ANALYSIS OF PUBLIC EXPENDITURE BY
COUNTRY AND REGION

8.1 This chapter presents analyses of public expenditure outturn by country and region.
In this chapter all data are National Statistics.

Recent Developments

8.2 PESA 2004 sees major changes in these country and regional analyses following the
improvements adopted by Government statisticians in fulfilment of Ministers’ acceptance of
the relevant recommendations of the McLean Report Identifying the Flow of Domestic and
European Expenditure into the English Regions. The main changes to these analyses are that:

° The definition of Total Expenditure on Services (TES) was changed when the
definitions of functions were brought more closely into line with those of the
United Nations Classification of the Functions of Government (COFOG) - for
further information see the Introduction and Chapter 3. The change to TES
feeds through to the country and region analysis also.

¢  The dividing line between expenditure that can and cannot be identified as
being for the benefit of a particular country or region has been more firmly
rooted in national accounts concepts and definitions. Further details are
given in paragraphs 8.15 to 8.18 below.

. Statisticians in Government departments have responded to improved
guidance and recommendations to use better methods and practices and
have produced more accurate statistical breakdowns of the benefits to regions
from outturn expenditure.

83 PESA 2004 also now includes a wider range of analyses than before.

8.4 More information on the improved country and regional analysis was set out in
an article and memorandum published on the Treasury’s website on 5 April 2004:
www.hm-treasury.gov.uk/economic_data_and_tools/national_statistics/spending_by_
country_and_region/natstat_region_index.cfm. The memorandum invites comments on
different ways of producing regional expenditure, and on how best to present the information
in PESA.

8.5 The effects of these changes may mean that the numbers published in PESA 2004 are
not directly comparable to the numbers published in previous PESAs.

How public expenditure is planned and controlled

8.6 Public expenditure is planned and controlled on a departmental basis, except where
devolved responsibility lies with the Scottish Parliament, National Assembly for Wales and the
Northern Ireland Assembly, or with local authorities. Departmental expenditure
management means that in several areas expenditure is planned on a UK-wide basis rather
than by country. For example, the Department for Work and Pensions is responsible for the
operation of the social security benefit system throughout Great Britain.

Public Expenditure Statistical Analyses 2004 87



ANALYSIS OF PUBLIC EXPENDITURE BY COUNTRY AND REGION

88

8.7 The regional analysis of expenditure shows the outturns of the regional locations of
the individuals, enterprises and communities for whose benefit expenditure was incurred.
The extent to which those outturns reflect public expenditure that was planned with a
specifically regional dimension will vary from programme to programme.

Apportionment of expenditure by country and region

8.8 In order to provide information on the split of expenditure by country and region, the
Treasury asks the UK government departments to undertake an annual statistical exercise to
apportion their historical outturn spending between countries and regions, for public
spending that can be identified as benefiting the population of individual regions. The
Treasury then collates departments’ returns and combines these with the known spending of
the regional bodies to produce the analyses of public expenditure by country and region that
are published in this chapter.

8.9 The figures in this chapter therefore include a wider coverage of expenditure in
respect of Scotland, Wales and Northern Ireland than that for which the Devolved
Administrations and the Secretaries of State for Scotland, Wales and Northern Ireland are
directly responsible. This year’s PESA includes new tables that show the spending by country
and region separately for each of the devolved administrations, local authorities, and
government departments.

How to attribute expenditure to countries and regions

8.10 In most of the tables of this chapter, expenditure is attributed to a specific country or
region using the ‘for’ basis of measuring regional expenditure, which records the regions that
benefited from the spending, or whom the spending was for. The exception is table 8.17,
which allocates expenditure on an ‘in’ basis, which records the country or region in which the
expenditure was incurred.

8.1l There are limitations to the ‘who benefits’ approach:

° There are practical difficulties. For example, hospitals are not used solely by
the residents of the region in which the facility is located and roads serve the
needs of more than the geographical area through which they pass.
Definitional and border problems become increasingly significant the smaller
the geographical unit considered.

®  There are also significant definitional problems associated with working out
‘who benefits. For example, in the main country and regional analyses,
agricultural support is treated as benefiting the farmers who receive subsidies
rather than the final consumers of food.

