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This work tries to answer the question of why a particular pattern of Scottish and Welsh funding by the British central government has persisted for some 20 years, from 1979 to 1999. Throughout the period, a common feature of British public policy has been the preferential fiscal treatment of the two nations of Scotland and Wales
 in the form of higher per capita public spending in these nations as compared to England. The persistence of this general pattern, also known as overfunding, is made interesting by the significant changes during these years in terms of party leadership, party policy on both fiscal and non-fiscal issues, and party possession of national power. Two decades of persistent overfunding of Scotland and Wales does, therefore, require explanation.


The main argument is that the central government’s interest in reducing Scottish and Welsh overfunding, while certainly present throughout the 1979-99 period, has not been so substantial as to override its other fiscal priorities. It was neither the case that central governments were opposed to reducing overfunding nor that the centre envisaged a reduction of overfunding as one of its top priorities. Instead, the central government almost constantly sacrificed this goal to achieve other objectives. To advance further the argument that reduction in overfunding was a low priority area for the centre, the conclusion to this paper, based on the substantive material, looks at the issue of this policy’s importance for the British governments on the basis of the specific policy features, such as central government’s ideological and electoral priorities, policy convenience and policy ideas. 

Scottish and Welsh Overfunding As a Persistent Pattern: an Issue Defined

The higher per capita expenditure level in Scotland and Wales as compared to England, also known as Scottish and Welsh per capita overfunding, has been characteristic of UK identifiable expenditure
 for a long time. The issue of the pre-1979 overfunding has been explored in a number of works. The period examined in this paper (1979-1999) is less fully explored. It is, however, potentially revealing and particularly of interest here, because it witnessed two radically different governments in power -  Conservative (1979-97) and Labour (from 1997). It is also compelling that the changes in government priorities resulted in substantial changes in many fiscal policy areas in Scotland and Wales both under the Conservatives and under Labour, including regional policy funding (in particular under the Conservatives) and the way of tax-raising (under Labour), whereas the per capita overfunding persisted. 


This overfunding was inherited by the Thatcher government rather than being created in 1979. Midwinter et al (1991: 99), compiling the data collected by various scholars, note that Scottish overfunding was already in place in the 1930s: 109% of England’s funding in 1934-35. In later years, it grew to 114% in 1952-53 and 126% in 1969-70, was reduced briefly by the Heath government, averages around 120% of the UK figure in 1967-68 to 1980-81 and stood at 121% in 1983-84 (Midwinter et al, 1991: 99). In the case of Wales, overfunding is a more recent phenomenon. Yet the Welsh share compared to England’s was growing  prior to 1979. According to HM Treasury’s 1979 Needs Assessment Study, in the 18 years prior to 1979 Wales made steady gains in terms of relative public expenditure per head - from 95 to 100, whereas Scottish per head expenditure increased more substantially - from 105 to 128 (England = 100) (Heald, 1994: 167-8).
 


Per capita overfunding persisted for the 20 years under consideration in this work. The Treasury assesses the shares of identifiable public expenditure at 117 for Scotland, 114 for Wales and 96 for England (UK average - 100) for 1995-96 (Edmonds, 2001: 17).
 Some economists and accountants have attempted to independently calculate overfunding based on Scottish and Welsh Office reports. For example, Heald (as cited in Midwinter et al, 1991: 99) estimated Scottish overfunding at 121% of that in the UK for the 1983-1988 period, MacKay (1998: 44) estimated Scottish overfunding per head at 114-116% and Welsh at 104-106% for the 1993-96 period. The results often vary due to the lack of clear information on comparable identifiable English expenditure. This lack of information also creates the possibility for disregarding formula-based restrictions on Scottish and Welsh public spending.
 Furthermore, there has been no public needs assessment in the UK since the 1976-79 study intended to aid the 1970s devolution settlement. In 1997, HM Treasury officials explained to the HC Treasury Committee that they have not attempted to arrive at new needs assessment figures since 1979 due to the formidability of the task (HC Treasury Committee, 1997: 21-2). Yet, the overfunding itself, based on official and unofficial estimates, is without doubt.


The major portion of the funding, or the ‘block’ funding, is determined by the Barnett formula, which was first adopted under a Labour government in 1978. According to HM Treasury, block funding accounts for about two-thirds of all identifiable expenditure in Scotland and just over a half in Wales (HC Treasury Committee, 1997: 37). Persistent per capita overfunding patterns have been present in block funding, despite the implicit aim of eventually equalizing allocations to Scotland and Wales on a per capita basis with similar allocations to England. The politics surrounding block funding and the relationship between block and non-block expenditure is explored below.

The Foundations of the Barnett Formula 

The Barnett formula determines changes in the government expenditure level in Scotland and Wales by linking it to changes in the expenditure level in England. It accounts for most of the identifiable expenditure by Westminster in the two nations. Since 1978, the Barnett formula has been an essential part of fiscal arrangements for Scotland and, since 1980, for Wales.
   


The Barnett formula, the principal motor driving Scottish and Welsh overfunding, is a product of the Keynesian economic thought which has been adhered to by the formula=s creators, particularly from within the British Labour party. One way to understand its application is to identify the basis of welfare state economics, the idea that the state is obliged to perform equalization and stabilization functions in society and that, as MacKay (1998: 39) states in his traditionally Keynesian analysis of the funding issue for Wales, both of these functions Adevelop from progressive taxation, common standards for public services (including education and health), and more substantial welfare payments in poorer regions.@ The perceived need to provide equal treatment to individuals in similar circumstances in different parts of the country irrespective of the region=s tax base leads to the application of a horizontal equity principle, which implies the provision of reasonably comparable services to individuals throughout the UK irrespective of their place of residence. The inevitable outcome is “regional transfer, public expenditure above tax in regions with a less healthy tax base@ (MacKay, 1998: 39). The United Kingdom, like Canada, has adhered to the horizontal equity principle in its policies.


The understanding of horizontal equity differs, however, because equity is commonly based on needs, and the needs may be defined in a variety of ways. Professor Midwinter, while arguing against another needs assessment in the UK in 1997, noted that Aneeds assessments are imprecise, leaving political acceptability as more important than technical feasibility@ (HC Treasury Committee, 1997, Proceedings). One of the most common understandings of horizontal equity is that of equal per capita expenditure in different parts of the country. The Barnett formula has not always followed this principle, as the funding shares acknowledged greater per capita need in Scotland than in England prior to 1992. 


Shortly prior to the start of formula funding, in the mid-1970s, HM Treasury Office conducted a study Ato assess the extent to which per capita spending in Scotland and Wales would need to be higher than in England in order to provide a comparable level of services@ (HC Treasury Committee, 1997, par.10). The conclusion was that Aany system that equalized expenditure on the basis of need [emphasis added] would result in per capita spending in Wales and Scotland being above that in England@ (HC Treasury Committee, 1997, par.10). The Barnett formula has partially addressed this concern, and fixed the per capita expenditure share in Scotland (in 1978-1992) but not in Wales  above its per capita level in England. Thus, though the Barnett formula design was based on population shares, the element of needs-based funding was introduced, and the principle of providing comparable services was, therefore, tacitly acknowledged in the funding arrangements for Scotland. Some authors (Heald) have suggested that the Welsh Office was keen on the Report of the Needs Assessment Study being published, whereas the Scottish Office was not. This is because, with English spending taken at 100, actual spending in Scotland was 7 higher than justified by need, but in Wales it was 8 lower (Thain and Wright, 1995: 309). In the event, the formula preserved a degree of Scotland=s per capita advantage in funding shares.


Yet the notion that addressing peripheral needs, at least in the Scottish case, was the major goal of the formula creators in the Treasury, does not withstand criticism. This conclusion is not exclusively due to the only modest advantage of Scotland’s funding share over its population share - 11.76% of English spending for Barnett formula programs other than law and order envisaged in 1978 as opposed to 11.14 - 11.22% of Scottish population as a percent of English population as of the 1976-1979 period (Twigger, 1998: 9 and 12), which meant an inbuilt advantage for Scotland in formula shares of 4.8-5.6% over England depending on the year the population is calculated. An even more important factor is the fact that overfunding, as envisaged in the original Barnett formula in 1978, was LESS than the average Scottish funding advantages enjoyed in the 1967-1981 period of around 120% of the United Kingdom figure, reaching as high as 126% in 1969-70, at the time of non-formula based financing
. The envisaged Barnett formula funding share for Scotland was also substantially less than the 116% needs-adjusted Scottish funding, with England taken as 100%, as determined by the 1970s Needs Assessment Study. Instead, Chief Secretary of the Tresury Joel Barnett’s search for expenditure control mechanism in the context of overall spending, and not exclusively Scottish and Welsh spending, explains the policy output in the form of what Professor Heald later, in 1980, for the first time called the Barnett formula.


Lord Barnett best explained the 1978 Barnett formula creation himself in his testimony to the House of Commons Treasury Select Committee: 

...what happened then was that I first of all had to persuade Cabinet to agree a total level of public expenditure. Having got that agreement, to make life a trifle easier and have to handle only English departments, I then got Cabinet approval for what is now (not then) called a Barnett formula - the way public expenditure should be allocated and the changes in public expenditure should be allocated between England, Scotland and Wales - and they agreed that. Then I had a much tougher job of persuading departmental ministers to accept their budgets as I had allocated them. It was a bit easier, I could play one off against the other by saying “You cannot have any more because it would mean taking it away from somebody else”, and they could not say anything about the allocation to Scotland and Wales because they, in Cabinet, had agreed it (HC Treasury Committee, 1997: 1).


The best meaning that can be given to this account is that the formula was intended to be a compromise which could be presented to the peripheries and to England alike as a beneficial measure. To Scottish ministers it could be presented as a measure entrenching at least a portion of its per capita expenditure advantage over England. To the English spending ministers it could be sold as a measure restricting further rise in Scottish or Welsh per capita expenditure and as a method of fiscal allocation superior to that of non-formula fiscal allocations which were always subject to an uncertain bargaining outcome. As a measure of expenditure control which ‘makes life a trifle easier’ in handling expenditure demands, it definitely had attractions for the Treasury as well. Thus, an important property of the Barnett formula - its perceived technical convenience for the Treasury and its political convenience in handling competing expenditure bids from spending departments - was visible already in the process of formula creation when it helped Joel Barnett to cut a deal in overall fiscal allocation for the ministries.


In view of the fact that the formula shares did not even closely correspond to perceived ‘needs’ of the peripheries, whether in 1978 or later, it is possible to agree with Twigger (1998: 5) that “the Barnett formula does not directly reflect public expenditure ‘need” and that “the Barnett formula...does not directly reflect need beyond population” (Twigger, 1998: 8). Yet, while the formula shares in fact cut Scottish per capita fiscal advantage, there is a degree of truth in Lord Barnett’s assertion that various important factors were taken in consideration, including population sparsity in Scotland, transport needs, needs because of relative ill health, rural needs for education, industrial needs, but above all, income per head (HC Treasury Committee, 1997: 1), since preservation of a portion of Scottish per capita advantage meant an assumption on Treasury’s part that the studies declaring Scottish needs to be above English, were accepted as a policy recommendation. At least, the Barnett formula=s establishment at the time of implementing Labour=s devolution project of the 1970s was fairly consistent with Labour=s economic and political priorities and did not contradict its Keynesian philosophy. 


The general political and economic environment of this period adds to the understanding of why formula funding, with per capita shares beneficial to Scotland, was introduced. Though formula funding was not new to Scotland, the Barnett formula may be looked at as an integral part of >welfare state= economics and politics, a Keynesian economic measure introduced by the party that was mostly responsible for the creation of the generous welfare state in the Attlee government period (1945-1951) and for the expansion of the welfare state in the Wilson period (1964-1970 and 1974-1976). The Labour party has adhered to the ideas of necessity to preserve the welfare state throughout its history, and all throughout its time in power during the Callaghan (1976-1979) and Blair (1997- ) periods. The Barnett formula, moreover, was introduced at the time when the >welfare state= ideas inherent in the Labour doctrine and ideology, had been modified by the Callaghan government to take into account the budget deficit and the related economic problems of the 1970s. In a situation wherein  more restrictive government fiscal policies faced opposition from the Labour unions and from the party left-wing, the Barnett formula was a convenient political measure. It was, in essence, a Keynesian measure at the time of moderate retrenchment of the state, a measure that government could present as both addressing Scottish interests and contributing to the development of the welfare state. This measure was beneficial to Scotland, as it supposedly assured Scottish politicians that their nation’s funding would survive possible expenditure restraints, and, thus, the measure was good for the image of Scottish Labour. Importantly, it was also a measure that the government, if necessary, could present as originating in the welfare state ideas and, thus, it could well satisfy Labour ideologues by demonstrating Labour’s commitment to its principles. Finally, this was a relatively cheap measure for the government. Fixing shares for future changes in expenditure levels in the three nations of Great Britain did not determine per se the level of expenditure. Scotland was selected for a special treatment in expenditure arrangements because there has always been a degree of acknowledgment of its distinctiveness, as opposed to, say, North-East England which also had lower living standards than the national average at the time and was also by and large dominated by the Labour political machine.             


Yet, though the theoretical foundation of the Barnett formula is clear in the sense that it did not contradict government priorities, it emerges that the Treasury and, specifically, its Chief Secretary Joel Barnett, had mainly pursued specific goals while introducing formula funding in 1978. The major ones, mentioned by Joel Barnett, were expenditure control and ministers’ wish to prevent annual bargaining between various government departments (HC Treasury Committee, 1997). Deakin and Parry (2000: 162) note that the >block= system of funding for Scotland and Wales Areflects two imperatives: to contain the growth of expenditure, and to construct a semi-automatic mechanism that would allow for the exercise of discretion by the territorial departments without giving them access to more resources.@ A similar assessment was given in 1997, by the formula=s creator, former Chief Secretary of the Treasury Joel Barnett who also plainly stated: Athe Barnett formula....has nothing whatsoever to do with devolution@ (HC Treasury Committee, 1997: 1). The Secretaries of State for Scotland and Wales seemed to go along with the Treasury viewing the formula “as protecting their expenditure levels and composition from ‘too close’ Treasury scrutiny and targeting for ‘exceptional’ reductions” (Heald, 1994: 162). The government, thus, pursued a variety of goals in introducing the Barnett formula. Issues of technical convenience (among other things, preventing bitter annual bargaining over resource allocations between the Treasury and the >spenders= in the Scottish and Welsh Offices), were important as well as general political goals of the Labour government, including not only a certain acknowledgment of perceived Scottish funding needs, but, even more important, the introduction of a degree of expenditure control.


