
CENTRAL-LOCAL FISCAL RELATIONS IK TEE UNITED KINGDOM 

I n at tempt ing t o solve the problem of the proper r e l a t i o n s h i p 

between c e n t r a l and l o c a l f i n a n c e , a great deal is t o be gained by study-

ing the experiences and solut ions of other c o u n t r i e s . As a s t a r t i n t h a t 

d i r e c t i o n , a survey of c e n t r a l - l o c a l f i s c a l r e l a t i o n s h i p i n the Un i ted 

Kingdom is presented i n t h i s memorandum. 

A Kote of Exp lanat ion 

The basic t a b l e s f o r t h i s study requ i re a c e r t a i n amount of ex-

p l a n a t i o n as t o the sources of the d a t a , the c l a s s i f i c a t i o n s used, the 

est imates made, and so on, I n order t o keep the t e x t reasonably c l e a r of 

obst ruc t ion and avoid unnecessary r e p e t i t i o n , these explanat ions are p r e -

sented i n footnotes t o the ta.bles, and the t ab les placed before the t e x t . 

Other explanatory matters are presented i n t h i s note f o r the some reasons. 

1 . The Uni ted Kingdom is a u n i t a r y s t a t e . A l l power is con-
cen t ra ted a t the c e n t e r . I t i s made up of th ree u n i t s ; ( a ) England and 
Wales, (b) Scot land, and (c ) Northern I r e l a n d . A l l are d i r c c t l y under the 
c e n t r a l a u t h o r i t y of tho King and P a r l i a m e n t , For most purposes they can 
be considered as one, but i n some matters a d i f f e r e n t i a t i o n is h e l p f u l . 

Northern I r e l a n d has a separate par l iament and execut ive govern-
ment. The Parl iament has power t o l e g i s l a t e f o r i t s own area cxcept i n 
regard t o matters of Imper ia l concern and matters "reserved" t o the 
Imper ia l Par l iament — making of peace or war , t r e a t i e s , n a t u r a l i z a t i o n , 
e x t e r n a l t r a d e , coinage, p o s t a l s e r v i c e , e t c . The execut ive power is 
vested i n the Governor "on beha l f of h is majesty the King"; he is advised 
by min is te rs responsible t o P a r l i a m e n t . The bulk of the t a x a t i o n of 
Northern I r e l a n d is imposed and c o l l e c t e d by the I m p e r i a l a u t h o r i t i e s , who 
make c e r t a i n deductions and remi t the bulance t o the Northern I r i s h 
Exchequer. 

F u l l l e g i s l a t i v e and execut ive powers f o r England, Wales, and 
Scotland are vested i n the Imper ia l Par l iament f Only i n the case of l o c a l 
governments are s p e c i a l provis ions made f o r Scot land. 3y a steady process 
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of devo lu t ion since 1885 the c e n t r a l cont ro l of S c o t t i s h local a u t h o r i t i e s 
i s not c o n t r o l l e d by the M i n i s t r y of H e a l t h , as i s the case f o r England 
and Wales, but by a group of spec ia l S c o t t i s h Department, e . g . the Secretary 
of Sta te f o r Scot land, the Department of H e a l t h , the S c o t t i s h Education 
O f f i c e . ( C f . Memorandum by the S c o t t i s h O f f i c e on the Local Government 
System of Scot land, 1 9 2 5 ) . ' 

U n t i l the Twent ies, the t e r r i t o r y t h a t is now E i r e was i n some 
manner or other connected w i t h the Un i ted Kingdom. An almost complete 
break came w i t h the t r e a t y of December 6 , 1S21, when the I r i s h Free State 
was e s t a b l i s h e d . I n the t a b l e s , data f o r E i r e are included up t o 1922 on ly , 
and excluded t h e r e a f t e r . 

2 . The s t ruc tu re of l o c a l government i n England and Wales r e -
quires some a t t e n t i o n . The l o c a l s t ruc tures of Scotland and Northern 
I r e l a n d are somewhat d i f f e r e n t , but i t seems advisable t o leave them out 
of cons idera t ion r a t h e r than go i n t o the d e t a i l which would be necessary. 

Outside la rge c i t i e s there are th ree layers of l o c a l government. 
At the top i s the a d m i n i s t r a t i v e county , which has grown i n power a t the 
expense of the under ly ing u n i t s u n t i l i t i s responsible f o r the l a r g e s t 
p a r t of the a d m i n i s t r a t i o n of educat ion, p o l i c e highways, and publ ic 
a s s i s t a n c e . The e n t i r e area of the a d m i n i s t r a t i v e county i s subdivided 
i n t o munic ipal boroughs, urban d i s t r i c t s , and r u r a l d i s t r i c t s . Munic ipal 
boroughs are u s u a l l y s n a i l c i t i e s . Their governmental o r g a n i z a t i o n d i f f e r s 
from t h a t of urban and r u r a l d i s t r i c t s , and they have somewhat wider powers. 
A l l these u n i t s of l o c a l government may operate such pub l ic u t i l i t i e s as seem 
d e s i r a b l e , but r u r a l d i s t r i c t s have undertaken comparat ively few of these 
s e r v i c e s . The t h i r d l ayer of l o c a l government is the p a r i s h . Parishes 
cover the e n t i r e area of the county# but owing t o t h e i r small s ize they 
have very few powers remain ing. 

The county borough e x i s t s side by side w i t h the a d m i n i s t r a t i v e 
county and is e s s e n t i a l l y a combined c i t y and county government, having the 
powers of both the a d m i n i s t r a t i v e county and the municipal borough. Most 
of the la rge c i t i e s are county boroughs. The London Government, however, 
i s made up of a county and subsid iary met ropo l i t an boroughs. Here the 
county is responsible f o r education and w e l f a r e ; the met ropo l i t an boroughs 
f o r highways and h e a l t h . I n the matter of u t i l i t i e s the county operates 
the tramways; the boroughs are responsible f o r e l e c t r i c i t y , markets, and 
cemeter ies . 

The genera l p lan of l o c a l government outside London is o u t l i n e d 
i n Chart I . 
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Chart I 

Organizat ion of Engl ish Local Government 

Admin is t ra t i ve County 
P r i n c i p a l func t ions : educat ion, p o l i c e , highways, w e l -

f a r e h e a l t h 

Munic ipa l Borough Urban D i s t r i c t Rura l D i s t r i c t 

P r i n c i p a l func-
t i o n s : h e a l t h , 
housing, some-
t imes minor 
roads, sonetimes 
publ ic u t i l i t i e s . 

County Borough 

P r i n c i p a l funct ions 
a l l county and 
borough functions 

P r i n c i p a l funct ions 
h e a l t h , housing, 
minor roads, pub-
l i c u t i l i t i e s , 
o f t e n educat ion, 
soiuetiiues p o l i c e . 

: P r i n c i p a l func-
• t i o n s : h e a l t h , 

hous ing , minor 
roads, publ ic 
i t i l i t i e s , 
sometiaies edu-
c a t i o n . 

Par ish 
Nominal i n urban a r e a s . P r i n c i p a l f u n c t i o n : p r o t e c t i o n of community 

i n t e r e s t s . 

SOURCE: Mabel Newcomer, Cent ra l and Local Finance i n Germany and England, 
1937, p . 163 

3 . I n order t o get a f a i r l y complete p i c t u r e of c e n t r a l - l o c a l 
f i s c a l r e l a t i o n s and the r e l a t i v e importance of the two l e v e l s of govern-
ment i n the n a t i o n a l economy, non-budgetary as w e l l as budgetary expendi-
tu res and revenues have been included i n the t a b l e s . I n f a c t , an attempt 
has been made t o set f o r t h a l l moneys f lowing i n and out of the hands of 
governmental bodies . Thus, the t o t a l out lays on, and revenues from, those 
publ ic en te rpr ises which are d i r e c t l y managed by the governmental author -
i t i e s have been inc luded, wh i l e no a t t e n t i o n is pa id t o the publ ic or 
semi-publ ic boards, such as the B . B . C . , the Cent ra l E l e c t r i c i t y Board, 
and the London Passenger Transport Board, which independently manage t h e i r 
own f i n a n c e s . 

Moreover, the annual i n d i v i d u a l cont r ibu t ions t o , and pub l ic 
payments from var ious pension, unemployment and h e a l t h insurance funds have 
been inc luded . These, obviously , d i r e c t l y a f f e c t the n a t i o n a l economy. 
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4 . War f inance presents a specia l and d i f f i c u l t problem. 
Rather than spread the whole study too t h i n , the quest ion of war f inance 
has been excluded, and only peace-t ime c e n t r a l - l o c a l r e l a t i o n s have been 
t r e a t e d . 

5 . The c h i e f sources of the s t a t i s t i c a l data used i n t h i s study 
are ind ica ted i n the footnotes t o the t a b l e s . A great deal of use was also 
made of c e r t a i n secondary m a t e r i a l s . Rather than acknowledge indebtedness 
a t every po in t i n the t e x t , these sources are set f o r t h below. 
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Table 10 

REVENUES, EXPENDITURES, . AMD DEBTS OF THE NATIONAL AfiD LOCAL GOVERNMENTS OF THE UNITED KINGDOM 
( I n mil] Lions of pounds) 

'r Revenues Expenditures Debts 
Fiscal Year United National Local United National Local United National Local 

Kinfdom Government Governments Kingdom Government Governments Kingdom Government Governments 

• 1 / 2 / 
1902-03 257.4 161.4 96.0 319..0 167.4 151i6. 1,235*3 798*3 437.0 

1912-13 341.8 202.3 139.5 359.1 173.2 185.9 1,361*6 716*& 645.3 

1914-15 396.6 245.1 151.5 746 *9 541*9 205.0 1,827*5 1 ,.165*8 661*7 

1922-23 1,307*4 981.7 325.7 1,264.8 783*4 481.4 8 ,.719*5 7,812,6 906*9 

1923-29 1,287.4 916.0 371*4 1,345.2 762 .S 582*4 8,949.0 7,620*9 1 , 3 2 8 a 

1932-33 1 ,280,3 914.0 366.3 1,433*6 862.1 571*5 9,432.8 7,859*7 1,573 a 

1934-35 1,279.6 897.2 382*4 1 ,.372 .0 760*2 612.0 9,513.0 7^902*4 1,B10*6 
1935T36 1,337.3 941.2 396.1 1,430.6 780*0 650*6 9,546.6 7^901^6 1,645.0 
1936-37 1,413.6 999.3 416.3 1,487.2 806 ,7 680*5 9,591*1 7,909*6 1,681.5 
1937-38 1,489.6 1,054.6 435.0 1 ,590.1 875.6 714,5 9,868.0 8,149*0 1,719*0 
1938-39 1 ,570 a 1,113.1 457.0 1,804.4 1,054.2 750.2. 10,060.1 8,301*1 1,759.0 
1939-40 1,719.2 1,240.2 479.0 2,695 .4 1,907*7 787*7 10,884*2 9 ,083 .2 1,801*0 

1 / Receipts from grants- in-a id have been deducted. 