8.2  The methods used in these analyses to deal with these practical and definitional
problems are set out in detail in the memorandum referred to in paragraph 8.4 above. These
methods have been agreed between HM Treasury and ONS, and used as the basis for detailed
guidance for departments on how to attribute various types of spending between the
countries and regions using the ‘for’ method.
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8.13 The other main limitation of the ‘for’ basis of measuring regional spending is that this
can only cover the amount of spending (now some 87 per cent of TME), which can be
identified as benefiting individual regions. The remaining spending cannot be attributed as
benefiting specific regions because it is spent for the benefit of the UK as a whole. This
boundary to the main country and regional analysis is explained further below.

8.14  This year’s PESA includes, for the first time, a limited analysis of the regional location
of the pay costs part of the spending that cannot be identified as benefiting individual
regions. This analysis can only be done on an ‘in’ basis.

Identifiable expenditure on services

8.15 The country and regional analyses are set within the overall framework of Total
Expenditure on Services (TES, which is explained in detail in Appendix F). For the country
and regional analyses, TES is divided into identifiable and non-identifiable expenditure:

¢ Identifiable expenditure is that which can be recognized as having been
incurred for the benefit of individuals, enterprises, or communities within
particular regions.

®  Non-identifiable expenditure is that which is deemed to be incurred on behalf
of the United Kingdom as a whole, e.g. defence expenditure.

8.16  The split of spending in TES between identifiable and non-identifiable spending has
been revised in this year’s PESA, as part of the work with ONS in setting out the rules for
measuring spending on a ‘for’ and ‘in’ basis. This work, and the definitions of identifiable and
non-identifiable spending are set out in the article and memorandum referred to in
paragraph 8.4 above.

8.17  All expenditure that is identifiable has been allocated by some recognised means or
other. Where precise accounting data on the recipients’ location is not available, allocation is
based on other available information, following rules set down in the guidance (details of
which are in the memorandum). For example: administration costs incurred centrally in
support of regional spending are attributed to regions in the same proportions as the
spending that they support. In some cases departments are still using approximations to
regional benefits, for instance where the immediate beneficiaries’ head office locations mask
the final recipients’ location. Inevitably, such attribution affects data quality.

8.18  Expenditure financed by EC receipts has been treated as identifiable (or, occasionally,
not identifiable) according to the characteristics of the expenditure itself. Receipts from the
EC are treated as non-identifiable within TES. This treatment means that regional
expenditure includes the expenditure financed by EC receipts. Including both EC-financed
expenditure and EC receipts within TES means that these net out and so TES in aggregate is
on a national accounts basis (see Appendices B, E and F for treatment of EC payments and
receipts in the aggregates). The gross payments to the EC have been attributed to ‘outside UK,
because these are transfer payments which the EU then spends.

Data on public expenditure by country and region

8.19  For this year’s analyses, the Treasury asked the UK government departments to
attribute their data between all the regions of England and countries of the UK that benefit
from their spending in one data collection exercise, using common methods. The tables also
present the spending attributed to the English regions alongside the spending attributed to
Scotland, Wales and Northern Ireland. Figures for expenditure per head in the regions of
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England and in the countries of the UK are therefore directly comparable. However, care is
still needed when making comparisons because of the different scope of public sector
activities in different countries. For example, water supply is a public sector function in
Scotland and Northern Ireland, but is in the private sector in England and Wales.

8.20 The data cover central government, local government and public corporations. While
most data are outturn data, the returns include some estimated outturn data for local
authorities where final outturn was not available. Data are on an accruals basis.

Tables on expenditure for a country or region

8.21 In this year’s PESA, most of the tables in this chapter provide a country and region
analysis of identifiable spending for the five-year period from 1998-99 to 2002-03, which was
the period for this year’s data collection exercise. Because the data in this section were
collected in the winter of 2003-04 they are not entirely consistent with other figures in this
publication and individual departmental reports.

8.22  Table 8.1 shows total identifiable expenditure on services. Table 8.2 shows it on a per
head basis. Table 8.3 shows it in real terms. Table 8.4 shows it on a real terms per head basis.