AThe Welsh Office had been unable to resist what would be a means of ensuring that it received less than its objective needs, as identified by the Treasury review@ (Thain and Wright, 1995: 309). Instead, Welsh funding share was entrenched in the Barnett formula in 1978 at what amounts to 5.88% of English funding, despite the fact that the Welsh population was between 6 and 6.02 percent of English in 1976-1979 (Twigger, 1998: 9 and 12) and despite the fact that Wales, like Scotland, also had a lower per capita income at the time. This was happening at a time when Welsh per capita expenditure relative to English was growing over at least an 18-year period prior to 1979, but, unlike Scottish funding, it grew only to reach a near parity with the English funding share by the time the Barnett formula became operational. Rather than looking at this development as a kind of anti-Welsh conspiracy, specific Treasury interests in restricting further spending increases in the context of the above discussed Joel Barnett’s spending deal in 1978, much like in the Scottish case, principally explain the issue. Indeed, under the most realistic scenario, funding shares in the deal cut by Barnett, could not have been too different from those existing at the time of their entrenchment in the Barnett formula if the agreement of all ministers is to be obtained. As explained earlier, the Scottish share in the formula was envisaged to be less than Scottish per capita expenditure advantages enjoyed at the time, and so the Welsh share was also adjusted downwards though only marginally and without major adjustments from its near parity with the English per capita share. Overall, then, Scotland would retain certain per capita advantage over England, while Welsh per capita share would be nearly equal to the English, and a degree of public spending control would be put in place. Of course, it is beneficial to bring into the picture as well a lower degree of influence enjoyed by the Welsh Office in the Cabinet as compared to the Scottish Office, an issue discussed in a number of academic works, including Kodolov (2002). At a more theoretical level, a lower degree of acknowledgment of Welsh distinctiveness on the part of the British state, as compared to Scottish distinctiveness, may also be discussed. Yet, my analysis leads to an explanation based on specific interests of the government, be it expenditure control or creation of a more convenient funding arrangements, as the principal reason behind the Barnett formula creation and the entrenchment of specific funding shares. 


The Barnett formula, thus, did not contradict government=s political and economic priorities and, moreover, was intended to advance those priorities. But it is clear that the Barnett formula has acquired a definite territorial function as well. Of particular importance is the fact that the government devolution project formed the background against which the formula was introduced. While expenditure issues have developed a life of their own and while the introduction of new funding arrangements was not caused by government devolution plans, the significance of fiscal issues in Scotland and Wales in the late 70s, much like in the late 90s, was enhanced due to the fact that changes in constitutional arrangements were being considered. Specifically, as in the late 90s devolution debates, the fairness of Scottish overfunding was being questioned. The formula specified the shares of future changes in funding arrangements. 


In light of the assembled evidence, it is not insignificant that Labour selected not to take political credit for creating the formula and did not use it as a propaganda tool to advance its ideology of welfarism and redistribution, territorial as well as functional. The party did not brag about the Barnett formula being an important measure of expenditure control, but nor did it present the formula as a measure entrenching Scottish benefits, at least to a degree, preferring instead not to disclose publicly the formula mechanism. This factor creates a powerful argument that the prevention of potential territory-based feuds within and outside the party was at least as important for the Labour party as advancing its ideology of redistribution or supporting its own politicians in Scotland by advertising Scotland’s entrenched spending advantages. Taking such a stance could have damaged the party’s position in England. Thus, the introduction of the Barnett formula, a measure of expenditure control, was dealt with cautiously by the government which was afraid to raise territorial spending debates.


As I show below, the 1979-1999 British governments preferred to retain this particular form of funding arrangements, subject to small changes, in part due to the perceived advantages they were getting from those arrangements, but, most important, due to the low priority given by the central government to changing overall Scottish and Welsh funding. Already by this point, however, it is clear that from the start, formula funding was not intended by the government to result in overfunding the two peripheral nations. In fact, quite the opposite is the case, with expenditure control being a priority. It is also clear that from the start politicians perceived the formula to be convenient for their purposes.    


The Barnett formula, a Keynesian measure, was preserved and even expanded to Wales by the 1979-1997 Conservative government, despite its entirely different approach to macroeconomic policies, as compared to Labour. The Conservative government first declared its adherence to the Barnett formula funding mechanism for programs comparable in England, Scotland and Wales in answer to a Parliamentary question in April, 1980 (Twigger, 1998: 7). That same year, a Scottish Office official explained that the arrangement was advantageous since “public expenditure control was getting tighter and more complex and that the days of table-thumping were ceasing to have their effect. This was the consideration that was borne in mind in accepting this arrangement” (Bogdanor, 2001: 244). To justify government adherence to the formula, the Secretary of State for Scotland, George Younger, told the Select Committee on Scottish Affairs in 1980 in reference to the 1970s Needs Assessment Study: “My opinion is that the bases upon which the study was made are unproven and therefore I regard it as an interesting document but not as a definitive document”(Bogdanor, 2001: 247). Thus, like its Labour predecessor, the Conservative government was interested in the expenditure control mechanism more than in following funding ‘needs’ shares. 


The Barnett formula may have been adhered to by the Conservative administration in the 1979-1997 period in order to demonstrate government concern over economic development in the two nations where the majority was opposed to its free market reform program in a situation in which no clear alternative to the formula existed, as well as for its relative simplicity and convenience in the issues of Scottish and Welsh funding and territorial fiscal expenditure.
 This does not mean, however, that preservation of funding arrangements was entirely consistent with the government=s political priorities, since central governments were interested in expenditure restraint and, as shown later in the paper, the formula arrangements, contrary to the 1978 Treasury expectations, contributed to overfunding. The same may be said about the 1990s Labour government stance - to retain the formula-based funding even after the creation of the Scottish Parliament and the Welsh Assembly. In reality, as shown below, all governments in the 1979-1999 period  allowed the Barnett formula to continue to operate, since the issue was not significant for their political priorities, whatever their stance on the overfunding to which the formula arrangements  contributed. Specifically, throughout this chapter, the convenience and the low visibility element for central government in the formula is shown (except for high visibility in 1997-99). As well, it shows the incremental way central government attempted to modify it for the sake of expenditure restraint, once it became clear, after a few years of Conservative government in power, that Scottish and Welsh funding shares remained higher than English. The interdepartmental and interest group politics surrounding the Barnett formula, is discussed in detail in Kodolov (2002).


 Thus, the Barnett formula may have served a dual function for the governments applying it: a territorial function - keeping the Scottish and Welsh interests satisfied, and a non-territorial one - the convenience of determining most government expenditure to the two nations without an exhaustive bargaining process, usually between the Scottish and Welsh Offices and the Treasury. Yet, paradoxically, the Barnett formula survived principally because its status was low on the government priorities list, and the central governments even adjusted themselves so as to be able to use the formula in a way contributing to the pursuit of their higher priorities. The low visibility of formula funding for political purposes and the convenience of formula funding for the government, which have been shown to be important in the process of formula creation, continued to be significant for the government in later years as well, contributing to the government’s adherence to formula funding. 


The circumstances surrounding the creation of the formula in 1978 also attest to the validity of the assertion that it was intended to be a useful if temporary arrangement in restricting government expenditure. The following discussion further explores the interplay of priorities in government management of Scottish and Welsh formula financing. Specifically, it shows how, far short of contributing to spending retrenchment, the Barnett formula has contributed to continuous Scottish overfunding and to growing Welsh overfunding. The chapter further assesses the reasons for this funding pattern in 1979-1999, before evaluating central government role in changing or not changing the existing funding arrangements.

How the Barnett Formula Works

          Formula funding in Scotland, but not in Wales, has a long history. For several decades (1888 - 1957), the level of Scottish expenditure was determined by the Goschen formula, created almost immediately after the setting up of the Scottish Office and the position of the Scottish Secretary in 1885. Like the Barnett formula, it tied Scottish expenditure to English expenditure, but, unlike the Barnett formula, it was based on the overall contribution of Scotland to the British tax revenue, according to the 1991 research by Mitchell (Heald, 1996: 551). Though beneficial to Scotland in the later years, it was applied to the narrower expenditure base as compared to the Barnett formula (Heald, 1996: 552). Only Scottish funding was determined, while England and Wales were grouped together for funding purposes. Importantly, the Barnett formula was intended to take more out of the public debate than the Goschen formula, since decisions on the Goschen application were taken on a case-by-case basis, whereas the Barnett formula was applied fully to >a defined set of services= (Heald, 1996: 553). It is evident that an element of technical convenience in the Barnett formula is present, in the sense that it is stricter in application and is more broad-based than Goschen.
 Certainly, it compares even more favourably to the 1957-1978 allocations determined on a non-formula basis that resulted in time-consuming political bargaining on the issue. 


Some scholars thus stress another political rationale involved in the formula=s introduction: to grant certain autonomy to the Scottish and Welsh Offices in the decision making process. MacKay (1998: 38) identifies it as one of the two most important objectives of the formula: Afirst, to take division of public expenditure between England, Scotland and Wales out of public debate. The second was to give the Welsh and Scottish Offices some discretion on public expenditure and economic policy: to allow them to set their own priorities without constant reference to the Treasury.@ This last aspect of the formula finance system certainly was attractive to the Scottish and Welsh Offices, as they went along with the Treasury on the setting up of the new arrangements. As a result of those arrangements, the autonomy of the two Offices was increased, while their total expenditure was somewhat restrained by the formula provisions. 


The Barnett formula has tied some elements of Scottish and Welsh expenditure to the level of expenditure in England. This came to be known as Scottish and Welsh Ablock@ expenditure with discretionary powers for the Secretaries of State for Scotland and Wales to determine allocations within the given amount. This was a difference between the Barnett formula and the Goschen formula, which tied each expenditure allocation in strict proportion to its English counterpart (Fry, 1987: 253). Instead, the Barnett formula determines changes in total fiscal allocations. Such an arrangement reduces the freedom of the Secretaries of State to determine the total expenditure amount, while giving them the power to reassign expenditure to various programs within the block. The original formula was introduced in 1979-1980 as the effective starting year for Scotland and in 1981-82 for Wales, and determined changes to Scottish and Welsh blocks as 10% and 5% respectively to the 85% of English block. In 1992, the formula was changed to 10.66: 6.02: 100.00 respectively.
 Expenditure in Northern Ireland was determined by a parallel formula to be 2.75% of the one in Great Britain in 1978 and increased to 2.87% in 1992 (Heald, 1994: 147). 


It is important to stress that Apolicy direction remained with the centre,@ yet the administration was firmly Cardiff-based (Phillips, 1997: 114) and Edinburgh-based in the 1979-1999 period. Some scholars thus stress another political rationale involved in the formula=s introduction: to grant certain autonomy to the Scottish and Welsh Offices in the decision making process. MacKay (1998: 38) identifies it as one of the two most important objectives of the formula: Afirst, to take division of public expenditure between England, Scotland and Wales out of public debate. The second was to give the Welsh and Scottish Offices some discretion on public expenditure and economic policy: to allow them to set their own priorities without constant reference to the Treasury.@ This last aspect of the formula finance system certainly was attractive to the Scottish and Welsh Offices, as they went along with the Treasury on the setting up of the new arrangements. As a result of those arrangements, the autonomy of the two Offices was increased, while their total expenditure was somewhat restrained by the formula provisions. 


Thain and Wright (1995: 309-10) have noted a feature of the Barnett formula which is important for the stances by the Scottish and Welsh Offices on the issue. It concerns an accounting paradox of the Barnett formula application. In the case of the public expenditure increase over a substantial time period, there would be eventual convergence of funding shares. This would be beneficial for England and Wales, but result in the lower share of public expenditure in Scotland. Yet, in case of the public expenditure decrease over a time period, there would be an increase in the relative Scottish share of public expenditure and a decrease in relative English and Welsh shares. This resulted in the Scottish Office defending formula funding both in 1978 and in the early Conservative period when it was assumed the government was about to cut the expenditure. In reality, the actual spending amounts have not decreased, and, as a result, ceteris paribus, convergence in at least the Barnett formula funding should have occurred. The reasons why this did not happen, are explored below. 


In addition to that, the Barnett formula has never covered all government expenditure in either Scotland or Wales. Outside the formula is non-identifiable expenditure, parts of which may contribute to jobs and infrastructure development, such as defense expenditure that has been disproportionately concentrated in the South East and South West of England (Heald, 1994: 159). Identifiable expenditure is around 76% of the total expenditure for Scotland and 78% for Wales, as of the mid 90s (calculated from MacKay, 1998: 43). Within identifiable expenditure, but outside of the territorial program in the 1979-1999 period were items not under the Secretaries of State=s responsibility, such as payments to universities and social security expenditure (Heald, 1994: 150), where payments are determined centrally, in London.
 Finally, within the territorial program under the Secretaries= responsibility, also known as Departmental Expenditure Limit, or DEL, expenditure on agriculture, fisheries, food and forestry, industry, energy, trade and employment, and some other policies was for many years not included in the formula (Heald, 1994: 150; Kellas, 1989: 214). Until 1994-95, regional assistance was also outside the Ablock@ expenditure though within the Secretaries= responsibilities (Griffiths, 1996: 99). 


Gradually, though, the block funding has been increasing as a proportion of DEL. As of the mid-1990s, the Welsh Block and the Scottish Block comprised some 97% of expenditure within the Secretary of State for Wales= responsibility (Blewitt, 1998: 51) and some 98% of the Secretary of State for Scotland=s responsibility (calculated from MacKay, 1998: 43). This was an increase compared to the first years of the Barnett formula’s existence. Kellas (1989: 214), for example, has calculated that in the first years of Barnett formula funding, about 95% of the Scottish Secretary=s expenditure resources were within the scope of the Barnett formula. But as a proportion of General Government Expenditure (GGE) in the mid-90s, the Scottish Block comprises just 46% and the Welsh - only 41%, according to Welsh economist Ross MacKay (1998: 43). As a percentage of identifiable public expenditure, Barnett formula expenditure is 52.56% for Wales and 60.53% for Scotland (calculated from MacKay, 1998: 43). The figure for Scotland is, thus, nearly unchanged from Kellas= (1989: 214) calculations for 1981-82 - 60%. In reality this means that for much of 1979-1999 period, many important expenditure items were outside of spending limits. The territorial program items outside of the Ablock@ were negotiated between the Secretaries of State and the Treasury in 1979-1999, as they were prior to this period. As a result, the Scottish and Welsh expenditure had a potential to increase or decrease dramatically, depending on the outcome of those negotiations. After 1999, the devolved administrations in Scotland and Wales are also involved in the negotiations and in the dispute resolution process in the case of disagreements (HM Treasury, 1999, section 11). After  devolution, however, negotiations apply only to a minor part of expenditure determined by the elected assemblies in the two nations, since an overwhelming amount of their spending is now covered by the ‘block’ funding.


The major functions within the Scottish and Welsh blocks have traditionally been education, health, housing, law and order (Scottish block only), roads and transport, other environmental services, and tourism (Kellas, 1989: 214).
 The Conservative government  gradually expanded the block coverage. In 1997, the Labour government has decided again to slightly change the programs forming part of the blocks, adding new functions: domestic agriculture, forestry, nationalized industries, Housing Benefit and Council Tax Benefit to the Scottish Block, and domestic agriculture, forestry and Council Tax Benefit to the Welsh Block, while Housing Benefit was already within the Block prior to the change. (Hansard, 09/12/97, col.511-513). The move is set to further strengthen the role of the Scottish Parliament and the Welsh Assembly in funding territorial interests. The power over nationalized industries here seems to be of greatest importance for the elected institutions in nations with strong collectivist cultural traditions, where new nationalizations cannot be completely ruled out.

