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	SUMMARY

	After months of expectation, the Government announced the results of the Comprehensive Spending Review (Review) detailing which government departments need to cut their spending, and by how much. The Review shapes the Government's finances for the next four years and its impact will undoubtedly be felt in Greater Manchester (GM). Not only will government departments and local authorities need to consider where and how to deliver spending reductions, they will also have to contend with the ripple effects of fiscal contraction. The Review headlines public service reform, redistributing power away from central government and radically increasing local authorities’ freedom to manage their budgets. Given GM’s long-running and innovatory track record in collaboration, this is a challenge to be taken up and crafted into an opportunity. GM’s Local Enterprise Partnership is one vehicle to take this forward, as is the "Community Budget" the Review announced. Greater Manchester is one of 16 areas the Review confirms will be given control of several government departments' spending from April 2011. This will enable GM’s ten Authorities and the wide variety of partners they work with to reduce duplication, e.g. through integrated commissioning, and to rely more on local evidence, experience and judgement to create better outcomes designed to ensure that savings are reinvested into Greater Manchester

The Big Picture

The overall challenge as outlined by the Coalition is to deliver £81billion worth of savings which they project will eliminate the structural deficit by 2014-15.  In terms of employment, Government forecasts indicate this contraction will result in the loss of 490,000 public sector jobs.  

Amongst the targets for savings are the welfare budget, to be reduced by £7bn, police funding, which will see cuts of 4% a year, and pension costs which the Government seeks to contain by raising the retirement age from 65 to 66 by 2020.  

Significant as well, is the 27% cut in grant funding for local councils over the period to 2014-15, which even when local tax income is added in, still means a 14% fall in spending.
However, the NHS budget will be protected with £2bn extra for social care.  Meanwhile, the schools budget is to rise every year until 2015 along with £30bn capital spending on transport. 

The science budget will be frozen at £4.6bn – although this is a cut in real terms of around 9% after inflation.
What does this mean for Greater Manchester?

The Review’s themes of reform, growth and fairness broadly align with GM’s pioneering work on localism and devolution, linking transport investment to economic growth, recognising the low carbon sector as an economic driver, strengthening our governance arrangements, expanding our economic base and improving life chances in our most deprived communities. Whilst this positions GM well in discussions with Government over priorities and budgets, the spending reductions will clearly have huge economic and public service implications across a wide range of areas. 

The following is a preliminary stock-take of how the Review plays in GM.

Local Government

Whilst it has been announced that Councils will suffer cuts averaging 7.1% per year across the CSR period, these are significantly higher in earlier years with formula grant cuts indicated at nearly 11% in 2011/12.  

Despite the fact GM local authorities were braced for the cuts in grant funding, their scale nevertheless mean difficult decisions on the prioritisation of local and in particular front-line services.  This will become even more complex in the coming months as demand on front-line services increases as the effects of the cuts begin to take hold.  Local authorities are often the first port of call for many in need and will therefore bear the brunt of service delivery impacts. For example, changes to social housing policy and the housing benefit may act as a drag on social and economic mobility, as the risk of leaving an existing social housing tenancy becomes higher.  This will particularly effect areas with high levels of social housing. Likewise, the Review suggests a reduction of spending overall in early years, particularly pre-school.  There are difficult decisions ahead on how Greater Manchester supports the MIER findings and the GMS strategy.
In order to deal with these emerging stresses, GM is supporting increased collaboration to increase efficiencies and reduce costs across a range of back office and thematic areas, with the focus on maintaining the quality of front-line services.  Now more than ever, innovation in multi-agency local service delivery is also needed to protect and support vulnerable individuals and communities - a challenging balancing act when partners’ core budgets are cut, but statutory responsibilities remain.  Given this new environment begins in April of next year, there is little time for deliberation on the need for serious restructuring.
The reduced levels of public sector funding for local authorities capital spending is going to be very challenging for local regeneration programmes, although the Coalition did announce the “New Homes Bonus” which will financially reward communities which new build new homes. Whilst physical regeneration programmes are traditionally kick-started by local authority investment, the spotlight now needs to move towards leveraging more from less, meaning more innovation to get more private sector investment in Greater Manchester, through the Evergreen Fund, European monies, good Regional Growth Fund Bids, Accelerated Development Zones (Tax Increment Financing) and learning from other cities around the world on how things like municipal bonds can generate income that can be ploughed back into communities. 