2 / Grants- in-a id to local units have been deducted,. 
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Table 10 

REVENUES, EXPENDITURES, AMD DEBTS OF THE NATIONAL AND LOCAL GOVERNMENTS 
PERCENTAGE DISTRIBUTION 

(Percentage d i s t r i b u t i o n according t o j u r i s d i c t i o n ) 

F i s c a l y e a r 
Revenues Expenditures Debts 

F i s c a l y e a r Uni ted 
Kingdom 

Nat ional 
Government 

Local 
Governments 

Uni ted 
Kingdom 

Nat iona l 
Government 

Local 
Governments 

United 
Kingdom 

Nat iona l 
Government 

Local 
Gove rnments 

1902-03 100 62.7 37 .3 100 52 .5 47 .5 100 64.-6 35,4 

1912-13 100 59.2 40 ,8 100 43 .2 51 .3 100 52 .6 47 .4 

1914-15 100 61.8 38,2 100 72 .6 27..4 100 63 ,8 36,2 

1922-23 100 75 ,1 24 ,9 100 6 1 . 9 3 8 . 1 100 89 .6 10 ,4 

1928-29 100 71.2 23 ,8 100 56 .7 4 3 , 3 100 85,2 14 ,8 

1932-33 100 71.4 23 .6 100 6 0 . 1 39 .9 100 83 ,3 16 ,-7 

1934-35 
1935-36 
1936-37 
1937-38 
1933-39 
1939-40 

100 
100 
100 
100 
100 
100 

7 0 . 1 
70 .4 
70.6 
70.3 
7 0 . 9 
7 2 . 1 

29 .9 
29.6 
29 .4 
29.2 
2 9 . 1 
2 7 . 9 

100 
100 
100 
100 
100 
100 

55 .4 
54 .5 
54 .2 
5 5 , 1 
58 ,4 
70 ,8 

44 ,6 
4 5 . 5 
4 5 . 8 
4 4 . 9 
4 1 . 6 
29 ,2 

100 
100 
100 
100 
100 
100 

83.-1 
82 .8 
82 .5 
82 .6 
82 .5 
83 ,5 

16 ,9 
17 ,2 
17,5 
17.4 
17 .5 
16 .5 
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Table 10 

TAXATION, EXPENDITURES, AND DEBTS OF THE NATIONAL AND LOCAL GOVERNMENTS 
AS PERCENTAGE OF NATIONAL INCOME 

F i s c a l Year 
Nat iona l 

Inoome (ne t ) 
( i n h m i l l i o n s ) 

Fer Cent of Nat iona l 
Income Represented by 

Government Taxat ion 

Per Cent of Nat iona l 
Income Represented by 
Government Expenditures 

Number of Years Purchase 
of I fe t ional Income 

Represented by Publ ic Debt F i s c a l Year 
Nat iona l 

Inoome (ne t ) 
( i n h m i l l i o n s ) United 

Kinrdom 
Nat iona l 

Govt. 
Local 
Govts.. 

United 
Kingdom 

Nat iona l 
Govt • 

Locsl 
Govts. 

United 
Kingdom 

Nat ional 
Govt . 

Local 
Govts .. 

1 / 
1902-03 1 ,795 11 .0 7 . 8 3 .2 17 .8 9 . 3 8 . 4 0 . 6 9 0 .44 0 .24 

1912-13 2 ,241 11.0 7 .5 3 . 5 16 .0 7 . 7 8 . 3 0 . 6 1 0 .32 0 .29 

1928-29 4 , 3 5 1 22 .0 17 .6 4 . 4 30 .9 17 .5 13 .4 2 .06 1 .75 0 . 3 1 

1932-33 3 ,874 25.3 21 .0 4 . 3 37 .0 22 .3 14 .8 2 .43 2 .03 0 . 4 1 

1934-35 4 , 6 1 1 21.2 17 .4 3.B 29 .8 16 .5 13 .3 2 .06 1 . 7 1 0 .35 
1935-36 4 ,504 22.6 18 .5 4 . 1 31 .8 17 .3 14 .4 2 .12 1 .75 0 .37 
1936-37 4 ,519 23 .9 19 .6 4 . 3 32 .9 17 .9 1 5 . 1 2 .12 1 .75 0 . 3 7 
1937-38 4 , 8 0 0 23 .9 19.7 4 . 2 3 3 . 1 18 .2 1 4 . 9 2 . 0 6 1 .70 0 .36 
1938-39 5 ,000 24.4 2 0 . 1 4 . 3 3 6 . 1 2 1 . 1 1 5 . 0 2 . 0 1 1 .66 0 ,35 
1939-40 5 ,600 24 .1 2 0 . 1 4 . 0 48 a 34 . 1 1 4 . 1 1 .94 1 .62 0 .32 

1 / From C o l i n C l a r k , Nat ional Income and Out lay , 1937, pp. 88, 90, and 232. The f i g u r e s f o r 1902-03 were 
est imated on the basis of the annual averages f o r 1894-1903 and 1904-10 as griven by Mr. C lark ; those f o r 
1912-13 are the annual average f o r 1911-13 . For 1928-29 and l a t e r years , the n a t i o n a l income f o r the 
f i s c a l pe r iod ( A p r i l 1st t o March 31s t ) was a r r i v e d a t by t ak ing the f i g u r e s f o r three-querrters of one 
year and one-quar ter of the fo l lowing year (from Mr. C l a r k ' s s e r i e s ) . The f igures f o r 1936-37 and sub-
sequent years were a r r i v e d a t by deducting 6400 m i l l i o n f o r maintenance and deprec ia t ion (Mr.- C lark 1 s 
es t imate of maintenance and deprec ia t ion during* the e a r l y 30 r s i s close t o fc400 m i l l i o n per year^ and 
the T*/hite Paper 's est imate f o r 1938 i s B400 m i l l i o n ) from Mr® C l a r k ' s gross income est imates f o r these 
years as quoted by The Economist, Budget Supplement, A p r i l 13, 1940. The "White Paper rs estimates ( ! ,An 
Analys is of t h e Sources of % r Finance and an Estimate of the Not ional Income and Expenditure i n 1938 
and 1940." Cmd • 6261) f o r 1938 and 1940 are close t o those of Mr . C la rk — fc4,415 m i l l i o n f o r 1938 and 
£5 ,536 f o r 1940 . 
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Table 10 

PER CAPITA TAX BURDEN, QOVERKMENTAL EXPENDITURES, AKD PUBLIC DEBT: 
— UKITED KINGDOM 

( i n pounds) 

F i s c a l Year 
Populat ion 
(Thousands) 

Per Caj ) i t a Tax Burden Per Capita 
Governmental Expenditures 

Per Caj >ita Publi Lc Debt 
F i s c a l Year 

Populat ion 
(Thousands) 

United Nat iona l Local United Nat iona l Local Uni ted Nat iona l l o c a l 
Kingdom Govt. Govts. Kingdom Govt, Govts. Kingdom Govt. Govts. 

1 / 
1902-03 41,459 4 .3 3 . 4 1 .4 7 . 7 4 . 0 3 . 7 29 .8 19.-3 10.5 

1912-13 45,222 5 .5 3*7 1 .7 7 . 9 3*8 4 . 1 3 0 . 1 16 .8 14.3 

1922-23 44,026 2 2 . 9 18 .9 4 . 0 28 .7 17 .8 10 .9 193 .1 177.5 20.6 

1928-29 45,601 2 1 . 0 16 .8 4 . 2 29 .5 16.7 12 .8 196.2 167 .1 2 9 . 1 

1932-33 46,335 21 .2 17 .6 3 .6 30 .9 18 .6 12 .3 203 .6 169.6 34.0 

1934-35 46,666 2 1 . 0 17 .2 3 . 8 29 .4 16 .3 1 3 . 1 203 .i) 169 .3 34.5 
1935-36 46,869 21 .8 17 .8 4 . 0 30.5 16 .6 1 3 . 9 203.7 168.6 35 .1 
1936-37 47 ,081 2 3 . 0 18 .8 4 . 1 31 .6 1 7 . 1 14 .5 203 .7 168.0 35.7 
1937-38 47,289 2 4 . 3 2 0 . 0 4 . 3 33 .6 18 .5 1 5 . 1 208 .7 172.3 36 .4 
1938-39 47,494 25 .6 2 1 . 1 4 . 5 38 .0 22 .2 15 .8 211.8 174.8 37 .0 
1939-40 47,676 28 .3 23 .6 4 . 7 56 ,5 4 0 . 0 16 .5 228 .3 190.5 37.8 

1 / For 1902 -03 , the populat ion f igures f o r A p r i l , 1901 were used; f o r 1912-13, those of A p r i l , 1911 were 
used. For both per iods, they ere i n c l u s i v e of the t e r r i t o r y which is now E i r e . The l o c a l t ax and debt 
data f o r these years are a lso i n c l u s i v e of f i g u r e s f o r E i r e . The data f o r l a t e r years include Northern 
I r e l a n d o n l y . For 1922-23, the popula t ion f igures fo r June, 1921 were used. For 1928-29 and subse-
quent y e a r s , the estimated f igures f o r the middle of each p r i o r year ( e . g . , fo r 1928-29 , the populat ion 
f i g u r e f o r the middle of 1928) wore used. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Table 5 
EXPENDITURES OF THE NATIONAL GOVERNMENT OF THE UNITED KINGDOM 

( I n m i l l i o n s of pounds) 

F i s c a l Year T o t a l 
1 / 

C i v i l 
(adminis-
t r a t i o n ) 

Soc ia l 
£ / 

Publ ic 
e n t e r -
p r i s e 

Develop-
mental h 

3 / 

Defense I n t e r e s t 
payments 

6 / 

Exchequer 
cont r ibu t ions 

t o l o c a l 
revenues 1 

Payments 
t o 

s inking 
fund V 

Tota l grants 
t o l o c a l 
govern-
ments 

1902-03 183 .6 1 4 . 1 1 3 . 9 14 .6 2 . 3 100.6 27 .2 10 ,9 16.2 

1912-13 199.5 16 .8 51 .4 23 .0 6 .2 72 ,5 19 .9 S.J 4 . 6 26 »J5 

1914-15 569 .6 17.5 51 .5 2 6 . 1 5 .4 437.5 21 .7 9 .5 I . C . 27 .7 

1922-23 871.0 39 .8 271.6 W . S 11 ,S 163 .4 324.0 10.5 87 .6 

1923-29 866.4 53 .3 292.8 57 .2 2 1 . 1 114.8 311.5 15 .2 57 ,5 103.6 
1932-33 1 , 0 0 3 . 2 62 .5 433.4 59 .3 2 2 . 9 103 JO 282.2 4 4 . 9 26 .3 146 a 
1934-35 907.2 33,7 407 a 6 4 . 0 26 .4 113.9 211 .7 45 ,4 1 2 . 3 147.0 
1935-36 937.6 63 .6 387.3 67 .2 2 5 . 8 136 ,9 211.5 4 5 , 3 12 .5 157.6 
1936-37 971.2 62 .7 366.0 7 2 . 3 27 .4 186 .T 210 .9 45 ,2 1 3 . 1 164.5 
1937-38 1 ,042 ,5 31 a 336.7 7 2 . 9 15 ,4 4 / 2 6 6 . 1 216.2 5 4 . 1 10 ,5 166.9 
1938-39 1 , 2 3 2 . 7 94 .9 369.8 7 5 . 3 2 1 . 9 399.-8 216 ,8 54,2 13 .2 178,5 
1939-40 2 , 0 3 5 . 2 101.9 360.5 79 .3 1 6 , 5 5 / 1 , 2 5 0 . 0 222 ,8 54 ,2 11 .4 177,5 

Exclus ive of payments to s inking fund* 
I n c l u d e s , besides outlays on services such as educat ion and h e a l t h , o ld age pensions* unemployment 

~ insurance b e n e f i t s and hea l th insurance b e n e f i t s . For d e t a i l s , see Table 8* 
3 / C h i e f l y out lays on roads* 

F igures f o r 1937-33 and subsequent years include out lays on c i v i l defense and issues out of defense 
1oans *• 

Es t imate , the Economist, Budget Supplement,, A p r i l 13 , 1940* 
Includes management and expenses (roughly i l m i l l i on annual ly from 1934**35 t o date)* -
A s t a t u t o r y s ink ing fund was i n s t i t u t e d under the Finance Act of 1923* 
For the years 1902-03 to 1934-35 , f i g u r e s of rece ip ts of l o c a l a u t h o r i t i e s from government grants 

were used. For 1936-37 and subsequent yea rs , F i n a n c i a l Statement data of Exchequer grants f o r 
l o c a l serv ices were used* These data are not i d e n t i c a l w i t h i n a g iven f i s c a l year because of 
the t ime, l a g between a u t h o r i z a t i o n and c o l l e c t i o n * 

SOURCES: ^ S t a t i s t i c a l Abstracts f o r the Uni ted Kingdom; Finance Accounts of the United Kingdom; 
F i n a n c i a l Statements; The Economist, Budget Supplement, A p r i l 1940. 