The expansion of the ‘block’ coverage occurred mostly in the 1990s. At the outset, in 1978-1979, the coverage of the ‘blocks’ included roads and transport, housing, other environmental services, education and science, arts and libraries, health and personal social services, tourism, other public services both for Scotland and Wales, plus law, order, and protective services excluding police for Scotland (Treasury Committee, 1997: 37). In the case of the Scottish block the following new items were included: provision for Cabinet Office functions and Common Services (1982), industry, enterprise and training (1993), higher education (1993), care in the community (1993), Scottish Arts Council (1994), European Social Fund expenditure (1994), support for Strathclyde Passenger Transport Executive (1994). Expenditure on local authority services was inside the ‘block’ but ring-fenced (1980s), and support for local authority current expenditure was fully integrated into ‘block’ with Local Authority Self-Financed Expenditure (LASFE) moved outside the ‘block’ (1990). In the case of the Welsh ‘block’, the new programs moved within the ‘block’ were as follows: housing revenue account subsidy (1991), Countryside Commission for Wales (1991), industry and training (1992), higher

education (1993) (HC Treasury Committee, 1997: 37).
     


The 1999 Treasury paper on post-devolution funding arrangements identifies the following Scottish block items: Secretary of State=s/Advocate General=s office, education and arts, health and social work, industry, enterprise and training, transport and roads, housing, Scottish Homes external finance, law and order, Crown Office, domestic agriculture, environmental services, forestry, CalMac and HIAL=s external finance requirements, student loans: implied subsidies and provision for bad debts, Capital Receipts Initiative, trust debt remuneration, Scottish Renewables obligation, bus fuel duty rebates. The Welsh block items, according to the paper, are as follows: economic development, industry and training, education and arts, transport, planning and environment, local government, housing and social services and health, domestic agriculture, forestry (from  April 1, 2000), Capital Receipts Initiative, trust debt remuneration, bus fuel duty rebate. The portions of DEL remaining outside of the Barnett formula, or >block= funding, are for both nations, Hill Livestock Compensatory Allowance (HLCAs) and Welfare to Work program (HM Treasury, 1999, sections 12-13). The last two items are characterized by unequal year-to-year allocations, and their absence from the formula funding is thus, not surprising due to technical reasons. Otherwise, the Barnett formula funding has by now expanded to include nearly all DEL items.  


Aside from the relatively small non-Barnett formula determined DEL expenditure, the Annually Managed Expenditure (AME) is outside of the Barnett formula calculations, and is, therefore, also subject to political pressures. The AME covers Aitems whose provision is reviewed and set for the coming year annually (in March) and certain self-financed expenditure@ (HM Treasury, 1999, section 1.6ii). It is a part of identifiable expenditure, and is determined by a vote in the UK Parliament. The 1999 Treasury report identifies the following Main Programme Spending items within AME for Scotland and Wales: Common Agricultural Policy payments, Housing Support provision in Scotland and Housing Revenue Account Subsidy in Wales, National Health Service and teachers= pensions in Scotland. Other AME items include Local Authority Self-Financed Expenditure (LASFE) and expenditure financed by non-domestic rates for Scotland and Wales (HM Treasury, 1999, section 4). Together with the Scottish Variable Rate of Income Tax, if ever used by the Scottish Parliament, the last two items constitute self-financed expenditure, which, in combination, leads to substantial deviations from equal per capita spending in the two nations. The first two of those items are funded by the local government, however; they do not directly affect per capita expenditure by the centre. The third item, the power of the Scottish Parliament to vary income tax rates for Scotland, plays a significant role in fiscal politics, not only as an alternative to the centre-funded expenditure, but also as a way of promoting the centre’s political interests in Scotland;  it is looked at in Kodolov (2002).  


Clearly, the Conservative government accepted the convenience of funding arrangements under the Barnett formula and was gradually transferring a greater number of functions within the ‘block’. No functions were moved outside the ‘block’ other than those where it was perceived to make greater technical sense to administer them outside the ‘block’, namely in the case of Local Authority Self-Financed Expenditure. Far from opposing the Barnett formula, this essentially Keynesian measure, the Conservative government thus utilized its convenient properties in its management of territorial finance.  


Next, the work segregates the Barnett formula portion of identifiable expenditure from the non-Barnett formula portion of identifiable expenditure. The specific question to answer is the extent to which formula expenditure deviates from equal per capita funding shares, as compared to the total identifiable expenditure. The formula funding is looked at in the context of changes that have been made to formula properties in the 1979-1999 period.

The Barnett Formula’s Impact on Expenditure 


Originally, the implicit goal of the Barnett formula was Ato make spending in Scotland converge to the UK norm by assessing increases in Scottish spending on the basis of population rather than relative need@ (Macwhirter, BBC Scotland, 1997). Lord Barnett also acknowledged that the convergence of per capita income was, in fact, one of the formula’s major priorities: “that would be one factor. One would hope it would have that effect certainly” (HC Treasury Committee, 1997: 6, question 46). These goals are not uncontroversial. As Kellas (1989: 213) says, the determination of allocations on per capita basis, that is, depending on population rather than on relative need, “merely assumes that each nation is entitled to the share of public money which is proportional to its population.” Nevertheless, the Treasury Office under New Labour has asserted once again that Aone of the properties of the formula, >all other things being equal,= was that it would produce convergence in levels of funding per head@ (HC Treasury Committee, 1997, par.6). It is important to stress that the convergence was officially being assessed on the basis of equal per capita funding as opposed to the needs-based funding. In reality, as shown above, the funding share was originally set in 1978 in a way beneficial to Scotland, thus contributing to higher Scottish per capita funding, though this advantage has >officially= disappeared after formula recalibration in 1992 (discussed below). Lord Barnett insisted in 1997 that the Barnett formula, with its funding share beneficial to Scotland, was one of the contributing factors to the increase in relative Scottish per capita incomes by the 1990s (HC Treasury Committee, 1997). 


In reality, the officially desired convergence has not occurred. Heald (1994: 166) has calculated that in the period from 1979-80 to 1987-88 there has even been further divergence of both Welsh and in particular Scottish block per capita expenditure from the English level. The estimate for 1979-1980 is: England, 100; Scotland, 128; Wales, 108; the estimate for 1987-1988 is: England, 100; Scotland, 138; Wales, 112 (calculated from Heald, 1994: 166). After the 1992 Barnett formula recalibration there has been visible compression of Scottish ‘block’ expenditure. The figures for 1993-1994: England, 100; Scotland, 121; Wales, 112 (Heald and Geaughan, 1995: 31). Scottish Office officials acknowledged that as of 1997, Scotland got around 23% more per head in identifiable public spending than the UK average (Macwhirter, BBC Scotland, 1997), while in Wales per capita government expenditure is Aabout 12 % above the national average@ as of 1994-95 (Foreign and Commonwealth Office, 1996: 7); both of these official figures are close to Heald=s (1994) and Heald and Geaughan’s (1995) estimates. Overfunding, therefore, clearly remains on the explanatory agenda, in spite of initial policy and party intentions. This is the basis for its utility as a case study in the impact of needs, institutions and, above all, the process of government issue area prioritization. How does the Barnett formula affect expenditure shares?


The only systematic academic study on segregating ‘block’ and non-block per capita expenditure in the UK was published by Professor of Accountancy David Heald (1994). Since, prior to March 1998, official figures on comparable ‘block’ public spending in the nations of the UK had not been made available by the Treasury, nor by any other government department,
 Heald’s study (up to 1987-88 fiscal year) is a unique assessment of those shares, presenting the picture over a time period, rather than just an estimate for a particular year. Scottish and Welsh block funding shares are presented as ‘proxy’ expenditure per capita as a percentage of UK expenditure on the same definition. The difference in coverage by the Scottish and Welsh ‘block’ and the changes in both blocks over the years are, therefore, accounted for, and the figures below are comparable.


Table 3.1 - Proxy Relatives for Block Expenditure and Total Identifiable Expenditure as % of UK Expenditure on Same Definition, Scotland and Wales (1979/80 to 1987/88)           

	
	1979-80
	1980-81
	1981-82
	1982-83
	1983-84
	1984-85
	1985-86
	1986-87
	1987-88

	Scottish Block Proxy
	123.3
	125.7
	130.1
	NA
	131.7
	127.3
	129
	128.6
	130.4

	Welsh Block Proxy
	103.5
	103.2
	105
	NA
	108.4
	101.7
	103.1
	105.2
	108.9

	Scottish Identifiable
	118.8
	118.8
	121.2
	NA
	121.6
	120.3
	122.8
	122.4
	123.8

	Welsh Identifiable
	106.4
	106.8
	107.4
	NA
	108.7
	104.9
	105.9
	108.6
	109.7


Note: There is no written parliamentary answer for 1982-83.                                                      Source: Heald (1994: 166)   


The major conclusions concern per capita ‘block’ expenditure shares for Scotland and Wales as compared to total identifiable expenditure shares for Scotland and Wales as a percentage of UK identifiable expenditure. In the Scottish case, the discrepancy is substantial, with ‘block’ per capita expenditure being significantly higher every single year as compared to identifiable per capita expenditure, with the difference varying from 4.5% in 1979-80 to 10.1% in 1983-84. In the Welsh case, the opposite is true - total identifiable per capita share is higher than the ‘block’ per capita expenditure for every year assessed, yet without as significant a difference as in case of Scotland: from 0.3% in 1983-84 to 3.6% in 1980-81. The data also show that both Scottish and Welsh expenditure shares increased during the 1979-1988 period, with the Scottish share increasing by a higher percentage than the Welsh, and with the ‘block’ share increasing faster than the non-block expenditure share in both nations. In the case of Scotland, it is also clear that the increase in the ‘block’ share occurred in the period 1979-1984, and that the shares stabilized after 1984.


The explanation for the patterns may be found in disaggregating identifiable public expenditure into various programs. Specifically, it is important to keep in mind that social security accounts for some 80% of the difference between identifiable expenditure and ‘block’ expenditure.

            The Digest of Welsh Statistics presents figures on comparative identifiable General Government Expenditure in England, Scotland and Wales. As is clear from table 3.2, English per capita expenditure is lower than Scottish expenditure on all items, while Welsh expenditure on seven items is higher than English and lower than Scottish. Welsh expenditure is lower than English and Scottish expenditure on one item - law, order, and protective services, and is higher than both English and Scottish expenditure on three 



Table 3.2 - Identifiable General Government Expenditure

(central and local government, including non-block expenditure)




(£ per head, 1996-97)

	
	England
	Scotland
	Wales

	Agriculture, fisheries, food and forestry
	 63
	147
	132

	Trade, industry, energy, employment and training
	109
	169
	142

	Transport
	152
	199
	183

	Housing
	60
	112
	103

	Other environmental services 
	155
	244
	251

	Law, order and protective services
	273
	283
	234

	Education                  
	597
	785
	637

	Culture, media and sport
	49
	52
	64

	Health and personal social services
	833
	1019
	970

	Social security
	1595
	1783
	1875

	Miscellaneous expenditure
	-
	34
	30

	Total expenditure
	3885
	4826 
	4620



Source: The Welsh Office (1998e: 261), Digest of Welsh Statistics, Appendix 2.  

items - other environmental services, culture, media and sport (accounted for, it may be surmised, by government expenditure on Welsh language service provision) and social security (accounted for by higher proportion of retired people in Wales than elsewhere in the UK). Overall, as my calculations show, Welsh identifiable expenditure on programs outlined in the table above, is 118.92% of English, and Scottish identifiable expenditure is 124.22% of English. The Welsh Office calculates per capita expenditure in Wales to be 114% of expenditure in the UK as a whole (Welsh Office, 1998e: 216, table 7.4).  


The table shows that per capita social security expenditure in Scotland, though higher than in England, differs from English per capita expenditure less than on many other items. Social security expenditure, thus, tended to move the Scottish average closer to the English average. For Wales, social security per capita expenditure share is marginally lower than the total per capita expenditure share in the figures for 1996-97. Overall, however, Wales was getting higher per capita social security expenditure in the 1979-1999 period due to the higher proportion of retired people in the nation (around 20% (Welsh Office, 1998e)); this tended to move per capita total identifiable expenditure share for Wales higher as compared to its Barnett formula expenditure share. The then Labour MP Rhodri Morgan, later the head of the post-devolution Welsh Executive, argued in 1997 that the overfunding of Wales in total identifiable expenditure does not mean that the Barnett formula ‘works unfairly in the interests of Wales’:

The formula relates to “Block” expenditure, yet the Welsh Block accounts for just over half of identifiable government spending in Wales. A significant part of the difference is due to the higher level of social security expenditure in Wales reflecting the relatively high numbers of retired and unemployed people in Wales (HC Treasury Committee, 1997: 36).

              The Treasury figures for the recent years (1993 - 1999) tend to confirm this assessment, though the difference between the two expenditure shares is not substantial. During the first two years of Labour government (1997-99), the shares largely remained the same as under the last four years of the Conservative government (table 3.3). 


Indeed, social security expenditure, which accounts for over 40% of total identifiable (calculated from HM Treasury, 2000), and, according to Heald’s (1994) calculations, for over 80% of difference between the Barnett formula and the non-Barnett formula expenditure, tends to drive down Scottish per capita expenditure share and to drive up Welsh per capita expenditure share. In the Welsh case, though, the difference is
Table 3.3 - Identifiable General Government Expenditure per Head, Scotland and Wales, 1993 - 1999 (%), UK = 100
	
	1993-94
	1994-95
	1995-96
	1996-97
	1997-98
	1998-99

	Scotland, total identifiable
	119
	117
	118
	117
	118
	118

	Scotland, social security
	106
	104
	104
	105
	106
	107

	Wales, total identifiable
	113
	113
	114
	115
	115
	115

	Wales, social security
	115
	114
	114
	118
	115
	116


Source: HM Treasury (1999) Public Expenditure Statistical Analyses, table 8.2b


 HM Treasury (2000) Public Expenditure Statistical Analyses, tables 8.2b - 8.6b

 not substantial; in fact, in two out of six years assessed in the table, social security and total expenditure shares are equal.


To determine exactly how much identifiable expenditure shares without social security differ from total identifiable expenditure shares, which include social security, I calculate the shares based on figures from the same PESA by the Treasury in the 1993-1999 period.  This exercise is useful, since the expenditure shares without social security will give a close approximation to the Barnett formula expenditure.
 



Table 3.4 - Identifiable General Government Expenditure per Head, Scotland and Wales, 1993 - 1999 (%), UK = 100
	
	1993-94
	1994-95
	1995-96
	1996-97
	1997-98
	1998-99

	Scotland, total identifiable
	118.96
	117.1
	117.52
	117.01
	117.78
	117.57

	Scotland, identifiable excluding social security
	127.59
	125.47
	126.47
	125.18
	125.51
	124.34

	Wales, total identifiable
	112.96
	112.63
	113.71
	115.47
	115.16
	114.83

	Wales, identifiable excluding social security
	111.79
	111.93
	113.44
	114.11
	115.03
	113.99


Source: HM Treasury (1999), Public Expenditure Statistical Analyses, table 8.2b


 HM Treasury (2000), Public Expenditure Statistical Analyses, tables 8.2b - 8.6b 


Despite a slight decline in the Scottish identifiable share excluding social security, from 127.59% in 1993-94 to 124.34% in 1998-99, the difference between this expenditure and Scottish total identifiable has remained visible throughout this period, after the 1992 formula recalibration. For Wales, the slightly higher share of total identifiable over identifiable excluding social security has remained in place throughout the period. The only difference in the Welsh case has been a gradual increase in both total identifiable and in identifiable excluding social security shares, reflecting the 1992 Barnett formula recalibration and the increase in Welsh expenditure excluding social security during the 1997-98 fiscal year corresponding to the May, 1997 general election. Despite this change, Scottish expenditure shares have remained higher, though since 1996-97 the total identifiable share for Scotland has been just 1.5 - 3% higher than that for Wales, which is a sharp contrast to the earlier years of the Barnett formula application, in the 1980s.


