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1. Introduction

The past decade has witnessed an increasing dedgree of tension in
relations between central and local government as successive
governments have sought to assert greater controcl over 1local
authorities' expenditure and activities as part of wider economic
and political programmes. Most attention has focused on attempts
to control local government expenditure in the context of macro-
economic policies but in more recent years financial controls
have been supplemented by legislative measures affecting the
fundamental role and responsibilities of local authorities.
Indeed, some commentators have argued that the measures
introduced by the Conservative governments since 1979 represent
a fundamental restructuring of central-local relations such as
to constitute a threat to the future of local government.1

Within the broader context far-reaching changes have been made
affecting the financing and provision of local transport services
and facilities. Taken together, these changes have fundamentally
re~structured the basis upon which local authorities provide for
the transport needs of thelr areas. Our research has focused
essentially on the effects of this re-structuring with the
primary objective of assessing the impact on local authorities'
transport expenditure and outputs and on their approach to
addressing local transport problems and needs.

Of particular interest to our research are changes which have
been made to the Transport Supplementary Grant (TSG) system. TSG
was introduced in 1975/6 as a block grant to support both current
and capital expenditure on roads and public transport thus
supplementing Rate Support Grant (RSG) in respect of current
expenditure and authorities' borrowing in respect of capital
expenditure.2 TSG was seen as providing the new county councils
with the means to undertake their responsibilities for integrated
and co-ordinated planning of public and private transport.
However, following the election of the Conservative government
in 1979 there was an increasing degree of conflict between
central and local government over the nature of the outputs, and
the expenditure consequences of, such integrated and co-ordinated
planning, especially in London and the metropolitan areas. As
part of a wider programme to bring local authorities' transport
spending under control and more into line with the Government's
transport policies and objectives, the TSG system was reformed
in 1985/6, grant support being restricted to capital expenditure
on roads deemed to be "of more than local importance".

A specific objective of our research, then, has been to assess
the implications of this reform of the TSG system for local
authorities' ability to address effectively their transport
needs. However, it is clear that this reform must be examined
in the context of a wide range of measures introduced since 1979
which have affected local government finance in general, and the
financing of local transport expenditure in particular. Thus,
relevant legislative measures include the Local Government
Planning and Land Act 1980, the Local Government Finance Act
1982, the Rates Act 1984, the Transport Acts of 1983 and 1985,
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the London Regional Transport Act 1984, and the Local Government
Act 1985. Indeed, these measures can be seen as part of the
Conservative government's broader economic and political
programme embodying the objectives of reducing the role of the
public sector and , conversely, providing the conditions for a
flourishing and profitable private sector.” Recent legislation
to reform the systems of local government finance and to impose
compulsory competitive tendering upon 1local authorities in
respect of certain services can be seen as representing a
strengthening of this programme.

From such a perspective we are presented with a complex
analytical task. In particular, it is extremely difficult to
isolate the effect of any one measure, such as the reform of the
TSG system, from the effects of the broader systems for control
of local authorities' current and capital expenditure. In
addition, the situation is complicated by the abolition of the
GLC and metropolitan counties and the deregulation of local bus
transport. We have not attempted, in fact, to undertake a
comprehensive assessment of these latter measures but rather to
assess their impact relative to the changes in finance of local
transport expenditure.

Our research programme has comprised three main stages. The
first stage involved a review of relevant changes in central
government policies and financial control mechanisms over the
past decade in order to identify major research issues. The
second stage focused on these issues in an analysis of trends in
local authorities' transport expenditure relative to the
Government's spending plans and provision over the pericd since
1979/80, which attempted to identify impacts of central
government policies and controls for more detailed examination.
The third stage undertook this more detailed examination on the
basis of information provided by a small sample of English local
authorities selected to represent a range of socio-economic and
political contexts.* During this stage we focused on two main
areas of 1local +transport expenditure: firstly, capital
expenditure on the construction and improvement of local roads
since the reform of the TSG system in 1985/86; and, secondly,
expenditure on the maintenance of local roads over the period
since 1979/80. In both cases we were concerned to assess the
implications of the reform of the TSG system in the context of
broader systems for central government control of local
authorities' spending, and to assess the implications for the
ability of local authorities to address effectively the transport
problems and needs of their areas.