V 

5 / 
6/ 
V 
V 
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Tnble 6 
SOCIAL EXPENDITURES OF TEE NATIONAL GOVERNMENT OF THE UNITED KINGDOM 

( I n m i l l i o n s of pounds) 
tensions Unemployment 

Publ ic Other 
F i s c a l Year Tota l Education 

Old age l / 
Unemployment hea 1 th soc ia l F i s c a l Year Tota l Education 

Old age l / M i l i t a r y Other benef i ts^ . / b e n e f i t si!- outlays^/ 

1902-03 1 3 . 9 13 .3 0 . 6 

1912-13 51.4 19.5 12 .2 0 . 3 0 . 6 15 .7 2 . 6 

1914-15 51 .9 20.2 12 .6 o . a 1 . 0 15 .3 1*5 

1922-23 271.6 49 .8 22 .5 81 .2 U 4 52 .4 29 .4 34*9 

1923-29 292.8 42 .5 49*1 56.5 11 .2 51*9 37.6 37*0 

1932-33 433.4 51.6 53 .8 47 .2 2 4 . 1 112.4 37*5 101*3 

1934-35 407 .1 52.8 62 .0 43 .7 26 .4 93 .8 36 .0 92*4 
1935-36 387.3 55 .9 • 64 .0 4 2 . 7 27 .2 92 .7 36*7 63 . 1 
1336-37 365.5 53.5 65 .7 41 .7 27 .2 3 0 . 7 33 .3 53 .4 
1937-38 336.7 63 .1 63 .0 40 .6 27 .7 42 .3 39 .8 55*2 
1333-39 369.3 65,3 71 .5 39 .7 23 .4 6 2 . 1 40*4 62 .4 
1339-40 6 / 360.5 66 .9 74.2- 38;5 28 .5 4 3 . 3 44 .2 G4-.4 

l / Comprises o l d ape pensions payable from a^e 70 and c o n t r i b u t o r y pensions, age 65—70 (which came i n t o 
fo rce on January 2 , 1928)• 

2 / M i l i t a r y pensions are not i d e n t i f i e d i n the Finance Accounts and F i n a n c i a l Statements f o r 1902-03, 
1912-13 , and 1914-15. 

3 / C h i e f l y widows* and orphans1 pensions ( c o n t r i b u t o r y and n o n - c o n t r i b u t o r y ) . 
T / Inc ludes costs of admin is t ra t ion but does not include i n t e r e s t payments or debt payments of funds 

( i t e * t r a n s f e r payments), 
5 / C h i e f l y h e a l t h and labor out lays; includes a lso c e r t a i n a d m i n i s t r a t i v e costs connected w i t h soc ia l 

expendi tures• 
6 / Est imated* 
SOURCES: S t a t i s t i c a l Abstracts for the United Kingdom; Finance Accounts of the United Kingdom; Reports 

of the Unemployment Insurance S ta tu to ry Committee} Nat iona l Hea l th Insurance Fund Accounts; 
Widows*, Orphans* and Old Age Contr ibutory Accounts* 
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Table 10 
EXPENDITURES OF LOCAL GOVERNMENTS IN THE UNITED KINGDOM l / 

( i n mi l l ions ofpounds) ~~ 

Fiscal year Total C iv i l 

"27— 

~8,9 

11.1 
14*4 

29,6 

33.6 

34*5 
36.3 
38.5 
40.6 
42.6 
44/7 
46.9 

Social 

X. 
Public 

enterprises 

V — 
46*7 

54.3 
64.3 

150.6 

182.8 
19J.3 
198.6 
202 .,4 
216.1 
229.1 
242.8 
257.4 

Developmental 

" V — 

"~2ia 

20*0 

23.5 

56 a 

68*8 

67.6 
64.7 
66*8 
63.9 
60*7 
57*7 
54 *B 

Other Loan 
•charges 

2 s a 

28.1 
25.8 

25.0 

28*4 

• v — 

39»1 

41 a 

65*9 

101*4 

Expenditures 
lout of loans for 

oapi ta l works 
y 

40 »2 

23*3 

2 5 4 

84*6 

H 6 . 0 

96.2 
88*8 

106*6 
124*7 
145 iS 
170.7 
199.7 

1902-03 

1912-1-3 

1914-15 

1922-23. 

1928-29 

1932-3$ 
1934-35 7/ 
1935-36-
1936-3-7- " 
1937-58- 8/ 
1938-39- W ' 
1939-40- t f 

151*6 
185.9 
205*0 

481.4 

582*4 

571*5 
612*0 
650*6 
680.5 
714*5-
750.2 
787*7 

.*B 

72*4 

77.0 

220.1 
268.8 

253.9 
285.2 
312.7 
331.0 
344.2 
358*0 
372*3 

24*3 120*8 
27.2 
30.2 
28*9 
37*9 
47.0 
56.3 

123.5 
122*9 
125*3 
127*8 
130*4 
133.0 

i f 'Expenditures'out of loans for cap i ta l works and loan charges ( i » e . , in te res t on and provision for r e -
payment ;of borrowed moneys) are included i n the f igures under the various c lass i f icat ions, - (as well as 
set aside i n columns 7 and 8 ) . Payments in to sinking funds are not distinguished i n the Br i t i sh reports* 

2 / Comprises ^general administrative outlays, including pol ice, . j u s t i c e , f i r e brigades and public l i g h t i n g . 
~Z/ Comprises outlays on education, health (including parks and sewers), r e l i e f of the poor, and housing 

( tothfc exte'nt t o which housing is subsidized - i . e . , the amount by which expenditures on housing exceed 
receipts ;frem r e n t s ) * 

4 / Comprises («i) outlays on trading services, (b) outlays on items which pay for themselves ( e * g . , private 
s t ree t works and small holdings and a l lotments) , and (c) housing expenditures to the amount covered by 
receipts1 £jsom-:rents. 

5 / Comprise* -expenditures on highways and bridges* 
]§/ Includes loan charges for northern I re land (which are not a l located to various services as are those 

for England^Hfeles,. and Scotland). 
7 / Figures f o r Scotland for 1934-35 and subsequent years are not a v a i l a b l e , and have been estimated® 
0/ No loca l f igures for 1937-38 and subsequent years are a v a i l a b l e . Total expenditures fcr those years 

have been estimated on the basis of a modified project ion of t rends. 
SOURCESs S t a t i s t i c a l Abstracts for the United Kingdomj Twentieth Annual Report of the Ministry of Health* 
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Table 10 

COMBINED EXPENDITURES OF THE RATIONAL AND LOCAL GOVERNMENTS OF THE UNITED KINGDOM l / 
( i n m i l l i o n s o f pounds) 

F i s c a l year To ta l C i v i l P u b l i c 
en te rp r i ses 

Soc ia l Develop-
mental Defense I n t e r e s t 

payments 
Other! 

1 Local 
loan 

[charges 2 / 

1902-03 319.0 2 3 . 0 61*3 65*7 23*4 100*6 27,Z 2 3 4 2 4 . 1 

1912-13 3 5 9 a 2 4 . 9 77*3 107*4 25*6 72*5 1 9 . 9 2 8 / 1 39 .1 

1914-15 746 *9 28 .7 90*4 111*6 28*5 437*5 21*7 2 5 . 8 41 a 

1922-23 1 ,264*8 58*8 200*5 439*4 58*1 163*4 324 .0 25*0 65*9 

1928-29 1 , 3 4 5 . 2 75*2 2 4 0 . 0 502 a 35 .7 114*8 311*5 28*4 101*4 

1932-33 1 ,433*6 84*8 250 .6 634*2 76*8 103 ,0 282,2 24*3 120*8 

1934-35 1 ,372*0 62*1 262*6 636*5 79 .9 113*9 211*7 27*2 123*5 
1935-36 1 ,430*6 88*2 269*6 637 .0 80*9 136*9 211*5 30*2 122*9 
1936-37" 1 ,487*2 88*7 288*4 632 .3 78*1 186 .7 210*9 28*9 125*3 
1937-38 1 , 5 9 0 . 1 1 0 5 . 1 302 J) 616*2 65*9 266 .1 216 .2 37*9 127*8 
1938-39 1 ,804 .4 116*6 318*1 662 .1 64 .6 399*8 216*8 47*0 130*4 
1939-40 2 , 6 9 5 . 4 129*8 336*7 665.5 54*8 1 , 2 5 0 . 0 222 .8 56*3 133*0 

1 / Exoluding from the n a t i o n a l f igures grants t o l o c a l a u t h o r i t i e s , to avoid 
grants f r o s p e c i f i e d services a re a v a i l a b l e f o r England and Wales o n l y . 

double count ings Data of 
Grants t o Scotland and 

Northern I r e l a n d have been deducted from the t o t a l o n l y , (during the 30 f s they amounted t o roughly,' 
t 2 0 m i l l i o n ) , as were grants i n r e l i e f of r a t e s f o r England and Wales * 

2 / I n t e r e s t on n a t i o n a l debt.. Local loan charges are a l l o c a t e d to services i n the B r i t i s h f i g u r e s , and 
cannot be segregated from the i n d i v i d u a l s e r v i c e s . Data of t o t a l loan charges a r e g iven , however, 
and have been set aside i n the l a s t column* 
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Table 9 

EXPENDITURES FOR DIFFERENT FUNCTIONS OF THE NATIONAL AND LOCAL GOVERNMENTS 
PERCiMA&ls DiStfclBuiiON 

Total C iv i l Publ] LC Enterprises Social Developmental Defenso Interest Other 
Fiscal TTR»4 -T-NRL National Local TTNN National Local TTN-I 4 -AA National Local TTVi FC>4 National Local TTTT? -T-ORT National Local National National , Local 

Year unx oe CL Govern- Govern- unx ueu Govern- Govern- unixea Govern- Govern- umxea Govern- Govern- unx tea. Govern- Govern- Govern- Govern- Govern-Kingdom ment ments Kingdom ment ments Kingdom ment ments Kingdom ment ments Kingdom ment ments ment ment ments 

1902-0^ 100 52.5 47.5 7 i2 4 . 4 2.8 19.2 4 .6 14.6 20.6 4 . 4 16.2 7.3 0.7 6 .6 31.5 8.5 7.2 

1912-13 100 1*8.2 51.8 6.9 3.8 3 .1 21.5 6 . 4 15 »1 29.9 9 .7 20.2 7 .1 1.5 5.6 20.2 5.5 7.8 

1914-15 100 72,6 27.4 3.8 1.9 1.9 12.1 3.5 8 .6 14.9 4 .6 10.3 3.8 0.7 3 .1 58.6 2.9 3.5 

1922-23 100 61.9 38.1 4 .6 2.3 2.3 15.9 4 .0 11.9 34.7 17.3 17.4 4 .6 0.2 4 . 4 12.9 25.6 2.0 

1928-29 100 56.7 43.3 5.6 3 .1 2.5 17.8 4 .2 13.6 37.3 17.3 20.0 5.6 0.5 5 . 1 8.5 23.2 2 .1 

