand.

The impact of austerity on Special Educational Needs services

There is increasing evidence that it is children with Special Educational Needs 

(SEN) who are being let down most by the cuts to education budgets, with 

the National Education Union arguing for more funding to support children 
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with SEN within mainstream schools that is provided separately to the core 

school budget1.

At present schools fund provision from their core budgets unless they apply for 

higher needs funding through an Education Health Care Plan (EHCP), which 

provides additional funding for children with more significant SEN. Consequently, 

EHCPs are often a way in which schools can meet the financial demands of 

the necessary provision within mainstream schools. Since the replacement of 

Statements with EHCPs, those working in education often discuss the increas-

ing number of EHCP applications they are being asked to contribute evidence 

towards; notably, this has been during a time of substantial cuts to local council 

budgets. For example in West Sussex, it has been estimated that applications 

for EHCPs has increased by 42% since 2014[2]. It should be clarified, however, 

that applying for an EHCP does not equate to receiving one nor to receiving 

additional funds.

Furthermore, as an EHCP is a legal document, there is a legal obligation for 

the services outlined within it to be provided by the local authority. However, 

as we are seeing services increasingly under-resourced and over-stretched, 

the demand for the services from schools may be there but the supply from 

local authorities does not always follow. This can often result in either those 

children who have recognised SEN but do not meet the criteria for an EHCP 

receiving limited or no additional support2 or the terms of the EHCP not being 

met comprehensively. 

The level of need within schools differs, and a crucial factor to consider is the 

local demographic. Considering the link between socio-economic background 

and degree of need, the level of demand affects how much support the school 

needs to provide for its pupils. A recent survey commissioned as part of the ten 

1	  https://www.teachers.org.uk/news-events/conference-2018/sen-funding-in-crisis 

2	  https://www.teachers.org.uk/news-events/conference-2018/sen-funding-in-crisis 
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year Bercow Review found that Speech & Language Therapy services were 

often commissioned based on funding not on extent of need resulting in huge 

variation across the country and services that cannot cater for the children 

who need it most1. These gaps may grow larger yet, if issues surrounding the 

move towards full business rates retention (discussed further in Chapter 3) are 

not addressed.

When we think about children with SEN, there are a range of services that 

a school may wish to commission to provide the specialist provision required 

to meet those children’s needs. Taking Speech & Language Therapy alone, 

we know that approximately 7% of children aged 5 have specific language 

impairment2, with the figure increasing to 10% when including other speech, 

language and communication needs (SLCN) in schools across England. 

Even more alarming is the fact that those children who come from socially 

disadvantaged backgrounds are further at risk with delayed language and 

communication skills prevalent amongst 50% of children from deprived areas3.

The Royal College of Speech & Language Therapists’ (RCSLT) 2014 survey4 

into funding for the profession found 52% of respondents reported cuts to their 

budget or income; 69% of which would be recurrent year on year. Out of those 

who reported cuts, 96% claimed there had been a negative outcome on service 

provision, citing issues around premature discharge; failure to accommodate 

children without a Statement (now EHCP); inconsistency and infrequency in 

provision; and fewer training opportunities.

1	  https://www.bercow10yearson.com/wp-content/uploads/2018/04/Bercow-Ten-
Years-On-Summary-Report-.pdf 

2	  https://www.rcslt.org/speech_and_language_therapy/docs/factsheets/slcn 

3	  https://www.thecommunicationtrust.org.uk/media/13577/case_studies_report_-_
final__june_2010.pdf 

4	  https://www.rcslt.org/speech_and_language_therapy/docs/factsheets/cuts 
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Schools will often need to buy-in services – from the NHS or from independent 

providers – to supplement the universal service packages offered locally in 

order to effectively support their pupils. This, of course, will be affected by the 

resources of the school. As explored earlier, in areas of high levels of depriva-

tion, the level of SEN support is likely to be higher and resources overstretched 

to a greater extent. Families are often dealing with an array of issues, includ-

ing access to quality social housing, reliance on food banks and employment 

characterised by long working hours with little flexibility. Consequently, schools 

in these areas are under increasing pressure to provide the support within their 

local community, but often with limited resources and facing greater pressures.

How the cuts have affected Sure Start Centres 

Cuts to professional services in schools are further exacerbated by the cuts to 

early years services as local councils see their budgets squeezed. Sure Start 

Centres were introduced under the Labour Government in 1998 by the then 

Public Health Minister, Tessa Jowell MP, to work in close partnership with local 

authorities. Their initial purpose was to provide access to early intervention to the 

under-fours, which was later expanded to providing early years services to all 

children under 5 within the local community1. Sure Start Centres were uniquely 

strategic in understanding the need for community-led initiatives that improved 

access to early years services and also broke down social and economic bar-

riers across a local demographic. This phenomenal initiative brought parents 

and families from across the socio-economic spectrum into contact with health 

and education professionals in an accessible local setting. When we talk about 

Sure Start Centres it is important to emphasise the value of early identification 

and intervention as well as the impact on community cohesion and breaking 

1	  http://researchbriefings.files.parliament.uk/documents/CBP-7257/CBP-7257.pdf 
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down the inequality faced by a child at birth. These early intervention services 

helped to bridge the attainment gap before children started school.

However, since 2010 we have seen the closure of 500 Sure Start Centres, with 

funding for children’s centres halved from £1.6bn to £0.6bn in that period1. 

The consequences can be seen in a multitude of areas – health, education and 

social care. Children are starting school unable to communicate in complete 

sentences, with many children having never received any specialist input ahead 

of entering school. And yet we know that the best chance of narrowing the 

attainment gap is if specialist intervention can be provided in the early years2. 

As well as communication, we’re seeing an increase in the number of children 

who are suffering with undiagnosed conductive and sensorineural hearing loss. 

This has a significant impact on development of children’s speech, language 

and communication skills, social interaction and can affect self-esteem.

Children’s social care at risk

The escalating crisis within social care is at least partly attributed to local gov-

ernment funding cuts. Within the last decade, the average number of referrals 

to children’s social services has increased by 100,000, with the number of 

Child Protection Plans put in place increasing by 23,0003. The pressure on 

local councils to meet the needs of vulnerable children is rising. Yet the strain 

on resources has resulted in children being left at risk due to failure to address 

the challenges they face.

1	  https://www.theguardian.com/commentisfree/2018/mar/01/cuts-childrens-
centres-sure-start-campaign 

2	  http://licensing.ican.org.uk/sites/licensing.ican.org.uk/files/Evidence/2_The_
Cost_to_the_Nation_of_Childrens_Poor_Communication.pdf 

3	  https://www.theguardian.com/society/2018/sep/01/children-social-care-
services-councils-austerity 
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It is important to consider the social care crisis against a backdrop of cuts to 

early intervention services. Many families who require early support are not 

receiving it through local children’s centres, parenting support groups or early 

help services. Consequently, schools – and the professionals within those 

schools – are left trying to fill the gap. These are our most vulnerable children 

and yet they are also those most at risk of being let down.

Addressing the challenges faced within education and social care is not an easy 

one – but it is clear that properly resourced multi-disciplinary service models 

working towards early identification, intervention and ultimately prevention 

are the best chance we have of equalising the playing field for children’s 

educational attainment, access to opportunity, and life chances.
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CHAPTER 3 

THE IMPACT OF ONGOING 
CHANGES TO COUNCILS’ 
FUNDING MODELS

By Nadia Islam, Vice-Chair of the Young Fabians Economy & 

Finance Network; Joshua Garfield, a member of the Young 

Fabians; Sean Flynn, a member of the Young Fabians; and 

James Bartholomeusz, a member of the Young Fabians and 

steering committee member for Labour Coast & Country.

In 2010-15, the Conservative-Liberal Democrat coalition government changed 

how local government was funded. As discussed in Chapter 2, austerity ushered 

in a rapid reduction in central government funding to local authorities, even 

while local authorities were made responsible for delivering more services. 

However, the changes made by the coalition government and the current 

government go beyond the decision to simply cut funding to local authorities. 

Several major changes to the local government funding system have been 

introduced, including:
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•	 a move towards 100% retention in business rates collected by local 

authorities1

•	 a move towards elimination of revenue support grant2 to coincide with 

the achievement of 100% retention in business rates

•	 the Fair Funding Review, which will review how the underlying needs of 

local authorities and the resources available to them should be assessed. 

The review will be published in April 2019.

Alongside these, a quadrennial finance settlement period was set for 2016-20 

instead of the annual settlement period for providing centrally funded grants. 

The aim was to give a concession to local authorities to offset the reduction 

in the grant, by providing certainty of funding for a longer period of time. 

Furthermore, small concessions were made around increasing the size of some 

ring-fenced grants, including on adult social care. 

Together, these changes were intended to present a vision of how local authori-

ties should operate: self-sufficiency, independence from central government, 

and ambition in growing the local economy. We discuss the likely longer-term 

impact of these changes below, but it is worth noting that they have created 

uncertainties for local authorities in the short-term. The quadrennial finance settle-

ment has already been readjusted, with knock-on effects for local authorities’ 

own budgeting processes. Furthermore, until the publication of the Fair Funding 

1	  Ministry of Housing, Communities and Local Government, 2018. Available at: 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/
attachment_data/file/587933/LGF_Bill_Factsheet_-_100__Buisness_Rates_
Retention_System.pdf

2	  Ministry of Housing, Communities and Local Government, 2018. Available at: 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/
attachment_data/file/587879/LGF_Bill_Factsheet_-_Reforms_to_the_Local_
Government_Finance_Settlement.pdf
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Review in 2019, councils have little idea what their funding arrangements will 

look like beyond 2020, thus creating more uncertainty. 