 

Councils will be able to make decisions themselves about the use of many funding streams that were previously ring-fenced and council tax benefits will be localised in 2013-14. On the other hand,  the Council tax will be capped in 2011, presenting one more challenge for GM local authorities to consider when setting budgets.  

Infrastructure 

In terms of proposed infrastructure investments, there are some positive and long-awaited announcements for GM including, investment in the Royal Oldham Hospital, high speed rail network confirmed from London to Birmingham and then on to Manchester and Leeds.  Of course, high-speed rail may cause a threat unless it does indeed run to Manchester and Leeds at which point the broader economic benefits become exponential and more widely distributed across the North.

Also notable from a transport perspective are rail capacity improvements for Manchester including electrification to Liverpool, Preston and Blackpool from Manchester. Details on this will be announced next week, including hopefully announcements about increased train capacity. 

Universities, Science and Research 

With five universities and the largest student campuses in the UK, GM is likely to be disproportionately impacted by the Government’s announcement to have more of universities’ funding coming from students. How these changes play out locally will only be apparent over the long-term.
As was confirmed by the recent Science Study and the recent awarding of the Nobel Prize to research scientists from Manchester University, GM is clearly an important science and innovation hub in the UK. As such, the decision to ring-fence science funding is to be welcomed though this budget will not be increased as was advocated by universities. 

Health 

Not only is the health sector critical in ensuring the well-being of its residents it is also important in economic terms. In GM this sector employs 142,100 people, which accounts for 12.2% of employment and over the past ten years has grown by 32.2%. 

In this sense, the overall health expenditure rise of 0.4% should be seen as a positive, though it estimated that the NHS in Manchester will still need to find about £1 billion in savings over four years to cope with rising service demands and costs.

Also positive, is the news that the DoH will increase spending on health research and funding and make money available to support the translation of research into practical applications – which could support the biomedical sector in Greater Manchester. 

Other health related items of interest from the Review include additional funding provided for talking therapies which address mild to moderate mental health conditions, which are the most common causes of worklessness and low work place productivity and public health.  However, as there is no ring-fencing for this funding it could be vulnerable to reallocation of funding locally.

Public health funding which is to transfer to local authorities is to be ring-fenced, though this could limit options for delivery of public services. 

Environment and Low Carbon

Given the importance of building the low-carbon sector in the GMS, the Review’s announcements require special consideration.

The Government announced it will provide an initial £1billion for the Green Investment Bank which will be supplemented by further smaller amounts from the devolved administrations as well as from the sale of capital assets. However, this amount is considerably less that the £4-5 billion most analysts believe necessary. Further, the £1 billion will not be made available until 2013/14. Much of the money appears to already have been allocated to carbon capture and storage projects well as offshore wind farms. As such, the likelihood of GM gaining access to this money may therefore be more limited to what we previously hoped, meaning some scaling back of aspirations on delivering low carbon infrastructure. 

 

In terms of fiscal incentives, there was no reference to the Feed in Tariff, which allows a guaranteed price for those selling renewable energy into the National Grid. In addition, the Government committed itself to developing the Renewable Heat Incentive (RHI). The details of this need to be worked out, but the scheme will provide financial rewards to those who either sell heat through networks or by installing heat saving technologies. This will help GM’s low carbon activities, in particular the deployment of photovoltaic panels and the installation of district heat networks.  These projects present significant growth opportunities for GM businesses in this field where we can support through intervention measures, including training providers to ensure the working population is equipped with the appropriate skills to undertake the work.
 

Overall, it must be said this is not the sort of stimulus needed to develop the low carbon economy in terms of generating wealth, growth and prosperity - however it could have been much worse. The impacts for Greater Manchester's low carbon programme are unlikely to be cataclysmic. Nevertheless, in the drive to mainstream this agenda given budget reductions in other areas (e.g. skills) there will be an effect on our ability to optimise the economic opportunities the agenda presents. 

Business, Trade and Investment
Over the course of the Spending Review period the Foreign and Commonwealth Office (FCO) will see a 24% real terms reduction in the resource budget, and a 55% real terms reduction in capital spending. The Department’s administration budget will be reduced by 33%.

