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Introduction 
 The Coalition Government has persisted in treating 

each part of the UK separately (as Labour did), rather 
than trying to find solutions that could apply to all parts 
of UK with some variation, on an ‘opt-in’ basis 

 Holtham Commission argued that a form of Calman-
style limited fiscal autonomy would work for Wales, 
provided a ‘fair grant’ were put in place first and an 
appropriate method used to calculate reduction in that 
(both issues Calman skated over) 

 A wise UK Government ought to be interested in such 
solutions, as a way of ensuring that there is some 
consistency in the rights of both peoples and their 
governments across the UK 



The ‘more or less federal model’ 
 Substantial autonomy over personal income tax – 15 

points or even more

 Redistributive block grant relating to 

1. spending needs to ensure equitable level of public services 
and

2. Differing tax bases and levels of income 

 General power to introduce new taxes where 
permitted under EU law and doesn’t conflict with 
existing UK taxes 

 Borrowing power 

 Serious structural problems – in particular 

 Relationship between PIT and National Insurance 

 Need to alter institutional arrangements (HM Revenue & 
Customs and UK Statistical Authority in particular) 



The ‘spending’ block grant

 In principle, all 3 reports (Calman, Holtham, Lords SCBF) 
support a block grant based on relative needs – that is, funding 
should be allocated to the various parts of UK according to how 
much it costs to provide a particular level of public services there 

 This is a long-standing principle of public finance in UK (earliest 
direct reference I’ve found is the 1977 white paper on devolution 
finance, Cmnd 6890, which refers to it as ‘long established’ then)

 Roughly comparable to principles governing equalisation in 
many federal systems e.g. the Canadian formulation of ensuring 
provinces have the means ‘to provide reasonably comparable 
levels of public services at reasonably comparable levels of 
taxation’

 The question is how one does that ... 



Calculating the ‘spending’ block 

grant I 
 Traditional approach – used by HM Treasury in (published) 1979 

needs assessment and unpublished internal reviews in 1986 and 
1993) was ‘bottom up’ 

 Identify all service areas – health, education, etc 

 Identify factors affecting costs of providing public services in 
those areas (covering both costs of provision, e.g. sparsity, 
and demand factors e.g. prevalence of ill-health) 

 And how those cost factors vary between E/S/W/NI 

 This makes a needs assessment expensive, complicated and time-
consuming 

 It also creates an implicit degree of central control over how funding is 
spent – if £X is allocated for health, health lobbies will treat that as 
‘theirs’ and political pressures will make it hard for a devolved govt to 
allocate money as it sees fit 



Calculating the ‘spending’ block 

grant II 
 Asymmetry means that England serves as the reference point for 

such calculations – and practice in S/W/NI is a departure from 
that ‘norm’ 

 Both Lords SCBF and Holtham reports recommend a different 
‘top-down’ approach 

 Use relatively few indicators, which are significant in themselves 
(demographic ones), proxies for wider factors (e.g. morbidity/ 
mortality indicators for health), or both 

 Also need to be indicators beyond the control of a particular government

 Such approaches are 

 Administratively much simpler and cheaper (especially as, in reality, many 
needs factors overlap with one another) 

 Less susceptible to political control (e.g. demography affects demands for 
a range of services – lobbies can’t identify ‘their’ stream of funding) 

 Harder to game 



The sort of approach used by the 

Lords SCBF





Calculating the ‘spending’ block 

grant III 
 SCBF concentrated on arguing the principle of this approach.  It 

avoided identifying indicators that should be used (it chose some 
for illustrative purposes only), largely for political reasons.  

 Choosing which indicators to use, and how to weight the 
importance of each of them, is the really difficult bit, though.  

 Holtham found 90 per cent of variation could be accounted for 
by 2 variables, and 95 per cent by 6.  Their final formula used 7: 

 Number of children under 16 

 Number of older people (Retired persons) 

 Percentage of population from a minority ethnic group

 Income poverty (Percentage of population claiming income-related benefits) 

 Ill health (Percentage of population with a long-term limiting illness) 

 Sparsity (Proportion of people living outside settlements of 10,000 people or more) 

 London weighting

 Holtham also used a regression analysis to determine weighting of 

these (with, they claim, 95 per cent accuracy) 



Data for calculation a simple 

‘spending’ block grant
 Interestingly, the difference in approach seems to make little 

material difference to the outcome – a finding in the 1979 NA 
(where, having done the bottom-up exercise, they found it was 
largely replicated with about a third as many indicators).  