Business rates retention

One of the most radical changes that is currently underway is the move towards 

100 per cent business rates retention. Just as local authorities tax their residents 

through council tax, local authorities also tax local businesses through busi-

ness rates, which are also known as the national non domestic rates (NNDR).

Currently, local authorities retain 50% of business rates they collect. The other 

half is sent to central government, known as the ‘central share’, which is then 

redistributed amongst local authorities who are most in need. However, changes 

that will be introduced next year will mean that some local authorities will see 

the amount that they receive in business rates fall.

From 2020, the retention of business rates will increase to 75%. Originally, 

the government intended to introduce 100% retention. However, changes in 

Britain’s political and economic climates have led the government to pursue 

the more limited 75% level of retention, with a commitment to introduce 100% 

retention at a later stage. The introduction of full retention would eliminate the 

central share and the Revenue Support Grant from central government. 

This move towards 100% business rates retention has generated strong reac-

tions and concerns across the political spectrum and amongst local authorities.

Some have pointed out the opportunities this could create. London Councils1 

has welcomed the move on the condition that if implemented in the right way, 

it could deliver relatively stable funding allocations over the medium term. 

1	  The local government association for London borough councils
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They also argued that it could remove the some of the complexities and gaps 

in transparency in the ways that local authorities have been funded.

However, significant concerns remain on aspects of the move towards higher 

business rates retention. It is clear that local authorities’ levels of need do not 

correlate with the business rates revenue they gain. For example, Newham 

council collected £44 million in the last financial year, whilst the Royal Borough 

of Kensington & Chelsea collected £616 million, yet the rate of looked-after 

children per 10,000 in Newham was 64% higher than the Royal Borough of 

Kensington & Chelsea as of March 2018. 

If the needs and the business rates that local authorities are able to raise are 

not correlated, it exposes local authorities to significant financial risk. Those 

local authorities who have higher rates of deprivation, including poverty and 

crime levels, are most heavily affected by this move. It would also take funding 

powers away from democratically elected politicians, and indirectly into the 

hands of business. Decisions to open or close business premises are dependent 

on whether doing so is profitable for the business, not on considerations of 

local levels of need for social care or other services. Yet under a higher level 

of rates retention, the funding that comes from the business would make a huge 

difference to whether a local authority can fund these services or not. 

Indeed, research by the Institute for Fiscal Studies (IFS) showed that had such 

a scheme been in place between 2006-07 and 2013-14, then by the end of 

this period the quarter of district councils doing worst (in terms of local business 

rates bases) would have had funding that was at least 13% lower relative to 

their spending needs than the quarter doing best1. The IFS also showed no 

relationship between changes in the councils’ business rates tax bases and 

local economic growth, employment or earnings growth.

1	  Institute for Fiscal Studies,2018. Available at: https://www.ifs.org.uk/uploads/R141.
pdf
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Some may point out that the tariffs and top ups mechanism seeks to reduce the 

level of financial risk such local authorities may face. Under this mechanism, 

authorities who have a higher business rates base than their baseline funding 

level pay a tariff to government. This is used to fund top-up payments to those 

authorities whose business rates bases are lower than their baseline funding 

levels. However, it is unclear how much this mechanism will be able to ad-

dress the financial risks associated with cuts in central funding, and whether 

this mechanism is consistent with the objectives of the increase in business 

rates retention. The incentives to each local authority to grow their business 

rates would be diminished if the tariffs and top up mechanism is completely 

effective in closing the gap between the baseline funding and business rates 

retention of local authorities, both for those authorities paying tariffs and for 

those receiving top ups.

The intention by government is that local authorities should develop their local 

economies in order to increase income from business rates, yet it remains to 

be seen what constraints local authorities face in doing so and to what extent. 

There is also the possibility that, due to the way business rates are calculated, 

it will incentivise local authorities to encourage businesses that use the most 

space (such as warehouses) as opposed to focusing on the quality of jobs and 

social outcomes created. 

There are other aspects of financing local authorities that are currently under 

review.
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Fair funding formula

In addition, the government has committed to revising the formula for setting 

the baseline business rates allocations for local authorities and the resources 

available to it1. The report will be published in spring 2019. 

Some concerns have already been expressed of several risks surrounding the 

review. The Chartered Institute of Public Finance and Accountancy warned that 

however the baseline will be set, “there is just not enough money in the system 

for all the services local government is expected to deliver”2.

Others have also pointed out that it will be impossible to be objective on how 

the business rates baseline should be set. County and urban councils have both 

called for the government’s Fair Funding Review to protect their interests after 

an IFS report said that the process cannot objectively assess funding needs3.

In short, the issues of how the Fair Funding Review is implemented, and how 

rate retention subsequently works, are assuming substantial importance for 

local government due to the spending pressures councils currently face. 

Local Enterprise Partnerships

In 2010, the coalition government created local enterprise partnerships (LEPs) 

to replace regional development agencies (RDAs). LEPs were established as 

locally-derived business led partnerships between the private and public sector 

(particularly local authorities) that would drive local economic growth. There 

are now 38 LEPs and their role has developed considerably since 2010. They 

1	  UK Parliament, 2018. Available at: https://commonslibrary.parliament.uk/economy-
business/business/the-fair-funding-review-what-does-it-mean-for-local-/

2	  Room 151, 2018. Available at: http://www.room151.co.uk/funding/ifs-says-fair-
funding-review-cant-be-objective-councils-warn-of-funding-shortfalls/

3	  Ibid.
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now have responsibility for around £12 billion of public funding and are the 

mechanism for channeling the Local Growth Fund to localities.

Each LEP has the flexibility to determine the details of its governance and ac-

countability arrangements and there are a variety of models. Public funding 

for LEPs is directed via a local authority in the local area of the LEP, which is 

appointed to undertake the accountable body role.

So how have LEPs performed? As we approach the end of the decade, it has 

become clear that this particular model for partnerships between businesses 

and local authorities hasn’t guaranteed successful development of their areas.

Several criticisms have been aimed at LEPs. First, the National Audit Office found 

that the Ministry for Housing Communities and Local Government (MHCLG) 

had not set specific quantifiable objectives for what it aimed to achieve through 

Growth Deals that would be delivered through LEPs. Therefore, they concluded 

that “it will be difficult to assess how they have contributed to economic growth.”1 

Given that government ushered in the changes to financing local authorities 

in order to encourage them to find ways to increase local growth, failing to 

hold LEPs to account when they are central to delivering on that agenda is a 

significant failure, and one that further exacerbates the pressure under which 

local authorities must operate.

It is not just the lack of clarity on what exactly LEPs should deliver that highlights 

the problematic nature of the changes to financing local authorities. The National 

Audit Office also found that LEPs themselves have serious reservations about 

their capacity to deliver and the increasing complexity of the local landscape. 

To oversee and deliver Growth Deal projects effectively, LEPs need access to 

staff with expertise in complex areas such as forecasting, economic modelling 

1	  National Audit Office, 2016. Available at: https://www.nao.org.uk/report/local-
enterprise-partnerships/
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and monitoring and evaluation. Only 5% of LEPs considered that the resources 

available to them were sufficient to meet the expectations placed on them by 

government. In addition, 69% of LEPs reported that they did not have sufficient 

staff and 28% did not think that their staff were sufficiently skilled.1

Furthermore, the Public Accounts Committee raised serious concerns in 2016 

on an absence of accountability on how LEPs are governed. It reported that 

MHCLG “[…] should enforce the existing standards of transparency, governance 

and scrutiny before allocating funding. LEPs themselves also need to be more 

transparent to the public by, for example, publishing financial information.” 

The Mary Ney Review 2017 reported that “issues remain on the effectiveness 

of implementation” of the National Assurance Framework, which sets out what 

government expects LEPs to cover in their local assurance frameworks2.

Together, these failings highlight the confusion and the contradictions the gov-

ernment has created on how it expects local authorities to be self-sufficient and 

fully empowered to drive local growth. This is happening in a context where 

the LGA has forecast a £8 billion funding gap in 2020 – when the Revenue 

Support Grant will have reduced by 77%. Fully acknowledging the challenges 

and listening to the concerns local authorities of all colours has never been 

more pressing.

1	  Ibid.

2	  Ministry of Housing, Communities and Local Government, 2017. Available at: 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/
attachment_data/file/655188/Review_of_local_enterprise_partnership_
governance_and_transparency.pdf. 
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CHAPTER 4

HOW COUNCILS ARE 
INNOVATING TO SURVIVE

4.1 - Innovating on the front line - how local 
authorities are meeting demand for housing

By Marian Craig, Chair of the Young Fabian 

Devolution & Local Government Network

Since the Conservatives first came to power in 2010, local government budgets 

have come under unprecedented attack - budgets have almost halved and 

the National Audit Office (NAO) warned earlier this year as many as 1 in 10 

will have exhausted their reserves in three years’ time1. Make no mistake either 

that these cuts have not been distributed equally - Labour council areas have 

faced cuts five times higher than Conservative council areas2 in a desperately 

cynical move by the Tories to demonstrate that Labour cannot be trusted to 

govern, either at a local or a national level. Of course, we know that the first 

council to “fail” was indeed the Tory-run Northamptonshire County Council.

