
The Spending Review was based on a forecast provided by the Office of Budget Responsibility (OBR), 
the independent body set up in 2010 to provide independent analysis of the Government’s finances.

Moving beyond the headlines that emerged in the immediate aftermath of the release of the 
Chancellor’s November 2015 Autumn Statement, CIPFA has begun dissecting the Government’s 
Spending Review and has found a mixed outlook for many public services. 

Commentators were quick to portray George Osborne as ‘pulling rabbits from the hat’, as he made 
his big ticket announcements, most notably the decision not to cut tax credits and protection for 
police and a local tax for social care funding. In a further welcome sign of devolution, we applaud the 
granting of the income tax levy to Wales without a referendum. 

Many of these decisions could be made thanks to interest rates remaining low, improved forecasts for 
GDP and a number of tax and spending initiatives that, over the course of the current Parliament, will 
result in £6bn per year.

The above is reliant on the current growth forecast for the economy, and suggests the country is on 
track to eliminate the deficit with a £10bn surplus in 2019-20.
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CIPFA’s positions
In this report, CIPFA pulls out some of the more significant 
announcements and looks at what they mean for 
public services.

Central government
The additional cuts to administration budgets (or the running 
costs) for departments will impact on capacity to deliver. 

More focus will be put on back office reductions and there 
will be high expectations from the Civil Service Reform 
programme to deliver, including increasing digital and centres 
of excellence.

CIPFA believes that the Government needs to think about a 
new approach to looking at spending. It would be better to look 
to increase flexibility, so that departments can deploy limited 
resources in the most effective way, for example co-operating 
more effectively at a national level on their shared integration 
agendas at a local level, rather than focus on arbitrary control 
totals that may encourage perverse incentives. 

Over the previous five year period, net liabilities – the gap 
between what the country owns and what it owes – increased 
by £624bn to £1.85tn. Pensions liabilities increased by £130bn 
placing further pressure on public service spending. The triple-
lock scheme must be reassessed to ease this burden. 

In line with HM Treasury’s Review of Financial Management 
CIPFA welcomes the continued emphasis on developing 
stronger business cases, improved procurement and 
strengthening capacity and capability of the finance 
profession across government. We look forward to supporting 
the profession and its training as the Academy, Costing Unit 
and other centres of excellence develop.

Local government
The Spending Review provided a complex and concerning 
picture for local government. While a cash-terms increase in 
spending over the course of Parliament was suggested by the 
Chancellor, this is based on the premise that a cut in funding 
will be offset by an increase in taxation receipts, generated 
by council tax and business rates. The sector’s early view is 
actually that this disguises a range of worrying and significant 
real cuts depending on the assumptions used. The lack of 
detail and transparency in the announcement, makes it very 
difficult to determine the actual outlook for local government.

Business rates
On the topic of councils retaining all business rates revenue, 
the Chancellor revealed little extra information than what had 
been in his speech during the Conservative Party Conference in 
October this year. 

As CIPFA has said before, on the face of it, this is a positive 
development, with significant medium- to long-term benefits. 
However, there are inherent risks in the transferring of regional 
grants to business rates, so more clarity is needed from the 
Government over how it will be implemented in the short-term.

CIPFA’s concerns about equalisation include how high-need 
authorities, who currently have a net reliance on central 
funding, will be supported. 

Secondly, the Government must clarify which responsibilities 
will be expected to be part of local authorities’ responsibilities 
under the deal. What public services, such as police, public 
health and special education needs, will local government be 
expected to fund from business rates?

Thirdly, the timing of the localisation process is important. 
The Government must explain how the withdrawal of Revenue 
Support Grants (RSG) will dovetail with the implementation of 
the business rates retention.

Devolving the business rates is an encouraging step towards 
greater localisation, but further detail is needed from 
government before we can fully understand its impact.

Reserves and assets
Councils are being encouraged to sell off their assets and 
to use their reserves to support service delivery and reform. 
If implemented, this will cause problems in the long-term, 
for reserves can only be used once. Using capital income to 
support revenue spending doesn’t promote robust financial 
management and conflicts with the principles of CIPFA’s 
Prudential Code. The headlines suggest that capital receipts 
can be retained in full, but using capital income to support 
revenue spend is a slippery slope for any business.

Health
The additional resources promised for health are welcome, 
particularly against the backdrop of wider expenditure 
reductions. However, the headline of £6bn extra investment in 
the NHS is not as straightforward as it sounds.

This is primarily because the £2bn is already factored into the 
2015-16 resourcing, which is set to overspend.

There are also several calls on the extra £4bn compared with 
2015-16 budgets. These include: 

 � rectifying any underlying overspend in the  
2015-16 position

 � £0.6bn for the new commitment to mental health spending

 � funding for seven-day working, which was a commitment 
not factored into the Five-Year Forward View and estimated 
to be some £3bn a year in due course
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 � the likely shortfall in the Five-Year Forward View’s 
productivity targets, the scale of which has never been 
achieved before.

Ultimately, overall the £8bn gap in the health system 
is underestimated and the ability to achieve savings 
overestimated. For example, cost pressures which have not 
been factored in to that gap include an estimated £1bn 
additional annual pension costs from 2016-17.

Social care
There has been some welcome news on social care - the 
confirmation that the Better Care Fund (BCF) will operate at 
least to the end of this Parliament. That contribution will 
increase in value by £1.5bn and the BCF will act as a transition 
mechanism towards devolving integrated health and social 
care. Those are all points called for by CIPFA in our Let’s Get 
Together report. 

