CIPFA BRIEFING

April 2016

public finances
in Wales

The central and simple principle between the use of public money and public services is the need
to optimise outcomes for the people of Wales from the resources available. Yet, the link between
taxpayer funding and how those public services are provided for the people of Wales is not
readily understood.

This paper complements CIPFA’s examination of the assets and liabilities of devolved public services
in Wales.! We explain how public resources are used to provide services for the people of Wales and in
doing so we seek to enhance the understanding of all public service stakeholders in Wales.

The importance of strong financial management is highlighted. The prospect of future devolved
taxation powers for Wales also emphasises the need for a clear and transparent financial framework
and powers to properly manage Welsh public resources.

‘ I PFA The Chartered Institute of
Public Finance & Accountancy




Why do we have public services?

Significant political and media focus is placed on public
spending plans. Despite that attention, one fundamental
question is rarely directly addressed. That is ‘why do we have
public services?’

The ability to ‘make a difference’ for the public good is the

basis for providing public services. CIPFA focuses on outcomes

as the primary reason for public services.? The outcomes
sought may affect many different areas, including economic,
societal and environmental aspects.

How should outcomes for the people of
Wales be achieved?

The proper and appropriate control of public resources,
including the management of assets and liabilities, is a
central element of good governance and the achievement
of outcomes.

In Wales around £38bn? is spent on public services.
Consequently good financial management practices should
be a key support in delivering the optimum outcomes for the
people of Wales from the resources available.

Where does the money for public services
come from?

The majority of resources for public services come from past,

current or future taxpayers. For the UK as a whole around 86%*

of UK public services funding is from taxation.

How much of this taxation is raised
in Wales?

Taxation revenue in Wales is approximately £21bn.> This is
around 3.5% of the total for the UK as a whole.

Wales Taxation Analysis (GERW 2016)
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How are taxation funds allocated to Welsh
public services?

The main basis of allocation which many people have heard
of is the Barnett formula. This is outlined in the Statement
of Funding Policy (Nov 2015) which details the UK funding
arrangements for the devolved administrations. The process
however has a number of further elements.

The relationship between the UK government and the Welsh
Government is covered by the Memorandum of Understanding.
Taxation resources for Wales are generally provided for public
services in Wales through the following routes:

1. UK government spending decisions.

The UK Government outlined its spending plans and
allocations for UK departmental spending and its
support for devolved administrations in the UK Spending
Review 2015.

UK government department expenditure on non-devolved
services for Wales primarily relates to the Department for
Work and Pensions.’

2. UK taxation resources allocated to the National
Assembly for Wales for devolved matters.

The Government of Wales Act 20068 details the public
services that the Welsh Government has responsibility
for. This includes health, social welfare, education, local
government, economic development, fire and rescue,
transport and other services.’

The taxation resources allocated to Wales in the UK
Spending Review 2015 were some £14.4bn.1°

3. Taxes raised by Welsh public service organisations
such as

B Council tax as set by each local authority, totalling
£1.06bn for 2014/15.1

B Non-domestic rates as set by the Welsh Government.
This is then redistributed to local authorities as part of
the annual local government revenue settlement. This
totalled some £0.9bn for 2014/15.2

What about fees and charges for Welsh
public services?

Fees and charges can also be a source of income used to
support public service provision.

Fees and charges are unlikely to be set purely on a ‘cost
recovery’ basis. Decisions regarding policy, the prioritisation

of services, considerations of inequality and the impact on the
people of Wales can all be factors in deciding if, and how much,
income from fees and charges is appropriate.
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http://sites.cardiff.ac.uk/wgc/gerw/
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/479717/statement_of_funding_2015_print.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/479717/statement_of_funding_2015_print.pdf
https://www.gov.uk/government/publications/devolution-memorandum-of-understanding-and-supplementary-agreement
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/479749/52229_Blue_Book_PU1865_Web_Accessible.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/479749/52229_Blue_Book_PU1865_Web_Accessible.pdf
http://www.legislation.gov.uk/ukpga/2006/32/schedule/7
https://www.gov.uk/government/publications/spending-review-and-autumn-statement-2015-documents
https://www.gov.uk/government/publications/spending-review-and-autumn-statement-2015-documents
http://gov.wales/statistics-and-research/council-tax-levels/?lang=en
http://gov.wales/topics/localgovernment/finandfunding/businessrates/?lang=en
http://gov.wales/topics/localgovernment/finandfunding/settlement/?lang=en

Where does the money go?

Whatever the source of the income, it is used to provide public
services in Wales. The use of those funds is critical in securing
positive outcomes for the people of Wales. The ‘Government
Expenditure and Revenue Wales 2016’ paper estimates that
public expenditure for Wales in 2014/15 was £38.0bn*?, of
which £34.5bn was current expenditure, with the balance being
capital investment.

The largest single element of current expenditure for the
people of Wales is social protection (£14.2bn, 41%'), which
includes pensions, social security benefits, personal social
services and other items. Other significant current expenditure
includes health £6.2bn (18%) and education £3.9bn (11%).

Current Expenditure Analysis — Wales (GERW 2016)
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What influences what the money is
spent on?

The democratic process provides elected representatives, at
all levels, with the responsibility for making decisions within
their remit about the relative priority of different services for
Wales. For example the Welsh Government sets out its policy
intentions in the Programme for Government. This also affects
local government as the Welsh Government directly controls
around 84% of the taxpayer resources used to support Welsh
local authority services.'®

Once these decisions are made the maximisation of outcomes
and benefits for the people of Wales from the use of the
funding should be the key priority for organisations provided
with the funding.

What will future public services for the
people of Wales look like?
In common with the rest of the UK, Welsh public services face a

changing landscape.

Examples of changes that Welsh public services and
organisations will need to adapt to include:

B UK government spending plans to reduce the deficit?’
B the potential effect of the EU referendum

B Forecast changes to the Welsh population, including age
profile changes'®

B further changes to the Wales devolution arrangements,
with possible changes to the block grant received from the
UK Government and increased reliance on taxes raised in
Wales

B implementation of the Social Services and Well-being
(Wales) Act 2014

B The Well being of Future Generations Act 2015, and the role
of the Future Generations Commissioner

B Welsh local government reform plans and the Local
Government (Wales) Bill

B The Cardiff City Deal which sees the UK Government,
Welsh Government and ten local authorities working in
partnership

B Under powers in the Wales Act 2014 from 1 April 2018 the
Welsh Government will also have responsibility for setting
Land Transaction Tax and Landfill Disposal Tax.
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http://sites.cardiff.ac.uk/wgc/gerw/
http://sites.cardiff.ac.uk/wgc/gerw/
http://sites.cardiff.ac.uk/wgc/gerw/
http://gov.wales/about/programmeforgov/?lang=en
http://gov.wales/statistics-and-research/national-population-projections/?lang=en
http://gov.wales/statistics-and-research/national-population-projections/?lang=en
http://www.legislation.gov.uk/anaw/2014/4/contents/enacted
http://www.legislation.gov.uk/anaw/2014/4/contents/enacted
http://www.legislation.gov.uk/anaw/2015/2/contents/enacted
http://gov.wales/topics/localgovernment/councils-to-change/?lang=en
http://gov.wales/consultations/localgovernment/draft-local-government-(wales)-bill-consultation/?lang=en
http://gov.wales/consultations/localgovernment/draft-local-government-(wales)-bill-consultation/?lang=en
https://www.gov.uk/government/publications/city-deal-cardiff-capital-region
http://www.legislation.gov.uk/ukpga/2014/29/contents/enacted
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