1	  https://www.independent.co.uk/news/business/news/local-councils-finances-
budget-cuts-austerity-services-national-audit-office-a8242556.html

2	  https://labourlist.org/2016/04/cuts-to-labour-councils-five-times-higher-new-
research-finds/
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The consequences of these cuts have been far-reaching, affecting everything 

from social care to social cohesion, as Susie and Arran have already demon-

strated earlier in this report. I have chosen to focus on one of the most pressing 

issues facing us at this time, housing. In the immediate post-war period, Britain 

needed new houses and fast. The Attlee government announced an ambitious 

house building programme which aimed to provide decent quality housing for 

all and at its peak, 97% of all new houses built in Scotland in 1950 were built 

by local authorities. Council houses have traditionally been associated with 

being a secure place to live with affordable rent however it is easy to fall into 

the trap of looking back on these times with rose-tinted glasses. Many of the 

council houses that were built during the 1950s and 1960s were not properly 

maintained and so fell into disrepair, such as the damp and decaying high-rise 

flat Mary and Tosker struggle to raise their young family in BBC drama series 

Our Friends in the North.

The most transformational change to housing in Britain would come from the 

Thatcher government during the 1980s. Thatcher’s flagship ‘Right to Buy’ 

policy gave council tenants the ability to purchase their property at a reduced 

rate, thus giving those who previously would be unable to buy property the 

ability to do so. The policy was designed to create a nation of homeowners, 

and in turn, would leave council housing for only those most in need rather 

than providing housing for all who wanted one, the principle on which it was 

founded. Whilst many took advantage of the policy, the benefit of hindsight 

allows us to see the now catastrophic effect of not replacing the numbers of 

homes lost under Right to Buy.

Fast forward to the present day and just 1% of all new houses in England and 

Wales were built by local authorities in 2016 - 171. In 1981, an estimated 31.7% 

of the population rented from a local authority, just less than the proportion 

1	  http://researchbriefings.files.parliament.uk/documents/CBP-7671/CBP-7671.pdf 
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who owned their house with a mortgage at 32.2%. Whilst those who owned a 

house with a mortgage in 2012 - 13 had largely remained the same at 32.7%, 

the number of households in the social rented sector had nearly halved to just 

16.8%, making it the least prevalent form of housing tenure over a period of 30 

years. The households which would have normally rented from a local authority 

or housing association have now been pushed into the private rented sector 

which is typically more expensive, less secure and of lower quality. The effect 

of fewer homes in the social rented sector as a consequence of Thatcher’s Right 

to Buy policy and restrictions on the amount local authorities can borrow has 

therefore left councils completely unable to build at any significant volume, 

changing their role from providers of housing to managers and regulators.

So how has local government responded? A number of councils have looked 

to the private sector in order to access the necessary capital needed to build 

new homes. In my own borough of Haringey in North London, where the 

council’s budget has been slashed by 40%, the council explored the option 

of a public-private partnership with developer Lendlease to replace crumbling 

social housing stock. Although it was felt this method would deliver the intended 

outcome (more housing), the idea was unpopular with local activists and the 

new administration voted to cancel the proposals and set up an independent 

housing company instead.

This is an approach that has already been successfully trialed in Reading 

and the London boroughs of Newham and Hackney. These Local Housing 

Companies (or LHCs) are arms-length companies set up by local authorities 

to deliver new housing, where the sole or majority shareholder is the local 

authority itself, allowing councils to get around the borrowing cap. The model 

tends to be funded through cross-subsidisation - for example, Homes for 

Reading has initially been set up to act as a responsible landlord to let homes 

at market rent levels but intends to reinvest these profits into buying properties 

for social rent in order to reduce the number of households on the council’s 
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housing waiting list. If current trends continue, it is estimated that up to half of 

councils in England could have an LHC1, however current data suggests that 

these companies have ambitions to build only 50 new houses a year, insuf-

ficient to meet current demand.

On an even more limited scale is housing co-operatives, which despite their 

low number of units, have had a remarkable success. Students in Edinburgh, 

Sheffield, Birmingham and Nottingham have grouped together in their respec-

tive cities to run a limited number of houses as co-operatives. Whilst the model 

so far has seen no additions to the overall housing stock figure, it has reduced 

rents and improved conditions for those who would otherwise find themselves 

in the private rented sector. It is certainly an option that warrants further con-

sideration, potentially with support from local authorities to expand the model.

However, each of the initiatives that councils have been able and/or willing to 

pursue have often been constrained by their scale. Councils such as Reading, 

Newham and Hackney should be applauded for their innovative approach 

to tackling the housing crisis with extremely limited resources but it is an in-

escapable fact that our local authorities desperately need both an increase 

in their grant from central government in order to remain fully functional and 

a significant increase in the amount they are allowed to borrow in order to 

deliver large-scale affordable housing.

That is not to say that the role of the private sector in housing delivery would 

become redundant - years of little to no council housebuilding has meant local 

authorities now lack the expertise to deliver good-quality homes, whereas in-

novations adopted by private housebuilders such as utilising modern methods 

of construction (MMC) and now, slowly, aiming to build new houses to the 

extremely energy efficient Passivhaus standard (such as in Exeter and Norwich, 

with support from their respective local authorities), are meeting the needs 

1	  http://researchbriefings.files.parliament.uk/documents/CBP-7671/CBP-7671.pdf
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demanded by 21st Century housing. Solving Britain’s housing crisis therefore 

requires a strategic and co-operative approach with national government, 

local government and the private sector all working together effectively to 

address the growing divide between those who rent and those who own their 

home. Local councils have the potential to remedy this chronic situation, but 

only if they are given the power and financial means to do so. In Chapter 5, 

Young Fabian Christopher Worrall writes more about what a national Labour 

government could do to make sure councils are given these powers.

4.2 - The local entrepreneurial state: how 
councils are investing in the future

By Mark Whittaker, Chair of the Young Fabian 

Economy & Finance Network

Imagine that your local services are about to improve without any increase 

in council tax, because your council has found a better way of funding those 

services. It sounds appealing, doesn’t it? This is the objective behind ‘invest-to-

earn’ strategies, whereby councils raise funds to compensate for Whitehall’s 

austerity agenda by starting ventures to capture the commercial value of their 

assets, or by entering new markets as entrepreneurial actors. In the 2010s, a 

combination of funding cuts and low interest rates have created an environ-

ment where commercial activity by local government makes sense to council 

leaders across the political spectrum. At their most ambitious, Labour councils 
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are using invest-to-earn imaginatively to achieve other social goods – and to 

build a municipal socialism for the 21st century.

Beyond tax and spend

Since 2010, councils have sought alternative income streams to replace lost 

funding. This has included seeking more productive uses for their reserves in 

an age of historically low interest rates. At the same time, they have been 

presented with more opportunities to borrow due to these low rates and to 

new mechanisms like the UK Municipal Bonds Agency: a collective effort by 

the Treasury and 57 local authority shareholders which has started to offer a 

low-cost alternative to the Treasury’s Public Works Loan Board. It should be 

noted, however, that the PWLB’s loans have become more expensive since 

2010 due to the decision of then-Chancellor George Osborne to increase 

the cost of borrowing from 0.15% over gilts to 1%, to discourage borrowing.

Councils still face excessive restrictions when it comes to borrowing to build 

social housing, even though social housing often funds itself over the long-term 

through savings made on other social services. A Labour government should 

remove the borrowing cap on housing revenue accounts to help tackle the 

housing crisis and extend local democracy, as part of a move from Public Sector 

Borrowing Requirement (PSBR) accounting towards a carefully regulated but 

more flexible prudential borrowing code for local government1,2.

In the meantime, councils have been creating arms-length companies which 

allow them to invest in productive ventures outside the social housing sector. 

1	  Hilditch, Steve, ‘Not just for geeks – why ‘the borrowing rules’ matter’, Red Brick, 
<https://redbrickblog.wordpress.com/2013/03/18/not-just-for-geeks-why-the-
borrowing-rules-matter/> [last accessed 06 August 2018]

2	  Curran, Dominic, Housing Revenue Account Reform, (London Councils: London, 2011)
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Aside from access to relatively cheap capital, councils’ main assets are land1 

and their workforces. Accordingly, most invest-to-earn strategies have revolved 

around these assets. Conservative councils in particular have led a move into 

the professional services market, by setting their legal, IT and HR departments 

up as ‘alternative business structures’ which can bid for external contracts with-

out having to pay Corporation Tax when working on council business2. While 

some of these experiments have met with partial success, others have failed, in 

cases which demonstrate the political as well as commercial risks associated 

with these strategies. For example, when Conservative-controlled Chester West 

& Chester council span out its IT and HR functions as a municipal enterprise, 

‘CoSocius’, the young company struggled and folded back into an entirely 

in-house function within 18 months, having generated considerable losses and 

pension deficits. Shortly afterwards, Labour won control of Chester West & 

Chester council amidst controversies over management of taxpayers’ money3.

Land-based strategies, usually financed by loans, have shown more promise. 