The purpose of this paper is to summarize the findings and
conclusions of our research.” In the next section we review
changes in central government policies and expenditure controls
of relevance to local transport and we examine the record of
government control of local transport expenditure since 1979.
Section 3 summarises the analysis of roads capital expenditure
and Transport Supplementary Grant since 1985/86 and section 4 the
analysis of local road maintenance. Finally, section 5 discusses
the main findings and conclusions of our research.

P
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2. Changes in Government Policies and Expenditure Controls

2.1 Early Experience with Transport Supplementary Grant

Transport Supplementary Grant (TSG) was introduced in 1975
following the reorganisation of local government to promote the
concept of comprehensive and integrated local transport planning
which had been behind the 1968 Transport Act.’ TSG was intended
to promote a more rational and effective use of resources than
had been achieved by the previous system of specific grants. 1In
particular, it was designed to achieve four objectives.

i. To promote the development and execution of
comprehensive transport plans -by the new county
councils and the GLC:

ii. To eliminate bias towards capital or current
expenditure or towards particular forms of expenditure;

iii. To distribute central government grants in a way that
reflects as far as possible the needs of individual
areas;

iv. To reduce the degree of detailed supervision by central
government over individual schemes.

TSG was paid to local authorities as a supplementary block grant
to 'top up' resources provided through Rate Support Grant (RSG)
and could be used at the discretion of local authorities to
support both current and capital expenditure on highways and
public transport. All county councils had to submit annual bids
for TSG in Transport Policies and Programme (TPP) documents which
placed such bids in the context of authorities! trans%ort
policies and a proposed five-year programme of expenditure.

In a review of the operation of the TSG system up to 1979 Mackie
(1980) concluded that in comparison with the system of specific
grants which it replaced, it had been relatively successful in
meeting three of the above cbjectives but had failed in terms of
ensuring the allocation of resources on the basis of need.’
Mackie also pointed out deficiencies arising from the annual
basis of TSG settlements and the lack of longer term financial
guidance, and was critical of the degree of central government
intervention in local decision-making on the grounds that it
blurred responsibility for local decisions, reduced the scope for
learning from diversity in local govermment, and discriminated
against authorities which pursued open policy differences with
central government.

To a large extent the failure of the TSG system to ensure
resource allocation on the basis of need was due to the change
in economic conditions in the mid 1970s. The original purpose
of TSG was to encourage higher spending to meet certain transport
objectives and, as an unhypothecated grant, it strengthened local
authorities' autonomy and discretion. However, as public
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expenditure restraints were imposed following the Labour
Government's recourse to the IMF in 1976, the major concern of
central government was to achieve control over local authority
spending. The result was a growing tension, not to say conflict,
in central-local relations, specifically between, on the one
hand, interests in the central state concerned to control local
spending and, on the other hand, interests in the local state
concerned to preserve local autonomy and discretion.

In such a context of increasing tension in central-local
relations a conflict of interests developed within the TSG
system. The interest of central government was now to encourage
transport glans which were economical in their demands on
resources. However, in a situation of competitive bidding for
limited resources, it was not in the interests of any one
authority to develop a 'good cheap plan' since they would risk
thereby foregoing TSG altogether. On the contrary, it was in
the interests of local authorities to submit high expenditure -
bids to attempt to maximise their share of TSG. With the
development of such a conflict of interests the credibility of
the TSG system as a rational resource allocation mechanism was
increasingly undermined.

