ANALYSIS OF PUBLIC EXPENDITURE BY
COUNTRY AND REGION

9.1 This chapter presents analyses of public expenditure by country and region (CRA).
Data in this chapter for all years up to and including 2006-07 are National Statistics. Readers
need to bear in mind two points about this chapter:

4 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; and

®  theinformation in this chapter and chapter 10 was gathered in a separate data
collection project during the winter of 2007-08. Therefore, the figures in this
chapter are not wholly consistent with the figures in other PESA chapters.

What’s new

9.2 The functional analysis of UK public expenditure in PESA 2007 was largely presented
against the UN Classifications of the Functions of Government (COFOG) definitions. Due to
the earlier collection of data for the CRA exercise this was still shown against HM Treasury’s
previous functional classification. In PESA 2008 the CRA has followed suit and is now
consistent with functional spending in the rest of PESA. The Treasury has published a
document on its website! detailing these functional changes in full, but the main points are
as follows:

®  general public services — In the UN COFOG level 1 structure, general public
services is larger than presented previously, as it includes international
services and public sector debt interest that were shown separately in CRA
2007. These sub categories, along with public and common services (which
equates to the CRA 2007 presentation of general public services), are shown in
CRA 2008 in italics under the heading of general public services;

o economic affairs — In the UN COFOG level 1 structure, the CRA 2007 functions
enterprise and economic development, science and technology, employment
policies, transport, and agriculture, fisheries and forestry, are all part of a
larger ‘economic affairs’ function. These CRA 2007 categories are shown in
CRA 2008 in italics as a separate line under the heading of economic affairs;
and

. education and training — The UN COFOG level 1 structure includes training
with education. In previous presentations education was shown separately, so
in CRA 2008 both education and training are shown in italics as separate
categories under this level 1 category.

! http://www.hm-treasury.gov.uk/media/3/6/pesa2007_cofogsupplementarynote.pdf
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9.3 The Ministry of Justice has overhauled its CRA methodology, which will affect the
public order & safety functional allocation across all years in comparison to the CRA exercise
2007.

9.4 Following a review of departmental data during summer 2007, the Department for
Work and Pensions has reviewed their allocation method for administrative expenditure. This
expenditure is now allocated according to the country or region of the programme
expenditure, whereas previously it was allocated according to staff head count and caseload
figures.

9.5 There has been a change of method in the way mixed lottery awards are split between
current and capital expenditure in plans. This has led to a change in the CRA methodology
used to allocate lottery awards across countries and regions in all years.

9.6 PESA 2008 now includes Network Rail’s capital expenditure in 2002-03 within the
CRA.

9.7 Tables 9.18 to 9.20 in PESA 2007 are now published only on the Treasury’s website,
alongside the previously published supplementary tables.

How public expenditure is planned and controlled

9.8 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 an 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.

9.9 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.

9.10 The PESA CRA is a statistical analysis. It plays no direct part in resource allocation.
However, the information revealed in the CRA can inform decisions on resource allocation
and performance management.

METHODS AND DATA QUALITY

The process of apportionment of expenditure by country
and region

9.1l In order to provide information on the split of expenditure by country and region, the
Treasury asks the UK government departments and devolved administrations to undertake
an annual statistical exercise. The exercise takes the devolved administration spending and
the subset of departmental spending that can be identified as benefiting the population of
individual regions. It asks departments and devolved administrations to apportion that
spending between countries and regions following guidance issued jointly by the Treasury
and ONS. The Treasury then collates departments’ returns and combines these with the
known spending of Local Authorities to produce the analyses of public expenditure by
country and region that are published in this chapter and in Departmental Reports.
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9.12  The figures in this chapter therefore include a wider coverage of expenditure for
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.

How to attribute expenditure to countries and regions

9.13 In most of the tables in 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. For most spending the ‘in’ and
‘for’ bases would in practice offer the same result.

9.14  There are limitations on our ability to offer a picture of ‘who benefits’:

®  there are practical difficulties. For example, schools 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; and

® there are also issues around collecting accurate country and regional data in a
cost efficient way. Departments are encouraged but not required to allocate all
expenditure on the basis of ‘who benefits’ If spending is not significant (less
than £20m on capital or current) and/or relevant data for allocating this to
regions are not available, departments may use some statistical proxy instead,
for example: using straight population shares, or using the same regional
allocation proportions as other related spending. Further, it is not practical or
cost effective to collect Local Authority spending data on the basis of ‘who
benefits. Instead, Local Authority spending is assumed to benefit the area
where the expenditure is incurred.