County councils have long owned tenant farms to supplement their income 

streams, but since the mid-2010s local authorities’ investment in urban property 

has grown very rapidly. This charge was spurred on by success stories like those 

from Liverpool City Council. They took bold, calculated risks, such as vacating 

and renting out the Council’s offices at Millennium House, and purchasing the 

iconic Cunard Building. The Cunard Building quickly doubled in value, thanks in 

1	  Councils are often major landowners, most of their local tax revenues are based on 
land (through council tax and business rates), and they have extensive powers over 
usage of land

2	  Rose, Neil, ‘Essex Legal Services becomes only fourth local authority alternative 
business structure’, Legal Futures, < https://www.legalfutures.co.uk/latest-news/
essex-legal-services-becomes-fourth-local-authority-abs> [last accessed 06 August 
2018]

3	  McCann, Phil, ‘Cheshire council IT firm CoSocius to be wound up after losses’, BBC 
News < https://www.bbc.co.uk/news/uk-england-merseyside-34487167> [last 
accessed 08 August 2018]
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part to the Council’s refurbishment efforts. Within 3 years of its launch in 2012, 

Liverpool City Council was reaping £3 million from its invest-to-earn strategy 

– money that it put to use supporting local services, and starting a locally-run 

funding scheme for high-tech businesses1. As an invest-to-earn pioneer, the 

council both benefitted from and furthered the regeneration of Liverpool’s city 

centre. However, councils are not restricted to investing in their own local areas, 

as Nottingham City Council have demonstrated by hiring specialists to invest 

council funds profitably into commercial property across England.

Power to the people, power for the people

Nottingham has also been at the forefront of a movement that is changing 

Britain’s debate about public ownership: municipal energy. The energy sector is 

changing radically in response to new technology and the fight against climate 

change, moving away from fossil fuel-based generation, and towards district 

heating and renewable energy2. This is reshaping the energy market in at least 

two major ways. Firstly, it is making generation more dependent on access to 

land surfaces for solar panels and wind turbines. Secondly, it is introducing 

the need for energy storage capacity as a new and rapidly growing segment 

of the energy market3, to balance out short-term peaks and troughs in the 

availability of solar radiation and wind. These activities need access to land 

and patient capital if they are to scale.

1	  Whitehead, Mark, ‘Liverpool’s ‘Invest to Earn’ Generating £3m a year’, LocalGov, 
< https://www.localgov.co.uk/Liverpool%27s-%27Invest-to-Earn%27-generating-
%C2%A33m-a-year/40003> [last accessed 08 August 2018]

2	  Renewable sources now account for 29% UK electricity, and unless government 
cuts and regulatory changes kill off their growth then they can rise even further in the 
coming years.

3	  Renton, Andrew et al, ‘Energy Storage in the UK Energy Market’, Bird & Bird LLP, < 
https://www.twobirds.com/en/news/articles/2017/uk/energy-storage-in-the-uk-
energy-market> [last accessed 08 August 2018]
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Therefore this a market in which local councils can add real value, as well as 

helping to raise funds and even improve Britain’s balance of trade by reducing 

the net amount of energy we currently import (via the new transmission lines 

to continental Europe and Ireland). In response to these clear opportunities, 

ideological opposition to state intervention in the economy is being toppled 

at the local level by practical council leaders. Even Conservative-controlled 

Swindon Borough Council has set up a municipal energy company which is 

now building Britain’s biggest battery storage system on Council land1 - and 

others are joining them in the energy storage market2,3.

A large portion of electricity unit prices go to the operators who run Britain’s 

costly distribution and transmission networks, which were created to distrib-

ute energy from big fossil fuel sites. By installing and running solar panels on 

council housing and other council property under a Private Wire or License 

Lite arrangement, councils can supply the energy directly to the tenants or 

properties. This allows them to bypass the distribution network costs, providing 

an opportunity to tackle fuel poverty and make savings on councils’ energy 

bills. North Ayrshire Council is a great example of a Labour administration who 

are taking this approach, starting with installing 500 domestic solar panels for 

social tenants who are interested in taking part.

1	  Haworth, Thomas, ‘Swindon hailed ‘ambitious’ as huge battery system comes to 
town’, Swindon Advertiser, <http://www.swindonadvertiser.co.uk/news/16091625.
Swindon_hailed___39_ambitious__39__as_huge_battery_storage_barn_comes_
to_town/> [last accessed 06 August 2018]

2	  Holder, Michael, ‘Vattenfall switches on battery at Wales’ largest onshore wind farm’, 
Business Green, < https://www.businessgreen.com/bg/news/3032579/vattenfall-
switches-on-battery-at-wales-largest-onshore-wind-farm> [last accessed 06 August 
2018]

3	  Mumby, Daniel, ‘Here's why a new energy storage facility is 'vital' for south Somerset 
towns, and everything you need to know about the project’, Somerset Live, < https://
www.somersetlive.co.uk/news/somerset-news/heres-new-energy-storage-
facility-1593980> [last accessed 06 August 2018]
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Councils are also setting up municipal energy suppliers with radical aims. In 

2011, the oligopoly of the ’Big Six’ suppliers was weakened by reforms to break 

the vertical integration of energy generation and supply. This led to a surge in 

the number and market share of smaller energy companies – and an exciting 

opportunity to do things differently. A new generation of municipal energy 

companies seized this opportunity, starting with Nottingham City Council’s 

Robin Hood Energy, then Bristol Energy1 and Fairerpower2. Robin Hood Energy 

now has over 118,000 customers3, is worth £30 million, and has made its first 

annual net surplus three years after launching4. This is a quicker move into the 

black than most energy start-ups manage, and means that it is now starting to 

repay its £20 million seed loan, based on commercial terms from the council.

Robin Hood Energy started as a local Labour manifesto commitment in 2011, 

and launched in 2015. The council expects to receive a significant net surplus 

from the company over the coming years – yet Robin Hood Energy was also 

created to be a social project, not only a way to make a surplus for the Council 

over the long-term. Its other aims are to invest in decent jobs in the Council’s 

own backyard; and to lift residential customers out of fuel poverty by work-

ing with them on energy efficiency measures, and keeping domestic energy 

prices down through innovation and activism. Before 2015, customers using 

prepayment meters tended to be those on the lowest and least predictable 

incomes, whilst facing much worse value for money from their suppliers. Robin 

Hood Energy publicised this issue and offered lower prepayment meter prices 

than any other supplier, treating it as a loss-leader, and spurring other suppli-

ers and the regulator to follow suit. For Steve Battlemuch, a Nottingham city 

1	  Owned by Bristol City Council

2	  Owned by Cheshire East Council

3	  Equating to around 187,000 supply points

4	  Grimwood, Tom, ‘Robin Hood Energy moves into the black’, <https://utilityweek.
co.uk/robin-hood-energy-moves-into-the-black/> [last accessed 06 August 2018]
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councillor and the company’s chair, helping to reduce the poverty premium 

in this market is the company’s proudest achievement to date1. Hopefully it 

will be the first of many – the company now has a 100% green electricity mix, 

and is growing through its ‘white label’ agreements with Ebico2 and ten new 

municipal energy firms.

So, should more councils follow Nottingham and Bristol into the municipal 

energy movement? Many are considering it – but it is risky, and the method is 

crucial. Starting a new licensed supply company like Bristol Energy or Robin 

Hood is a costly multi-year exercise, which involves securing a Supply Licence 

(a complicated regulatory process), setting up a billing and call centre, and 

hiring specialist staff with experience in entering energy auctions. Winning 

business contracts (even from local governments3) is difficult for an untested 

company, and the residential market is a numbers game in a crowded space; 

this realisation led to Portsmouth City Council abandoning plans to create its 

own licensed supply company4. The more limited but safer option (particularly 

for smaller councils) is to create a ‘white label’ arrangement5, whereby a council 

creates a company that sources all of its energy from another supplier and 

1	  Battlemuch, Steve, personal communication, 15 July 2018

2	  My Nottingham News, ‘Not-for-profit energy companies Ebico and Robin Hood 
Energy join forces to fight fuel poverty in the UK’, <http://www.mynottinghamnews.
co.uk/not-for-profit-energy-companies-ebico-and-robin-hood-energy-join-forces-to-
fight-fuel-poverty-in-the-uk/> [last accessed 14 August 2018]

3	  Procurement rules prevent councils from favouring their own energy companies over 
commercial rivals. Robin Hood Energy won some contracts with Nottingham City 
Council, but it had to do so competitively.

4	  Utility Week, ‘Victory Energy suffers defeat as Portsmouth Council scraps it’, <https://
utilityweek.co.uk/victory-energy-suffers-defeat-portsmouth-council-scraps/> [last 
accessed 14 August 2018]

5	  Reed, Ed et al. Energy for Londoners Feasibility Study, [London: Cornwall Insight, 
2017], <https://www.london.gov.uk/sites/default/files/energy_for_londoners_
feasibility_study.pdf> [last accessed 18 August 2018]
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then sells it to a residential customer base using its own company’s staff and 

branding. This carries smaller margins, but still offers councils some scope to 

tackle fuel poverty and offer an alternative to the Big Six. Local authorities in 

northwest England have created municipal energy suppliers with white label 

partnerships with Fairerpower, and 10 English councils have done the same 

with Robin Hood Energy.

Robin Hood Energy are considering launching an exciting alternative soon, 

whereby they would offer local authorities and white label partners an op-

portunity to buy shares in the company and have seats on its board1. This 

could offer councils a bigger return on investment than previous white label 

agreements while avoiding high start-up costs, give them more of a say over the 

company’s values and strategy, and help to build a people-powered energy 

company that’s even better-equipped to reshape the sector.