Finally, for a complete picture for the period, the next table presents figures on identifiable expenditure for the five missing years, 1988 to 1993.

Table 3.5 - Identifiable General Government Expenditure per Head, Scotland,  Wales and England, 1988 - 1993 (%), UK = 100
	
	1988-89
	1989-90
	1990-91
	1991-92
	1992-93

	England
	95
	95
	96
	97
	96

	Scotland
	123
	121
	119
	114
	117

	Wales
	111
	109
	110
	105
	113



Sources: HM Treasury (1992), Cm 1920, tables E2 - E6.



   HM Treasury (1997), Cm 3601, table 7.1.


Before assessing the reasons for the funding share discrepancies, it is important to reemphasize that the formula Aonly deals with changes in relative spending@ in the two nations as compared to England (McCormick and Alexander, 1996: 129) and was created to determine Aincreases in public expenditure@ in Scotland and Wales (MacKay, 1998: 46) rather than the total existing expenditure. This was again reiterated in the HC Treasury Committee=s report on the Barnett formula: AThe Barnett formula is a way, based on population, of sharing out changes in public expenditure plans between the countries of the Union. It is not used to determine their overall levels@ (HC Treasury Committee, 1998, Appendix 2, par.4). The 1999 Treasury report states: AIt should be noted that the Barnett formula determines the changes to each devolved administration=s spending allocations; it does not determine the total allocation for each devolved administration@ (HM Treasury, 1999, section 3.3). The Scottish and Welsh block expenditure consists of the two components: Athe inherited expenditure base as at the date of the first implementation of the formula and the incremental expenditure which has been determined by the operation of the formula@ (Heald, 1996: 537). AAs the base comes to constitute a smaller proportion of the block,@ Ainitial expenditure advantages...will depreciate over time@ (Heald, 1996: 537). This means that the expenditure advantages that accumulated for Scotland prior to 1978, gradually decline as a proportion of total block expenditure, and by the late 1990s those advantages were not as important as they were in the early 1980s. Due to the inevitably high proportion of the inherited expenditure in the early 1980s, it is hard to expect convergence in block funding in the first years of the Barnett formula functioning. Further conclusions on the incremental vs. inherited expenditure is not possible due to lack of transparency.


Yet, the persistence of overfunding of the two nations throughout the period, despite the decline of the inherited expenditure base as a proportion of the total with the passing of time, requires further explanation. Explanations for the absence of convergence are complex but it is possible to identify, following Heald (1994: 168-70), the two major ones: the significance of relative population change and the many ways to bypass the formula in the expenditure allocation process. 


It is important that the population figures for the Barnett formula have been rounded up by political decisions, and the actual amount of resources given to the Secretaries of State between 1979 and 1992, meant relative per capita overfunding for Scotland and relative underfunding for both Wales and England. The population figures for 1976, taken for the original Barnett formula were the following: Scotland, 9.57% of the Great Britain population, Wales, 5.12%, and England - 85.31% (Heald, 1994: 168), so the formula of 10:5:85 rounded the Scottish share up, and the English and Welsh shares down. Through this arrangement, Scottish needs-based overfunding was thus tacitly acknowledged, while English and Welsh shares were officially set as roughly equal. By 1992, the figures changed: Scotland, 9.14% of the British population, Wales, 5.16% and England, 85.7% (Heald, 1994: 168). The new formula introduced in 1992 of 10.66:6.02:100 was, therefore, a change from the previous arrangement, so that now Scottish funding has gone down and Welsh funding has gone up on a per capita basis, compared to the pre-1992 arrangements. Scotland’s funding was now roughly 9.061/85th of the English funding, and Welsh - 5.117/85th (my calculations). The rounding of population shares in the pre-1992 Barnett formula, on the other hand, gave Scotland an advantage of 10/9.57=4.5% above equal per capita funding shares based on the 1976 population figures. This advantage grew to 10/9.14=9.4% based on the 1992 population figures (my calculations). Thus, in 1992 the per capita funding shares have been made roughly equal in both Scotland and Wales to that in England, and the Scottish expenditure share did in fact go down compared to the pre-1992 period. Provided that Heald’s above mentioned estimate of 138 for Scotland for 1987-88 is correct (England = 100), and Scottish ‘block’ expenditure that year was, thus, about 132.5% of the UK expenditure, the decline of the ‘block’ Scottish spending to 124-127 in 1993-99 period does reflect formula recalibration, though not by a full 9.4%. A slight increase in the Welsh ‘block’ share, likewise, has contributed to a small increase in Welsh ‘block’ spending in the same period. Yet, as was shown above, despite recalibration, both Scottish and Welsh block expenditure since 1992 has remained higher on a per capita basis relative to England, though the Scottish ‘block’ share has gone down to become closer to that for Wales. 


The fact that the formula has been recalibrated only once since 1978 (in 1992), accounts for significant discrepancies between the assumed population and the actual population shares. As Heald (1994: 168) says, “population trends mean that a divergence develops between the fixed relative populations incorporated in the formula and the “current” relative populations; the latter are always used for calculating per capita relatives.” Those relatives never correspond exactly to the formula, and, as a result, real per capita block funding remains higher in both Scotland and Wales, and the expenditure levels are not adjusted to, most importantly, the gradual decline in the share of Scottish population as a percentage of the British population in the 70s - 90s. The New Labour administration has promised to introduce the annual recalibration of the formula to adjust it to the actual population levels (HC Treasury Committee, 1997, par.8). To fulfill this promise, in July 1998 the government revised the proportions based on mid-1996 population estimates to 10.45:5.95:100.00 for Scotland, Wales and England respectively. These proportions were applied to the three-year forward plans (1999-2000 to 2001-2002) established after the Treasury’s Comprehensive Spending Review (Heald, 1996: 537). Assuming the 1998 figures exactly reflect the 1996 population shares, the population share-based overfunding  remained in place for Scotland in the 1993-99 period, though on a smaller scale than prior to 1992, at about 2% (10.66/10.45), while for Wales it was about 1.18% (6.02/5.95) in the same period.


The major conclusion from this discussion is that population rounding did account for a portion of Scottish, though not Welsh, overfunding in the 1979-1992 period. This caveat to bypass the Barnett formula shares, however, has largely been removed since 1992. It is possible to conclude that the decrease in block overfunding of Scotland in the 1993-1999 period is directly related to the 1992 formula recalibration by the Conservative government and that this way to bypass the formula is further diminished in importance by the New Labour annual recalibrations of the Barnett formula since 1998.  


Turning attention now to the Barnett formula bypass, or expenditure changes not determined by the formula, Heald (1994: 168-70) discusses five ways to bypass the formula in the expenditure allocation process: additional expenditure allocations which arise during the financial year, like National Health Service pay awards; the outturns for local authority expenditure; Scottish and Welsh block expenditures that have no English counterparts (like water and sewerage public expenditure in Scotland after water privatization in England and Wales); expenditure changes initiated for macroeconomic reflation or deflation; bypass due to mathematical oversimplification of the Barnett formula, which is beneficial to Scotland and Wales due to ‘a constant uplift of 2.5 per cent across all PES programmes for Years 3 of Public Expenditure Surveys’. The Treasury notes in its submission to the House of Commons Treasury Committee that Aby-passes@ of the Barnett formula include Achanges made in-year to provision for the block budgets in some years in the 1980s to allow for pressures such as public sector pay settlements@ and Athe approach adopted until 1992-93 to setting a planning baseline for the blocks for the third year of each public expenditure survey, which incorporated an allowance for inflation@ (HC Treasury Committee, 1998, Appendix 2, par.4). 


The bypass of the formula is made easier by the lack of transparency as to the English basis for the Scottish and Welsh funding. Scholars (Heald, 1994) have had difficulties in trying to discern the identifiable English expenditure that serves as the basis for Scottish and Welsh transfers. Written parliamentary answers on the issue are the only reliable source of information, and even then the figures are just approximate. Usually only the areas of comparable English expenditure are presented, as the Labour Minister Alistair Darling did in his written answer for the Scottish Block: Athe areas of comparable English, or English and Welsh expenditure, are: industry, enterprise and training; roads and transport; housing; other environmental services; law, order, and protective services; education and sport; arts and libraries; health; social work services; other public services; central government support to local authorities@ (Hansard, 02/07/97, col.180). The difficulties in obtaining information may be attributed to the unwillingness of politicians to identify  large discrepancies in spending which are not explainable by the population shares envisaged in the Barnett formula, with the constant larger per capita spending in Scotland and Wales. It may be surmised that it is in part to address the concerns of political unaccountability and behind-the-door deals that the Treasury has presented a more specific schedule of comparable English sub-programs in its 1999 paper on Scottish and Welsh funding (HM Treasury, 1999, Annex C).
 


In 1998, the Treasury attempted for the first time to compare Aofficially@ the actual levels of Scottish and Welsh block spending to the English level, despite difficulties and approximations of such comparisons due to different program coverage by the Scottish and Welsh blocks. It came up with the following figures for 1995-96: for Scottish block spending of around ,2670 per head, equivalent spending in England was around ,2020 per head; for Welsh block spending of some ,2230 per head, AEnglish equivalent A spending was some ,1780 per head (HC Treasury Committee, 1998, appendix 2, par.9). This means that the actual overfunding is higher than most previous estimates have suggested, at over 32% above the English equivalent for Scotland and at over 25% for Wales (author=s calculations). Differences in total identifiable (not just block) expenditure have remained less significant. In the same year, 1995-96, per capita Aexpenditure in Scotland was 19% and expenditure in Wales - 12% above the UK average: spending in England was around 4% below the UK average@ (The Treasury Committee, 1997, par.7). The Treasury Office has insisted that identifiable per capita spending in England as a % of average spending has remained relatively stable over the period 1985-86 to 1995-96, Awhereas spending in Scotland declined from 21 per cent above the UK average to 19 per cent@ and in Wales - rose from 6% to 12% over the same period (HC Treasury Committee, 1998, Appendix 2, par.6). The discrepancy between the relative levels of per capita block expenditure and per capita total identifiable expenditure, according to the Treasury Office, is accounted for by the fact that the differences between England and other nations in per capita spending on non-block programs like social security is less substantial than on the block programs (HC Treasury Committee, 1998, Appendix 2, par.10). The figures above for the following year, 1996-97, as presented by the Digest of Welsh Statistics, substantiate the conclusion that, indeed, the difference in per capita social security spending between the nations is less significant, in %, than in most other programs= spending. As I have shown by using the Treasury figures for several years (Table 3.3) and by calculating per capita shares without social security (Table 3.4), this conclusion is true in the case of Scotland, while in the case of Wales the two types of expenditure are more or less equal and per capita expenditure which includes social security, is even slightly higher, on average, than identifiable without social security.


As shown by the figures above, the Barnett formula tended to aggravate funding discrepancies for Scotland vis-a-vis England, as compared to the Scottish total identifiable expenditure share, without having a substantial impact on Wales (and then downward, as compared to total identifiable). The funding shares, thus, reveal a huge bypass of the formula population shares that was occurring at the same time as the governments were making commitments to finding ways of restricting expenditure. Those commitments, however, have not been explicit on the issue of expenditure shares for either Scotland or Wales. Moreover, some events affecting Scottish and Welsh funding, had nothing to do with the government specifically considering distinct needs of Scotland and Wales. Next, this work looks at some major events in the fiscal field which affected Scottish and Welsh total identifiable and Barnett formula funding in 1979-1999, before discussing the reasons for the persistence of funding patterns. 


Fiscal Changes Affecting Barnett Formula Funding

The interplay of central government policy priorities may explain the changes that the Barnett formula has undergone in the first 20 years or so of its existence. Since 1982-83 the government has switched to cash planning which was important as Athe inherited base ceased to be revalued to the current year=s price level and would thus fall more rapidly as a proportion of the block total@ (Heald, 1994: 164). From 1990, the formula was redefined. The most important change was the exclusion of local authority self-financed expenditure from the calculations, while support for local authority current expenditure was fully integrated into the ‘block’. Finally, as discussed above, in 1992 the formula was recalibrated to address population changes. The first and the third of those measures have generally been designed to contribute to government expenditure restraints if looked at in relation to total expenditure. The second measure has allowed local government greater freedom of action with respect to funding, though it also incorporated a portion of local funding into the formula, in reality having the effect of putting restraints on local current expenditure by placing them within the Barnett formula=s scope of application, or within the total ‘block’. 


It should be noted, though, that the first and the second measures, whatever impact on funding they had, had been implemented by the Treasury without considering their impact on the Barnett formula functions. The 1982-83 cash planning was introduced with the total UK finances in mind, but it also inadvertently resulted in broader application of the Barnett formula, since it “greatly accelerated” “the predicted erosion of the expenditure advantages” [of the inherited, or base spending] (Heald, 1994: 163). The 1990 change resulted from the redefinition of the planning total for the country as a whole. The inclusion of current local government expenditure into the planning total after 1990 was significant, since “there have been higher levels of central government support for local authorities in Scotland and Wales than in England” (Heald, 1994: 153). Spending by (mostly Labour-dominated) local authorities, meanwhile, has generally been popular in the two nations. 


Thus, two substantial changes in the formula application have occurred without direct consideration of Scottish or Welsh funding. Only the last measure, the 1992 recalibration of the Barnett formula, was specifically undertaken to address the issues of Scottish and Welsh financing.
 The officially stated government goal of the formula=s recalibration was Ato reflect population changes evident from the returns of the 1991 Census@ (HC Treasury Committee, 1997, par.5). Thain and Wright believe that Aof equal importance in the decision to revise it was the Chief Secretary=s attempt to keep total spending in line with published targets. The change has benefitted Wales and Northern Ireland at the expense of Scotland@ (HC Treasury Committee, 1997, par.5). Restraining generous Scottish expenditure, it may be guessed, was the major goal. The recalibration may also be looked at, as some observers do (for example, Bennie et al, 1997: 71), as a defeat for the Scottish Office in the public expenditure allocation process. In this case, interests advocating preferential territorial treatment lost to the government which, irrespective of its potential decline of popularity in Scotland as a result of changes, has pursued its economic goal of reducing the scope of Scotland=s preferential treatment, not unlikely, it may be surmised, due to English Conservative MPs= demands. In reality, though, the change has not been as significant as might seem. Though the formula shares were now closer to the actual population shares in the two nations, the recalibration has not led to radical changes in funding patterns. Most importantly, the overfunding of Scotland on a per capita basis, compared to both English and Welsh funding, has remained in place even after 1992.


The trends in Scottish and Welsh spending identified in the Treasury Report, nevertheless, reflect the results of the 1992 government recalibration of formula funding, with per capita funding in Wales increasing and in Scotland - slightly decreasing on a per capita basis as a percentage of English spending, as shown by the figures above. It remains to be seen whether the 1998 recalibration of the formula, first applied for the 1999-2000 fiscal year, will have a continuous downward effect on the Scottish expenditure share.