8.23  Tables 8.5 to 8.9 give fuller details of spending by broad function, and split on a
capital and current basis.

8.24  Table 8.10 shows the sum of capital and current identifiable spending, by function on
a per head basis. Table 8.11 shows the Table 8.10 per head figures as percentages of the UK
totals.

8.25  Table 8.12 shows spending by local authorities. Table 8.13 is an equivalent tabulation
for expenditure by public corporations and central government.

8.26 Table 8.14 shows for Scotland, Wales and Northern Ireland, the relative contributions
of the spending of the devolved administrations, local authorities and UK departments under
each functional head. This table covers 2002-03 only.

8.27  Table 8.15 shows expenditure by local authorities in the English regions by function.

8.28 Table 8.16 sets out expenditure, for 2002-03 only, for departments by country and
region and by function and sub-function.

Analysis of certain non-identifiable expenditure

8.29  Table 8.17 aims to provide some regional analysis of the non-identifiable expenditure
that cannot be analysed as being for a country or region. It therefore shows in which country
and region departments incurred pay costs that form part of their non-identifiable
expenditure, as detailed in Table 8.16 above. Because these pay costs are measured on an ‘in’
basis they are not directly equivalent to the “for” expenditures in the other tables. The table
covers 2002-03 only. These pay costs provide details of regional spending, on an ‘in’ basis, for
the 15% of public spending that is non-identifiable as benefiting a country or region.
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Table 8.1 Total identifiable expenditure on services by country and region, 1998-99 to

2002-03

accruals, £ million

As a percentage of identifiable expenditure

National Statistics

National Statistics

1998-99 1999-00 2000-01 2001-02 2002-03

1998-99 1999-00 2000-01 2001-02 2002-03

North East 12,121 12,995 13,642 15,329 16,243 5 5 5 5 5
North West 31,259 32,988 35,174 38,238 40,914 12 12 12 12 12
Yorkshire and Humberside 20,949 22,178 23,750 25,899 27,594 8 8 8 8 8
East Midlands 15,787 16,757 18,024 19,897 21,124 6 6 6 6 6
West Midlands 21,575 22,672 24,033 26,891 28,505 8 8 8 8 8
South West 19,114 20,325 21,821 23,832 24,688 7 7 7 8 7
Eastern 19,183 20,277 21,697 23,362 25,459 7 7 7 7 7
London 34,414 36,499 38,736 43,414 47,970 13 13 13 14 14
South East 28,819 30,503 32,168 35400 37,775 Il 1l Il Il Il
England 203,221 215,195 229,045 252,262 270,273 79 79 79 80 79
Scotland 25,349 27,141 28,605 31,696 33,254 10 10 10 10 10
Wales 14,327 15,055 16,212 17,341 18,911 6 6 6 5 6
Northern Ireland 9,647 9,986 10,659 11,416 12,329 4 4 4 4 4
UK identifiable expenditure 252,544 267,377 284,522 312,715 334,766 98 98 98 99 98
Outside UK 5,321 5,857 6,741 3,846 7,713 2 2 2 | 2
Total identifiable expenditure 257,865 273,235 291,262 316,562 342,479 100 100 100 100 100

accruals, £ million | As a percentage of Total Managed Expenditure
Identifiable expenditure 257,865 273,235 291,262 316,562 342,479 78 80 79 8l 82
Non-identifiable expenditure 58,934 56,466 58,679 56,976 58,058 18 16 16 15 14
Total Expenditure on Services 316,799 329,701 349,941 373,538 400,537 95 96 95 96 96
Accounting adjustments 15,890 13,931 17,115 17,009 18,379 5 4 5 4 4
Total Managed Expenditure 332,689 343,632 367,056 390,547 418,916 100 100 100 100 100

Table 8.2 Total identifiable expenditure on services by country and region, per head

1998-99 to 2002-03

accruals, £ per head Index (UK identifiable expenditure = 100)
National Statistics National Statistics

1998-99 1999-00 2000-01 2001-02 2002-03 | 1998-99 1999-00 2000-01 2001-02 2002-03