With the right strategy, councils can put local services on a firmer financial 

footing, and even tackle fuel poverty and climate change, through a munici-

pal socialist approach. This is the sort of brighter future that local leaders are 

helping to create.

Mark would like to thank Cllr Steve Battlemuch (Chair of Robin Hood Energy) 

and Ewan Frost-Pennington (a Young Fabian and energy specialist) for agreeing 

to be interviewed for this article.

 

1	  Robin Hood Energy has already given Ebico a seat on Robin Hood’s Board, as part 
of the deal that saw Ebico switch their white label partnership from SSE to Robin Hood.
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4.3 - Innovations from Southampton: an 
alternative model for local services

By Charlotte Norton, a member of the Young 

Fabians and Editor of Anticipations

The Conservative government has held the reigns of power since 2010 and 

as a result, public services are groaning from the effects of austerity. Whilst 

MPs fight for their constituents in parliament, it is local government and local 

services who are at the front line, fighting the effects of cuts day-in, day-out. 

Whilst the Labour Party does not currently hold the reins of power in the gov-

ernment, Labour is in charge of many councils up and down the country. With 

drastically reduced budgets, councillors need to be creative and innovative 

in finding the resources and funding to deliver the services the people need. 

Labour is often voted into local government in the areas which rely the most 

on local public services, and councils up and down the country are looking 

for creative ways to provide services despite slashed budgets.

Austerity in Southampton: Labour’s response

One great example can be found in Southampton City Council, who have set 

up a Local Authority Trading Company (“LATCo”). The law allows Councils to 

sell their services to help support the recovery of costs, but this must be done 

through a designated company. In Southampton, their LATCo was set up in 

July 2018.
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More and more councils have been forced to outsource public service provision 

due to the costs involved of running those services in-house. Whilst this means 

that the budget can be allocated elsewhere, outsourcing comes with its own 

issues such as accountability and depriving the council of the ability to build 

up its own commercial skills.

The leader of the council, Christopher Hammond, has said that the LATCo is 

unashamedly a business with a social purpose. It enables the council to bring 

in extra income without cutting services. It also allows the council to develop its 

own commercial skills and learn to respond to the market, rather than having 

politics cut off from local and wider market activity.

It is commercially focused, but not about trading at all cost. The council explicitly 

does not aim to be the cheapest option, but will offer the market affordable 

quality and a public sector alternative. As the company is council owned, 

the council will take the accountability and has more influence in shaping the 

service provision. Decisions can be made more swiftly, and the council is better 

placed to respond to customer demand.

The first tranche of services transferring into the company will be waste collection 

and management; street cleansing; pest control; parks and open spaces; tree 

surgery and consultancy; fleet management; car parking operations; facilities 

management and transport. Crucially, the terms and conditions for staff will 

be the same as if they were working at the council. This allows for a smooth 

transition, and can avoid issues around employment which often arise when 

services are outsourced to purely private companies.

Working together with Southampton’s workers and residents

This wasn’t a decision that the council came to unilaterally. As a Labour council, 

they were concerned not only about service provision, but the rights and condi-
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tions of those employed to provide the services, and therefore engaged with 

the relevant trade unions. After extensive engagement and consultation, both 

UNITE and Unison backed the LATCO – the staff ballot was over 80% in favour.

A consultation amongst the local residents showed that 63% were in favour of 

the council creating a LATCo. 57% expressed a desire that the council should 

form such a company without any external improvement partners, and the 

council have decided to pursue this ambitious route.

A number of councillors sit on a shareholder’s board and have veto powers. 

The council is the sole shareholder which means that profits arising can be 

reinvested into the local services.

Initiatives like a LATCo can allow councils to become less reliant on increas-

ingly unreliable government funding. In the current times of austerity, it is 

easy to see why more councils are looking to this as an option. Anyone who 

has been involved in a local election campaign will know that residents ask 

more questions about their bin collections and damp issues than ideological 

debates. Councils like Southampton are taking positive steps to ensure that 

they can deliver these services for their residents, who have put their faith in 

them at the ballot box.
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4.4 - Austerity, schooling and the local 
authority in Hackney: a case study

By Lizzy Diggins, a member of the Young Fabians.

Education policy has been subject to continual and tumultuous change over 

the last decades. ‘Education, Education, Education’ was the rallying cry of 

Blair’s government, bringing with it changes in education funding, national 

education strategies, and limited academisation targeted towards schools 

that were failing. The coalition government brought in a new phase of mass 

academisation and more changes to funding. Over the last decade, changes 

to funding have been harsher, cutting budgets rather than investing.

The wider approach of austerity has had similarly damaging indirect effects 

on schools and young people, leaving teachers to contend with struggling 

students and strained budgets. Hackney demonstrates the shifts and effects 

of national education policy at a local level, but has also pioneered some in-

novative approaches to central government austerity policies. Hackney is one 

of the local authorities hardest hit by the National Funding Formula, changes 

to Free School Meals, and ongoing (often hidden) government cuts. In this 

context, its past and present innovations have provided some wise solutions 

to providing a good education despite austerity.
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The impact of changes to school funding

Shifts in the way that school funding is allocated will give local authorities less 

control over the distribution of funding in their area. Currently, local authority 

spending is determined by a range of factors, one of which is the amount histori-

cally spent in that borough; even when the system was changed in 2006 - 07, it 

was still based on councils’ past expenditure. Under the new National Funding 

Formula (NFF), Hackney is set to receive a cut to its schooling budgets. Hackney 

is forecast a 2.8% loss in annual average school funding, while over 30% of 

its students are on free school meals (FSM) - twice the national average. This is 

part of a wider pattern. According to analysis from the Institute for Fiscal Studies 

(IFS) and the Labour Party, those boroughs with highest proportions of students 

on FSM are set out to lose more, students on FSM on average losing funding 

rather than gaining. Arguably, the NFF is an important part of re-allocating 

funds towards low-income areas in northern England. However, these findings 

do represent a fundamental flaw in the government’s aim of a ‘fairer’ funding 

formula. Indeed, to counter the austerity-led approach to education funding, 

some unions and head teachers have argued that and instead called for gov-

ernment to raise other budgets to the level of authorities like Hackney, rather 

than reducing Hackney’s share. While the NFF is not set to be introduced in 

full until 2020 (we are about to enter a ‘transitional period’ for the academic 

year 2018 - 19), councils must plan ahead to account for an upcoming budget 

change – especially in areas where students are set to lose out, like Hackney.

Aside from the NFF, general central government cuts have made local authority 

schooling funds increasingly tight. The overall schools’ budget was protected 

in real terms between 2015 - 16 and 2019 - 20. But this does not put funding 

per pupil in line with inflation. Growing student numbers and cumulative cost 

pressures means it is in fact a projected net real-terms reduction of per-pupil 

funding of around 8% for mainstream schools.
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The strains on schools brought by austerity go beyond cuts simply targeted at 

the schools themselves. Child hunger is growing, and foodbank use is on the 

rise. Last year, the Trussell Trust reported that 484,026 of the 1,332,952 food 

bank users in the last year (207 – 18) were children. Teachers are having to 

contend with hungrier, less attentive pupils, making providing a good educa-

tion far harder. Universal credit, currently being rolled out across the UK, could 

compound this issue with its changes to FSM eligibility, which in turn has a 

knock-on effect on schools funding because students eligible for FSM in the 

last six years trigger pupil premium funding.

The government have decided to freeze the £7,400 net earnings threshold 

in cash terms until 2012 - 22, instead of increasing it in line with Consumer 

Prices Index or earnings (which would lead to roughly 80,000 or 100,000 

more pupils being entitled respectively). The real problem is if the govern-

ment decides to keep the freeze beyond 2021 - 22. In that case, eventually 

the number of students eligible would fall, meaning that universal credit puts 

FSM eligibility and schools’ pupil premium funding in a precarious position. 

Even if these changes do not negatively affect students at the national level, 

individual school budgets could fluctuate significantly over the next decade as 

a result of these changes, making it harder for schools to plan ahead. Even if 

the number of pupils eligible for FSM increases nationally over the short-term, 

many students and families formerly eligible will no longer be able to utilise 

the service. In Hackney, around 4,000 pupils are set to lose out under the new 

‘cliff-edge’ cut-off point.

A revolution in school standards: learning from Hackney

But how has Hackney worked to ensure its young people have access to good 

schools and services despite austerity?
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In 2002 Hackney’s key stage 2 results were some of the worst in England, and 

Hackney was ranked as the worst local authority for English, Maths and Science. 

Thirteen primary schools had been placed in special measures by Ofsted. 

Only 31% of all pupils achieved 5+ A*-C grades at GCSE, and performances 

were even lower for FSM-eligible pupils. School buildings were in disrepair, 

and recruiting teachers and head teachers was a constant struggle. Much has 

changed since then. From 2006 - 2011, the proportion of FSM-eligible pupils 

achieving 5+ A*-C grades at GCSE improved from 28% to 47%. In 2017, 

72% of Hackney pupils achieved the expected standard in reading, writing 

and maths at the end of primary school (compared with 66% in London and 

61% in England). The advent of the new GCSEs and 1-9 grading in 2017 has 

brought with it a host of problems for measuring year-on-year change since 

2002. However, 44.2% of Hackney pupils achieved a good pass (5-9) in the 

English Baccalaureate in 2017. While this was below the London average, it 

exceeded the English average of 39.9%.