In the case of the 1979-97 Conservative government, the arrangements to spend extra money beyond the formula’s limits was essential, as the government faced mostly hostile reactions to its neo-liberal economic policy measures from territorial interests in Scotland and Wales, and as the government rejected what Rudolph and Thompson (1985) call “authority-focused administrative reforms” like devolution. Instead, it intended to solve the problems of territorially differentiated opposition to reforms, in part by economic concessions to territorial interests, in part by transferring power to the Scottish and Welsh Offices which have had a structural interest in their own empire-building. Looking at the three fiscal measures altogether, it is possible to conclude that the Conservative government  attempted to strike a balance between expenditure restraint priorities throughout  Great Britain and issues of territorial management, without sacrificing its general economic and political goal of creating a more market-oriented and less state-dependent culture in Scotland and Wales, as in the rest of the country. The proof of the sincerity of the centre’s intention to reduce Scottish expenditure lies in the very fact of changing population shares in 1992 in the direction that was supposed to reduce the scope of Scottish overfunding, without substantially changing the Welsh expenditure. The fact that recalibration was not made before 1992, reflects the political balance the government had to sustain between its Scottish and non-Scottish interests, with the Treasury officials being by all accounts satisfied with the technical convenience of the formula (see, for example, Treasury officials’ evidence in HC Treasury Committee, 1997). In addition, the government preferred to impose expenditure restraint measures for the country as a whole rather than for only a part of the United Kingdom, yet, as shown above, some of those measures  affected the Barnett formula expenditure.  


Meanwhile, the emerging substantial bypass of the formula and the consequent advantages for Scotland and Wales in per capita funding, which were not explained exclusively by Scottish population share advantages, have largely worked in the interests of ‘territorials’, thus making the Scottish Office and the Welsh Office interested in the formula’s preservation. This was in contrast to what was originally expected by the formula’s creators in 1978 when expenditure restraints were expected to result from those arrangements. Thus, despite a variety of factors working in favour of formula retention, the Conservative government was still introducing some changes to implement its general priority of restricting expenditure. 


The 1998 Labour government’s recalibration of the formula happened in a situation when devolution was actively pursued by the government as a political strategy. As a result of attention given to Scottish and Welsh fiscal issues in pre-devolution debates, the government was hard pressed by various interests including a powerful Commons committee (see below) to change the funding arrangements. The promised annual recalibration of the formula to take into account  population proportions only partially addresses these demands due to the existence of the  substantial Barnett formula bypass not accounted for by the population shares, as indicated above. The government had to introduce a recalibration in order to demonstrate that not all its measures are aimed at benefitting Scotland. Devolution, the government seems to signal to its English supporters, is somewhat balanced by a fairer distribution of fiscal resources. Government priorities, again, are pursued within the framework of a political game where the devolution policy is combined with general goals of keeping expenditure under control, and all this happens within the context of balancing various interests, English and non-English.


It is important to stress that while the expenditure shares for Scotland and Wales have not substantially changed during the first two years of New Labour, the expenditure increase in those years, actual and projected, has benefited Scotland and Wales as well as England. Increased spending on distinct Scottish and Welsh needs is stressed, and the promotion of state intervention and spending takes a very open form, both in Scotland and in Wales. With the 1999 elections to the Holyrood Parliament and to the Welsh National Assembly forthcoming, the Secretaries of State could not afford to display more than limited rhetorical attachment to some spending restraints, while still increasing it in practice. This is evident from the presentation of expenditure budgets by both the Scottish and the Welsh Secretary. The Scottish expenditure plans, as presented by Dewar in his parliamentary answers, “are based firmly upon the operation of the Barnett formula” and “provide for an additional £4bn of spending within the Departmental Spending Limit over the 3 years to 2002,” with particular emphasis placed on education, health and housing (Hansard, 14/07/98, col.138). The total Scottish Office budget changes as follows:




Table 3.6 - Scottish Office Budget Summary (£ million)

	year
	1993-94
	1994-95
	1995-96
	1996-97
	1997-98
	1998-99
	1999-00
	2000-01
	2001-02

	DEL
	12087
	12627
	12740
	12868
	12809
	13071
	13768
	14431
	15045

	Total Budget
	13552
	14045
	14303
	14619
	14484
	14853
	15548
	16225
	16904



DEL - Departmental Expenditure Limit

Source: House of Commons Hansard. Written Answers for 17 Jul 1998, col.336.


By 2001-2002, therefore, the Departmental Expenditure Limit, or DEL will increase by 16.9% as compared to the 1996-97 period and by 17.45% as compared to the 1997-98 period (author’s calculations). Thus, the increase is greater than in the last several years of the Conservative government. As can be calculated from the table above, between the 1993-94 and 1996-97 (the highest expenditure figure for the Conservative period from the table) DEL  increased by 6.46%, and the total budget by 7.87%. In the earlier Conservative years, there were periods of higher upward ‘jumps’ in DEL, but, as Heald and Geaughan (1995) point out in relation to those earlier years, many of the increases were then accounted for by granting new areas of responsibility to the Secretaries of State. Compared to that period, the 1993-97 functions of the two Offices were relatively stable, so the comparison is sensible. Analysis of all expenditure items within and outside of DEL shows that the only two items on which actual expenditure is set to decline under New Labour, are student support and agriculture, fisheries and food, including non-DEL Common Agricultural Policy spending by the EU (Hansard, 17/07/98, col.337-339).
 In particular, Dewar’s rhetorical stress on his attachment to increased expenditure is worth noting. As for the specifics of expenditure allocation, local authority expenditure in 1997-98 accounts for almost 40% of the total Scottish Office budget, and health for about 30%, representing the largest expenditure items (author’s calculations based on Hansard, 17/07/98, col.337).


In Wales, the situation is not very different. The Secretary of State Ron Davies was anxious to stress that “it would not be sensible to make hasty decisions about changing existing public expenditure plans” (Hansard, 10/12/97, col.580), while in reality increasing the Welsh Office allocations in 1998-99 as compared to 1997-98. Analysis of his expenditure plans shows significant increase in funding on local authority spending, on the National Health Service and on the Welsh Development Agency, only partly offset by much smaller cuts on Regional Selective Assistance, roads and transport and several other programs (Hansard, 10/12/97, col.580-582). In one year alone, the Welsh Block allocations will be increasing from £6.636bn (The Welsh Office, 1998c, Annex D) to over £7.1bn (Hansard, 10/12/97, col.580), or by 7% (author’s calculations). Within the Welsh Block, as of 1997-98, almost half the amount (46%) is accounted for by local spending, about 1/3 is spent on health and social services, about 11% - on the 19 executive quangos (The Welsh Office, 1998c, Annex D). In 1998, Davies declared that “there will be significant increases in the Welsh budget of £2.2 billion over the next three years” (The Herald, 22/09/98). This plan means that Welsh expenditure will be boosted by Labour by an even higher percentage than Scottish expenditure.  


But why has the Barnett formula endured for so long? Is it only because of technical convenience which allows for the avoidance of annual bargaining between government departments? Or is it also because the government lacked a sufficiently strong vested interest in recalibrating formula shares? The evidence seems to point both ways. The Barnett formula is more than just a formal arrangement, as it determines substantial expenditure amounts. Determining funding on the ‘block’ basis has been considered a policy ‘well tilted’, new ideas on the alternative arrangements for Scottish and Welsh funding allocations have not been present, and the government’s reluctance, whether Conservative or Labour, to change the principles of formula funding may easily be attributed, at least in part, to the documented convenience of formula allocations, both for the Treasury and for the territorial ministries. The policy benefits for the government are strengthened by the fact that the formula is relatively easy to bypass, thus adjusting the expenditure to various government priorities. But, on the other hand, reduction in overfunding by going after the formula bypasses could have served well the central government’s goal of expenditure reduction and/or the goal of presenting the government as being fiscally frugal and competent. Overfunding of Scotland and of Wales is clear, due to those bypasses and due to other factors like the unadjusted population quotas. In fact, the government introduced measures changing the population quotas so as to reduce Scottish expenditures, such as the 1992 and 1998 formula recalibrations. The government could have undertaken actions even more fundamental than the minor 1992 and 1998 formula recalibrations, so that expenditure on the ‘block’ items corresponds more closely to the established quotas. The reason for the lack of further action clearly cannot be the government disinterest in expenditure control. Instead, based on all the preceding analysis, the explanation should be looked for in evaluating the most significant factors contributing to the fact that the British central government considered this issue to be low among its priorities. Such factors may include 1) the interests of government support groups, 2) the policy’s electoral and general political visibility, 3) the ideas present or absent in this policy area, and 4) policy’s political convenience for the government (Kodolov (2002). In the remainder of the chapter, I discuss possible explanations for the central government’s relative lack of action in this area. Specifically, I look at the relative explanatory value of various approaches in view of the assembled evidence. This discussion will lead us closer to the conclusion that government prioritization was the most important issue to consider. It has already been shown in the discussion above that an important indication of the Barnett formula funding being low on government priorities has been the issue of a number of fiscal measures introduced by the British government for the country as a whole without considering specifically Scottish and Welsh funding arrangements, yet affecting formula funding one way or the other. Now we are better equipped with the factual material to undertake a more thoroughgoing evaluation of the existing approaches, starting with the ‘needs’ funding explanation.

‘Natural’ Overfunding and Modern Political Debates Over Scottish and Welsh Expenditure

Often, the ‘natural’ overfunding theory is advanced, that is, a theory that defines higher per capita Scottish and Welsh funding as a function of more acute social problems and greater dependence on public financing in Scotland and Wales than in England. To assess this theory, it is best to look at the evidence assembled above, in combination with the economic indicators. 


First, if we look at the major economic figures, it becomes clear that there is no significant divergence of the major economic indicators between England and Scotland, but in Wales the situation is different. As of 1996, gross domestic product at factor cost in current prices is 99.1% of the UK level in Scotland, and over the longer term, since 1986, this percentage  has gone up. In England, the same indicator is 101.7% of the UK level, and since 1986 has slightly gone down. But in Wales the difference with the average is very significant - 83.1% as of 1996, and since 1986 the figure has gone down (ONS, 1998b, table 1). Disposable household income per head in Scotland is 99.8% of the UK average as of 1995, but only 91.1% in Wales (ONS, 1998c, table 10). Comparative share analysis of sources of household income by region in 1996 shows that income from self-employment and investment is only slightly lower in Wales and Scotland than in England, income from wages and salaries is the same in England and Scotland and lower in Wales, while income from occupational and state pensions is almost the same in England and Scotland, but much more significant in Wales as proportion of household income (ONS, 1998c, table E). Only unemployment figures present a somewhat different picture. Before 1992, the unemployment rate in both Scotland and Wales was higher than in England, as those areas experienced longer periods of adjustment to the 1980s economic reforms and witnessed significant economic dislocations, but after 1992 the rates have converged (ONS, 1997, table 6.5), as structural changes in the economy in the 1980s and economic boom in the 1990s have positively affected employment in all three nations in the long run. Moreover, in the period between 1981 and 1996, the up- and downward employment trends in Scotland and Wales have almost exactly mirrored the trends in Great Britain as a whole (ONS, 1997, table 6.7).


A report by the Fraser of Allander Institute for 1997 confirms that it is Wales, north-east and north-west England that experience the most serious problems, while Scottish output growth in 1997 was much stronger than the UK’s, primarily because of “outstanding performance by the electronics industry,” even though Scotland lags behind in investment, productivity, research and development, company formation (The Herald, 02/07/98). The report also insists, however, that migration figures distort the picture. Wales witnesses immigration of retired people, while Scotland suffers from depopulation, which “has boosted GDP per head and activity levels” and creates a problem of housing a small population in a large land mass (The Herald, 02/07/98). Alternatively, it is possible to argue, as some scholars do, that population trends reflect market dislocations and adjustment to the existing levels of economic activity and that this process is distorted by government intervention and government boosting of inefficient industries. From this perspective, Scotland’s economic restructuring of the 80s and 90s and even depopulation have had a beneficial effect on employment levels, on the GDP and on general well-being in the long term. Whatever position one takes in these economic debates, it is clear that, as compared to England, Scotland as a nation is far better off in the late 90s than it was in the late 70s, whereas Wales, as compared to England, is slightly worse off in the late 90s than in the late 70s.


The analysis of the economic figures above indicates that, overall, Wales has been worse off than England during the period of the Barnett formula’s existence. Scotland has generally been slightly worse off than England only on a couple of indicators, and has improved on those indicators comparatively to England by the mid-1990s. The 1976-77 needs assessment study concluded that the relevant needs indices at that time were: England, 100; Scotland, 116; Wales, 109 (Heald and Geaughan, 1995: 31). In theory, this needs assessment does account for various factors that are often presented as justification of overfunding, such as lower population density and greater distance between the localities in Scotland. The major factor in the 1976 needs assessment studies, however, was the per capita income, and this factor no longer works in Scottish favour in the 1990s. Considering the relative improvement in living standards in Scotland, the needs of the nation are unlikely to go up if the new needs assessment study is undertaken. Provided that per capita income continues to play the major role in determining needs, as was the case in the 1976-77 needs assessment study, Scottish needs compared to English will almost certainly go down. Wales’ needs may, on the opposite, be higher today as compared to the 1970s, due to the relatively lower living standard in the nation compared to England. Logically, Wales should have received more per capita funding, if based on needs on per capita basis, than either Scotland or England. Yet, this is not the case. 


The Barnett formula expenditure allocation is often criticized for not taking into account the relative levels of prosperity in different nations. In the mid-70s, Scotland’s GDP per head was about 86% of the UK average and the Welsh - about 88%; in the mid-90s the figure is around 99% for Scotland, but only 83% for Wales (MacKay, 1998: 47). MacKay points out that these changes have not resulted in a more generous regional transfer to Wales (MacKay, 1998: 47). Clearly, expenditure has not been allocated on the basis of need, as determined by economic indicators, by geography or by social factors. Nor has it been determined strictly on a per capita basis. Due to substantial changes in needs in the 1979-1999 period, Lord Barnett in 1997 called for a new Barnett formula Mark II to be applied to Scottish and Welsh expenditure and determined on the basis of a new needs assessment study (HC Treasury Committee, 1997).