The period since the election of the Conservative Government in
1979 has been characterised by an escalation of conflict in
central-local relations. To an increasing degree the interest
of central government in achieving tighter contreol over local
government spending has come into conflict with the interest of
local government in retaining as much autonomy and discretion as
possible in relation to expenditure decisions. This conflict has
been manifested in new legislation affecting local government
which "... has been passed at an unprecedented rate.™ In the
next section we review briefly the main legislative and other
measures which have been introduced by the Government and which
have affected the scale and pattern of local authorities'
transport expenditure and provision.

2.2 Changes in_the System of Iocal Government Finance

Several commentators have referred to the significant increase
in central government control over local authorities which has
been achieved through changes in the system of local government
since 1979.'7 The Conservative Government elected in May 1979
quickly addressed the objective of reducing local government
spending, using exhortations to local authorities to reduce their
budgets by 1979/80 immediately by 3%, and to plan for 1980/81 on
the basis of a 5% reduction from the previous Labour Government's
plans.13 As it became clear that such reduction would not be
forthcoming and that certain authorities were 'overspending' by
a significant amount, the Government focused increasingly on the
inadequacies of the Rate Support Grant (RSG) system for
controlling both 1local government spending in_ general and
specific high spending authorities in particular.

In this context the Government introduced the Local Government
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Planning and Land Act 1980 which reformed the procedures for
controlling local government current and capital expenditure, and
introduced a competitive and commercial regime for local
authorities' Direct Labour Organisations (DLOs). As regards
current expenditure, a new system was introduced for distributing
'block grant' between authorities and for controlling their total
spending, replacing the former RSG system which was seen as
rewarding high spending. The aim of block grant distribution is
equalisation between authorities in terms of both need to spend
and resources i.e. to ensure that, regardless of differences in
their spending needs and rateable resources, all authorities of
the same type are in a position to finance a comparable standard
of service for the same rate poundage.

This system is based upon two essential features." First, a
'grant-related expenditure' (GRE) is determined for each
authority which is an estimate of the overall cost to an
authority of providing a common standard of service taking into
account variations in local circumstances and needs, the latter
being expressed as a function of the number of 'clients' for the
various services (or units of service required), and the unit
cost of service provision, adjusted to take account of special
factors affecting the cost of provision (eg population density,
social problems). Secondly, an assessment is made of the extent
to which each authority can finance its GRE from its own rateable
resources. In order to equalise differences in rateable
resources between authorities a 'grant-related' poundage (GRP)
is calculated which specifies a common rate poundage which all
authorities of the same type are assumed to levy for spending at
the level of GRE. Each class of local authority has a 'GRP
schedule' which specifies a GRP for levels of spending above and
below GRE in such a way as to increase the assumed rate yield for
authorities spending above GRE and to decrease it for those
spending below GRE. Above a certain 'threshold' of expenditure
(approximately GRE + 10%) the slope of the GRP schedule increases
(the 'taper') in such a way as to have a large impact on higher
spending authorities.

As regards capital expenditure, the 1980 Act replaced the
previous controls on borrowing (via 'loan sanctions') with
controls on authorities' actual 'prescribed' expenditure in any
year, however financed. Following submission of expenditure
proposals to the relevant Government departments, authorities are
provided with 'block capital allocations' for each service.
Initially there were five service blocks: housing, education,
transport, social services and other services; in 1984 a sixth
block for Urban Programme spending was added. Authorities are
free to aggregate these block allocations to cover expenditure
according to their own priorities, and there is a 10% ‘carry
over' provision from year to year. Also authorities may
supplement their allocations with proportions of their capital
receipts which are prescribed by the Secretary of State (broadly,
20% of housing receipts and 30% of non-housing receipts in any
one year). A 'cascading' principle applies such that the
prescribed proportion of receipts can be used in the first year
and the same proportion of what remains in each subsequent year.
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Therefore, authorities can gain spending power in any one year
from capital allocations for that year, from up to 10% 'carry
over! from the previous year and from prescribed proportions both
of in-year capital receipts and of receipts accumulated from
previous years.