The settlement includes funding for the promotion of British interests overseas in particular supporting UK businesses and building prosperity by promoting trade & investment. The FCO will increase its focus on championing British companies to win exports and secure jobs at home, working closely with UK Trade and Investment (UKTI) to increase business links and market information for UK exporters and to attract significant investment into the UK.

Nonetheless, there is no real detail on the amount of funding which will be allocated to UKTI for the promotion of trade & investment which is critical to understanding the impact on Greater Manchester’s internationalisation agenda and the emerging inward investment & trade centre of excellence. 

Meanwhile BIS’s focus will be on economic growth through initiatives like providing investments of up to £200 million by 2014-15 to support manufacturing and business development – with a focus on high growth businesses, the continuation of the enterprise finance guarantee scheme and the provision of equity finance for small businesses with growth potential.  How these initiatives can be made to work for GM firms will be a key role for the future GM Local Enterprise Partnership. 

Worth mentioning is the £530 million invested in roll-out of super-fast broadband in areas that private sector would not otherwise reach.  Unfortunately, from a GM perspective this will largely target rural areas. 

Welfare and Worklessness

The Review outlines major announcements impacting welfare support with significant implications for benefit recipients in GM.  These include means testing for some categories of sickness benefits and changes to housing benefits which will result in lower payments made to single people up to the age of 35.

Given the number of people in GM on some form of benefit and the large scale of changes these could place additional strain on advisory services. For GM this means that important work needs to be undertaken in collaboration with DWP and local partners to ensure residents, advice agencies and counsellors are aware of the detail and scale of reforms and appropriate funding is provided – not an easy task in the current environment.
The Economy – National and GM

There is little questioning that Government spending cuts will be a negative drag on the national economy.  A recent report by PWC put the estimate of direct and indirect job losses due to the Review at approximately 1 million.  This is reflected in the Government’s own GDP growth forecasts, which show the decline in government spending shaving on average about 0.6% off yearly GDP growth figures up to 2015.

Contributions to GDP growth1
 OBR 

 

 

Percentage points, unless otherwise stated

 

Forecasts

2009

2010

2011

2012

2013

2014

2015

GDP growth, per cent

-4.9

1.2

2.3

2.8

2.9

2.7

2.7

Main contributions

Private consumption

-2.1

0.2

0.8

1.1

1.3

1.4

1.4

Business investment

-2.1

0.1

0.8

1.0

1.1

1.1

1.0

Dwellings investment2
-0.6

-0.2

0.2

0.2

0.3

0.2

0.2

Government3
0.8

0.3

-0.7

-0.6

-0.6

-0.6

-0.4

Change in inventories

-1.2

1.2

0.4

0.0

0.0

0.0

0.0

Net trade

0.7

-0.5

0.9

0.9

0.7

0.5

0.5

1 Components may not sum to total due to rounding, omission of transfer costs of land and existing buildings, and the statistical discrepancy.

2 The sum of public corporations and private sector investment in new dwellings and improvements to dwellings.

3 The sum of government consumption and general government investment.

 

However, there is no certainty about the degree to which this package will effect the broader economic outlook. Despite the sizeable public sector cuts, it is worth noting that the Government’s total managed expenditure will still rise every year of the period, from £696bn in 2010/11 to over £740bn four years later, and in any case most forecasts have already incorporated the effects. Confidence and knock-on effects may yet have an additional depressing effect, however there is no counter-factual against which to compare. In any case, there is much evidence that underlying consumer spending-savings habits have already fundamentally changed, implying that the basis of a recovery does not lie down the high streets of retail and property, but through other routes.

What then do these national forecasts mean for Greater Manchester? In terms of calculating the impact of the spending reductions on the level of public sector employment in Greater Manchester there is a range of forecasts to consider, from the Greater Manchester Forecasting Model’s (GMFM) forecast of about 10,000 job losses to the government’s OBR estimates of roughly 20,000.

Regardless of which forecast is more accurate, investing in more and higher skills is still the route to GM's future prosperity though constraints on higher education and research make this a particular challenge. 

It also bears mentioning that many of the people coming onto the jobs market are habitually employed and their skills, confidence and competence make the time ripe for incentivising a step change to GM’s low levels of high-value self-employment.  This could mean a potentially massive return on investment in a new crop of high-growth and born-global firms since we know just 6% of companies created 54% of all new jobs.
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