1932-33 100 60 .1 39.9 5.9 3.5 2 .4 17.5 4 .2 13.3 i*4.2 26.5 17.7 5 .4 0.7 4 .7 7.2 19.7 1.7 

1934-35 100 55* 44.6 4.5 1.9 2.6 19.1 4 .6 14.5 46.4 25.6 20.8 5.8 1 .1 4 .7 8.3 15.4 2.0 
1935-36 100 54.5 45.5 6.2 3.5 2.7 18.8 4.7 14.1 44.5 22.6 21.9 5.7 1 . 0 4.7 9.6 14.8 2 .1 
1936-37 100 54.2 45.8 6.0 3.3 2.7 19.4 4.9 14.5 42.5 20.2 22.3 5.3 1 . 0 4.3 12.6 14.2 1.9 
1937-38 100 55.1 44.9 6 .6 3.9 2.7 19.0 4 .6 14.4 38.8 17.2 21.6 4 . 1 0.3 3.8 16.7 13.6 2 .4 
1938-39 100 58 * 41.6 6.5 4 .0 2.5 17.6 4.1 13.5 36.7 16.9 19.8 3.6 0 .4 3.2 22.2 12.0 2.6 
1939-1+0 100 70.8 29.2 4.8 3 .1 1.7 12.5 3.0 9.5 24.7 10.9 13.8 2 .0 — 2.0 46.4 8.3 2 . 1 
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Tab le 10 

TAX RECEIPTS OF THE NATIONAL GOVERNMENT OF THE UNITED KINGDOM 
( I n m i l l i o n s of pounds) 

F i s c a l Year T o t a l Income Death 
Dut ies 

Stamp 
Dut ies Customs Excises Motor 

V e h i c l e Pay R o l l Other 

1902-03 1 3 9 . 7 3 8 . 7 1 8 . 1 • 
CO 32+.6 37.2+ — 

2 / 
tmmtmm 2 . 7 ^ 

1912-13 168 .2 2j2+.8 2 5 . 2 1 0 . 0 3 3 . 5 3 8 . 0 - - 13.2+ 3 . 3 

19 l l i -15 2 0 7 . 6 69.U 28.2+ 7 . 6 3 8 . 7 2+2.3 mmtm 1 8 . 3 2 . 9 

1922-23 8 3 3 . 3 3 7 9 . 0 5 6 . 9 2 2 . 2 1 2 3 . 0 157.3' 12 .3 5 8 . 6 21+.0 

1928-29 7624-8 2 9 3 . 8 8 0 . 6 3 0 . 1 119,0 132+.0 25.1+ 7 9 . 5 2 M 

1932-35 812+.6 312 .2 7 7 . 1 1 9 . 2 1 6 7 . 2 120.9 27 .9 8 7 . 0 3 . 1 

1931+-35 802.2+ 2 8 0 . 0 81.1+ 22+.1 1 8 5 . 1 102+.6 31.5 9 2 . 6 3 . 1 
1935-36 835 .2+ 2 8 9 . 1 0 8 . 0 2 5 . 8 1 9 6 . 6 1 0 6 . 7 30.8 96.2+ 1 . 7 
1936-37 8 8 5 . 8 310 .8 8 8 . 0 2 9 . 1 2 1 1 . 3 109.5 32.7 102.7 1 . 7 
1937-38 92+7.2 355 .0 6 9 . 0 2b.2 2 1 1 . 6 1 1 3 . 7 32+.6 105 .9 3 . 2 
1938-39 1 , 0 0 3 . 3 398 .U 77.2+ 2 1 . 0 2 2 6 . 3 112+.2 3 5 . 6 1 0 6 . 9 2 3 . 5 
1939-2+0 1 , 1 2 5 . 0 2+59.9 7 7 . 7 1 7 . 1 2 6 2 . 1 137.9 32+.1 1 0 8 . 0 2 8 . 2 
2 7 Consists of d u t i e s on ( a ) stock and share t r a n s f e r s , ( b ) "cheques and b i l l s , ( c ) land and p r o p e r t y , and 

(d ) c e r t a i n miscel laneous i tems* 
2 / Inc ludes a l l compulsory c o n t r i b u t i o n s t o s o c i a l insurance and pension .funds* F igures f o r 1938-39 and 1939*^0 

were p a r t l y der ived from Reports of t h e Unemployment Insurance S t a t u t o r y Committee; N a t i o n a l H e a l t h Insurance 
Fund Accounts; Widows, Orphans and Old Age C o n t r i b u t o r y Accounts; and Finance Accounts of Hie U n i t e d Kingdom; 
and were p a r t l y est imated* 

j j / The on ly s u b s t a n t i a l r e c e i p t s inc luded i n the miscel laneous group are c o r p o r a t i o n p r o f i t s t a x e s of around 20 
m i l l i o n s f o r 1922-23; and the N a t i o n a l Defense C o n t r i b u t i o n of over 20 m i l l i o n s f o r 1938-39 and 1 9 3 > 4 0 . 

SOURCES: S t a t i s t i c a l Abst rac ts f o r the Un i ted Kingdom; the Economist, Budget Supplement, A p r i l 13* 19i+0; Finance 
Accounts o f t h e U n i t e d Kingdom; and sources inc luded i n f o o t - n o t e No* 2* 
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Agencies of Control 

Although great importance was a t tached t o l o c a l i n i t i a t i v e i n 

the n ine teen th century , there has never been i n England a l o c a l autonomy 

comparable t o the freedom which American c i t i e s have en joyed. A considerable 

mount of c o n t r o l by the center was always inherent i n the B r i t i s h system. 

Local a u t h o r i t i e s do not possess the inherent and independent 

power t o frame t h e i r c o n s t i t u t i o n or determine the scope and character 

of t h e i r f u n c t i o n s . The genera l a u t h o r i t y of l o c a l governing bodies is 

der ived a u t h o r i t y , der ived from P a r l i a m e n t . The fundamental p r i n c i p l e s 

determining o r g a n i z a t i o n , s i z e , and funct ions c f l o c a l a u t h o r i t i e s are 

imposed sometimes as a command, and sometimes as permission w i t h i n l i m i t s 

es tab l ished by s t a t u t e . Vfhat l o c a l a u t h o r i t i e s must do, and what they 

may do, what they must spend, and what they may spend, these v i t a l th ings 

are dependent upon the s p e c i f i c a u t h o r i z a t i o n of P a r l i a m e n t . 

The a c t u a l a p p l i c a t i o n of these p r i n c i p l e s is i n the hands of 

the Departments i n "Whitehall-, t o whom considerable power is delegated by 

s t a t u t e . The c e n t r a l a d m i n i s t r a t i v e a u t h o r i t y guides and c o n t r o l s ; i t 

exercieses a general t u t e l a g e and d i s c i p l i n e . 

The Courts , t o o , p lay a p a r t . The powers and dut ies of l o c a l 

a u t h o r i t i e s are r a r e l y l a i d down i n prec ise and unmistakable d e t a i l i n 

s t a t u t e s . Some powers are d i s c r e t i o n a r y , others o b l i g a t o r y . I t has been 

necessary f o r the Courts t o determine exac t ly what the d i s c r e t i o n a r y powers 

of l o c a l a u t h o r i t i e s r e a l l y i n v o l v e , and i n what circumstances the l o c a l 

a u t h o r i t i e s can use t h e i r d i s c r e t i o n i n the performance of the o b l i g a t o r y 

d u t i e s . I n a number of cases, the Courts have been expressly excluded by 

by s t a t u t e from i n t e r f e r i n g w i t h the powers w ie lded by the c e n t r a l 
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Departments over l o c a l a u t h o r i t i e s , but these , though exceedingly important 

i n p r i n c i p l e , are comparat ively few i n number when contrasted w i t h the cases 

i n which the Courts may i n t e r v e n e . The c o n t r o l of the Courts over l o c a l 

a u t h o r i t i e s i n v a r i a b l y manifests i t s e l f i n th ree categor ies of cases: 

1 . Where the a u t h o r i t i e s go beyond the powers granted 
t o them by s t a t u t e ( i . e . commit u l t r a v i r e s a c t s ) ; 

2 . Where the a u t h o r i t i e s are not performing the dut ies 
imposed on them by s t a t u t e ; and 

3 . Where the a u t h o r i t i e s exerc ise funct ions subject t o 
appeal t o the Cour ts . 

Thus, the law not only hedges l o c a l a u t h o r i t i e s about very 

nar rowly , but provides f o r i t s own execut ion through two means, a d m i n i s t r a t i v e 

c o n t r o l and j u d i c i a l c o n t r o l . 

Cen t ra l Control of Local Finances 

There i s , obviously , a very in t imate r e l a t i o n s h i p between govorn-

mental p o l i c y and pub l ic f i n a n c e . Thus, c e n t r a l c o n t r o l of whatever nature 

over l o c a l a u t h o r i t i e s w i l l i n some way a f f e c t t h e i r f i n a n c e s . Some methods 

of c o n t r o l , however, a f f e c t l o c a l f inance more d i r e c t l y , and on these we 

s h a l l concent ra te . 

Methods of c o n t r o l of l o c a l f inance by the c e n t r a l government f a l l 

i n t o two broad c lasses: (a ) those which emerge as e f f e c t s of superv is ion 

which i s p r i m a r i l y p o l i t i c a l ; and (b) more d i r e c t f i n a n c i a l c o n t r o l . 

A• P o l i t i c a l Supervis ion 

1 . Since Yforld War I , by f a r the g rea tes t changes i n the tempo 

and d i r e c t i o n of l o c a l expenditure are t r a c e a b l e d i r e c t l y t o changes i n l o c a l 

r e s p o n s i b i l i t i e s depending on l e g i s l a t i o n . This l e g i s l a t i o n has been e i the r 

compulsory or h e a v i l y g r a n t - a i d e d . Permissive unassisted l e g i s l a t i o n (which 
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was common—and l a r g e l y i n e f f e c t u a l — b e f o r e the war) has almost e n t i r e l y 

disappeared. The most s t r i k i n g examples of the e f f e c t of l e g i s l a t i o n i n 

securing expansion are t o be found i n the f i e l d of housing, wh i le the ec-

onomy provis ions of 1931 i l l u s t r a t e the reverse course. Changes such as 

these are by themselves of s u f f i c i e n t magnitude t o a l t e r the whole layout 

of l o c a l budgets. 

2 . Another method of p o l i t i c a l c o n t r o l which has considerably 

increased since the f i r s t World War is the determinat ion of the p o l i t i c a l 

(and hence f i n a n c i a l ) s ta tus of i n d i v i d u a l l o c a l a u t h o r i t i e s by Par l iament . 

A change of a d m i n i s t r a t i v e status means an a l t e r a t i o n of the dut ies and 

f i n a n c i a l r e s p o n s i b i l i t i e s of a l o c a l a u t h o r i t y . Considerable changes i n 

the status of p a r t i c u l a r d i s t r i c t s have been brought about as a r e s u l t of 

the f i n a n c i a l r e o r g a n i z a t i o n introduced by the Acts of 1925 and 1929. 

3 . The c e n t r a l government has a power of approval i n the a l -

t e r a t i o n s of areas . As a r e s u l t of the Local Government Act of 1929, 

extensive a l t e r a t i o n s i n d i s t r i c t boundaries are being made (under c e n t r a l 

superv is ion) by the county c o u n c i l s . The aim is t o achieve a more e f f e c -

t i v e and more economical u n i t of government. I n consequence of r e d i s t r i c t i n g , 

the number of r u r a l d i s t r i c t s was reduced from 718 t o 539 between 1928-29 

and 1934-35 , and the number of urban d i s t r i c t s was reduced from 782 t o 697 

i n the same p e r i o d . 

