ANALYSIS OF PUBLIC EXPENDITURE BY
COUNTRY AND REGION

8.l This chapter presents analyses of public expenditure by country and region. In this
chapter data for all years up to and including 2003-04 are National Statistics. Readers need to
bear in mind two points about this chapter:

. Most public spending is planned to benefit categories of individuals and
enterprises irrespective of location, or where locations are prioritised using
national criteria. The regional analyses presented in this chapter show where
the individuals and enterprises that benefited from public spending were
located. It does not mean that all such spending was planned to benefit a
particular region, though a proportion of public spending is planned on a
regional basis.

®  The information was gathered in a separate data collection project based on
aggregate data that predate the data used for the remaining PESA chapters. So
the numbers in this chapter are not wholly consistent with the figures in other
PESA chapters.

Recent developments

8.2 PESA 2004 saw 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. More information on the improved country
and regional analysis was provided in the text to chapter 8 of PESA 2004 and set out in an
article and memorandum published on the Treasury’s website on 5 April 2004:
www.hmtreasury.gov.uk/economic_data_and_tools/national_statistics/spending_by_
country_and_region/natstat_region_index.cfm.

8.3 This year, the Treasury has worked with government departments to look further at
the allocation methods applied to different areas of expenditure, to improve the quality of the
data and to ensure the methods are robust and accurate, and consistent with the guidance
jointly issued by Treasury and ONS.

8.4 PESA 2005 for the first time includes country and regional analyses for the year just
ended (2004-05). Because the analysis is a separate project, it was made of plans, rather than
the later estimated outturns used in the rest of PESA. This extension of coverage is part of our
commitment to improve data availability following publication of the McLean report,
mentioned in paragraph 8.2, and the Allsopp report Review of Statistics for Economic
Policymaking, which was published on the Treasury’s website
on 31 March 2004: www.hmtreasury.gov.uk/ consultations_and_legislation/allsopp_review/
consult_allsopp_index.cfm.

How public expenditure is planned and controlled

8.5 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 or GB-wide
basis rather than by reference to a single country. For example, the Department for Work and
Pensions is responsible for the operation of the social security benefit system throughout
Great Britain.
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8.6 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 these outturns reflect public expenditure that was planned with a
specifically regional dimension will vary from programme to programme. Further
information on departments’ country and regional spending patterns and approaches to
planning spending is to be published for the first time in departmental reports in 2005.

Apportionment of expenditure by country and region

8.7 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.
The exercise takes the subset of departmental spending that can be identified as benefiting
the population of individual regions. It asks departments to apportion that spending between
countries and regions. The Treasury then collates departments’ returns and combines these
with the known spending of the devolved administrations and local authorities to produce
the analyses of public expenditure by country and region that are published in this chapter.

8.8 The figures in this chapter therefore include a wider coverage of expenditure in
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.
Table 8.17 shows the spending in Scotland, Wales and Northern Ireland separately for each of
the devolved administrations, local authorities, and government departments, for 2003-04.

How to attribute expenditure to countries and regions

8.9 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 8.20,
which allocates expenditure on an ‘in’ basis, which records the country or region in which the
expenditure was incurred.

8.10  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. 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 8.2 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. This guidance is referred to in paragraph 8.3.

8.12  The other main limitation of the ‘for’ basis of measuring regional spending is that this
can only cover the amount of spending (now some 84 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.
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Identifiable expenditure on services

8.13 The country and regional analyses are set within the overall framework of Total
Expenditure on Services (TES, which is explained in detail in Appendix E). 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.

8.14  The split of spending in TES between identifiable and non-identifiable spending, and
the definitions applied, are set out in more detail in the memorandum referred to in
paragraph 8.2 above.

8.15  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 (referred to in
paragraph 8.3). 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.

8.16  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, D and E for treatment of EC payments and
receipts in the aggregates). The contribution to the EC has been attributed to ‘outside UK,
because these are transfer payments that the EC then spends. The contribution is shown as
the GNI-based contribution, net of abatement and attributed aid. Attributed aid is shown
alongside other aid payments.

Data on public expenditure by country and region

8.17  The tables 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 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.

8.18  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 (2004-05). Data for central government and
public corporations for 2004-05 are based on plans data. Data are on an accruals basis.
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8.19  The central government and public corporations plans data for 2004-05 includes
£1.1bn, which departments have not yet allocated to programmes of expenditure. This means
it is not possible to establish an accurate regional distribution for these data, and they are
therefore classified as non-identifiable. This treatment leads to a small inconsistency in the
split of TES between identifiable and non-identifiable expenditure over the series. That is,
non-identifiable expenditure in 2004-05 is slightly higher than earlier years as a result of
including data that when allocated by departments could be identifiable by region.