North East 4,764 5,134 5,408 6,086 6,463 110 113 112 115 114
North West 4,623 4,896 5,221 5,650 6,043 107 107 108 107 107
Yorkshire and Humberside 4232 4,483 4,798 5210 5,538 98 98 99 98 98
East Midlands 3,827 4,044 4,336 4,757 5,011 89 89 90 90 89
West Midlands 4,096 4,306 4,569 5,090 5,374 95 94 94 96 95
South West 3,946 4,171 4,445 4,827 4,976 91 91 92 91 88
Eastern 3,615 3,796 4,037 4,325 4,697 84 83 83 82 83
London 4,938 5,184 5,452 5,941 6,522 114 114 113 112 115
South East 3,652 3,834 4,030 4,413 4,699 85 84 83 83 83
England 4,165 4393 4,659 5108 5,453 96 96 96 96 96
Scotland 4,993 5,351 5,650 6,259 6,579 116 117 117 118 116
Wales 4,947 5,196 5,582 5,964 6,479 114 114 115 113 115
Northern Ireland 5,750 5,948 6,334 6,758 7,267 133 130 131 128 129
UK identifiable expenditure 4,321 4,560 4,837 5,296 5,652 100 100 100 100 100
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Table 8.3 Total identifiable expenditure on services by country, in real terms

£ million, 2002-03 prices

National Statistics

1998-99 1999-00 2000-01 2001-02 2002-03

outturn outturn outturn outturn outturn
North East 13,315 13,966 14,474 15,849 16,243
North West 34,339 35,453 37,319 39,534 40,914
Yorkshire and Humberside 23,013 23,836 25,199 26,777 27,594
East Midlands 17,342 18,009 19,123 20,572 21,124
West Midlands 23,701 24,366 25,499 27,803 28,505
South West 20,997 21,844 23,152 24,640 24,688
Eastern 21,073 21,792 23,020 24,154 25,459
London 37,805 39,227 41,099 44,886 47,970
South East 31,658 32,783 34,130 36,600 37,775
England 223,244 231,278 243,016 260,814 270,273
Scotland 27,847 29,169 30,350 32,771 33,254
Wales 15,739 16,180 17,201 17,929 18,911
Northern Ireland 10,597 10,732 11,309 11,803 12,329
UK identifiable expenditure 277,426 287,360 301,877 323,317 334,766
Outside UK 5,845 6,295 7,152 3,976 7,713
Total identifiable expenditure 283,272 293,656 309,028 327,294 342,479
Non-identifiable expenditure 64,741 60,686 62,258 58,908 58,058
Total Expenditure on Services 348,012 354,342 371,286 386,202 400,537
Accounting adjustments 17,456 14,972 18,159 17,586 18,379
Total Managed Expenditure 365,468 369,314 389,445 403,787 418,916

Table 8.4 Total identifiable expenditure on services by country, per head, in real terms

£ per head, 2002-03 prices

National Statistics

1998-99 1999-00 2000-01 2001-02 2002-03

outturn outturn outturn outturn outturn
North East 5,233 5517 5,738 6,292 6,463
North West 5,078 5,262 5,539 5,842 6,043
Yorkshire and Humberside 4,649 4818 5,091 5,387 5,538
East Midlands 4,204 4,346 4,600 4918 5,011
West Midlands 4,500 4,628 4,848 5,263 5,374
South West 4,335 4,482 4716 4,991 4,976
Eastern 3,972 4,080 4,283 4,472 4,697
London 5,425 5,571 5,785 6,142 6,522
South East 4,012 4,121 4,276 4,563 4,699
England 4,576 4,721 4,943 5,281 5,453
Scotland 5,485 5,751 5,995 6,471 6,579
Wales 5,435 5,585 5,923 6,166 6,479
Northern Ireland 6,316 6,392 6,720 6,987 7,267
UK identifiable expenditure 4,747 4,901 5,133 5,475 5,652
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Table 8.12 Total local authority identifiable expenditure on services by country and

region, 1998-99 to 2002-03

accruals, £ million

As a % of total spending (from Table 8.1)