Differences do clearly exist between the two nations. In Wales, overfunding cannot be explained by the Barnett formula population shares alone. These population shares until 1992 were somewhat lower than the actual share, and after 1992, they have contributed to overfunding by just over 1%. If we take needs into account, however, the picture changes drastically in the Welsh case. Specifically, Welsh needs if based exclusively on per capita income, were 100/88 = 13.63% above the UK needs in the mid-70s, and 100/83 = 20.48% above the UK needs in the mid-90s. The 1970s needs assessment study, which took into account other factors as well, may have underestimated actual Welsh needs (109 compared to 100 in England). This assessment study tends to confirm the assertion by Midwinter (HC Treasury Committee, 1997) about subjectivity of such studies, including the issue of what factors are taken into consideration. Arguably, only per capita income is more or less an objective indicator of needs. The 1990s funding shares shown above (as a % of the UK shares) are still lower than the income per head-based needs, despite the increase in Welsh funding share in this period. The 1998 official Treasury estimate for the Barnett formula funding for Wales (25% above the English funding) comes very close to the needs figure for the mid-90s.
 My figures above (table 3.4), calculated from the Treasury figures on total identifiable expenditure excluding social security for Wales, show that the 1993-99 funding still comes short of the Welsh needs if the needs are based on per capita income. Whatever figures are closer to the ‘block’ share of Welsh funding, whether the Table 3.4 figures on the approximate block shares over several years or the Treasury estimate for one year, does not make a substantial difference for the conclusion, however. This conclusion is, in any case, that in Wales the gradual expansion of the nation’s Barnett formula funding share over the 1979-99 period has brought the funding closer to the needs-based share but still has not exceeded the needs-based funding. Thus, it is plausible to conclude that the established formula bypass has led to the situation where the centre was able to address actual or perceived needs of Wales by distributing extra resources beyond the nation’s exact formula shares. The nominally population-based funding has gradually turned into something very close to a needs-based funding, yet still without being exactly a needs-based funding and without the centre’s obligation to address the perceived needs, whether those needs are based on per capita income or on other criteria.


The Scottish situation is different. Though, according to the above discussed official estimates, per capita Welsh government expenditure is above the national average, Scottish funding is even more generous. Importantly, the official figure for Wales (112% of the English funding for both 1987-88 and 1993-94) is not much higher than the needs assessment figure from the 1976-77 study, while the corresponding figures for Scotland are certainly higher than justified by the needs if the needs are assessed on per capita income only, whether for the 1970s or for the 1990s. First, even the 1976 needs assessment study defined the Scottish needs share (116% of the English) in a way that it was very close to the income per head share, 100/86 =16.28% above the UK needs. This confirms that per capita income was the crucial factor in determining needs shares in the Needs Assessment Study, at least in the Scottish case. A question may even be raised as to whether geographical and social factors were taken into account at all by Treasury officials in any meaningful way for the assessment study. The 1990s needs for Scotland are 100/99 = 1.01% above the UK needs. Scottish identifiable expenditure (not just ‘block’ expenditure) has remained only slightly above its income per head needs share for 1976 in the 1979-1999 period, though it increased slightly in the 1980s and declined slightly after the 1992 recalibration. 


Given that Scottish income per head has greatly improved, Scottish needs in the 1990s are substantially less than in the 1970s. The major distortion occurs on spending within the Scottish ‘block’ items. Heald’s (1994) calculations of Scottish Block Proxy for 1979-1988 and my calculations of Scottish identifiable expenditure excluding social security in the 1993-99 period show that the figures for ‘block’ funding are consistently higher than for the total identifiable, and these figures throughout the period have remained much higher than even the 1976 needs, not to mention the 1990s per capita needs. The same is true about the figure from the above mentioned official 1998 Treasury study on the Barnett formula funding shares, 32% above English funding in Scotland. Thus, unlike in the case of Wales, social needs fail to explain much of overfunding in Scotland. In the Scottish case, Barnett formula bypass has clearly resulted in retention of preferential funding for the nation which is not explained by rounding of the population shares or by perceived needs. As explained above, while population rounding was a significant factor prior to 1992, accounting for overfunding by over 9% just prior to the 1992 recalibration, after 1992 it accounts only for overfunding by some 2%. While higher social needs easily explain some social security overfunding, they fail to account for the Barnett formula share. In this light, it comes as little surprise that in the 1990s those who may be identified a part of the Scottish lobby, downplay the role of income per head and attempt to present other factors, geographical or social, as justification for the existing pattern.           


To defend Scottish per capita overfunding, a series of arguments have been developed by politicians and scholars. As mentioned earlier, the needs assessment studies, however imprecise, have shown the necessity for greater per capita expenditure in Scotland and in Wales. These studies have been used by officials in the two Offices to justify their demands for higher expenditure, but, as shown above, with different degrees of success. The Scottish Office often asserts, for example, that, compared to England, it costs more to build roads in Scotland, a higher proportion of population sends children to public rather than private schools, a higher proportion of the population lives in public housing and the sickness rates are higher (Macwhirter, BBC Scotland, 1997). Professor Midwinter, in his testimony to the Treasury Committee, has stated that Scotland has higher expenditure needs than the average of the UK, reflecting its higher morbidity rates, the sparse population in remote areas and the degree of poverty. “The extent of this higher needs, however, has never been established with precision, because precision in needs assessment models is impossible” (HC Treasury Committee, 1997, par.7). The Treasury Office indicates that there exist “a range of external factors - such as sparsity and climate - which would add to the costs of providing services in Scotland and Wales even if policy and demand were broadly the same as in England” (HC Treasury Committee, 1998, Appendix 2, par.10). But the demand for services and cost of those services is also higher in the two nations than in England, insists the Treasury. “A larger proportion of homes in Scotland are rented from public bodies than in England; in Wales, a larger proportion of homes qualify for renovation grants. And the incidence of circulatory diseases, some respiratory diseases and cancer are all higher in Scotland and Wales than in England” (HC Treasury Committee, 1998, Appendix 2, par.10). It is often pointed out (for example, by Macwhirter, BBC Scotland, 1997) that the amount of per capita overfunding is still higher in Scotland than all the factors would justify.


An extreme type of claims falling in the ‘natural’ overfunding category involves those made by the nationalist parties in the two nations.
 The SNP and Plaid Cymru claim that, altogether, Scotland and Wales contribute more to the UK Treasury than they get in return. Specifically, they claim that the Barnett formula accounts for only a small proportion of expenditure, that there are many other items that benefit parts of England, in particular non-identifiable expenditure items like defense spending. It may be surmised that the clear overfunding on the items of identifiable expenditure, and the ‘block’ items in particular, forces the SNP and Plaid to resort to this kind of argument. Sources outside of the nationalist movement are skeptical about those assertions. Despite the ‘hidden’ nature of non-identifiable expenditure, economic estimates on the issue do exist. Figures on the proportion of block expenditure, presented earlier in this chapter and calculated from the data assembled by MacKay (1998), shows that the block expenditure forms a substantial part of the total. Heald and Geaughan (1995: 30), who assemble the data on Scottish finance, come to conclusion that the notion of Scotland subsidizing South East of England “is implausible, though there is a serious point to be made about the distinction between public expenditure which is ‘in and for’ a region (for example, health) and that which is ‘in but not exclusively for’ a region (for example, defense).” 


Overall, it emerges that the Barnett formula bypass, even to a larger degree than the Barnett formula rounding, has benefited Scotland and Wales. This bypass has, therefore, contributed to a situation in which Barnett formula functioning has been very beneficial to the “territorials,” though to a different degree in the two nations. In Wales, it has served to address the perceived needs of the nation above those in England. In Scotland, tremendous overfunding above needs has been visible throughout the period. In both nations, substantial incrementalism in funding allocations has been the case in 1979-1999, with the Barnett formula funding share gradually increasing in Wales and somewhat decreasing in Scotland after 1992. In the Scottish case, persistent overfunding despite an increase in the living standard has led to questioning the fairness of existing arrangements. Beyond incrementalism, was there something else that contributed to the fact that the Cabinet and, in particular, the Prime Minister-Chancellor ‘axis’ have tolerated evident overfunding?


Since per capita overfunding of both nations exists as compared to England, and since substantial overfunding of Scotland beyond needs and the lack of similar overfunding beyond needs in Wales are clear from the assembled data, we have to look not only beyond the officially stated goals of convergence in per capita funding, but also beyond the needs assessment to explain overfunding of the two nations, as well as the difference between Scotland and Wales.   One of the factors often pointed to is that territorial politics comes into play, with structural interests of the Scottish and Welsh Offices in greater spending, and with the English regions not having this structural acknowledgment of their distinctiveness. This structural acknowledgement, the argument goes, not only leads to the two nations’ needs being better addressed than the needs in some less well-off regions of England (which is treated as one single whole, without anything like a Barnett formula for any English region), but also leads to Scotland being funded well above its needs. A related factor is the territorial patterns of party support, based in part on different political culture in the two nations as compared to England. As well, an important factor is the behaviour of “territorial lobby,” including the MPs, English and non-English. Next, I look at the degree of applicability of those explanatory variables.

The Interests of the Scottish Office and the Welsh Office

Again, after analyzing the overfunding and contributing to this analysis by presenting my share calculations, we are better equipped to refute the role of Scottish and Welsh Offices as the one major factor causing overfunding.


 As was shown, ‘natural’ overfunding does explain a lot in the Scottish and Welsh public finance distribution, but in the Scottish case there is a residual. What else can explain funding discrepancies? One of the major reasons for public expenditure differences may be that the “spending” departments - the Scottish and the Welsh Offices - have a clear structural interest in having greater resources at their disposal. Many new functions given to the two Offices in 1979-1999, have undoubtedly been linked to the interests of the Secretaries of State. The Secretaries of State defend granting extra resources to the Scottish Office and the Welsh Office, often by presenting themselves as articulators of regional interests. Often, depending on the political situation and personal ambitions, the two Secretaries present themselves not only as territorial articulators or intermediaries in centre-periphery interactions, but also as defenders of territorial interests against the interests of the central government. That was the situation in which, for example, the Welsh Secretaries Peter Walker (1987-1990) and David Hunt (1990-1993) and the Scottish Secretaries George Younger (1979-1987) and Malcolm Rifkind (1987-1990) often put themselves. In the first case, Younger did much to modify Conservative reforms in Scotland (Fry, 1987). In the last case, Rifkind’s constant off-line statements and attempts to address demands made by non-Conservative interests led to tense relations between the Scottish Secretary and the Prime-Minister (Thatcher, 1993: 628-34). The new Prime-Minister, John Major, quickly got rid of Rifkind in a Cabinet reshuffle in a belief that he was “overdue for change” (Major, 2000).


Yet, the degree of disagreement between the “territorials” and other Cabinet members should not be overstated. While it was difficult to determine with precision whether those disagreements were stronger than in the case of other Cabinet ministers, the Scottish and Welsh Secretaries clearly did promote the interests of the centre in their nations. Of particular interest here is Rifkind’s successor, Ian Lang, Scottish Secretary in 1990-1995, the time of Barnett formula recalibration which led to the decrease in Scottish funding share. Unlike his Welsh Office counterpart, Mr.Lang could not present the measure as benefitting Scottish expenditure. Instead, while presenting himself as defender of Scottish interests, he also ‘thought aloud’ about excessive local government expenditure in the nation, and then, soon after changes in Barnett formula in 1992, “declared himself well satisfied with the maintenance of the Barnett formula with recalibrated proportions to reflect 1992 relative populations” (Heald, 1994: 171-2). The Scottish Office, meanwhile, received assurance that “the operation of the Barnett formula will not lead to a reduction in Scottish public expenditure relative below that justified on the basis of relative needs” (Heald, 1994: 171-2). The needs, of course, were still defined as the 1976 needs, without adjustments for economic improvement and/or per capita income increase in Scotland. As my discussion above has shown, the 1992 recalibration has only addressed population share discrepancy and did not do anything (perhaps, it was even technically hard to do anything) about the formula bypass. Thus, the government, while pursuing its goal of expenditure decrease, also continued Scottish preferential funding, with the Secretary of State for Scotland justifying the government policy. As shown in Kodolov (2002), preferential funding in the 1990s was also being used by the central government to defend its other priorities in the fiscal area in Scotland, and thus this funding pattern served government priorities. It is possible to state that, putting personalities aside, the territorial ministries, irrespective of their accommodation of hostile peripheral political actors, served principally as transmitters of central government policies on Scottish and Welsh funding issues, as well as on other issues.


The Labour Secretaries of State for Scotland and Wales in the Blair Cabinet have an even greater interest in protecting existing spending and even increasing it than did some of their Conservative predecessors, and several factors combine to strengthen this trend. One is structural - the 1999 election campaign to the Scottish parliament made it necessary for Labour to protect itself from attacks by the left-wing SNP, its major competitor in Scotland, in the climate where public opinion was generally sympathetic to government spending. The SNP’s constant campaign slogans since the time of the “Scottish Oil” in the 1970s, has been alleged underfunding from London and alleged redistribution of Scottish resources into the Treasury coffers. In Wales, where Plaid Cymru or other political forces did not represent as much of a threat to the Labour dominance prior to the 1999 Welsh Assembly elections, the articulation of increased expenditure was highly pronounced anyway, reflecting overall Labour ideology. The result of the 1997 devolution referendums confirms the greater support that exists for the institutions of territorial representation in Scotland than in Wales. As those institutions reflect territorial distinctiveness, the vote is partly a democratic endorsement by the Scottish and Welsh population of policies aimed at discriminating between various parts of the country. A desire to distinguish itself from the previous Conservative administration, especially for the consumption of its electoral constituency, is also important for Labour. Broader party considerations were also significant, even in the case of the governmental representatives of the peripheries, as both the 1997-1999 Scottish Secretary Donald Dewar and the Welsh Secretaries Ron Davies (1997-98) and Alun Michael (1998 - 1999), like most Labour ministers, were not opposed to increasing expenditure. The general composition of Labour MPs from Scotland and Wales leaves the impression, based on the MPs statements regarding policy preferences on economic issues, that the Welsh and Scottish Labour parties overall are close in their policy preferences to what today is called Old Labour. This factor further benefits increased spending, as the MPs push their demands on the Welsh Office and the Scottish Office. 


Since, however, the majority of MPs in both nations and the government in Westminster since 1997 belong to the same political party, the position of the Scottish and Welsh Secretaries within the government structures makes it easier for them, as compared to their Conservative predecessors, to present territorial interests and central government policies as striving to achieve the same goals. Though this factor may in theory work against increased expenditure, in particular in Wales, where the Labour dominance in the 1997-99 period was perceived not to be threatened and it was thus less necessary to appease or address the hostile interests, it should also be remembered that Labour ideology articulates the government’s role in providing economic goods, which shows in its energy policy and in other policy areas in the same period. Combined with other above mentioned factors, it serves completely to offset the impact of the same party dominating national, Scottish, and Welsh politics, on expenditure patterns. Thus, spending priorities similar for Great Britain as a whole, rather than necessity to appease certain territorial interests, clearly account for the expenditure increase under the New Labour. The increase was mostly expected to occur after 1999, but was already chartered prior to 1999.
 The Scottish Office and the Welsh Office, while sharing in the planned spending spree, have not managed to alter spending patterns further to their advantage, at least in 1997-99, as my figures above demonstrate. Moreover, the Treasury under the Blair government had to disclose major funding shares for the four parts of the United Kingdom, thus addressing demands from its English lobby and contrary to the interests of ‘territorials’. This measure may, in the long run, benefit government spending share in England where most Labour supporters can be found. 



So far, it has been shown that on fiscal issues the Secretaries of State for Scotland and Wales have pursued central government policies in the two nations and, in any case, their activities could not be the major reason for overfunding due to the two Offices’ relatively weak position within the British government structure in the 1979-99 period, a factor discussed further in Kodolov (2002). Therefore, the broader argument which favours the role of national government priority setting, has been confirmed by close examination of the major institutional representatives of the peripheries.