Since the implementation of the above approaches to control of
current and capital expenditure in the financial year 1981/82,
the Government has introduced various additional measures
primarily aimed at increasing the degree of central control over
authorities' current expenditure. Following early difficulties
in achieving the desired reductions in 1local government
expenditure the CGovernment's Local Government Finance Act 1982
introduced a system of expenditure targets and grant penalties
and abolished the power of local authorities to raise
supplementary rates or precepts. The target and penalty system
was applied retrospectively to 1981/82 and operated each year
until it was discontinued in 1986/87. It was not an integral
part of the block grant system but rather wag 'grafted on' to
attempt to tighten up expenditure controls. '’ Authorities!
expenditure targets or 'guidance' were not derived from GREs but
were designed simply to achieve volume reductions in total
expenditure from previous years, reflecting the Government's
public expenditure plans. Authorities which spent in excess of
their targets suffered a reduction in block grant in accordance
with a schedule of penalties which became more severe as the
percentage overspending increased. Moreover, the severity of the
penalty schedules increased over the years 1981/82 to 1985/86.
Following severe criticism of the effects of the target and
penalty system by the Audit Commission (1984) and the House of
Commons Public Accounts Committee (1985) it was replaced in
1986/87 with a modification to the basic block grant system which
resulted in negative marginal grant rates with accelerated grant
reductions for authorities exceeding the 'threshold' level of
expenditure.

Notwithstanding the effect of the target and penalty system some
authorities continued to resist the Government's efforts to
control spending by compensating for loss of grant through rate
increases. The Conservatives' manifesto for the 1983 General
Election contained proposals to limit rate increases by local
authorities and also to abolish the GLC and metropolitan counties
which were seen by the Government as the worst offenders in terms
of ‘'profligate overspending', and as major obstacles to the
achievement of control over 1local government expenditure.w
Following re—election, the Thatcher Government legislated in the
Rates Act 1984 to impose limits on the rates of either specified
local authorities ('selective rate limitation') or all local
authorities ('general rate 1limitation'). The Government
introduced the selective scheme in 1985/86 in respect of 18
authorities (including the GLC, two metropolitan counties and
nine London boroughs) whose expenditure was considered to be
", ..excessive having regard to the general economic
conditions".? Since then, 31 authorities have been 'rate-
capped' at some time, seven ILondon boroughs having been
designated every year.
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The progression of measures through the introduction of the block
grant system, the super-imposition of the system of targets and
penalties, the abolition of the power to raise supplementary
rates and precepts and the introduction of 'rate-capping'!' is
indicative of a significant shift in the balance between central
control and local autonomy and discretion in relation to
expenditure decisions. The Government's recent legislation to
reform the grants system and replace domestic rates with a
'community charge'- in the Local Government Finance Act 1988 -
can be seen as the logical extension of a programme arising from
the concern to curb high spending authorities and with the impact
of local authority rates. A recent analysis of the impact of

this legislation sees it as part of "...the reality of a
tightening rein of central government - control over local
government's spending power and political voice." The

Government is also proposing to introduce reforms of the present
system of capital expenditure control to coincide with the
introduction of the community charge in April 1990. These
reforms would also tighten central control over local
authorities' spending via more specific controls on_ individual
authorities!' borrowing and use of capital receipts.

2.3 Other legislation Affecting ILocal Transport Provision

There have been other legislative developments which have played
an important role in the Conservative Government's programme for
local government within the context of the broader economic
programme of fiscal restraint, cuts in the burden of public
expenditure and taxation, increased competition, deregulation of
markets and privatisation. The primary measures of relevance to
our discussion are the Transport Act of 1983 and the Local
Government and Transport Acts of 1985.

The context of the 1983 Transport Act was provided by the
increasing concern on the part of the Government about the
recalcitrance of some local authorities in the face of the
Government's attempts to contrel their expenditure. The main
'offenders' from the Government's point of view were Labour
controlled authorities in London and the provincial metropolitan
areas. A particularly important area of contention between such
" authorities and the Government was expenditure on public
transport revenue support, with authorities such as the GLC and
South Yorkshire and Merseyside MCCs providing levels of subsidy
significantly in excess of the Government's plans. In 1982/83
spending on revenue support by the GLC was 81% in excess of the
Government's provision; the equivalent figure for the
metropolitan counties was 70%.