 These approaches use readily-available and reliable data – from 
the census, data routinely gathered by the Office for National 
Statistics, or the Department of Work & Pensions database 

 Even if other indicators were to be used, they can draw on 
existing published data; safeguards for ONS data are such that it 
should be acceptable to all parties.  

 Greater questions might arise if DWP data which are not National 
Statistics are used.  

 UK Government proposals to abolish the Census after the 2011 
one may create problems with this – since that authoritative 
source of data would no longer exist in England and Wales 



Institutional arrangements for a 

simple ‘spending’ block grant
 A system like this will put the data that underpin it under 

considerable scrutiny.   It’s inconsistent with the principles of 
constitutional autonomy that underpin devolution to have this 
under the control of UK Government 

 That implies a significant degree of distance from UK 
Government for ONS, and for the UK Statistical Authority 
which now regulates the collection of National Statistics 
(whether by ONS, UK Govt departments, or the Scottish or 
Welsh Assembly Governments) 

 The Food Standards Agency might serve as a model for this: an 
quango with statutory basis, operating at arms’ length from 
government, responsible to a board with members from all 4 
governments.  

 The other key issue is the body that determines the weighting of 
needs factors and allocations.  



Institutional arrangements for a 

simple ‘spending’ block grant II
 SCBF had more to say about this.  It recommended an 

independent, expert advisory commission – the ‘UK Funding 
Commission’, set up as an NDPB, along lines of the Australian 
Commonwealth Grants Commission, to advise UK ministers.  
Ministers could change the recommended allocations, but this 
would be highly visible and subject to public scrutiny.  

 An alternative approach would be for UKFC to advise the Joint 
Ministerial Committee (Finance) – though ultimately, if block grants are 
allocated from UK resources, it will be for UK Govt to make the 
allocations and that inescapably requires a UK ministerial decision 

 More minor things: 

 Grants should be direct to the devolved govts’ consolidated funds, not 
through the territorial Secretaries of State  

 So maintaining the territorial offices would be much more directly a 
matter of choice for UK Government 

 What about ‘costs of devolved democracy’? 



The ‘fiscal equalisation’ grant
 Holtham devotes much attention to methods for calculating 

appropriate reduction from the block grant to allow for their 
form of partial fiscal autonomy 

 Problematic – intellectually, not very parsimonious; and not 
‘future-proofed’  

 A grant, or stream within the block grant, that explicitly 
addresses fiscal equalisation would be desirable here 

 Could be comparatively simple – based on product of a ‘standard 
UK penny rate’ of personal income tax: 

1. Work out UK average income from a penny rate of income tax 
(on per capita basis)  

2. Work out variance from that of the actual tax revenue in 
Scotland/Wales/NI (again, per capita) 

 Grant = the difference  between 1 and 2 multiplied by 
population of S/W/NI (which could be negative) 



Data needs for the ‘fiscal 

equalisation’ grant
 Operationalising ‘standard product of a penny rate’ could be 

complex: at what marginal rate of tax?  

 Need to have accurate figures for actual tax revenues at UK level 
(which exist) 

 And for Scotland, Wales and N Ireland – which are harder to get 
and certainly aren’t published (GERS and Holtham both used 
estimates) 

 HMRC talk of ‘data protection issues’ when asked – and seem to 
think that even such aggregated data could disclose confidential 
information about individuals’ tax position 

 These objections are unconvincing legally, but clearly affect their 
thinking.  Likely only to change with serious political pressure 

 Speed/timing of publication – how close to ‘real time’ should 
such a system operate, or could it?  



Institutional arrangements for the 

‘fiscal equalisation’ grant
 Many of the tasks set out here (calculating the amount of the 

fiscal equalisation grant) would fall naturally within the remit of a 
UK Funding Commission (or UK Statistical Agency)

 These would therefore not require much change beyond what’s already 
needed for a ‘fair grant’ 

 But the position of HMRC would need to change.  It should  
become a ‘four-government agency’ (like the recommendations 
about statistical bodies above), reporting to all the governments 
who receive tax revenue from it.  



Read more on the ‘Devolution Matters’ blog 

http://devolutionmatters.wordpress.com/
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