The success of Hackney’s schools now can partly be credited to decisions made 

by the independent, not-for-profit, Learning Trust set up in 2002 as a result 

of Hackney’s position as the lowest-achieving local authority for schooling. 

While much of this change was down to new educational strategies, financial 

strategies also helped to boost standards. The Learning Trust and Hackney 

council agreed to pioneer up to five new academies, the first of these being 

Mossbourne. Crucially, the council placed a contingency on the loaning of the 

land. Through this measure they were able to exercise control in the process 

and the schools built. They used this to ensure that the schools had new build-

ings, new staff, that they started from a one-year intake from year seven, and 

that these academies would not be part of a chain, but independent schools. 

They also had the final decision on the sponsors for the academy. This meant 

they received a significant amount of government funding and were able to 

exercise local democratic control over how that funding was used.
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The council and the Learning Trust also worked to take advantage of the Building 

Schools for the Future programme (BSF), submitting grants and leading to fund-

ing to build new schools and better learning environments. Indeed, Hackney’s 

proactive application to BSF meant that it was one of the only boroughs 

allowed to continue its programmes to completion before the scheme was 

scrapped under the coalition government. All of the locally maintained schools 

and academies have new and highly functional learning environments as a 

result. By taking advantage of this programme, and using it to the advantage 

of the borough, the Learning Trust helped to lay the foundations for a healthy 

Hackney education system.

BSF was scrapped as part of the coalition government’s austerity cuts, and 

in 2012 the Learning Trust was taken back into Hackney Council, becoming 

the Hackney Learning Trust and being reconstituted as a council department. 

However, it maintained its central structures, methods and identity, demonstrat-

ing the close and respectful partnership between the council and the trust.

Crucially, the Hackney Learning Trust is working hard to sell their educational 

services to other boroughs. This shared the educational and administrative 

expertise Hackney had developed, but also made the council a significant 

amount of money. The former Mayor of Hackney, Jules Pipe, placed the fi-

nancial benefit of this at £6 million in the financial year 2013 - 14 alone. This 

money was then channelled back into Hackney’s schools and services, help-

ing the council and trust to continue running these services to a high standard. 

Innovatively, their expertise on youth services and education ultimately funded 

better youth services and education in Hackney itself.

For Hackney, government policy has shifted over the last decades from fostering 

opportunity to limiting it. Austerity has forced the council to propose sometimes 

controversial approaches to limiting the impacts of austerity on its services, 

including private development and rental programmes on council land. Yet by 
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continuing to pioneer new approaches to schools’ management and funding, 

Hackney has been able to continue providing outstanding education services. 

Indeed, other councils have set up similar schemes, like the Tower Hamlets 

Education Partnership – a schools-led, council-supported organisation that 

bridges the gap between local government and school authorities. As we move 

into a fuller implementation of the NFF, and Universal Credit starts to affect the 

Pupil Premium, Hackney starts to face a more uncertain future. This will be a 

tough test for Hackney’s innovative model for schooling.

4.5 - Local government deserves a bigger 
role in promoting employment and skills: 
lessons from Southwark and Newham

By John Morris, Secretary of the Young Fabian Devolution & Local Government 

Network

The problem with centralisation is the development of ‘one size fits all’ poli-

cies that may fit for purposes for one particular area but not for another. For 

example, manufacturing accounts for more than one in five jobs in Burnley but 

fewer than one in 50 jobs in Cambridge. However, local councils have the 

ability design programmes to meet their local needs, as well as plan according 

to their long-term priorities1.

Employment and skills are one such example. Different central government 

departments and agencies are responsible for employment and skills policy, 

design, funding and oversight. Creating a fragmented system with communi-

cation, cooperation or direction. For example, there are 17 funding streams 

managed by eight departments or agencies and spending more than £10billion 

a year. The end result is a system that doesn’t work. Nine-million lack literacy 

1	  Local Government Association (A), Work local Our vision for employment and skills
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and numeracy skills, 5.5 million people (16 per cent of England’s workforce) 

want a job or more hours, more than half of all unemployed not claiming 

benefits and so do not receive employment support. By 2024 there will be 

more than 4 million too few highly skilled people to meet a demand for high 

skilled jobs; and more than 6 million too many low skilled. This will result in 

a £90 billion loss of economic output and an average worker would be on 

average £1,176 a year worse off1.

However, given enough financial and political support, local government 

has the ability to make a real impact on employment and skills. Unlike central 

government, councils can condense their employment and skills services and 

act strategically to tailor them to the needs and priorities of their local areas.

For example, since 2014, as a result of the Southwark Borough Council’s sup-

port programmes, almost 2,500 residents have started new jobs and 700 new 

apprenticeships have been created. Southwark’s employment rate has now 

overtaken the average London and national rates, with more people employed 

in the borough than at any other time this century. More 16-18-year-olds in 

Southwark are also taking part in learning and training with the proportion 

of NEETS at 2.5%, compared to the London average of 3.1%. The Council is 

guaranteeing education, employment or training for every school leaver, and 

over 1,300 local students completed work experience in 2015-162.

In my home borough of Newham, the Borough Council’s ‘Newham Workplace’ 

acts as a recruiting firm, job centre and business support consultancy. Between 

2007 and 2016, it has helped more than 30,393 residents into jobs and 16,837 

1	  Local Government Association (A), Page 2

2	  Local Government Association (B), 100 innovations by Labour in Power
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residents into training. It has also helped more than 900 businesses fill their 

vacancies, including TFL, NHS and London Fire Brigade1.

Because of its relatively small size, local government doesn’t suffer from the 

same scale of bureaucracy and departmentalisation that central government 

does. Local government is better able to integrate employment and skills 

services into one agency or department. This streamlines administrative costs, 

thereby making these services more cost-effective. It also makes communication 

and cooperation more efficient, as those developing and implementing policy 

would be working in closer proximity with other stakeholders. 

Local authorities can be more flexible as well - by working closer to the front line, 

they can identify potential issues and deal with faster the central government. 

Furthermore, a single local one-stop service, such as Newham Workplace or 

Hackney Works, can develop a programme of a person’s individual needs from 

start to finish. And more importantly, provides a single source of leadership for 

that area, without the separate and conflicting priorities and key performance 

indicators (KPIs) that current services have to deal with.

However, there is a place for central government too. For instance, it can identify 

priority areas and allocate extra funding for them. It can recognise national 

skills gaps, and as such another set of objectives to complement local ones. 

It can also provide and monitor KPIs in how services are delivered, to ensure 

top quality. In addition, central government can provide a consistent, national 

framework, preventing confusion as to the role of different local authorities 

when it comes to employment and skills.

Local authorities have the potential to positively shape the communities that 

they represent. They have already achieved some amazing results, and de-

1	  Newham Borough Council, https://www.newham.gov.uk/Pages/Services/About-
Newham-Workplace.aspx
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serve to receive further devolved powers and funds. With the right support, 

the achievements of forward-thinking councils can be amplified.
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CHAPTER 5

HOW A LABOUR 
GOVERNMENT COULD 
END THE CYCLES 
OF AUSTERITY IN 
LOCAL SERVICES

5.1 It’s time to consider a land value 
tax for local government

By Nadia Islam, Vice-Chair of the Young 

Fabian Economy & Finance Network

The severe financial pressure faced by local authorities has produced a grow-

ing consensus that we need to seriously explore land value tax as a way of 

raising revenue for local authorities. 

Land value taxation is an annual charge on the rental value of land. This would 

mean that the value of every parcel of land in Britain would be assessed regu-

larly and the land value tax levied would be a percentage of those assessed 

values. A land value tax would be payable by the landowner, at a rate of tax 

which is determined by the value of the land in its ‘optimum use’ (as decided 
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by a public authority) - as opposed to its actual or current use1. This reflects the 

current regime for compensating landowners for compulsory purchase orders, 

which is also based on the ‘optimum use’ of land.

Politicians, policy makers and think tanks across the political spectrum have 

advocated for the implementation of the land value tax as a source of income 

for local authorities. It is one of the rare areas of debate that both the Labour 

Party and the Adam Smith Institute have agreed on. The Labour Party Manifesto 

of 2017 stated it would consider whether land value tax could be an option 

to ensure local government has sustainable funding for the long term.2 The 

Adam Smith Institute has also made the case for why it is fairer than business 

rates retention.3

The reasons are compelling. The most obvious is that it generates a clear source 

of revenue for local authorities, from the unearned income of landowners who 

benefit from rises in land values. This is important given that local authorities 

have been hit by severe austerity measures, including the reduction of the size 

of central government grants, making it more difficult to provide for those most 

in need. The Local Government Association (LGA) has predicted a gap of £5.5 

billion pounds by 2020 in local government finances. Cuts have been made 

that have clear negative repercussions to entire communities. For example, the 

public health grant has been cut by almost £600 million (nearly 10 per cent) 

from 2015/16 to 2019/20. Government funding for the Early Intervention 

Grant has been cut by almost £500 million since 2013 and is projected to 

drop by a further £183 million by 2020. The LGA has repeatedly warned 

1	  GLA, 2016. This is available at: https://www.london.gov.uk/sites/default/files/
final-draft-lvt-report_2.pdf. 

2	  Labour Party, 2017. This is available at: https://labour.org.uk/wp-content/
uploads/2017/10/labour-manifesto-2017.pdf. 