4 . The use by c e n t r a l Departments of S t a t u t o r y Rules and Orders 

and persuasive c i r c u l a r s d i r e c t l y a f f e c t s l o c a l p o l i c y and the a d m i n i s t r a t i o n 

of l o c a l f u n c t i o n s . The government Departments which are responsible f o r 

car ry ing out the s t a t u t e s concerning the c o n s t i t u t i o n and funct ions of l o c a l 

a u t h o r i t i e s apply the law by means of Orders and Regu la t ions . A l s o , immediately 
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a f t e r the passage o f a s t a t u t e , the cen t ra l Departments f r e q u e n t l y issue 

memoranda and c i r c u l a r s exp la in ing the law and suggesting methods of admin is ter -

i n g i t . 

Furthermore, the Departments are made responsible by s t a t u t e for the 

e f f i c i e n c y of the serv ice coming withi ln t h e i r j u r i s d i c t i o n . They t h e r e f o r e act 

as guide, mentor, and encourager of the a u t h o r i t i e s responsible for the l o c a l 

execut ion o f the powers, publ ish ing explanat ions , s t a t i s t i c s , recommendations, 

e tc , I n a d d i t i o n , the Departments have numerous bodies f o r research and 

consu l ta t ions , making a v a i l a b l e t o the l o c a l a u t h o r i t i e s expert advice. The 

c e n t r a l a u t h o r i t i e s keep a constant check on l o c a l condi t ions and act ions by 

means of i n q u i r i e s conducted by cent ra l o f f i c e r s and by means o f c e r t a i n 

requi red reports and re turns . 

A l l t h i s c e n t r a l d i r e c t i o n and t u t e l a g e has extreme s i g n i f i c a n c e 

for the ca r ry ing out o f u n i f i e d and coordinated p o l i c i e s . The rap id r e a c t i o n 

t o the economy provisions o f 1931 i s a good i l l u s t r a t i o n o f t h i s * I t i s a lso 

important i n the attempt t o b r ing standards o f serv ice ( a s , f o r example, i n 

education and h e a l t h ) t o a uniform l e v e l . 

The extent o f f i n a n c i a l con t ro l which may be exercised i n d i r e c t l y by 

p o l i t i c a l means i s thus very considerable. . L e g i s l a t i v e and a d m i n i s t r a t i v e 

cont ro l i s c l e a r l y an e f f e c t i v e t o o l for long-per iod development* A lso , though 

ra ther unwieldy fo r use i n the t r a d e cyc le , i t may secure important shor t -per iod 

changes i n a c t i v i t y , i f backed up by more d i r e c t f i n a n c i a l measures (as i l l u s -

t r a t e d by the experience of the Economy Act of 1931)# 

B# F i n a n c i a l Controls 

Pure ly f i n a n c i a l cont ro l over l o c a l p o l i c y and a c t i v i t y i s exercised 

i n severa l ways s ( l ) by r i g h t of aud i t and by accompanying s t a t u t o r y re~ 

quirements of c e r t a i n s t a t i s t i c a l re turns , ( 2 ) by c o n t r o l over long- term 
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borrowing, and (3) by the g r a n t - i n - a i d system. The r e l e v a n t c e n t r a l a u t h o r i t y 

f o r ( l ) and (2 ) is the M i n i s t r y of H e a l t h . As regards ( 3 ) , the grants con-

t r i b u t e d by the Board of Educat ion, the Home O f f i c e , and the M i n i s t r y of 

Transport are a lso of considerable importance. Since Departments work i n 

conjunct ion , and a l l u l t i m a t e l y under Treasury superv is ion , the prospects 

of coordinated a c t i o n are not much diminished by t h i s d i v e r s i f i c a t i o n of 

f i n a n c i a l c o n t r o l (a l though i t may possib ly tend t o weaken the chance 

of a quick response t o c y c l i c a l changes). 

1 . Audi t 1- The accounts of a l l Count ies, Urban and Rura l D i s t r i c t s , 

and Parishes are annual ly audi ted by o f f i c i a l s of the c e n t r a l a u t h o r i t y — 

the D i s t r i c t A u d i t o r s . Ex t raord inary audi ts may be , and from t ime t o t ime 

are he ld ; and they enable the c e n t r a l a u t h o r i t y t o begin operat ions the 

moment a l o c a l emergency is sensed, and before harm is caused by d e l a y . 

The genera l accounts of County and non-Counfcy Boroughs are not a u d i t e d , but 

c e r t a i n s p e c i f i e d accounts of these un i ts are a u d i t e d , and they may by l o c a l 

Act subjeot themselves t o aud i t by the M i n i s t r y of H e a l t h . Sometimes the 

M i n i s t r y of Hea l th forces such an Act as the p r i c e of a s s i s t a n c e . Yet there 

are many weaknesses i n t h i s chain of c o n t r o l . I n the absence of d e t a i l e d 

in format ion on a number of points (which is impossible t o obta in as there 

i s no uni form system of cost account ing) , the D i s t r i c t Audi tors can hard ly 

perform any more u s e f u l d i r e c t economic f u n c t i o n than d isa l lowing i l l e g a l 

excesses. The in format ion furn ished by the c e n t r a l i z e d a u d i t , together 

w i t h the var ious requ i red s t a t i s t i c a l r e t u r n s , f u r n i s h e s , however, a basis 

f o r a more coordinated p o l i c y and a more thorough f i n a n c i a l c o n t r o l i n the 

long r u n . 

Supervis ion of borrowing - A l l l o c a l loans requ i re a u t h o r i z a t i o n 

by the c e n t r a l a u t h o r i t y , except where loan powers have been obtained d i ^ c c t l y 
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from P a r l i a m e n t . 

Local a u t h o r i t i e s are c o n t r o l l e d i n t h e i r borrowing powers by 

two instruments: (a ) they cannot borrow except according t o c e r t a i n 

s ta tu tes which def ine the purposes and s t a t e the maximum periods f o r r e -

payment ( e . g . , f o r purchase of tramways a maximum of 30 years ; f o r 

e l e c t r i c i t y p l a n t , 20 yea rs ; land fo r housing, 80 y e a r s ; and f o r schools, 

60 y e a r s j ) and (b) the c e n t r a l Departments sanct ion the scheme and the 

occasion of the loan , and exercise a d i s c r e t i o n regarding the per iod f o r 

repayment. A c t u a l l y , the sanct ioning a u t h o r i t y f o r loans i s vested mainly 

i n the M i n i s t r y of H e a l t h , even when the subject comes under the genera l 

superintendence of other Departments, e . g . school bu i ld ings and the Board 

of Educat ion, and roads and the M i n i s t r y of T ranspor t . Concentrat ion of the 

sanct ioning power i n one Department permits an e f f e c t i v e method of rev iew-

ing the whole f i n a n c i a l p o s i t i o n of a l o c a l a u t h o r i t y . The M i n i s t r y of 

Hea l th must be s a t i s f i e d t h a t the works are needed, t h a t they are s u i t a b l e 

and soundly planned, and t h a t the f i n a n c i a l cond i t ion of the a u t h o r i t y 

warrants the r a i s i n g of a l o a n . 

Wi th few except ions, permission t o borrow requires th ree s teps . 

F i r s t , a p r e l i m i n a r y sanct ion must be obtained from the M i n i s t r y . This 

depends mainly on the volume of outstanding debt , r e l a t i v e t o ra teab le v a l u e . 

Next , a l o c a l i n q u i r y must be h e l d . F i n a l l y , a d e t a i l e d r e t u r n of the 

purposes f o r which the loan is requ i red must be f u r n i s h e d . Although there 

are many obvious advantages i n such a r i g i d system of c o n t r o l , the whole 

process is somewhat lengthy , and i n the short per iod tends t o l i m i t the 

amount of borrowing undertaken. I t s e f f e c t on the volume of investment i n 

the long run is not c l e a r l y d i s c e r n i b l e ; i t has c e r t a i n l y been successful 

i n prevent ing over-borrowing. 
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There is the quest ion whether r a p i d shor t - t e rm expansion and 

c o n t r a c t i o n (such as would be necessary f o r a c y c l i c a l pub l ic works 

program t o be e f f e c t i v e ) could be brought about under the present system. 

One method of r a p i d l y increasing l o c a l investment would be f o r the c e n t r a l 

government t o increase i t s grants f o r c a p i t a l expendi tures . So f a r t h i s 

method has been used very s p a r i n g l y . I n 1936-37 , f o r ins tance , d i r e c t 

grants f o r c a p i t a l works were roughly fc4 m i l l i o n , wh i le t o t a l grants amounted 

t o over fcl39 m i l l i o n . Another method is f o r the Exchequer t o assume r e -

s p o n s i b i l i t y f o r p a r t of the i n t e r e s t charge. The r a p i d expansion of 

housing owes much t o t h i s f a c t o r . These methods alone are not s u f f i c i e n t , 

however. Sudden expansion requires t h a t l o c a l plans be ready i n advance. 

Cognizance of t h i s f a c t was taken i n 1938, when the M i n i s t e r of Hea l th 

asked each l o c a l a u t h o r i t y t o undertake a survey of t h e i r probable c a p i t a l 

expenditure during the f o l l o w i n g 5 y e a r s , and t o submit t o him a program 

of the c a p i t a l works which they proposed t o car ry out i n the p e r i o d , w i t h 

a rough est imate of the probably c o s t . 

I n the c i r c u l a r making t h i s request , the M i n i s t e r po inted out 

t h a t i t was only by such means t h a t a u t h o r i t i e s could take a reasonably 

long view of t h e i r f u t u r e requirements, and t h a t a long- term review of 

questions of c a p i t a l expenditures was necessary not merely i n order t o se-

cure smooth progress of operat ions of l o c a l a u t h o r i t i e s , but as a matter 

of n a t i o n a l economic p o l i c y . I t was emphasized t h a t the program t o be 

submitted could be p r o v i s i o n a l only and t h a t i t was of primary importance 

t h a t an a u t h o r i t y should be able t o acce le ra te or r e t a r d the execut ion of 

i t s program as circumstances might r e q u i r e . Suggestions were a lso made 
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f o r s e t t l i n g quest ions of p r i o r i t y and i t was recommended t h a t the ne -

cessary p repara t ions f o r schemes l i k e l y t o involve much p r e l i m i n a r y work 

should be made so as t o enable the a c t u a l work t o be put i n hand w i t h a 

minimum of de lay when condi t ions were most f a v o r a b l e . W i t h a s h e l f of 

l o c a l works being developed, and w i t h questions of p r i o r i t y and machinery 

be ing Y/orked o u t , the p o s s i b i l i t i e s f o r r a p i d l y a d j u s t i n g l o c a l investment 

t o n a t i o n a l f i s c a l p o l i c y have been g r e a t l y enhanced* 
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3. G r a n t s - i n - a i d , - The most important instrument o f f i n a n c i a l 

con t ro l i n the B r i t i s h system i s the g r a n t - i n - a i d . Indeed, i n few, i f any, 

countr ies do g r a n t s - i n - a i d p l a y as important a p a r t i n the f i n a n c i a l r e l a t i o n s 

of n a t i o n a l and l o c a l governments as i n Great B r i t a i n * Because of i t s impor-

tance i n the B r i t i s h f i s c a l s t r u c t u r e , the grant system deserves d e t a i l e d 

a t t e n t i o n * 

The g r a n t - i n - a i d can be , and has been, used f o r a number o f purposes, 

each of which has inherent i n i t some element o f cont ro l * The purposes which 

have been t h e c h i e f s t i m u l i to c e n t r a l grants have been: ( 1 ) the improvement 

of l o c a l government se rv ices , ( 2 ) compensation f o r l o s t revenue sources or 

f o r new burdens imposed by the c e n t r a l government, ( 3 ) genera l r e l i e f o f l o c a l 

r a t e s i n order to carxy out a n a t i o n a l p o l i c y , and ( 4 ) e q u a l i z a t i o n o f l o c a l 

resources. 