National Statistics

National Statistics

1998-99 1999-00 2000-01 2001-02 2002-03

1998-99 1999-00 2000-01 2001-02 2002-03

outturn outturn outturn outturn outturn| outturn outturn outturn outturn outturn
North East 3,623 3,725 3,809 4,355 4613 30 29 28 28 28
North West 9,759 10,041 10,753 11,506 12,251 31 30 31 30 30
Yorkshire and Humberside 6,429 6,504 7,049 7,488 7916 31 29 30 29 29
East Midlands 4,681 4,865 5,272 5,680 6,152 30 29 29 29 29
West Midlands 6,725 6,862 7,162 7,907 8,502 31 30 30 29 30
South West 5,478 5,774 6,230 6,734 7,213 29 28 29 28 29
Eastern 5,743 5,937 6,543 7,007 7,660 30 29 30 30 30
London 12,422 12,724 13,641 15,246 16,491 36 35 35 35 34
South East 9,110 9,416 9,843 10,783 11,777 32 31 31 30 31
Total England 63,969 65,850 70,302 76,707 82,576 31 31 31 30 31
Scotland 7,585 7,980 8,372 8,999 9,813 30 29 29 28 30
Wales 4,178 4,223 4,499 4,848 5,184 29 28 28 28 27
Northern Ireland 259 279 296 316 335 3 3 3 3 3
UK local authority identifiable
expenditure 75,991 78,332 83,470 90,869 97,908 30 29 29 29 29
Non-identifiable expenditure 541 313 385 350 344 | | | | |
Total local authority expenditure
on services 76,532 78,645 83,855 91,219 98,252 24 24 24 24 25
Accounting adjustments 5,188 7,900 7,391 7,638 8,782 33 57 43 45 45
Total local authority expenditure 81,720 86,545 91,246 98,857 107,034 25 25 25 25 26
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Table 8.13 Total central government and public corporations identifiable expenditure
on services by country and region, 1998-99 to 2002-03

accruals, £ million As a % of total spending (from Table 8.1)

National Statistics National Statistics
1998-99 1999-00 2000-01 2001-02 2002-03 (1998-99 1999-00 2000-01 2001-02 2002-03
outturn outturn outturn outturn outturn| outturn outturn outturn outturn outturn

North East 8,498 9,269 9,833 10,975 11,629 70 71 72 72 72
North West 21,500 22,947 24,421 26,732 28,663 69 70 69 70 70
Yorkshire and Humberside 14,521 15,674 16,701 18,410 19,678 69 71 70 71 71
East Midlands 11,106 11,892 12,752 14,217 14,972 70 71 71 71 71
West Midlands 14,850 15810 16,871 18,984 20,003 69 70 70 71 70
South West 13,635 14,551 15590 17,098 17,475 71 72 71 72 71
Eastern 13,441 14,340 15,155 16,355 17,799 70 71 70 70 70
London 21,992 23,775 25,095 28,168 31,479 64 65 65 65 66
South East 19,708 21,086 22,325 24,617 25,998 68 69 69 70 69
Total England 139,252 149,345 158,743 175,556 187,697 69 69 69 70 69
Scotland 17,764 19,162 20,234 22,697 23,44l 70 71 71 72 70
Wales 10,149 10,832 11,713 12,493 13,727 71 72 72 72 73
Northern Ireland 9,388 9,707 10,363 11,100 11,993 97 97 97 97 97

UK central government and
public corporations identifiable
expenditure 176,553 189,046 201,052 221,846 236,858 70 71 71 71 71

Outside UK 5,321 5,857 6,741 3,846 7,713 100 100 100 100 100

Total central government and
public corporations identifiable
expenditure 181,874 194,903 207,793 225,693 244,571 71 71 71 71 71

Non-identifiable expenditure 58,393 56,153 58294 56,626 57,714 99 99 99 99 99

Total central government and
public corporations expenditure
on services 240,267 251,056 266,087 282,319 302,285 76 76 76 76 76

Accounting adjustments 10,702 6,031 9,723 9,371 9,597 67 43 57 55 51

Total central government and
public corporations expenditure 250,969 257,087 275,810 291,690 311,882 75 75 75 75 74
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