3	  Adam Smith Institute, 2018. This is available at: https://www.adamsmith.org/blog/
a-useful-example-of-why-wed-prefer-a-land-value-tax-to-business-rates. 
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of the serious consequences facing local services from these unprecedented 

funding reductions since 2010 and growing demand for services. 1 This has left 

many local authorities looking for new ways to bring in additional revenue to 

meet their area’s needs. Land value tax could help provide a source of income 

that is reliable and sustainable - landowners cannot move their supply of land 

away in offshore tax havens. 

Given that austerity measures are impacting on communities, it is inherently fair 

to tax the wealth of landowners that have been generated by that community 

and not by them. In 1909, Winston Churchill put it like this: 

“Roads are made, streets are made, services are improved… and all the while 

the landlord sits still. Every one of those improvements is affected by the labour 

and cost of other people and the taxpayers. To not one of those improvements 

does the land monopolist, as a land monopolist, contribute, and yet by every 

one of them the value of his land is enhanced...he contributes nothing to the 

process from which his own enrichment is derived.”

The moral argument behind this tax is clear. As Martin Wolf, the Financial 

Times columnist said, it captures for the public purse a part of the benefits 

accruing to landowners from investments in infrastructure and other amenities 

by the public sector. 2 

Land value tax could go even further to address what could be considered 

the biggest symptom of inequality in this country - the acute housing crisis we 

are experiencing in the UK. Advocates state that this would avoid the land 

hoarding and speculation which many point to as having majorly contributed 

1	  UK Parliament, 2014. This is available at: . https://www.local.gov.uk/parliament/
briefings-and-responses/lga-response-dhsc-call-evidence-local-authority-public-
health 

2	  Ibid. 
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to the current severe national housing crisis in the UK.1 Again, Winston Churchill 

powerfully sets out the implications of land hoarding and why land value tax 

is a powerful measure to correct this: 

While the land is what is called “ripening” for the unearned increment of its 

owner, the merchant going to his office and the artisan going to his work must 

detour or pay a fare to avoid it. The people lose their chance of using the 

land, the city and state lose the taxes which would have accrued if the natural 

development had taken place...But let us follow this process a little further. The 

population of the city grows and grows, the congestion in the poorer quarters 

becomes acute, rents rise and thousands of families are crowded into tenements. 

At last the land becomes ripe for sale -- that means that the price is too tempting 

to be resisted any longer. And then, and not until then, it is sold by the yard or 

by the inch at 10 times, or 20 times, or even 50 times its agricultural value.”2

Looking to land value tax as a solution to stop this inefficient use of land is gain-

ing momentum. This is because the tax on land would mean that landowners 

would look to develop the land as the opportunity of cost of hoarding shifts. 3 

A report by the Greater London Assembly in 2016 found that 1,973 hectares 

of land were not being used for housing. These sites could accommodate at 

least another 276,000 new homes - another seven years housing supply for 

London. The report concluded that this change of use could be achieved more 

quickly if such sites were taxed appropriately.4 

1	  Labour Land Campaign, 2017. Available at: chrome-extension://
bpmcpldpdmajfigpchkicefoigmkfalc/views/app.html

2	  Land Value Tax, 2010. This is available at: http://www.landvaluetax.org/current-
affairs-comment/winston-churchill-said-it-all-better-then-we-can.html. 

3	  GLA report, 2016. This is available at: https://www.london.gov.uk/sites/default/
files/final-draft-lvt-report_2.pdf. 

4	  Ibid. 

LOCAL GOVERNMENT UNDER FIRE

101



This potential ramification is relevant today to local authorities across the 

country and especially in London and the South East. The lack of affordable 

homes means that currently, 1.15 million households are stuck on social housing 

waiting lists in England, which are managed by local authorities.1 In Newham, 

central London, the 588 homes available for social rent are outnumbered by a 

factor of 44, leaving 25,729 households chasing these properties.2 Land value 

tax has the potential to release land, to help build more affordable homes, 

and potentially to cut down the unacceptable number of people waiting for 

a social home. 

Land value tax is not a new or abstract concept. Several countries across the 

world have previously implemented it, or still currently use land value tax to 

finance public services, namely some states in the US, Australia, Hong Kong 

and Estonia. 

The most successful and visible case study is that of Harrisbury, Pennsylvania. 

It implemented land value tax in 1975 to stimulate its economy shortly after a 

hurricane devastated the city. The Mayor Stephen Reed credited land value 

tax with the resulting regeneration which occurred over the next three decades, 

which saw “$4.8 billion of investment … and the tax base went from $212 

million to a total of $1.6 billion”. The Mayor concluded that without land value 

tax, “a significant amount of new investment would not have occurred here 

during recent years.”3 

1	  BBC, 2018. This reports figures from Shelter England, and is available at: https://
www.bbc.co.uk/news/education-44413766. 

2	  Ibid. 

3	  GLA, 2016. This is available at: https://www.london.gov.uk/sites/default/files/
final-draft-lvt-report_2.pdf. 
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The results of this case study corroborates clearly with the arguments made by 

advocates of a land value tax, such as Labour Land Campaign.1 That is, that 

a land value tax would help attract additional investment into the area which 

would generate economic growth and significantly increasing its tax base. 

If a similar trend were to occur in the UK as a result of an introduction of the 

land value tax, it would help deliver the economic growth and the finances to 

deliver the public services local authorities have struggled to find the money for.

What is particularly promising about land value tax is that the case study 

highlighted that it also tackled wider social problems. According to the Mayor, 

“the crime rate came down 46 per cent, the fire rate dropped 78 per cent.”2 

This could mean that demand for services provided by local authorities could 

be reduced, which would bring down the costs of delivering the services. 

Naturally, as with any new policy, introducing a land value tax would pres-

ent several challenges which decision makers would need to address. Firstly, 

it is not clear how much land value tax would raise for local authorities and 

whether this would be enough. Some have advocated that land value tax could 

raise enough to replace other taxes. It is argued that this would help increase 

incentives for businesses to grow. In tandem with an increased supply of land, 

this would boost the local economy.3 

Currently, there is insufficient quantitative evidence of how much a land value 

tax could actually raise, and at what rate it would need to be set at. More 

quantitative modelling is needed to establish the amount of income that could 

be generated and the level at which it could reduce demand for public services 

1	  Labour Land, 2018. This is available at: http://www.labourland.org/what-is-land-
value-tax/. 

2	 GLA, 2016. This is available at:https://www.london.gov.uk/sites/default/files/final-
draft-lvt-report_2.pdf. 

3	  Labour Land Campaign, 2018. This is available at: http://www.labourland.org/
what-is-land-value-tax/ . 
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from setting it at this level in the UK. This would be necessary in order to gauge 

whether the income generated would be enough to replace other forms of 

tax. In fact, the GLA called for an economic feasibility study that would model 

the implementation, operation and likely yield of an LVT in a geographically 

defined area of London.1 But the lack of information shouldn’t stop a Labour 

Government from exploring whether land value tax could be used as an ad-

ditional source of income, rather than replacing some or all taxes. 

Secondly, land value tax poses the same challenge as business rates does to 

local authorities - how much income generated from business rates is not related 

to the level of funding needed for local authorities to deliver public services. 

This has been the main criticism of the current government intention to move to 

100% business rates and end central government grants. Replacing business 

rates with land value tax would not escape this problem. To fully understand 

how to overcome this challenge, more quantitative evidence of how much 

income land value tax would generate would be needed, and how much 

continued need there would be for central grant funding to local authorities.

There are political ramifications and electoral challenges also. Each tax pro-

duces winners and losers and the land value tax is no different. Landowners 

would be taxed on the land they own. Landowners in urban areas would be 

particularly affected given the sharp contrast in its high value compared to 

other areas. The repercussions of this would need to be further explored. 

It is also not clear what statutory powers would be required to move to this 

system. The current trend around devolution deals could provide scope for 

mayors to negotiate the powers necessary to help transition to this system. This 

would need to be further explored. 

1	  Ibid. 
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Implementation challenges would need to be addressed too. There would 

likely be logistical challenges around identifying land owners. In an environ-

ment like London, where there are multiple landownerships and complex lease 

arrangements, or where a landowner is unknown, it would be likely complex 

and require significant investment to fund the administrative system and staff 

to undertake full registration of ownership. But this is to be expected. Public 

sector practices devised in this country were set up to deliver current taxes, as 

we highlighted in Chapter 1 - and these practices can be reformed. As with 

any new policy change, it would need changes to administration practices to 

support its delivery. The Mirrlees Review in 2010 makes clear that logistical 

challenges are not sufficient enough to stop exploring the introduction of a 

land value tax.1 

In conclusion, the land value tax is a compelling idea. Morally, it is fair. We can 

learn from other countries where it has been implemented to understand how 

it could be implemented in this country and ensure it is tailored to its particular 

circumstances. The potential of a land value tax, to release the land needed to 

deliver more housing in the UK, would help local authorities to tackle one local 

authorities’ most severe problems, at a time when the borrowing cap restrains 

their ability to build enough homes. The time is ripe to explore this further. 

1	  Mirrlees Review 2010. This is available at: https://www.ifs.org.uk/uploads/
mirrleesreview/pamphlet.pdf. 
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5.2 Firing on all cylinders: how a Labour 
government could empower local 
councils and institutional investors to 
end the affordable homes crisis

By Christopher Worrall, a Young Fabian member 

and non-executive director of a social housing 

provider. He is writing in a personal capacity.