I t i s apparent t h a t the purpose of the grant w i l l i n f luence the 

basis o f d i s t r i b u t i o n * Thus, percentage ( o r matching) grants have been used 

t o s t imu la te l o c a l governments to h igher standards o f s e r v i c e , whereas b lock 

grants , which o f f e r no i n c e n t i v e to more or b e t t e r l o c a l s e r v i c e s , have been 

used to equa l i ze resources* 

P r i o r t o 1929 the purpose of most grants was the improvement o f 

l o c a l government s e r v i c e s , and percentage grants were w ide ly used* These 

encouraged l o c a l i t i e s to expand se rv ices , but there were not w e l l designed 

t o achieve n a t i o n a l d i s t r i b u t i o n o f f i s c a l burdens, f o r weal thy d i s t r i c t s 

were obviously able to spend more and thus secure l a r g e r grants than poor 

d i s t r i c t s * This tended t o accentuate r a t h e r than a l l e v i a t e d iscrepancies 

i n the f i s c a l resources of d i f f e r e n t regions and made poss ib le low t a x ra tes 

i n weal thy reg ions, wh i le compell ing high r a t e s i n depressed areas where the 

need f o r r e l i e f was g rea tes t * 
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Moreover, prolonged unemployment had greatly increased the burdens 

and expenditures of local author i t ies. The rates for poor r e l i e f t r ip led 

between 1919 and 1927. With declining income the burden of the rates would 

have become greater even though the amount had remained stationary. To have 

the amount increase seemed intolerable . Moreover, the increases were greatest 

just i n those l o c a l i t i e s least able to pay. The absence of any important 

equalizing factor i n the grant system was more than ever apparent. The aver-

age rate i n the pound -was nearly 13 shi l l ings i n 1927-28. This was high, 

being more than 60 per cent of t o t a l annual rental value. But i n 4rnumber of 

d i s t r i c t s , especially i n the depressed coal mining counties, rates exceeded 

20 sh i l l ings , the f u l l annual rental value; i n a few cases rates exceeded 

30 sh i l l ings , or 150 per cent. Reform was due for the whole system. 

The Local Government Act of 1929 was introduced with a dual pur*-

posej as a remedy fo r the disordered condition of local f i s c a l structures 

and as a method of promoting industr ia l recovery. On both these counts the 

reforms and the i r consequences are of interest to us. 

Before entering upon a discussion of the fundamental changes brought 

about by the reforms of 1929* an explanation of the English loca l rat ing 

system is necessary, 

A l l loca l units have the r ight to levy rates, and the rates com-

prise the one loca l tax source avai lable, except fo r a few unimportant 

licenses administered by the counties. Thus loca l governments i n England 

are even more restr icted i n the i r revenue sources than loca l governments i n 

the United States* The rates are levied, much as the general property tax 

is levied i n the United States, to cover the excess of estimated expenditures 

over other income t The rates d i f f e r material ly i n their nature, however, 

from the general property tax. In the f i r s t place, they are levied on 
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est imated net r e n t a l values ins tead of on c a p i t a l va lues . I n ths second 

p l a c e , they are l i m i t e d to income from r e a l e s t a t e . Personal p roper ty was 

d e f i n i t e l y exempted as e a r l y as 1840 t I n the t h i r d p l a c e , they are l e v i e d 

on the occupier r a t h e r than on the owner. The owner pays on proper ty which 

he h imsel f occupies but unoccupied proper ty i s exempt. 

As was pointed out above, the whole l o c a l ra te s t r u c t u r e was i n an 

unhappy s t a t e . Extreme v a r i a t i o n i n ra tes was the r u l e . I n 1928, the year 

preceding the i n t r o d u c t i o n of the Local Government A c t , the lowest r a t e l e v i e d 

i n England and Wales was 85 pence per pound of annual va lue and i t was l e v i e d 

i n the comparat ively prosp3rcus i n d u s t r i a l area i n the Southeast . The highest 

r a t e was 366 pence per pound of annual r e n t and i t was l e v i e d i n the depressed 

area of Southern Yfeles# I n genera l , the burden of l o c a l t a x a t i o n was g r e a t -

es t i n the depressed areas . This heav ier t a x a t i o n , i t was argued, obstructed 

the recovery i n these areas i n severa l ways. I t encouragcd the m i g r a t i o n of 

i n d u s t r y to o ther reg ions . I t o f f e r e d a constant i n c e n t i v e to the landowner 

to l e t h i s proper ty remain unoccupied and thus escape t a x a t i o n . Moreover, 

w i t h each removal of proper ty from the v a l u a t i o n l i s t s the burden on the 

remaining p r o p e r t i e s became much h e a v i e r . 

The Loca l Government Act o f 1929 proposed to remedy the s i t u a t i o n 

by a fundamental change i n the whole f i s c a l . s t r u c t u r e . I t was, i n f a c t , an 

e s s e n t i a l p a r t o f the government's recovery program. The reform was designed 

to a i d i n d u s t r y i n three ways: d i r e c t l y , through d e r a t i n g ; and i n d i r e c t l y , 

through reducing the cost of l o c a l government and through e q u a l i z i n g the 

burden, , The cost of government was t o be decreased through economies 

e f f e c t e d by the r e o r g a n i z a t i o n of l o c a l d i s t r i c t s and the t r a n s f e r o f c e r -

t a i n funct ions t o l a r g e r l o c a l u n i t s . E q u a l i z a t i o n was to be achieved p a r t l y 

through the l a r g e r u n i t s o f a d m i n i s t r a t i o n and p a r t l y through the formula f o r 
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the d i s t r i b u t i o n of grants. 

Spec i f i ca l l y , the 1929 Act provided f o r the complete exemption of 

a g r i c u l t u r a l land and bui ld ings and f o r the va luat ion of i n d u s t r i a l and 

f re igh t - t ranspor t propert ies a t 25 per cent of net annual ren ta l value f o r 

purposes of ra t i ng . Certain precedents f o r t h i s procedure existed i n B r i t i s h 

f i s c a l h is tory* I n 1874 the r i g h t o f l o c a l i t i e s to tax government property 

was withdrawn and the l o c a l j u r i s d i c t i o n s were compensated f o r the loss o f 

revenue by a grant^ I n 1896, the va luat ion of a g r i c u l t u r a l land was reduced 

f i f t y per cent f o r l o c a l t ax purposes and a grant was provided to cover 

revenue los t * I n 1923, a g r i c u l t u r a l land was derated an add i t iona l twenty-

f i v e per cent and a fu r the r grant was made avai lable to reimburse the l o c a l i -

t ies* Thus, the loss of revenue to the l o c a l i t i e s resu l t i ng from the exemption 

of the remaining va luat ion of a g r i c u l t u r a l land and bui ld ings under the 1929 

Act was not substant ia l and the reduction of the va luat ion of i n d u s t r i a l 

property d i d not const i tu te a whol ly new departuro i n f i s c a l re lat ionships* 

The Act also abolished a great number o f the ex i s t i ng a l located 

g r a n t s . ( a l l except those f o r schools, po l ice and housing, and par t of the 

road grants) , and provided a new grant which was more than s u f f i c i e n t to 

reimburse the l o c a l i t i e s f o r the immediate loss of revenue from the discon-

t inued grants and from derat ing. The basis provided f o r the d i s t r i b u t i o n of 

t h i s grant required that 75 per cent bo d i s t r i bu ted i n proport ion to losses 

from derat ing and the remaining 25 per cent i n accordance w i t h a grants 

formula t The formula, although i n t r i c a t e i n i t s composition, appears to 

have been evolved f o r the p rac t i ca l purpose of securing a desired d i s t r i b u -

t ion # I t i s based on ^weighted population11, l * e f , estimated populat ion w i t h 
under 

allowances f o r (1) large number of ch i l d re i ^5 , (2) low rateable value, (3) 

heavy unemployment, and (4) spars i ty of populat ion i n r e l a t i o n to road mileage, 
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I t was provided that ult imately a l l of the grant bo distributed on the basis 

of this formula, but to simplify the process of t ransit ion a decreasing pro~ 

portion is distributed i n proportion to revenue losses resulting from de*-

rat ing and from discontinued grants u n t i l 1947-48. 

As has been pointed ou t , the ch ie f purpose o f the 1929 Act was the 

reduct ion o f taxa t ion of i n d u s t r i a l and faxm proper ty as an a i d to recovery, 

but some o f the i n c i d e n t a l consequences o f the measure appear t o have had 

greater s ign i f i cance than i t s somewhat l i m i t e d ef fect iveness i n achieving 

i t s ch ie f i n ten t ions # 

Taxes on industr ia l property were reduced, but doubt exists con-

cerning the stimulative ef fect of th is policy. The mariced movement of 

industry to the south of England was undoubtedly due i n some part a t least 

to the high local rates in the industr ia l areas of the north, which were 

largely occasioned by the r e l i e f problem* In consequence, the derating of 

factories could to seme extent be jus t i f i ed as an aid to depressed areas* 

But, while rates do not bulk as large in factory costs as before, the fact 

that prosperous areas benefited along with the depressed areas means that 

the d i f f e r e n t i a l advantage remains. I f tho government!s primary objective 

was to encourage the development of industry in depressed areas, i t could 

have been achieved more d i rect ly and ef fect ively i n other ways. The derating 

of prosperous industries equally with the depressed industries aroused much 

cri t icism in the House of Commons at the time that the bil l^fts under d is -

cussion, and i t would seem a l i t t l e d i f f i c u l t to j u s t i f y even as a recovery 

measure^ The consensus of opinion is that i t has not achieved i t s purpose. 

The e f f e c t of the rev i s i on on ^ocal rates i s d i f f i c u l t to determine 

w i t h assurance. Rate discrepancies remain great , however, and the lowest 

and highest ra tes i n 1936 were 7 l / 2 s h i l l i n g s and 29 s h i l l i n g s f Moreover, 
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the greatest loss of v a l u a t i o n occurred i n p r e c i s e l y those areas Y/hich could 

l e a s t a f f o r d to lose taxable capac i ty . Thus, the county borough w i t h the 

h ighest ra te l o s t 20 .1 per cent o f i t s ra teab le value from de ra t i ng , wh i le 

tha t having the lowest ra te l o s t on ly 0.9 per cent of i t s t o t a l v a l u a t i o n . 

Some attempts a t the equa l i za t i on o f burdens have, however, been nade. The 

n a t i o n a l government has extended t r a n s i t i o n a l b e n e f i t s f o r unemployed workers 

so t h a t they have not f a l l e n on l o c a l poor r e l i e f . Grants f o r employment 

schemes have increased, and a new "d i s t ressed areas grant11 was in t roduced i n 

1933* Al though r a t e d i spers ion has f a r from disappeared, i f d i spe rs ion before 
t h e 

and a f t e r / r e f o r m i s compared, i t i s c lea r t h a t a g rea te r degree o f equa l i za -

t i o n was achieved. I t has been ca lcu la ted t h a t the standard dev i a t i on of 

ra tes f e l l from 3.4-3 i n 1928 t o 2,95 i n 1932. This has been due i n very l a rge 

p a r t t o the equa l i za t i on tendency o f the grants formula . The assumption by 

the n a t i o n a l government o f the bu lk o f the cost o f unemployment has done more 

to equal ize resources than the equa l i z ing g ran ts , however. 