Patterns of Party Support vis-a-vis Territorial Interests: Modern Political Debates Over Scottish and Welsh Expenditure 

In modern political debates, those defending the fiscal interests of Scotland and Wales face formidable opposition from English interests. With the devolution process, the English MPs’ demand for greater transparency is clearly articulated. In the last years of the period assessed, English interests have managed to force the Treasury into disclosing more specific figures on long-suspected Scottish and Welsh overfunding beyond population shares. How have the overfunding debates been shaped in those years? 


Though the defenders of territorial interest do not always succeed in their demands, their voice is constantly heard. One of the best recent examples of territorial lobbying is the attempt by the Scottish Liberal-Democrat MP Malcolm Bruce to change the report of the HC Treasury Committee on the Barnett formula to the Scottish advantage. He tried to introduce the clauses that “the existing grants and formula arrangements would continue” and that, irrespective of Lord Barnett’s opinion, “income per head...is simply irrelevant to the formula” (HC Treasury Committee, 1997). This change would have benefitted Scotland and would have entrenched the existing preferential funding arrangements for the nation. Mr.Bruce apparently attempted to remove any mentioning of possible new needs assessment from the report, as such an assessment is highly unlikely to benefit Scotland; and he tried to preserve the existing arrangements of the Barnett formula funding. His views, however, were not supported by other (English) MPs on the Treasury Committee, his amendments were voted down, and, as a result, Mr. Bruce eventually voted against the Committee Report on the Barnett formula. Statements by Prof. Midwinter who   claimed in 1998 that the Labour government overstated the extent of expenditure increases in Scotland (Scotsman, 09/11/98) and by MP Malcolm Bruce, reflect the views of those in Scotland who wish to preserve per capita overfunding in the nation.


At the same time, a number of Welsh scholars and politicians advocate a new needs assessment and/or taking into consideration the current lower living standard in Wales as compared to Scotland when determining public expenditure levels. For example, Welsh economist Ross MacKay (1998) has identified sources of generous treatment of Scotland through the Barnett formula expenditure, and insists that regional transfer to Wales is not adequate. The horizontal equity principle demands greater per capita public expenditure in Wales, he implies. Greater per head expenditure in Wales is also demanded by some Welsh MPs. As I have shown above using overfunding figures, a new needs assessment study is very much likely to benefit Wales, since there is still some gap between income per capita-based needs and per capita expenditure in the nation. This is well understood by those in Wales who are interested in higher funding and who have ideological predisposition towards needs-based funding. As MP Rhodri Morgan put it in his submission to the Treasury, “relative need would be an attractive alternative to Wales because of the further decline in our GDP relative to the UK” (HC Treasury Committee, 1997: 36). The House of Commons Welsh Affairs Committee in its First Report of 1997-98 on ‘The Impact of Government Devolution Proposals on Economic Development and Local Government in Wales’ took a similar view arguing that the needs assessment should be brought up to date (Bogdanor, 2001: 248). The eventual result of a new needs assessment will, of course, depend on what factors are considered in this subjective process. The fact that Wales already has an advantage over England in per capita expenditure share makes the Welsh position ambivalent, unlike a clear case for a new assessment study presented by English MPs.

 
A few political interests have been opposed to the principle of preferential funding in some parts of the United Kingdom. While the slight advantage of less well-to-do Wales over England in public per capita expenditure has rarely been questioned, the opposition to the continued favoured treatment of Scotland is strong. The target for the English lobby is often the Treasury which, while adhering to the Barnett formula, also has a structural interest in restricting spending increases. Already in the mid-1980s some English Conservative MPs started what one Scottish authority calls ‘a provocative probing’ of Scottish public expenditure advantages (Heald, 1994: 171). It may be surmised that this probing contributed to the eventual formula recalibration by the government in 1992 and to the fact that, as mentioned above, the Scottish Secretary Ian Lang came out in support of recalibration. In the 1980s, though, Scottish funding was still a ‘hidden’ issue which, prior to the 1990s, did not emerge as one of the principal territorial matters. In the 1990s and in the late 1990s in particular, with the devolution issue being actively promoted by the anti-Conservative political forces, Scottish overfunding has become a visible issue which is often attacked by English politicians perceiving to gain political advantage from such attacks. For example, in 1998 a would-be head of the Greater London Council, Ken Livingstone, argued that territorial justice required some of Scotland’s money to be diverted to London (Bogdanor, 2001: 248). The Scottish funding advantages arouse particularly strong opposition from the North England MPs who target what seems to them an unfair redistribution of resources to Scotland at the expense of north-east and north-west England. It is often pointed out that those areas of England have had per capita GDP below the UK average, and in the 1990s it has also been below that in Scotland.
 The Barnett formula as the method of resource distribution is under attack by North England MPs, since it is considered by them to be the reason for this unfairness. A strong criticism of the current funding arrangements is heard from North-East England Labour MPs Jim Cousins and Quentin Davies, members of the House of Commons Treasury Committee. New needs assessment and, possibly, new funding arrangements, are advocated. Mr. Davies even presented the following amendment (eventually rejected) to the Treasury Committee report: 

In England, central government contributions to local government expenditure are allocated not on the basis either of traditional shares in any increase for individual areas, nor even on a per capita basis, but on the basis of a needs assessment (the SSA system). No evidence was presented to us as to why the needs-based formulae in use in England could not be extended to explain why this would not be appropriate or workable (HC Treasury Committee, 1997).


In the final version of its report, the Treasury Committee, which has a majority of MPs from English constituencies, stated that it was “disappointed that no government studies have been made in relation to the appropriateness of the Barnett formula and how it relates to needs...We believe, however, that it is time to bring the needs assessment up to date” (HC Treasury Committee, 1997, par.12, p.viii).


Overall, in the late 1990s, the number of scholars and politicians advocating revision of the Barnett formula, is quite significant. They include Lord Barnett himself. This is despite the fact that in his evidence to the Treasury Committee of the House of Commons, he insisted the formula was successful in addressing one of its original functions - taking “the conflict and argument out of the division of public expenditure between England, Scotland, and Wales” (MacKay, 1998: 46). This position is similar to that of the New Labour government, which has stated in its response to the HC Treasury Committee: “In practice these arrangements, based on the Block and formula...have largely removed the need for annual negotiations between the Scottish Office and the Treasury” (HC Treasury Committee, 1998, Appendix 1). Lord Barnett also argued, however, that “there was a case for a review of the formula,” because levels of income per head have changed since 1978, and “Wales’ income is lower than virtually any other region of the UK” (HC Treasury Committee, 1997, par.9). He suggested to move “to current rather than historical population shares, and recommended a major review,” which would include a new needs assessment that reflected income per head levels. Lord Barnett acknowledged that such a review may result in an increase in the Welsh allocation, and suggested a gradual rather than sudden downward adjustment for Scotland (MacKay, 1998: 46-7). He recommended a Barnett Formula Mark II based on needs. The review would take into account needs, income per head and expenditure per head (HC Treasury Committee, 1997, par.9).  


The statements and actions of Labour ministers, however, confirm the party’s attachment to the existing Barnett formula, though with the acknowledgment that some changes are necessary. Scottish Secretary Donald Dewar told the Scottish Select Committee of the House of Commons that a fundamental review of spending was “not justified in any case.” He was supported by Gordon Brown, the Chancellor (Macwhirter on BBC Scotland, 1997). The government response to the Treasury Committee report stated that “the government sees no case for reviewing the appropriateness of the Barnett formula now” (HC Treasury Committee, 1998, Appendix 1). The White Paper, Scotland’s Parliament, asserts that the existing funding arrangements “have produced fair settlements for Scotland in annual public expenditure rounds...The Government have therefore concluded that the financial framework for the Scottish Parliament should be based on these existing arrangements with, in future, the Scottish Parliament determining the Scottish spending priorities” (HC Treasury Committee, 1998, Appendix 1). As the Treasury Committee’s Second Report states, however, the formula will be “updated from time to time to take account of changes in population relativities. On 8 December [1997] the Government published the principles which will govern determination of the block budgets of the devolved administrations”(HC Treasury Committee, 1997, par.8). As a Scottish Office official indicated, “Labour will confine its action to a reassessment of Barnett to take account of population change” (Macwhirter on BBC Scotland, 1997). A Cabinet Minister Alistair Darling indicated the government’s intention that “these population shares will be recalculated annually on the basis of the latest population estimates for England, Scotland and Wales published each year by the Office of National Statistics,” starting with the formula budget for 1999-2000 (Hansard, 09/12/97, col.511). At the time of the Second Reading of the Government of Wales Bill the Treasury declared that “the Barnett formula would remain the basis of allocating spending increases to Scotland and Wales although it now would be reviewed on an annual basis to take into account population changes” (BBC Wales, 28/08/98). The Treasury Committee took a different view on the subject, indicating, despite opposition from one of its members, Scottish MP Malcolm Bruce, its preference for the government needs assessment: “there may be good reasons why this formula should continue to be used in the future as it has for the last 20 years, but it is an argument that cannot finally be settled until it is clear that total expenditure, not just the increase, is still being allocated according to the relative need. It is important there should be maximum possible agreement on this in all parts of the UK” (HC Treasury Committee, 1997, par.12). At this moment it seems, however, that the complete abandonment of the Barnett formula is not in the interests of Labour.


In view of central government’s reluctance to change the established funding pattern, a logical question to ask is whether the electoral importance of Scotland may account for a portion of overfunding above needs which Wales, despite its Welsh Secretary in the Cabinet in the 1979-1999 period, could not achieve. Indeed, Scotland, accounting for a larger share of population (5.1 million vis-a-vis 2.9 million in Wales), also has a larger number of MPs (72 in Scotland vis-a-vis 36 to 40 in Wales in the 1979, 1983, 1987, 1992 and 1997 general elections), and it is practically inevitable that when the two nations are equally represented in the Cabinet by one Secretary of State, ceteris paribus, politicians in the centre pay greater attention to the relatively vote-rich nation. 


Despite the validity of this assertion, it seems unlikely that it was a major determinant of overfunding, however. Differentiated patterns of party support, discussed later in chapter 5, mean that the Conservatives have a greater incentive than Labour to overfund Scotland in order to reverse their continuous stream of electoral losses in the nation where the Conservatives have, for the whole period, been weaker than their major ideological opponents. Yet the Conservative government, as shown above, made honest attempts to change Barnett formula overfunding of Scotland even if tolerating the formula bypass. Labour, while increasing expenditure in Scotland, has made even greater effort to grant extra funding to Wales in its plans during the 1997-1999 period. These funding patterns, with Wales getting greater favours than Scotland from both major political parties, are not entirely consistent with the notion of funding for the parties’ electoral success in the two nations, since both Labour and the Conservatives were relatively stronger in Wales than in Scotland throughout the 1979-1999 period and since Wales is less important electorally. These actions by the central government are not entirely consistent either with the notion of funding to address the nationalist threat. True, Scottish overfunding is confirmed in this work to be greater than the Welsh, though they came closer to convergence by the end of the Conservative period and remained at approximately the same level in the first two years of New Labour. But government actions certainly do not indicate that the SNP threat was intentionally responded to by greater fiscal honours than the Plaid Cymru threat, which was not as powerful as that by the SNP prior to the 1999 Welsh Assembly elections (see Kodolov (2002). The evidence only indicates the overfunding was tolerated by the centre, and it certainly does not indicate that the overfunding was favoured by the centre. In any case, Labour has always remained stronger than the SNP in Scotland, except for part of a brief period of pre-devolution political conflict in 1997-99, so if anything, it was to dominant Labour’s threat the Conservative government had to respond. And the time Labour had to respond to growing SNP popularity prior to devolution was also a period of relative Scottish expenditure share convergence to that in Wales. 


This discussion leads to a couple of conclusions. First, explaining overfunding primarily as a function of the British parties’ electoral aspirations in Scotland and Wales does not withstand criticism. It is necessary to look at the broader issue of the government supporting its own interests in the two nations. Second, overfunding as a function of the strength of nationalist political forces is not the best explanation either. At least, the discussion should be expanded to include Labour-Conservative ideological and political competition in the nations with leftist patterns of political culture and long-persisting Labour dominance (Kodolov, 2002). This is not to say that the Conservative and Labour governments do not address the nationalist threat by measures like Conservative unionist policies or New Labour constitutional reforms of devolution; both projects, arguably, may have had territorial goals associated with them. Territorial goals by the centre, or goals to combat the nationalist threat, may be discerned in various government actions in other areas, consistent with the framework discussed by Rudolph and Thompson (1985). Yet on fiscal issues, the central government seems to pursue its goals autonomously from the nationalist threat.


Activities by territorial lobbies, whether Scottish or Welsh or English, play an important role in persuading the central government to modify its policies. The majority the English MPs have in the House of Commons Treasury Committee certainly has played a role in the Committee’s conclusions on the Barnett formula funding issues, whereas the pressure by this powerful committee has certainly encouraged the Labour government to release information on the issue of funding shares and, possibly, led the government to establish an annual Barnett formula recalibration procedure which will further reduce if not eliminate the population rounding, one of the major technical issues leading to Scottish and Welsh overfunding. The timing of the Barnett formula recalibration in March, 1998, shortly after the December, 1997 Committee Report, is an indication of the plausibility of such an assumption.  After all, the government is concerned about its popularity in electorally more important England to an even larger degree. At a time when the funding issue has acquired even greater visibility than under the Conservatives in the 1990s, the strength of ‘territorials’ should not be overestimated, with the strong English lobby gaining some ground. The territorial lobby, English and non-English, generally has a substantial impact on the central government, but the pattern, as shown above, is far from putting strong ‘territorials’ against a weak and disorganized English lobby. Instead, to answer the question of why the government has tolerated overfunding of the peripheries,  the discussion again leads towards assessing government political priorities. With pure electoral priorities and response to nationalism being plausible yet clearly insufficient explanations on their own, I again revisit my postulate that the overfunding residual beyond needs in Scotland serves certain other goals that the central government may pursue in other fiscal areas. Specifically, central government tolerance of Scottish overfunding, which in turn is aggravated, rather than restrained, by the Barnett formula funding process, means there are central goals beyond simple expenditure restraint in one or two nations and beyond managing nationalist threat. The government generally perceives these goals to be more important. To prove the point, Kodolov (2002) looks at the policies which politicians have apparently considered more important than the overall funding pattern, namely regional policy and the issue of raising taxpayer funds for the public sector. I assess how the two major political parties pursued their general ideological goals on those issues. Those general goals, if successfully implemented, may in the long run contribute to the increased power of the major parties in the two peripheral nations, but they are not necessarily directly related to immediate electoral success or to fighting nationalism defined narrowly as nationalism of the SNP and Plaid Cymru. As shown in Kodolov (2002), those policies have also had a higher degree of electoral and political visibility than the Barnett formula funding, and they were more convenient for the government to pursue, in part due to the clearer alternative policies available than in the case of Barnett formula funding.     

Conclusion: Persistent Patterns in the Scottish and Welsh Expenditure  


The specific programs of formula funding for Scotland and Wales have been changing, while the expenditure pattern in Scotland and Wales has largely remained the same in the 1979-1999 period. Overall, there has been an increase not only in the number of expenditure items transferred to the Secretaries of State for Scotland and Wales, but also in the ‘block’ items where expenditure is determined by the Barnett formula. Such an increase was substantially more pronounced in the 1990s when the issue of funding shares for Scotland and Wales became important in the political game. By 1999, when the funding responsibilities of the Secretaries of State have been transferred to elected parliaments in Scotland and Wales, almost all programs under the responsibility of the Secretaries of State for Scotland and Wales became part of the ‘block.’ 


