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This note is based on my recent response to the ONS consultation on the requirement for regional public sector finance statistics. The note considers what data will be required so that the funding arrangements for the devolved administrations can be run effectively. In what follows, the requirement for data will largely be illustrated with reference to the funding settlement recently agreed for Scotland. There are corresponding data requirements in Wales and Northern Ireland: and similar, but perhaps different in detail, requirements will emerge for the areas within England as devolved government in England is developed.

An important general point to note is that the operation of the funding system for Scotland will depend critically on the availability of certain data for the rest of the UK, apart from Scotland: (and similarly for other areas.) So there is a basic cross-UK aspect to this whole question: i.e., a significant role must fall upon the central departments like ONS and H.M. Treasury. Since the central departments will have to be putting resources in to developing data sources required to run the funding arrangements for the devolved administrations, these requirements should be considered as an integral part of ONS’s current consultation on regional public sector finances. It was a weakness in the consultation document that it assumed that requirements could be met by the development of a general GERS type report: the requirements for operating the devolved funding system are actually rather different.  
a) Information on public expenditure on “devolved” services across all parts of the UK.
It will be a matter of great public interest, and will also be very important for monitoring how the new funding systems are operating, to have accurate comparative measures of levels of spend on “devolved” services across the whole of the UK. For example, it will be important to know, for those services which are devolved to Scotland, what the comparative levels of spend on those services are in the rest of the UK, (rUK), London, the S.E., etc. This is not a statistic which can be derived from the current GERS data: and the question is complicated by the fact that the devolved/reserved boundary cuts across certain service classifications: (e.g., part of social security will be devolved to Scotland.) The question is also complicated because different packages of services are devolved in different parts of the UK. So the “London” figure for spend on devolved services for comparison with Scotland will be different from the “London” figure for comparison with Wales, and so on.

b) Data on how the funding of the devolved administrations is arrived at.
It will be very important for there to be a clear and full record available of how the different elements of the funding of the devolved administrations have been determined. This will be essential both to avoid argument, and to provide a solid basis for forecasting how the devolved administrations budgets will develop in future. Providing this information will not be easy: this task was never properly fulfilled for the operation of the Barnett Formula in Scotland, and will be significantly more difficult in future, given the more complex funding arrangements now in place. One aspect which will be very important will be to have good information on those factors which will drive the “Holtham” indexation of the abatements to the Scottish government’s block grant. Basically, this will require publishing accurate information, for the rest of the UK, on tax receipts for those taxes which are devolved to Scotland. In the case of income tax, e.g., this would require information on rUK receipts of non-savings, non-dividend income tax.

c) Much better information on capital liabilities.
The Scottish government has, (and will have), fairly limited capital borrowing powers. This means that it appears to have put a lot of effort into developing innovative solutions to the provision of revenue funded capital infrastructure. But these solutions will still carry with them the liability of making future capital payments. Given that such capital liabilities could put severe pressure in future on the restricted budgets of devolved administrations, it is very important that there should be appropriate measures available of the capital liabilities which are being taken on. In this respect, there has been a major failure, (at UK level), in accounting for the wider financial liabilities associated with schemes like PFI and PPP. The national accounts, which adopt a very restrictive approach, measures a contingent liability of about £5 billion for finance lease liabilities relating to PPP/PFI schemes. The Treasury’s Whole of Government Accounts, (WGA), which adopt a broader IFRS based definition, estimate the liability for future payments on such schemes at £37.8 billion, as at March 2014: (“Wider Measures of Public Sector Debt”: Hayes et al.: ONS). But in fact, even the WGA approach is probably a significant understatement, since it counts only the future capital sum to be repaid – whereas a more accurate, and probably much higher, figure would be based on the Net Present Value of the future stream of contracted capital and interest payments, discounted at current public sector borrowing rates. This figure could well be twice the WGA estimate.

It is a matter of great importance that better measures of capital liability are developed at UK level, and that they are then split down to measure the commitments actually being undertaken by the devolved administrations. Comparative data between the different devolved administrations will be particularly important, to identify those administrations which might be getting out of line, and where future payment problems could be building up.

Note
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