Britain is facing a well-publicised housing crisis, with affordable housing in short 

supply. Local councils once led the charge in providing social and affordable 

housing, but their ability to do so has been weakened by structural reforms 

since the 1980s. Private developers are responsible for the vast majority of 

housing schemes, which too often do not provide enough affordable homes. 

At the level of each development, the debate about affordability is framed as 

a conflict between the social need to provide more affordable homes, and 

the financial pressures faced by the developer if they try to include too many 

affordable homes. Yet as an imaginative approach from the United States 

shows, there may be ways that the government, councils and investors can 

work together to resolve this conflict - and get the public and private sectors 

firing on all cylinders to deliver more affordable homes.
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Who will finance the end of the housing crisis?

Over the past few decades we have witnessed politically-driven structural 

change in the British housing market. The once prevalent tenure of social 

housing is in decline – from its peak share of 29% in 1967, when councils 

dominated new housebuilding, it has fallen to around 17% today. Not only 

that, but structural undersupply has resulted in a shortfall of homes across vast 

swathes of urban and rural1 Britain.

 

Figure 1: Trends in Tenure, 1918 to 2015-16, 
Source: 50 years of the English Housing Survey, 20172

Each year 40,000 units are being built when a minimum of 66,000 units are 

required to meet demand. Historically local authorities, who were enabled by 

1	  National Housing Federation, Rural Housing: Countryside in Crisis (London: NHF, 
2014)

2	  Department for Communities and local government, 50 Years of the English Housing 
Survey, HM government: London, 2017. <https://assets.publishing.service.gov.uk/
government/uploads/system/uploads/attachment_data/file/658923/EHS_50th_
Anniversary_Report.pdf> (last accessed 02 August 2018)
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their capacity to borrow for the long term on advantageous terms, employed 

in-house teams to build homes at social rent levels. Housing associations, who 

have been the main providers of socially rented homes for over three decades, 

have also found their funding landscape adversely affected. Due to significant 

changes in the government grant regime the sector must now rely on increased 

gearing paid through higher revenue-based subsidies. In short, this means 

having to charge higher rents at ‘affordable rent’ levels (up to 80% of local 

market levels, rather than the lower ‘social rent’ levels (typically 60% of local 

market levels). ‘Affordable rent’ levels are not truly affordable for middle and 

lower-income households in many parts of the country, particularly London 

and southern England. This results in a larger bill for Housing Benefit, which 

recently passed £25bn per year despite the government’s cap on the amount 

individual households can claim.

Furthermore, regulations governing the third sector prevent registered provid-

ers of social housing from raising their own equity. This means that they are 

restricted to operating as housebuilders with a conscience, whereby they need 

to cross-subsidise their profits while taking on the additional risks inherent in 

for-sale development. Banks do lend to registered providers on balance sheet 

and against existing assets of registered providers. To minimise the reposses-

sion risk of assets housing those most in need, strict borrowing limitations are 

placed on registered providers often, against historic costs. This in turn restricts 

the amount of future development such organisations can take, and has resulted 

in social housing providers having to take increased risk by relying ever more 

on cross-subsidy to provide genuinely affordable homes. This inability to raise 

equity means that soon they too will reach borrowing capacity limits.

Institutional investors, who unlike registered providers have access to sig-

nificant sums of equity, are positioning themselves five or six years ahead of 

this eventuality to capitalise on the opportunity. This is evident through Sage 

Housing Group (backed by The Blackstone Group), and pension fund Legal 
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& General, recently entering the market. The latter’s new subsidiary, Legal & 

General Affordable Homes, has ambitions to deliver 30,000 new homes per 

year within the next four years, which is an amount equivalent to the average 

net additions per year over the last decade.

Pension funds would be able to take on these debt liabilities and contribute the 

additional equity, allowing them to partner with the best operators to develop 

housing using their own balance sheet secured against the social housing as-

sets. The long-term liability matching and ethical standing of such institutions 

should in theory be in close alignment with the overarching social purpose of 

registered social housing providers. This means that registered providers, with 

institutional backing, could develop genuinely affordable homes to rent, which 

would produce income to help pay off the institution’s pension liabilities. The 

registered provider would undertake the housing management on behalf of the 

long-term holders of the assets, resulting in a more natural and sustainable model.

Considering that there are over 1.15 million households on UK waiting lists1, 

the moves by these institutional investors should be welcomed if Britain wants 

to develop genuinely affordable housing into the future. In this regard, we 

should learn from a powerful financial policy tool that has proven very suc-

cessful in the USA.

A lesson from the United States

Austerity and restrictions on increasing the Public Sector Borrowing Requirement 

(PSBR) level go hand-in-hand. Unless the PSBR is loosened for capital invest-

ment in housing, fiscal tools involving government borrowing are somewhat 

1	  Shelter, One year on from Grenfell, millions still stuck on housing waiting lists, 
<https://england.shelter.org.uk/media/press_releases/articles/one_year_on_
from_grenfell,_millions_still_stuck_on_housing_waiting_lists> (last accessed: 02 
August 2018)
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limited. Tax, however, provides another powerful fiscal tool that can facilitate 

changes in behaviour.

In the United States, a reform to the tax code in 1986 spawned one of the 

biggest innovations the world has seen in the provision and preservation of 

affordable homes. Known as the Low-Income Housing Tax Credit (LIHTC), the 

programme has financed the construction, rehabilitation, and maintenance of 

housing that is genuinely affordable for lower income households. The cost 

burden for tenants of LIHTC properties is no more than 30% of the Area Median 

Income, and the programme targets households living below the poverty line, 

to facilitate greater household diversity in affordable blocks.

The success of this programme is stark. Since its inception, the tax credit pro-

gramme has financed over 3 million affordable rental units and has served 

approximately 7 million low-income households.

So, how does it work? In a nutshell, developers sell conditional tax relief in 

exchange for equity, with non-compliance provisions dealt with through the 

tax code. This includes specification of minimum lengths of time during which 

the housing unit must be rented at affordable levels (often indefinite).

The LIHTC programme encourages private investment in the sector by providing 

a tax credit – i.e. a reduction in federal taxes owed on other income. States 

have an independent agency that decides how to allocate the state’s share 

of federal housing tax credits within a set framework. These tax credits are 

syndicated (sold) via investment banks who are regulated to do so through a 

Community Reinvestment Act.

Purchasers of these tax credits include large corporations, who seek to invest 

equity in a corporate socially responsible way. The mechanics of such a trans-

action means that corporations have typically paid seventy cents in the dollar 

for the equivalent proportion of tax relief. This means that if a developer is 
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selling $1million worth of tax relief to a corporate investor, they would receive 

$700,000 in return for the tax credit. The result is that developers receive the 

much needed gap funding required to build affordable homes at appropriate 

rent levels. Both profit and non-profit developers can apply to the agency on 

a project-by-project basis to compete for the tax credits based on criteria set 

by the state agency.

Reductions in provision due to financial viability assessments are not to be found 

in LIHTC-supported programmes – instead, the private and third sectors are 

given the right incentives to build decent affordable homes in large numbers.

A better future for affordable housing in Britain

Some people may worry that these conditional tax receipts may lead to a 

reduction of income through lower tax receipts, which may inadvertently 

impact the government’s ability to repay its debt. Not true. In fact, enabling 

the private sector to participate in the delivery of genuinely affordable homes 

would reduce the strain on the Housing Benefits bill and local social services, 

and bring cash from the reserves of corporations into the affordable housing 

sector on terms set by local government.

Lobbying central government for tax credit allocations based on local need 

would allow innovative councils to distribute tax credits on a local basis, with 

criteria set by the council. Adopting a conditional tax incentive model could 

lead to a renaissance in the provision of socially rented homes. The Labour 

and Co-operative MP Gareth Thomas has in the past advocated a ‘Community 

Reinvestment Act’, which if enacted properly would enable such an affordable 

housing funding mechanism to flourish. Councils should also be empowered to 

borrow in order to provide soft loans to complement tax credits, making even 

more projects feasible. The risk of housing associations hitting the rafters of 

borrowing limit would be adequately scrutinised in the years leading up to its 
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eventuality: local councillors and officers would be responsible for challeng-

ing associations on how they plan to prepare for them reaching their gearing 

limits. Where needed, existing debt and underlying assets could be transferred 

to pension funds, who would have the resources and long-term investment 

horizon needed to ensure the sector continues sustainably.

If the austerity agenda is removed and the PSBR loosened for housing capital 

investment, local councils may also wish to play their part through borrowing 

themselves to build more homes. In such a world, grant and permitted bor-

rowing would return, and local government would provide further subsidies 

to both for-profit and not-for-profit developers.

The UK once relied primarily on the state to provide affordable homes. Through 

political choice it has since unsystematically sought models that have not suf-

ficiently mobilised the private and the third sector. A better future would see 

both the public and private sector firing on all cylinders, making use of a new 

arsenal of fiscal tools – whether this be through conditional tax incentives, 

encouraging long-term capital investment into the third sector, or traditional 

government borrowing. The provision of more affordable homes specifically 

set at defined social rent levels can be enabled by councils using innovative 

fiscal tools, which if applied correctly do not need to significantly increase the 

national debt over the long term. In any case, the ideas and ability to make it 

happen are well within our reach – and should be championed by Labour as 

we prepare to return to government at the national level.
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