In the face of such resistance to broader expenditure controls,
in particular to block grant penalties, the Government resorted
to specific legislative provisions, in the context of legal
confusion which had arisen out of the contradictory judgements
following legal challenges to the low fares policies of the GLC,
Merseyside and West Midlands metropolitan county councils.?® The
stated purpose of the 1983 Transport Act was "...to provide a
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more stable basis for public transport planning and subsidies in
the Metropolitan Counties and London."® The Act provided for
subsidies to be paid by Passenger Transport Authorities (PTAs)
only on the basis of the Secretary of State's approval of their
plans. The Secretary of State had the power to designate a
maximum permissible level of grant in the form of a 'Protected
Expenditure Level' (PEL); any authority exceeding its PEL would
be open to challenge in the courts.

In effect the 1983 Act provided the Government with an additional
legislative basis for controlling local authority spending.
According to Loughlin (1986), the Government was thereby able to
present the imposition of constraints on authorities' expenditure
as justified by a rational legal framework rather than_as an
outcome of controversial economic and social policies.? He
argues that the concept of ‘'fiduciary duty' was used
illegitimately to mask economic and political objectives because
the concept is anachronistic, representing the incursion of a
private law concept into a public law arena and is ambiguous and
unworkable in relation to determining appropriate behaviour of
local authorities.?®

The Government claimed that the 1983 Act was successful in
helping to restrain expenditure on_ public transport revenue
support in the metropolitan areas.? However, although the
Government cited evidence of a substantial reduction in budgets
in the metropolitan areas from original plans, and there was a
real terms reduction in expenditure in the metropolitan counties
after 1982/83 (Figure 1c), there remains a gquestion mark over the
effectiveness of this legislation. The main problem was that
with PELs the Government introduced a normative measure of
expenditure which was not consistent with the 'traditional!
measures of provision in the Public Expenditure White Paper and
'accepted expenditure' for TSG support. Thus, in 1983/84 the
total of PELs exceeded the Government's specific provision for
revenue support by some £135 million on the grounds that:

",.. past failure to tailor services to demand, inefficiency
in operation and in some cases too low fares means that it
will not be practicable tco bring revenue support to the
Passenger Transport Executives and London Transport in line
with the Government's plans immediately."’

However, as a result of this discrepancy the Government accepted
for TSG support a level of spending on revenue support in 1983/84
which was also in excess of the provision in the Public
Expenditure White Paper as shown in Figure la. In previous years
TSG accepted expenditure had been equal to or less than specific
provision but the introduction of PELs resulted in the Government
providing grant support for 'over-spending' on revenue support
by the GLC and metropolitan counties. This situation attracted
the attention of the House of Commons Transport Committee which
expressed its concern about the "... apparent irrelevance of the
measures contained in the 1983 Transport Act ..." and commented:

"... we find it most peculiar that the Government should

R -

8




appear to be sanctioning a level of expenditure which is
totally at variance with its own targets L

More recently Mackie (1987) concluded that "... the protected
expenditure levels appear to have had only a limited effect ...",
partly because no legal action was taken against those
authorities which_ exceeded their PELs (South Yorkshire and
Merseyside MCCs). Other authorities which remained within
their PELs in effect received Government sanction, and some TSG
support, for overspending relative to the Governments expenditure
provision. In the light of these effects it is possible to
conclude that the 1983 Transport Act was a rather perverse piece
of legislation.