The other main limitation of the ‘for’ basis of measuring regional spending is that this can
only cover the amount of spending (now some 83 per cent of TME?) that can be identified as
benefiting individual regions. The remaining spending cannot be attributed as benefiting
specific regions, for example 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.

Identifiable expenditure on services

9.5 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 recognised as having been
incurred for the benefit of individuals, enterprises or communities within
particular regions. Examples are most health, education and transport
services, and spending on social security and on pensions; and
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° non-identifiable expenditure is that which cannot be so identified, for
example because it is deemed to be incurred on behalf of the United Kingdom
as a whole, e.g. defence expenditure, overseas representation, and tax
collection.

9.16  Where precise accounting data on the recipients’ location are not available, allocation
is based on other available information, following rules set down in the Treasury’s guidance
for departments. 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.

Treatment of expenditure financed by the European
Community

9.17  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. The payments to the EC have
been attributed to ‘outside UK’, because these are transfer payments that the EC then spends.

Data on public expenditure by country and region

9.18  The tables present the spending attributed to the English regions alongside the
spending attributed to Scotland, Wales and Northern Ireland. Although the figures are
comparable, 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.

9.19  The data cover central government, local government and public corporations. While
most data are outturn, data for central government, local government and public
corporations for 2007-08, and central government and public corporations for 2008-09
onwards are based on plans data. Data are on an accruals basis.

9.20 The plans data includes some unallocated provision, which departments have not yet
allocated to programmes of expenditure: £4.1bn in 2007-08. This means it is not possible to
establish an accurate regional distribution for these data, and it is 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 2007-08 onwards is slightly higher than earlier years as a result of including
data that when allocated by departments could be identifiable by region.

9.2l The information in this chapter on the spending of Whitehall departments was
gathered in a separate data collection project based on aggregate data available on the
Treasury’s public spending database after the 2007 Pre-Budget Report, to allow departments
and devolved administrations sufficient time to complete regional allocations. So these data
predate the data used for the remaining PESA chapters, which are consistent with Budget
2008. Therefore, the figures in this chapter are not wholly consistent with the figures in other
PESA chapters. The inconsistency will reflect both that other PESA numbers will be more up
to date and that post-PBR classification changes will not have been taken into account in
the CRA.

2 TME outturn are consistent with the joint ONS/HMT Monthly Public Sector Finance Statistics release of November
2007. TME plans are consistent with the Pre-Budget Report 2007.
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9.22 Information on spending by Local Authorities in the CRA is based on data supplied by
CLG, DCSE DWP and devolved administrations consistent with Chapter 7. English Local
Authority functional spending is attributed to regions by HMT from information supplied by
CLG. To note, for years 2002-03 & 2003-04, English Local Authority current functional
spending is attributed to regions based on 2004-05 allocations because data for earlier years
is not available.

More information on methods

9.23 Information available on the Treasury’s website includes:

. an article and memorandum following the McLean Report “Identifying the
Flow of Domestic and European Expenditure into the English Regions”
published on the Treasury’s website® on 5 April 2004 which discusses the “in”
and “for” bases of allocating spending;

®  the detailed guidance® issued to departments on how to attribute various
types of spending between the countries and regions using the ‘for’ method.
This guidance was agreed between HM Treasury and ONS; and

® in the weeks after PESA publication, additional tables relating to the Country
and Regional Analysis and the databases underlying the Country and Regional
Analysis chapters will be published on the website.

Data quality

9.24 The CRA is intended to give a broad picture of relative spending for the benefit of
different regions and countries. Small differences in regional spending should not be treated
as significant. Figures are presented un-rounded in this chapter to allow readers to have
reasonably precise figures for use in calculations without introducing rounding errors.
However, the figures are not accurate to the level implied by this presentation.

9.25 The CRA cannot be a precise measure because, as discussed above:
®  the concept of who benefits is open to judgement;

®  there are simplifying assumptions made in order to keep compliance costs
down. For example, most devolved administration* and all Local Authority
spending is deemed to benefit the country or the region where the spending
body is even though some of the spending will actually benefit non-residents;

A spending is apportioned and apportionment methods vary. For example, a
public service pension spending is allocated on the basis of the postcodes of
recipients, giving a very good regional allocation. Other apportionments
require more judgement. So the attribution to regions in this chapter is likely
to be less accurate than the attributions of data to categories in other parts of
PESA, which are normally taken directly from departmental accounting
systems; and

i there is a de minimis limit before spending is apportioned.