Other issues to consider include: 

 � the added flexibility provided by the ability to increase 
council tax by an extra 2% without a referendum in order to 
support adult social care

 � the positive news on health, welfare benefits, Troubled 
Families and police budgets, all of which will have indirect 
but positive effects on social care. 

However, questions remain and there are reasons to be 
cautious. For example, what is proposed is a means of enabling 
councils to fund the pressures locally. The established ‘new 
burdens’ doctrine ought rather to lead to the Government 
funding the extra costs of its other legislative action – in 
this case, the consequences of the living wage on social 
care commissions. 

Given that the Government previously planned on the basis 
of funding the now-deferred aspects of the Care Act, that 
money should now be first call to cover the new burden in the 
usual way.

Council tax funding of social care does not address distribution 
issues which are problematic: higher-need areas rely more on 
general grant and have lower tax bases on which to generate 
council tax. 

Police
CIPFA welcomes the Chancellor’s announcement that there will 
be no cuts to police force budgets and real terms protection 
for overall police funding. Total central government funding 
over the next four years is being protected in real terms. Direct 
resource funding to Police and Crime Commissioners, for their 
use on policing or crime, will be protected in cash terms. 

At a time of emerging threats and new and emerging forms of 
crime, it is imperative that police forces are adequately funded 
and resourced to respond to the demands they currently face 
and prepare for changing demands in the future. 

The Chancellor referred to the continuation of police reform 
and the need for further savings as different forces merge 
back offices and share expertise and announced a new fund 
to help with this reform and with the transition to the new 
funding arrangements. 

The fund also aims to assist forces adapt to changing crime 
threats and train more firearms officers. We await details of 
the fund and the extent to which it can help forces deliver their 
on-going transformation programmes. The changes to the 
police funding arrangements are no longer being implemented 
for 2016-17 but could have significant impacts on some forces 
later in the spending review period.

CIPFA is pleased to note the introduction of greater flexibility 
for Police and Crime Commissioners in raising local precepts 
in areas where they have been historically low. As policing and 
community safety requirements are different in each region, 
CIPFA has previously called for a much stronger element of 
local discretion in how our police forces are funded and will 
be interested to see the detail of the new proposals and their 
possible effect. 

Education
The protection of adult skills funding in further education 
colleges in cash terms is a welcome announcement following 
the 27% real-term cut in government funding over the past 
five years.

There has been a ‘stepping stones’ approach to the 
introduction of a national funding formula for schools, which 
is now envisaged to take place in 2017. The role of local 
authorities, however, is being eroded further before their role 
in running local schools disappears completely. 

It is important that there is some sort of transition period 
in order to protect those schools that will lose funding. It is 
also important that the prominent role of the schools  
forum remains as allocating funding to schools is a key 
local priority. 

CIPFA still has concerns around governance and financial 
management in the academy system and the recent 
comments by HM Chief Inspector Sir Michael Wilshaw 
on governance in academies, demonstrated many of the 
significant issues within the education system that CIPFA and 
others have been raising for some time. 
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As the number of academies continues to grow, it is essential 
that governing body members have the necessary skills, 
knowledge, experience and confidence to carry out their vital 
role in challenging under performance and holding schools 
to account.

Pensions
The Government has now published guidance for pooling Local 
Government Pension Scheme (LGPS) Fund assets into up to 
six British Wealth Funds, containing at least £25bn of Scheme 
assets each. The Government is now inviting administering 
authorities to come forward with their proposals for new pooled 
structures in line with the guidance to significantly reduce 
costs while maintaining overall investment performance, with 
the wider ambition of matching the infrastructure investment 
levels of the top global pension funds.

Whilst welcoming the fact that the sector is being given 
the time to come forward with its own proposals on greater 
collaboration, the continued use of the term ‘British Wealth 
Funds’ belies a fundamental misunderstanding of the function 
that LGPS funds perform. 

They are, in essence, a single purpose reserve, sitting on 
the balance sheet of a local authority, to enable it to meet 
its pension liabilities. Any consideration of the long-term 
structure for the management of the LGPS needs to keep 
the relationship between the assets and the liabilities firmly 
in mind.

What is also a concern is that in an accompanying 
consultation on the LGPS investment regulations, the 
government is seeking to enshrine in the regulations specific 
powers to intervene in, and direct the way in which, a local 
authority invests pension funds’ assets, if it fails to comply 
with (as yet unspecified) guidance.

Housing
Any increase in housing is welcome in the UK, where shortage 
of houses is a daily news story. 

The Chancellor in his speech has said that funding will be 
doubled for housing. He unveiled a package to build 400,000 
new homes and a range of additional support for those wanting 
to purchase a home.

In London a new Help to Buy equity loan scheme will allow 
buyers to get a loan for 40% of the value of the home from 
2016. The current scheme offers 20%.

The restrictions around shared ownership are to be amended 
and the restrictions around eligibility criteria will be relaxed to 
allow more accessibility of shared ownership.

While welcome, these changes do not detract from the stark 
reality faced by the social housing sector. Rent reductions, 
Right to Buy and forced asset sales have had an impact 
on the sector’s ability to respond to those needing secure 
accommodation in the social sector, the demand for which will 
continue to rise as housing benefit and welfare cuts introduced 
continue to bite. 

An increase in only one form of tenure, in this case owner 
occupier is not a solution that leads to long term stability. 
Rented or social housing cannot be marginalised in economic 
discussions as secure accommodation is often the foundation 
needed for an economy to grow. 

To allow the continuation of mixed and diverse communities, 
it is important that we continue to provide a range of tenure 
options and these include social housing at a cost, and good 
quality private sector rental options with the right balance 
between flexibility and security allowing people the freedom to 
move in order to follow work opportunities. Options that offer 
real choice and affordability. 
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