One reason why no legal action was taken against metropolitan
authorities which exceeded their PELs may have been the impending
demise of the GLC and metropolitan counties. Following the local
elections in May 1981 all these authorities came under Labour
control and several of them subsequently figured prominently in
the Government's 1list of 'recalcitrant overspenders', with
expenditure on public transport revenue support being an
important element in their conflict with the Government. Thus,
on the introduction of expenditure targets and grant penalties
in 1981/82 the metropolitan counties were budgeting collectively
to overspend their targets by some 19% compared to a national
(England) average of less than 6%.> The GLC and South Yorkshire
and Merseyside MCCs were among those authorities selected for
'rate -capping' in 1985/86 on the grounds that their total
expenditure in 1984/85 exceeded their GRE by at least 20%. 1In
South Yorkshire spending on public transport revenue support
constituted some 42% of the authority's total budget for 1984/85
and was approximately six times the level accepted by the
Government for TSG purposes.

The Conservatives' manifesto for the 1983 General Election
included the commitment to abolish the GLC and metropolitan
counties and proposals were published in a White Paper
'Streamlining the Cities' later in 1983.% The Government's
justification for abelition referred mainly to the need for
economy in the public sector and the absence of a real practical
role for the upper tier of local government in the metropolitan
areas. The search for a 'strategic role' by these authorities
had resulted, it was maintained, in conflict, uncertainty and
'heavy and unnecessary burdens on ratepayers'.6 In summary, the
Government argued:

"The abolition of these upper tier authorities will
streamline local govermment in the metropolitan areas. It
will remove a source of conflict and tension. It will save
money, after transitional costs. It will also provide a
system which is simpler for the public to understand, in
that responsibility for virtually all local services will
rest with a single authority."”

The Local Government Act 19285 provided for the abolition of the
GLC and metropolitan counties in March 1986 and from that date

s

9



their responsibilities were taken over by the metropolitan
district councils (eg highways) or by 'joint boards! of nominated
members from the district councils. In the event the main
services (eqg public transport, police, fire, waste disposal)
became the responsibility of new joint authorities/boards whose
members are nominated, not directly elected. This has resulted
in severe criticism on the grounds that it has made the system
more complex for the public to understand, not simpler as the
Government has argued, reduced the scope for co-ordinated
decision-making and reduced local accountability.38 A study by
Coopers and Lybrand found the Government's other justifications
for abolition wanting. For example, it was concluded that the
Government had exaggerated the degree of overspending by the
metropolitan counties and that relatively high expenditure growth
in these authorities was partly accounted for by higher inflation
affecting their services, higher needs for services in
metropolitan areas, and Government priorities for certain
services (eg police).

The main issues highlighted by the Government in their abolition
proposals - high levels of spending and conflict with central
government policies - have been at the heart of the changing
nature of central-local relations over the past decade, and the
abolition of the GLC and metropolitan counties can be seen as
consistent with, indeed an integral part of, the Government's
programme to restructuring those relations. Flynn et al (1985)
argued as follows:

"The proposals should be seen as an attempt by central
government to gain further control of local government ...
This centralization is part of a long-term trend towards a
reduction in local autonomy and should be seen together with
the Rates Act 1984 ... as a further important step along the
road towards a completely unitary state within which a
single set of policies are pursued."40

Following the abolition of the GLC and MCCs, central government
control over public transport expenditure and policies in the
metropolitan areas was enhanced by subjecting the joint Passenger
Transport Authorities (PTAs) to precept control for the first
three years of their existence. The Secretary of State
designated maximum expenditure levels (ELs) for each PTA and this
system replaced the PELs of the 1983 Transport Act in 1986/87.
In London, responsibility for public transport had been taken
away from the GLC in June 1984 by the London Regional Transport
Act which established London Regional Transport (LRT) as a
nationalised industry subject to direct control of the Secretary
of State. Consequently, in 1986/87 the Government had direct
control over about 80% of total expenditure on public transport
revenue support in England. As Mackie (1987) concludes: "a
substantial loss of local control, accountability and discretion
has therefore occurred in the metropolitan areas. "

The objective of reducing expenditure by local authorities on
public transport subsidies also lay behind the measures contained
in the 1985 Transport Act to de-regulate local bus transport,
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