I n a d d i t i o n to the d i f f e r e n t i a l a i d g iven under the formula grant 

there has bean a tendency since 1931 f o r o ther grants to be d i s t r i b u t e d w i t h 

greater a t t e n t i o n t o needs than fo rmer ly* Thus the a b o l i t i o n o f tho 50 per 

cent minimum guarantee f o r educat ion i n 1931 opened the door f o r a more con-

s iderab le d i f f e r e n t i a t i o n o f educat ion grants„ There a lso appears t o be an 

inc reas ing tendency to d i s t r i b u t e percentage grants w i t h some a t t e n t i o n to 

needs through the device o f d i v i d i n g l o c a l a u t h o r i t i e s i n t o three o r fou r 

c lasses, each o f which receives a d i f f e r e n t percentage o f approved expendi-

t u r e . This has f o r sane years been the custom f o r road gran ts , I t has a lso 

been adopted f o r expendi ture i n connect ion w i t h a i r - r a i d precaut ions . As 

government costs r i s e , t h i s tendency t o the equa l i za t i on of resources becomes 

of inc reas ing importance. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 34 -

The na t iona l government has been able to ear iy i t s grants system 

as f a r as i t has only because o f thoroughgoing cen t ra l superv is ion and con-

t r o l of l o c a l a u t h o r i t i e s . The r e c o n c i l i a t i o n of l o c a l self-government -with 

a subs tan t ia l degree of cen t ra l a i d i s not r ead i l y accomplished, however, and 

Great B r i t a i n i s s t i l l faced w i t h t h i s problem. 

Governmental Revenues 

I n the United Kingdom a large percentage o f the na t iona l income i s 

taxed away and spent by the government. Table 15 shows tax rece ip ts as pezw 

centage o f na t iona l income, and per capi ta tax burdens, f o r ce r t a i n years 

before and a f t e r World War I . 

Table 15 

Taxation as a Percentage Per Capita Tax 3urden 
o f Nat ional Income ( i n pounds) 

Uni ted Nat ional Local United J Nat ional Local 
Kindlon Gov ' t . Gov ' ts . Kinf'"dom | Gov ' t . Gov ' ts . 

1902-03 11.0 7 .8 3.2 4.8 3.4 1 .4 
1912-13 11.0 7.5 3.5 5.5 3.7 1.7 
1928-29 22.0 17.6 4 .4 21.0 16.8 4.2 
1932-33 25.3 21.0 4 .3 21.2 17.6 3.6 
1938-39 24.4 20.1 4.3 25.6 21.1 4.5 

Whereas i n prewar years only about 11 per cent of na t iona l income 

was taxed away i n the United Kingdom, i n recent years tha t p ropor t ion has 

grown to roughly one-quarter of na t iona l income. I t i s obvious that the 

tax ing away and spending of such a large pa r t of the na t iona l income w i l l 

have profound e f f e c t s on the economic system. Cer ta in of these e f f e c t s w i l l 

be discussed a t a l a t e r p o i n t . 

When we examine the revenue side of the B r i t i s h pub l i c budget (see 

tab les 10, 11, and 12) , we get a completely d i f f e r e n t p i c t u re from that o f 

the expenditure s ide. Whereas the two l eve l s of government have spent an 
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almost equal share o f the pub l i c moneys throughout the twen t i e th century, by 

f a r the greater share o f the c o l l e c t i o n of revenue was made by the Exchequer. 

Table 16 

Percentage o f T o t a l Revenues Co l lec ted 
by the Na t iona l and Local Governments 

N a t i o n a l Local 
Government Governments 

1902-03 62.7 37.3 
1912-13 59;2 40.8 
1922-23 75 .1 24.9 
1932-33 71.4 28.6 
1935-36 70.4 29.6 
1938-39 70.9 29.1 

L i t t l e a t t e n t i o n need be pa id to the rece ip ts from pub l i c under-

tak ings . These genera l ly cover the costs o f economic serv ices. Other non-

tax rece ip ts are of l i t t l e consequcnce. The tax s t ruc tu re docs, however, 

requ i re some comment. 

For the tax s t ruc tu re as a whole, ca l cu la t i ons of the Colwyn 

Committee showed (1) t ha t a t the beginning o f the century there was an 

almost complete absence o f progression, (2) t ha t by the prewar decade p ro -

gression had set i n , and (3) t ha t since prewar clays the tax s t ruc tu re had 

changed from an approximately p ropo r t i ona l incidence t o one t ha t has 

become h igh l y and inc reas ing ly progressive i n the upper ranges, and a t the 

same t ime d e f i n i t e l y regress ive over a gradua l ly extending range o f the 

lower incomes. This i s c l e a r l y brought out by Table 17 present ing the 

est imates of the Colwyn Committee regarding the incidence o f t axa t i on on 

var ious sizes o f income i n 1913-14 and i n 1925-26. 
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Table 17 

Total Taxation as Percentage of Income, 1913-14 and 1925-26 
(Family of Two Adults and Three Minors) 

Income (£) Wholly earned Fair invested Income (£) 
1913-14 1925-26 1913-14 1925-26 

50 8 .0 8 .8 
100 5.4 11.9 6.6 13.0 
150 4 .4 11.6 5.6 12.7 
200 4 .0 10.2 5.3 11.3 
500 4 .4 6.2 7 . 1 8.4 

1,000 5.2 11.0 8.3 14.4 
2,000 4 .9 15.2 8.4 19.3 
5,000 6.7 23.2 9 .6 29.5 

10,000 8 .0 31.2 11.8 40 .1 
20,000 8.3 37.5 13.0 48.7 
50,000 8 . 4 44.4 13.6 57.7 

Source: Report of the Committec on National Debt and Taxation, p. 95• 

Before the war the tax structure was divided into three parts which 

were roughly equal ~ direct and indirect taxation by the central government 

and loca l rates. Since the war the f i r s t two have grown re la t i ve ly to the 

th i rd . This change does not represent any lack of pressure on loca l rates. 

On the contrary, as has been pointed out, pressure was so great that i t had 

to be rel ieved by a reform of the local taxing system. 

The main difference between the prewar and postwar si tuat ion is the 

larger part played since the war by the income tax. Before the war the stan-

dard rate of income was I s . 2d. i n the £. Since the war, except fo r a few 

years during Mr. Churchill1s chancellorship, i t has never been below 4s# 6d. 

Income tax receipts have been substantial even during the re la t i ve ly depressed 

years of the l a t e twenties and early t h i r t i e s . This was due in lar^e part to 

the fact that the income tax reaches fa r down i n the income scale. 
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Table 18 

T o t a l Income Tax Receipts 

(an 
1902-03 
1912-13 
1922-23 
1928-29 
1932-33 
1935-36 
1938-39 

38.7 
4 4 . 8 

379.0 
293.8 
312; 2 
289.1 
398.4 

The important movement in the death duties came a f ter 1920. Rer-

ceipts from th is source were re la t ive ly small both before and immediately 

a f te r the war. Before the war the maximum rate of estate duty was 15 per 

cent, payable on estates of one mi l l ion pounds. By the end of the war the 

percentage had been increased to 20. In the postwar decade, moreover, th is 

levy was extended downward to estates of £110,000. On the larger estates 

it , l*as made to increase rapidly, reaching 40 per cent at estates above £1.5 

mi l l ion . I n 1930 a s t i l l higher progression was introduced, reaching 50 per 

cent a t £2.5 mi l l ion. During the t h i r t i e s the death duties were re l ied upon 

to bring in some £80 mi l l ion into the exchequer. 

War I . There were important increases in rates on liquor and tobacco duties 

and on certain common ar t ic les of food. Immediately a f te r the war, however, 

concessions on common art ic les of diet and working-class luxuries began to 

be made. In 1922, for instance, the tea, coffee and cocoa duties were r e -

duced by a th i rd f Later there were important relaxations of the entertain^ 

ments tax. The duties on alcohol and tobacco remained high, and were, i n 

fac t , increased during the th i r t i es , 

The reversal i n 1931 of the free^-trade policy of the nineteenth 

century was one of the chief f i s c a l changes of the postwar period. A start 

Consumption taxes were made to bear their part in financing World 
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had been made during the twenties, wi th the haphazard introduction of several 

small independent import duties, but not u n t i l 1931 was a rea l t a r i f f imposed. 

The aggregate exchequer receipts from protective duties did not at f i r s t make 

a very impressive showing, re la t i ve ly to other sources of revenuef One cause 

of th is was the extent to which home interests were enjoying protection i n 

the form, of import quotas which were not reflected i n the budget. Another 

cause was the f a l l i n prices of B r i t i s h imports, due mainly to general de-

pression factors. From the middle t h i r t i e s , howe\*er, with a general improve-

ment i n economic conditions, the receipts from custom duties reached impres-

sive proportions. 

Since World War I payrol l taxes have played an important role i n 

the tax structure, Employers and workers contribute not only to unemploy-

ment and health insurance schemes but to old-age pensions as wel l . The basis 

of contribution varies i n each case, but i n every instance the workers' share 

is substantial. This element in the tax structure, when taken together with 

the large levies on consumption items, suggests that the increase in social 

expenditure which has taken place i s par t ly of fset i n i t s redistr ibut ive 

e f fect by the regressivity of the tax structure i n the lower ranges. 

The postwar position of local finance d i f fered from the prewar i n 

two fundamental aspects. I n the f i r s t place, the general leve l of rates was 

very much higher. I n 1914 rates averaged something short of 7s, i n the £, or 

£1 19s. per head of population* By 1921 they had risen to over £4 per head, 

and have remained more cr less a t that l eve l . Secondly, a very great d iver -

gence between rates i n d i f fe rent l o c a l i t i e s had appeared, Total rates varied 

at one time from about 5s, to 35s, in the £, I n th is si tuat ion i t became 

evident that drastic steps for the reform of the system of loca l finance would 

have to be taken i f a widespread breakdown was to be avoided, 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 39 -

The changes i n the rate-grant system which took place -wore i n two 

d i rec t i ons . I n the f i r s t place, the volume of exchequer contr ibut ions i n -

creased enormously, both absolutely and as shown i n Table 19, i n r e l a t i on to 

expenditure net from ra tes . 

Table 19 

Grants as Percentage of National Tax Receipts 
and of Local Income from Rates and Grants 

F i sca l Tear Grants as Percentage of 
National Tax Receipts 

Grants as Percentage of 
Local Revenues from 
Rates and Grants 

1902-03 
1912-13 
1914-15 
1922-23 
1928-29 

1932-33 
1934-35 
1935-36 
1936-37 
1937-38 
1938-39 
1939-40 

11;6 21.7 
15.6 25.0 
13.3 24.5 
10.5 33.1 
13.5 35.2 

Local Government Act of 1929 

17.9 46.7 
18.3 45.5 
18.9 45;8 
18.6 45.7 
17.6 45.1 
17.8 45.5 
15.8 44.2 

Secondly, tho f i r s t important attempt was made to counteract the tendency 

f o r ra te dispersion to increase. I n both of these changes, but p a r t i c u l a r l y 

i n the second, the f o m u l a grant (based on needs and adjusted every f i v e 

years) which accompanied the derat ing provisions of the Local Government Act 

of 1929 played a leading ro l e . Pr io r to 1929 not more than 20 per cent of 

grants had been d i rected t o the equal izat ion of resources. As a resu l t o f 

the Act the proport ion lias been increased to about 70 per cent. An important, 

although less conspicuous pa r t , was playod by the Rating and Valuation Act 

of 1925, This was the f i r s t attempt to secure un i fo rmi ty and regu la r i t y of 

va luat ion throughout the country. As a resu l t of the two ac ts , both admin-

i s t r a t i v e and va luat ion areas were considerably enlarged and adjusted. 
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Besides these two measures other changes also attacked the problem of high 

rates and rate diispersion. Among the most important of these was the t rans-

fe r of responsibi l i ty fo r the able-bodied poor to the central government 

under the Unemployment Act of 1934# 

Burdens and Expenditures 

Total f igures fo r expenditures by public authori t ies i n the United 

Kingdom for certain selected years i n the twentieth century are shown i n 

Table 8# They show a considerable r ise i n the postwar period as compared 

with the prewar years. Even i f we allow for the change i n the value of money 

and increase the 1912-13 f igure by 50 per cent, the expenditure increase i n 

the ten years between 1912-13 and 1922~23 i s over 230 per cent, which is 

suf f ic ient ly formidable. The prewar rate was equivalent to about £8 per 

head. The postwar expenditure has been roughly £30 per head. 