3 http://www.hm-treasury.gov.uk/economic_data_and_tools/finance_spending_statistics/pes_cra/country_region.cfm
4 Apart from Scottish Executive expenditure in connection with the Lockerbie trial and a small amount that can be
determined to benefit other countries and regions
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9.26 Departments and the Treasury take steps to ensure that data is of high enough quality
for the CRA to be used:

®  theTreasury and the ONS have issued clear guidance to departments to obtain
consistency and have published the guidance;

®  the Treasury meets departments to discuss methods of allocation;

. departments devote considerable resources to the work. They are encouraged
to involve their statisticians in preparing their returns to the Treasury. The
return is then signed off by a statistician, finance director, or a senior
accountant in the department as being produced in accordance with the CRA
guidance and where applicable he or she comments on data quality. Further
details on specific areas of data quality in the CRA from these statements are
available in Appendix A; and

¢  for many departments, an extract from the CRA appears in their Departmental
Report, giving departments a direct interest in the quality of the data that they

supply.

THE TABLES

Tables on expenditure for a country or region

9.27 Most of the tables in this chapter provide a country and region analysis of identifiable
spending for the period 2002-03 to 2007-08.

9.28 Table 9.1 shows total identifiable expenditure on services. Table 9.2 shows it on a per
head basis. Table 9.3 shows it in real terms. Table 9.4 shows it on a real terms per head basis.

9.29 Tables 9.5 to 9.10 give more detail of total identifiable spending, by broad function,
and split on a capital and current basis.

9.30 Table 9.11 shows the sum of capital and current identifiable spending, by function on
a per head basis. Table 9.12 shows Table 9.11 per head figures indexed relative to the UK totals.

9.3l Table 9.13 shows expenditure by Local Authorities. Table 9.14 shows Table 9.13 on a
per head basis.

9.32  Table 9.15 is an equivalent tabulation for expenditure by central government and
public corporations. Table 9.16 shows Table 9.15 on a per head basis. Central government
includes the devolved administrations.

9.33 Table 9.17 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 2006-07 only.
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Supplementary tables

9.34  Inthe weeks following publication of PESA 2008, Treasury will publish supplementary
country and regional tables on its website.

9.35  Tables previously published within PESA 2007 (9.18 to 9.20) are now only provided on
the Treasury website®.

9.36 Table 9.20 provides some regional analysis of the non-identifiable expenditure that
cannot be analysed as benefiting a country or region. It shows which departments incurred
the non-identifiable spending. It also 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 outturn years and is published as a supplementary table on
the Treasury website. Note that this table does not show total departmental pay costs in a
region — only the total pay costs in non-identifiable expenditure.

5 http://www.hm-treasury.gov.uk/economic_data_and_tools/finance_spending_statistics/pes_cra/country_region.cfm
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Table 9.3 Total identifiable expenditure on services by country and region in real
terms®, 2002-03 to 2007-08

accruals, £ million

National Statistics

2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

outturn outturn outturn outturn outturn plans
North East 17,811 18,846 19,365 20,312 20,170 21,004
North West 45,644 48,084 50,026 51,862 53,153 55,125
Yorkshire and Humberside 31,417 33,120 34,676 36,203 36,566 37,987
East Midlands 23,782 25,215 26,620 27,620 28,229 29,529
West Midlands 31,873 33,703 35,537 37,117 38,050 39,461
Eastern 28,809 30,828 32,214 33,639 34,632 35,949
London 53,667 58,309 60,061 63,316 64,229 66,799
South East 43,145 45,741 48,540 49,791 50,783 52,325
South West 28,157 30,264 31,764 32,806 33,373 34,888
England 304,307 324,110 338,804 352,666 359,184 373,067
Scotland 37,565 39,344 39,753 42,279 43,718 45,704
Wales 21,112 21,956 22,621 23,659 24,237 24,763
Northern Ireland 14,003 14,449 14,889 15,364 15,658 16,701
UK identifiable expenditure 376,987 399,858 416,066 433,969 442,796 460,234
Outside UK 8,285 9,686 11,449 11,297 11,657 12,758
Total identifiable expenditure 385,273 409,544 427,515 445,266 454,453 472,993
Non-Identifiable expenditure 62,662 63,765 66,030 67,919 69,593 76,664
Total Expenditure on Services 447,935 473,309 493,545 513,185 524,046 549,657
Accounting adjustments 19,340 17,881 23,047 25,405 26,057 21,256
Total Managed Expenditure 467,275 491,190 516,592 538,590 550,103 570,913

(1) 2006-07 prices.