Tables on expenditure for a country or region

8.20  Most of the tables in this chapter provide a country and region analysis of identifiable
spending for the six-year period from 1999-2000 to 2004-05. Because the data in this section
were collected in the winter of 2004-05 they are not entirely consistent with other figures in
this publication and individual departmental reports. Another difference is that the
allowance for shortfall in 2004-05 is not included in TES in this chapter.

8.2l  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.

8.22  Tables 8.5 to 8.10 give more detail of total identifiable spending by broad function,
and split on a capital and current basis.

8.23  Table 8.11 shows the sum of capital and current identifiable spending, by function on
a per head basis. Table 8.12 shows Table 8.11 per head figures as percentages of the UK totals.

8.24  Table 8.13 shows expenditure by local authorities. Table 8.14 shows Table 8.13 on a
per head basis.

8.25 Table 8.15 is an equivalent tabulation for expenditure by central government and
public corporations. Table 8.16 shows Table 8.15 on a per head basis.

8.26 Table 8.17 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 heading. This table covers 2003-04 only.

8.27  Table 8.18 shows expenditure by local authorities by function.

8.28  Table 8.19 shows expenditure, for 2003-04 only, of departments by country and region
and by function and sub-function.

8.29 In summer 2005, HM Treasury will publish supplementary country and regional
tables on the Treasury website. These will include Tables 8.17 and 8.19 for the years 1999-2000
to 2002-03.

Analysis of certain non-identifiable expenditure

8.30  Table 8.20 provides some regional analysis of the non-identifiable expenditure that
cannot be analysed as benefiting a country or region. It shows in which country and region
departments incurred pay costs that form part of their non-identifiable expenditure. 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 2003-04 only. Note that this table does not
show total departmental pay costs in a region — only the total pay costs in non-identifiable
expenditure.
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Table 8.3 Total identifiable expenditure on services by country and region in real

terms®, 1990-00 to 2004-05

accruals, £ million

National Statistics

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05

outturn outturn outturn outturn outturn plans
North East 14,093 14,615 15,990 16,420 17,261 18,314
North West 36,624 38,318 40,505 41,898 44,172 46,426
Yorkshire and Humberside 24,356 25,840 27,626 28,306 29,954 31,656
East Midlands 18,408 19,544 21,075 21,586 23,208 24,801
West Midlands 24,987 26,217 28,362 29,121 31,032 32,955
South West 22,737 24,098 25,730 25,814 27,696 29,316
Eastern 22,311 23,672 25,094 26,280 28,137 29,827
London 40,364 42,158 45,277 48,806 52,944 55,855
South East 33,844 35,362 37,712 39,077 41,728 44,543
England 237,724 249,824 267,371 277,308 296,131 313,694
Scotland 30,112 31,454 33,998 34,677 37,152 38,675
Wales 16,601 17,490 18,274 19,239 20,277 21,190
Northern Ireland 11,129 11,788 12,570 13,065 13,527 14,363
UK identifiable expenditure 295,566 310,557 332,213 344,290 367,086 387,922
Outside UK 6,385 7,362 4,389 7,738 8,829 10,469
Total identifiable expenditure 301,951 317,918 336,602 352,028 375,915 398,391
Non-identifiable expenditure 62,400 64,173 60,572 59,801 61,718 63,544
Total Expenditure on Services 364,350 382,092 397,175 411,829 437,633 461,936
Accounting adjustments 11,970 15,265 15,351 18,252 17,600 12,770
Total Managed Expenditure 376,320 397,357 412,526 430,081 455,233 474,705

(1) 2003-04 prices.

Table 8.4 Total identifiable expenditure on services by country and region per head
in real terms®, 1990-00 to 2004-05

accruals, £ per head

National Statistics

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05

outturn outturn outturn outturn outturn plans
North East 5,526 5,746 6,295 6,470 6,797 7,223
North West 5,407 5,656 5,980 6,176 6,491 6,816
Yorkshire and Humberside 4914 5211 5,551 5,669 5,980 6,303
East Midlands 4,433 4,689 5,030 5112 5,458 5,802
West Midlands 4,740 4,975 5,371 5,490 5,833 6,182
South West 4,658 4,901 5,205 5,196 5,540 5,827
Eastern 4,179 4,404 4,647 4,847 5,151 5,424
London 5,642 5,826 6,183 6,621 7,166 7,516
South East 4,254 4,426 4,700 4,858 5,164 5,484
England 4,848 5,074 5,407 5,586 5,940 6,267
Scotland 5,937 6,213 6,713 6,860 7,346 7,635
Wales 5,723 6,017 6,279 6,581 6,901 7,171
Northern Ireland 6,628 7,005 7,441 7,701 7,945 8,399
UK identifiable expenditure 5,037 5,274 5,620 5,804 6,164 6,488

(1) 2003-04 prices.
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