I t i s evident, furthermore, that the community has had to make a 

considerable readjustment i n the re la t ion between public and private spending. 

I n 1912-13 the national income is estimated to have been £2,241 mi l l ion , so 

that public expenditures at £359 mi l l ion , was about 16 per cent. I n 1928-29, 

on the other hand, with income at something l i k e £4*350 mi l l ion , and spending 

a t £1,350 mi l l ion , the proportion had r isen to roughly 30 per cent. During 

the l a te years of the t h i r t i e s , the percentage of national income represented 

by government expenditure increased slowly but steadi ly . This trend i s the 

reverse from that of the nineteenth century, when the national income was 

increasing considerably faster than public expenditures, 

When we turn from t o t a l expenditures to examine the movement i n 

the d i f fe rent groups, great divergence i s a t once apparent. The greatest 

changes between the prewax and postwar periods are i n the cost of the national 

debt. The smallest item of a l l before the war, i t exceeded a l l but social 
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expenditure throughout the twenties* On the other hand, a f t e r the conversion 

operat ion of 1932, out lay on the debt f e l l to not much over ha l f i t s cost 

i n 1926 and 1927, the most expensive years. M i l i t a r y expenditure also shows 

a large degree of v a r i a t i o n . Apart from the sudden drop between 1921 and 

1922, due to the l i q u i d a t i o n o f war undertakings, there was a gradual de*~ 

c l i ne i n the cost of m i l i t a r y services u n t i l 1932-33. From 1932-33 on, there 

was an increase i n m i l i t a r y cost , r i s i n r sharply a f t e r 1938. The increase of 

government cont ro l dur ing the war na tu ra l l y l ed to a great extension of the 

c i v i l serv ice, much o f which was of a permanent nature. On the whole, how-

ever, except f o r temporary movements, the cost of admin is t ra t ion d i d not 

grow fas te r than t o t a l expenditure. S i m i l a r l y , the grovrth i n out lays or 

pub l ic enterpr ises has been steady and has fo l lowed the general l i nes of 

t o t a l expenditure. 

The most subs tan t ia l and steady growth of expenditures has been 

on soc ia l serv ices. Table 20 shows t h e i r growth and r e l a t i o n to na t iona l 

income. 

Table 20 

Soc ia l Service Outlays i n the United Kinborn 

Soc ia l Services 
(£ m i l l i o n s ) 

Nat ional Income 
(£ m i l l i o n s ) 

S o c i a l Serv ices 
as Per Cent o f 
N a t i o n a l Income 

1902-03 65 ;7 1,795 3.7 
1912-13 107.4- 2,241 4.8 

1928-29 502.1 4,351 11.5 

1938-39 662.1 5,000 13.2 

At the besinning of the century expenditures on soc ia l services 

amounted t o less than 4 per cent o f na t iona l income. By 1928-29 the f i g u r e 

stood a t 11 1/2 per cent, a decade l a t e r at over 13 per cent. Largely 
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because o f t h i s huge expenditure on the s o c i a l serv ices , the B r i t i s h f i s c a l 

s t ruc tu re seems to have had an important r e d i s t r i b u t i v e e f f e c t on the n a t i o n a l 

income. Co l in Clark has attempted t o ca lcu la te the amount o f t h i s r e d i a t t i b u -

t i o n . 

Table 21 

Burdens and Benef i t s o f Publ ic Finance 

(JM) 

1913-14 1925-26 1935-36 

Expenditures b e n e f i t i n g : 
w e l l - t o - d o 
working classes 

Taxes, borne by: 
w e l l - t o - d o 
working classes 

36 
76 

172 
90 

336 
310 

663 
265 

263 
429 

685 
338 

Source? Co l in C la rk , Nat iona l Income and Out lay, Chap. 6. The d i v i d i n g 
l i n e between the working classes and the w e l l - t o - d o i s drawn a t £160 
o f annual income f o r prewar t imes, and a t £250 f o r the postwar per iod# 

Clark est imates t h a t i n 1913-14 the s t ruc tu re o f t axa t ion and ex-

pendi ture was such t ha t the working classes con t r ibu ted 14 m i l l i o n pounds 

more i n t axa t i on than they rece ived i n serv ices d i r e c t l y b e n e f i c i a l to them. 

By 1924-25 the s i t u a t i o n had been reversed. The working classes received 

45 m i l l i o n pounds more than they pa id i n taxes. By 1935-36 the sum so r e d i s -

t r i b u t e d had r i s e n t o 91 m i l l i o n pounds. Ursula Hicks, on the basis o f l a t e r 

da ta , puts t h i s f i g u r e a t £110 to £115 m i l l i o n . 

The growth o f s o c i a l expendi tures, together w i t h the increased p ro -

g r e s s i v i t y o f the tax s t r u c t u r e , seems to have ra ised the r a t i o o f consumption 

t o income and lowered the r a t i o o f investment to income. This i s bome out 

by the s tud ies o f the Colwyn Committee and of Professor Pigou. Thus, the 

s t r u c t u r e o f pub l i c f inance seems t o have imparted a c e r t a i n s t a b i l i t y to the 

B r i t i s h economic system, main ly by encouraging s tab le consumption a t the 
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expense of unstable investment. I t s ef fects on economic progress i s another 

matter, which cannot readi ly be ascertained. 

An examination of the roles played by the national government and 

by the loca l authorit ies i n the spending of the public moneys reveals several 

signif icant factors concerning the f i s c a l structure of the United Kingdom. 

Although there has been a tremendous change i n the portion of 

national income passing through the hands of public authori t ies, the re la t ive 

positions of the central and the loca l goverrments has not changed s i g n i f i -

cantly, except i n war t ine , so fa r as the spending of money is concerned. 

This is c lear ly revealed i n Table 22. 

Table 22 

Expenditures of the National and Local Governments 
and Percentage Distr ibut ion 

Fiscal Year 
Expenditures (£ mi l l ions) Percentage 

Distr ibut ion Fiscal Year 
United National Local National Local 
Kingdom Govt.. Govts. Govt, Govts. 

1902-03 319.0 183.6 151.6 52.5 47.5 
1912-13 359.1 199.5 185.9 48.2 51.3 
1922-23 1,264.8 871.0 481.4 61.9 36 .1 
1928-29 1,345.2 866.4 582.4 56.7 43.3 
1932-33 1,433.6 1,008.2 571.5 60 .1 39.9 
1934-35 1,372.0 907.2 612.0 55.4 44.6 
1936-37 1,487.2 971.2 680.5 54.2 45.8 
1938-39 1,804.4 1,232.7 750.2 58.4 41.6 

The e f f e c t of war , of course, changes the p i c t u r e q u i t e completely. 

I n the f i r s t year of the f i r s t World War, 1914-15* the central government was 

responsible for 72.6 per cent of the t o t a l expenditure, while in the f i r s t 

year of World War I I , 1939-40, 70.8 per cent of the outlay went through the 

hands of the central authori ty . Of recurring expenditures, however, an 

almost equal share f a l l s to both the national and local governments. I n 

f a c t , aside from those expenditures which are of a s t r i c t l y national charac-
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t e r , namely, those on m i l i t a r y services and costs of the world w . r debt, 

the larger port ion of governmental outlays i s managed by the l o c a l au thor i t i es . 

The percentage d is t r ibut ions of Table 9 indicate: (1) that since the war 

socia l expenditures were shared equally by the two levels of government, 

(2) that administrat ive costs fo r both were comparable throughout the whole 

period, and (3) that l o c a l author i t ies have been responsible f o r the bulk of 

the outlays on public enterprises and developmental services. 

I n the case of social expenditures, the nat ional government bears 

the responsib i l i ty fo r pensions as wel l as f o r public heal th and unemployment 

benef i ts , (Table 6 ) , while loca l author i t ies bear the major costs of heal th, 

housing and poor r e l i e f . The costs of education are borne about equally by 

the two levels of government, although the actual outlays are made by the 

l o c a l au thor i t i es . Table 23 shows, f o r England and wales, the extent to 

which the social expenditures of l o c a l .~overments have depended upon aid 

from the center. 

Table 23 

Percentage of Local Expenditures f o r Social Services 
Met f rca C-rants: England and Wales 

Education Health Housing Poor r e l i e f 

1912-13 
1922-23 
1932-33 
1935-36 
1938-39 

4 0 . 8 
50.8 
4 2 . 8 
4 3 . 1 
38 f7 

8.5 
10.1 

2 .3 
2 .4 
2 .5 

16.1 
18.1 
17.7 
15.2 

8.5 
3 .3 

10.6 
8.6 

Besides the Post Of f ice services ( i . e . , the posta l , telephone, 

and telegraph services) , the nat ional government does not d i r e c t l y operate 

any public enterprise of importance, The l o c a l au thor i t i es , on the other 

hand, provide a great number of services of an economic nature ( i . e . , ser-

vices which more or less cover t h e i r costs). The so-cal led Trading Services 
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alone provide a large channel of outlay and cover a variety of f i e lds . In 

1936-37, for example, the expenditures of local authorit ies i n England and 

Yfeles on trading services were as follows: 

Table 24 

Local Trading Service Expenditures, 1936-37 

( in £ M) 

Water supply 27 • 4 
Gas supply 18,9 
E lec t r ic i ty supply 65 • 2 
Cemeteries 2 . 1 
Markets 
Transport (tramways, e tc . ) 25.3 
Harbours, docks, etc. 14.4 
Other trading services 5.6 

I t should be noted that the central government has very l i t t l e 

borrowing power for long-term investment, except on behalf of the Post Off ice. 

I t does, however, contribute to the financing of local investment of a semi-

social nature, such as housing and certain public health works. On the other 

hand, the local authorit ies carry on a large and varied amount of public 

investment. Normal trading services include water, gas and e lec t r i c i t y , 

trams and buses, baths, markets and cemeteries. These, together with the 

building and maintenance of houses, schools, and hospitals, provide a wel l -

established groove for the steady flow of public investment. The gross debts 

of a l l local authorit ies increased from £900 mi l l ion i n 1922-23 to £1,680 

mi l l ion in 1936-37. 

I n conclusion, i t may be pointed out that the Br i t i sh f i s c a l struc-

ture i s characterized by the following elements: 

1. Increasing f i s c a l central ization; 

2, A narrow local tax base, with large central contribu-
tions to local revenues, increasingly based on needs; 
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3 . A u n i f i e d t a x s t r u c t u r e which i s h i g h l y progressive 
i n the upper ranges, bu t regress ive i n the lower j 

Um A tendency t o enhance the s t a b i l i t y of the economy} 
and f i n a l l y 

5. The a b i l i t y of the c e n t r a l government to p lan and 
execute u n i f i e d and coordinated socio-economic 
p o l i c i e s through i t s predominating c o n t r o l o f l o c a l 
a d m i n i s t r a t i o n and f i n a n c e . 
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