Table 9.4 Total identifiable expenditure on services by country and region per head
in real terms®, 2002-03 to 2007-08

accruals, £ per head

National Statistics

2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

outturn outturn outturn outturn outturn plans
North East 7,010 7,415 7,617 7,967 7,892 8,242
North West 6,734 7,071 7,336 7,582 7,756 7,991
Yorkshire and Humberside 6,281 6,588 6,848 7,088 7,111 7,355
East Midlands 5,633 5,927 6,203 6,382 6,468 6,721
West Midlands 6,019 6,345 6,671 6,937 7,090 7,321
Eastern 5,303 5,631 5,845 6,047 6,177 6,352
London 7,290 7918 8,128 8,492 8,550 8,817
South East 5,362 5,656 5,974 6,083 6,165 6,310
South West 5,662 6,047 6,300 6,449 6,513 6,746
England 6,129 6,500 6,761 6,988 7,076 7,302
Scotland 7,431 7,779 7,828 8,299 8,544 8,894
Wales 7,231 7,490 7,677 8,010 8,172 8,311
Northern Ireland 8,254 8,486 8,705 8,910 8,990 9,485
UK identifiable expenditure 6,355 6,714 6,952 7,204 7,308 7,548

(1) 2006-07 prices.
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ANALYSIS OF PUBLIC EXPENDITURE BY COUNTRY AND REGION

Table 9.16 Total central government and public corporations’ identifiable expenditure
on services by country and region per head, 2002-03 to 2010-1 |

accruals, £ per head

National Statistics
2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11

outturn outturn outturn outturn outturn plans plans plans plans
North East 4,537 4,907 5,152 5,375 5,631 6,089 6,205 6,436 6,697
North West 4,360 4,656 4,951 5218 5,529 5,892 6,042 6,337 6,478
Yorkshire and Humberside 4,103 4,376 4,664 4,947 5,057 5,410 5,465 5,694 5,836
East Midlands 3,642 3,891 4,187 4,398 4,582 4,936 5,076 5,262 5,460
West Midlands 3,845 4,121 4,448 4,710 4,949 5,280 5,477 5,736 5,920
Eastern 3,356 3,632 3,865 4,067 4,301 4,567 4,843 4,983 5,258
London 4,158 4,589 4813 5,174 5,326 5,697 5,722 5918 6,100
South East 3,385 3,644 3,963 4,131 4,329 4,567 4819 4,987 5,231
South West 3,677 4,005 4,297 4,503 4,671 5,013 5215 5,398 5,621
England 3,861 4,166 4,448 4,693 4,896 5,227 5,386 5,594 5,795
Scotland 4,782 5,161 5,263 5,694 6,089 6,596 6,426 6,611 6,833
Wales 4,723 4,981 5,233 5,563 5,846 6,138 6,301 6,436 6,623
Northern Ireland® 7,198 7,626 8,035 8,392 8,724 9,443 9,454 9,840 9,953
UK central government
and public corporations’
identifiable expenditure 4,077 4,390 4,658 4,926 5,154 5,508 5,636 5,842 6,042

Index (UK identifiable expenditure = 100)

National Statistics
2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-I1

outturn outturn outturn outturn outturn plans plans plans plans
North East 11 112 11 109 109 11 110 110 11
North West 107 106 106 106 107 107 107 108 107
Yorkshire and Humberside 101 100 100 100 98 98 97 97 97
East Midlands 89 89 90 89 89 90 90 90 90
West Midlands 94 94 95 96 96 96 97 98 98
Eastern 82 83 83 83 83 83 86 85 87
London 102 105 103 105 103 103 102 101 101
South East 83 83 85 84 84 83 86 85 87
South West 90 91 92 91 91 91 93 92 93
England 95 95 95 95 95 95 96 96 96
Scotland 117 118 113 116 118 120 114 113 113
Wales 116 113 112 13 113 11 112 110 110
Northern Ireland® 177 174 173 170 169 171 168 168 165
UK central government
and public corporations’
identifiable expenditure 100 100 100 100 100 100 100 100 100

(1) The relative weighting of Northern Ireland is higher in this table because spending that is undertaken by Local Authorities in Great Britain is mostly undertaken
by Northern Ireland departments in Northern Ireland.
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