The implicit goal of the Barnett formula was to achieve eventual per capita convergence in expenditure, not to address the perceived needs of the two nations. In reality, a certain amount of funding was based on the estimated higher needs of the two nations, as determined in the needs assessment study (1976-1977); those needs were incorporated into the Barnett formula in the 1978-1999 period, if not necessarily by concerted actions to address those needs. Most important, the Barnett formula application has not resulted in per capita convergence of funding in the two nations. In both Scotland and Wales, there has been substantial overfunding on a per capita basis as compared to England. Moreover, it has emerged from my analysis that in the Scottish but not in the Welsh case per capita discrepancies in the ‘block’ funding were in reality greater than in non-block funding. Technically, there were two major reasons for this: rounding off of the population shares and the bypass of the Barnett formula funding allocations on items within the Barnett formula. In addition, the formula is applied only to changes in public expenditure. This factor has inevitably affected funding shares in the earlier years when the base expenditure was greater as a proportion of total expenditure. Despite the apparent ‘fog’ as to the comparable English expenditure, accounting calculations based on the collected data were undertaken by some, like Heald (1994), Heald and Geaughan (1995) for selected years of formula application. These calculations reduce uncertainty regarding the outcome of the formula funding. I demonstrate that the divergence in population shares between the Barnett formula and the actual shares is not the major technical reason for overfunding. Instead, bypasses of the Barnett formula, as discussed by Heald (1994), is the major reason for this funding pattern. This is particularly true after the 1992 Barnett formula recalibration.


There was a substantial divergence between funding shares for Scotland and Wales during the period. Per capita Scottish expenditure has always remained higher. The segregation of social security expenditure, overwhelmingly the largest non-Barnett formula item, from the total identifiable expenditure, allows us to establish the greater divergence between the nations in the Barnett formula shares as compared to the total identifiable expenditure shares. While the total identifiable share for Scotland has shown a tendency towards convergence with the Welsh share by the end of the period assessed, the same is not true with regard to the (approximation of) the Barnett formula expenditure shares for Scotland and Wales. The shares for both nations have remained higher than the English share for the whole period. In the aftermath of the 1992 Barnett formula recalibration, the Scottish share has shown a tendency towards a small decline and the Welsh share towards a small increase. This trend is likely to persist in the aftermath of the annual formula recalibrations announced in 1998 and effective for the 1999-2000 fiscal year. On the other hand, the declining Scottish population share as a percentage of the total within the UK, if continued, may work against this trend.


My own calculations of needs funding were based on the assumption that per capita income is the best objective measure of needs determination. To assess other factors, I used the latest available needs assessment study, a dated 1976 document first released by the British government in 1979 and questioned by some for its accuracy. My analysis has shown that Scotland benefits well above its needs if the needs are based on income per capita. Moreover, Scotland benefits above its needs even if needs are assessed based on the 1976 study figures, which, by an objective estimate, should have substantially declined since then. Wales, on the other hand, is only slightly overfunded if based on the needs assessment figures from the 1976 study, which, by an objective estimate, should have gone up since then. Wales is clearly not overfunded if the needs are based on income per capita.    


This chapter has shown that the British central government has undertaken serious measures to reduce at least part of the overfunding. Specifically, the recalibrations of the formula to adjust for the population shares were made by the Conservative and Labour governments in 1992 and 1998 respectively. These measures have somewhat benefited Wales and have reduced the scope of Scottish overfunding. Spending restraint in the two nations has also indirectly resulted from some measures undertaken by the central government for the country as a whole, such as the 1982-83 changes in accounting methods. In addition to the structural interests of the Treasury in expenditure restraint, this proves that the British central government has been genuinely interested in reducing the scope of funding. Therefore, I argue, some other factors have intervened that contributed to the government’s tolerance of overfunding of Scotland and Wales.


First, the influence of the Scottish Office and the Welsh Office on the funding issue was assessed. Based on the Scottish Office stance on the 1992 recalibration issue, the conclusion was made that, irrespective of many instances of rhetorical defense of perceived Scottish and Welsh interests differing from the government stance, the Secretaries of State for Scotland and Wales have largely followed the government line on fiscal issues and, in addition, in Kodolov (2002) these two offices are proven not to be very powerful in the structure of the British Cabinet in the period.


Second, I looked at the activities of the often discussed ‘territorial lobby’, determining that in the period of strong visibility of the funding issues the English-based lobby is able to exert a significant influence on the expenditure allocation debates. Due to the visibility and power of the House of Commons Treasury Committee which took a non-Scottish position on the Barnett formula funding issue, the government may well be considered under at least as much pressure from English and Welsh interests demanding new needs assessment studies as it is from Scottish interests. Scottish interests are often considered to be more powerful due to the cultural and political distinctiveness of Scotland, the strength of the nationalist movement in the nation, the presence of the Scottish Office in the Cabinet and its relatively stronger role in the Cabinet as compared to the Welsh Office or the substantial power and distinctiveness of Scottish interest groups. These factors, as my discussion in this chapter has shown, do not overwhelm the central government’s major interest in expenditure restraint by and large. 


Nor is there any indication that by overfunding the government primarily pursues its electoral priority of defeating the nationalist threat. I prove this by discussing government fiscal actions in a more populous Scotland with its stronger nationalist party, as compared to a less populous Wales with its weaker nationalist party. The conclusion is that in spite of the persistence of higher Scottish overfunding, government actions, specifically the 1992 and 1998 recalibrations, were intended to benefit Wales to a greater degree than Scotland.


It follows from the discussion that to explain government tolerance for the residual non-needs based Scottish per capita overfunding and for the per capita overfunding of the two nations overall, it is wise to determine what other priorities in the fiscal area were pursued by the central government and to answer the question of why those priorities were pursued by the centre with greater vigor than the reduction of overfunding. Specifically, one of the taxpayer fundraising issues, the tax-variation powers of the Scottish Parliament or Holyrood, has acquired in the 1990s devolution debates a prominence not matched by any other fiscal issue, despite the relatively small amounts of financial resources involved, as compared to the total Scottish funding. Another fiscal issue, regional policies by the British central government, was very important in political discussions, in particular during the Conservative period. The issue is why did politicians pay so much more attention, if measured in actual measures undertaken, to issues that were less important in terms of the actual amount of financial resources involved? The tax-variation powers, the least important issue in financial terms, got the most attention of the three. Regional policies which involve important policies towards business development and alleviation of situation in geographical ‘poverty pockets,’ yet still constitute only a small proportion of the total Scottish and Welsh funding, have without doubt been paid greater attention as compared to total funding. Of all the three policies, the Barnett formula funding has been the least talked about at the official level, and the least acted upon. What is there, in the other policy areas, that attracts the centre more than in the Barnett formula overfunding? The issue is discussed further in Kodolov (2002), who gives further confirmation to the conclusions of this paper regarding the reasons for Scottish and Welsh overfunding and further advances the central argument of the work, in particular on the issue of what factors are more important for the central government when setting its priorities.


The analysis has shown that on the issues of Barnett formula funding the factors which in Kodolov (2002) were determined to be significant for public policies, were not encouraging for policy changes, even if, as in the case of Barnett formula overfunding, those changes were desired by the policymakers. The visibility of this public issue was not high, except for the debates in the 1997-1999 pre-devolution period; in 1979-97 it never emerged as a major issue, with politicians unwilling to raise the interterritorial funding debates and not seeing any electoral advantage for themselves in this issue. Even more important, the policy was very convenient for the central government, mainly because the allocation of funding changes on the basis of a formula precluded an often bitter political bargaining over resource allocation. Finally, there were no clear and politically acceptable alternatives to formula funding in the territorial debates on Scottish and Welsh funding issues, and nowhere in those debates the evidence was found of political entrepreneurs advancing new proposals on the issue (in sharp contrast to proposals on other fiscal issues, such as the Scottish Constitutional Convention’s proposals to give the projected Scottish Parliament the power of tax variation). The question was essentially about formula funding or the return to an older, pre-1978 system of competitive bargaining and ‘table thumping’. The only other possible alternative was to allocate resources on the basis of need, while retaining the formula-based system, but the unending arguments on comparative ‘needs’ would have been inconvenient for politicians. As a result, it is highly doubtful that policy entrepreneurs would have found this idea to be very practical and easy to implement. All these considerations, it may be surmised, have contributed to the central government preserving the existing formula funding and introducing only minor changes even at the time when the political and (potentially) electoral visibility of the issue was high, as in 1997-1999.             


Finally, an issue which has not been explored in full here is the degree to which government support groups in the periphery have been interested in this and other policy areas. The examination of regional policy and tax-variation powers (Kodolov, 2002) demonstrates that UK governments were more fully engaged on ideological and electoral grounds in these  policy areas. In particular, but not exclusively, they were more interested in those policies that offered the potential, through restructuring, to shift the balance of power in favour of their party-political supporters.
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�The usage of the term ‘nation’ for Scotland and Wales is not uncontroversial, since for many years the predominant view was to consider only the United Kingdom as a whole ‘the nation’. Yet such a usage has become more widespread in the recent years due to the view advanced by many scholars that the United Kingdom is a union of four nations, rather than one single nation (see, for example, James Mitchell (1998a)). As a result, today it is the predominant way of characterizing Scotland and Wales in the academic literature. 


�Identifiable expenditure consists of expenditure items for which public records are available. Non-identifiable expenditure is the one for which public records are generally not  available for the reasons of national security or other considerations. An example of the latter is defence spending. In cases of Scottish and Welsh expenditure, non-identifiable is also the expenditure which cannot be reasonably allocated among different nations of the UK, for example the overseas aid (HM Treasury, 1992, Cm1920, appendix E). Identifiable expenditure is estimated to cover around 80% of total public expenditure by the British government (Edmonds, 2001: 17). It is worth noting that nationalist political parties in Scotland and Wales, the SNP and Plaid Cymru, often advance the argument that their two nations are disadvantaged by the central government in its allocation of non-identifiable expenditure.


�The same figures from the Needs Assessment Study were used by Labour MP Rhodri Morgan, later the head of the Welsh Executive, in the memorandum submitted to the HC Treasury committee. He intended to demonstrate that Wales does not disproportionately benefit from public expenditure (HC Treasury Committee, 1997: 35). 


�It is worth noting that the government was using the General Government Expenditure figures for the total government expenditure in the 1979-1999 period. The definition of the GGE expenditure is not the same as that of identifiable expenditure, since the GGE includes both identifiable and non-identifiable expenditure (HM Treasury, 1992, Cm1920, Appendix E). For the sake of greater clarity, figures on identifiable expenditure are used throughout this work, since non-identifiable expenditure is not segregated between different parts of the United Kingdom.


�In 1998, the Treasury for the first time presented a list of areas of comparable identifiable expenditure, but in a very vague general form. This issue is addressed later. 


�Regional transfers can, of course, be criticized on efficiency grounds. McMahon (1996), for example, has asserted that the Canadian federal government’s transfers to Atlantic Canada have prevented economic adjustments in the region.


�The figures for 1967-1981 are, of course, for total Scottish financing, not just for Barnett formula programs. No single program outside of Barnett could, however, account for such a substantial overfunding. If translated into comparable figures on Scotland’s overfunding above England, where per capita funding has traditionally been less than 100% of the UK figure, Scottish overfunding would become even more impressive.  


�Lord Barnett’s reply to the Treasury Committee question 45 as to why the Conservative government retained the formula is interesting in this regard: “Maybe during that eighteen years the Government was very concerned to win elections in Scotland. I am bound to say it does not seem to have helped them very much” (HC Treasury Committee, 1997: 6).


�The reasons for abolition of the Goschen formula are not entirely clear. The official explanation by the Secretary of State for Scotland John Maclay in 1957 was the disappearance of an >identifiable English grant in aid of education to which the Goschen fraction can be applied= (Heald, 1996: 551-2).


�As Heald (1996: 537) notes, there was no explanation for the 1992 rebasing on England =100, which did not affect substance, only the form. From 1992, English expenditure was taken as 100%, and Scottish and Welsh shares in the Barnett formula were calculated as a percentage of 100%. 


�In the UK, social security expenditure does not include health.


�There are some caveats here, as the law and order expenditure in Scotland, for example, is not allocated exclusively to the block but partly goes to other identifiable public expenditure (Heald, 1994: 152).


�The statement was part of the memorandum submitted by HM Treasury, Annex 1.


�Figures on shares for the total identifiable expenditure in Scotland, Wales and England have been available from the Treasury since 1973-1974.


�A cautionary note is that other non-formula expenditure may be hidden in miscellaneous expenditure and in expenditure on law, order and protective services, among other items. Such an expenditure is not segregated between the Barnett formula and the non-Barnett formula expenditure in the official Treasury statistics. Therefore, expenditure share without social security is not equal to the Barnett formula expenditure share (unlike the above cited Heald’s (1994) analysis for 1979-1988). Due to the earlier established overwhelming importance of social security in the non-Barnett formula identifiable expenditure and due to the fact that all other major expenditure items have by 1993-94 been within the Barnett formula scope, however, such an analysis will give a very close approximation to the Barnett formula expenditure shares. 


�The data for these five years are kept separate since this set of figures is presented in a different format from other data. The figures are presented in order to establish that the five years under consideration do not override our conclusions from the chapter’s analysis.


�It is worth repeating here that there was no population-share based overfunding for Wales prior to the 1992 Barnett formula recalibration, as the original 1978 Barnett formula rounded the Welsh share down.


�Some observers have nevertheless, already tried to calculate the estimates, despite the lack of specific information. Mathias, for example, has insisted that in reality Wales gets around 6% more than England, and Scotland about 10% more in any additional public expenditure channeled through the Barnett formula (BBC Wales, 28/08/98). 


�Heald (1994: 171) mentions ‘some evidence that the Treasury wished to alter or abandon the formula in 1986, but that such changes were successfully resisted by the Scottish Office.’ The evidence on whether those issues were discussed within the Treasury in 1986, is only circumstantial, and, in any case, the discussions did not lead to any actions on the part of the Cabinet or government departments.


�The declining expenditure on the last item may be accounted by the fact that the peak of “mad cow decease” scandal had already passed by 1997.


�Considering English funding at about 96% of the UK funding, the calculation shows that 120.5/96 approximately equals 125/100. The Treasury, therefore, has presented its 1998 ‘block’ figures for Wales as closely corresponding to the Welsh needs-based funding, as far as the Barnett formula portion of funding is concerned. 


�The other part of similar claims is an attempt to prove that the nations will be economically better off outside of the United Kingdom. The most commonly advanced argument is that by the SNP that ‘Scottish oil’ will make the nation economically better off outside of the UK. For refutation, see Twigger and Dyson (1997).  


�As discussed earlier, in chapter 2, for 1997-99 New Labour promised, by and large, to live by the Conservatives’ spending targets for the country as a whole. This may easily be explained by the Labour government emphasizing other priorities in the period, while preparing the ground for changes in fiscal area as well.


�According to Scotsman (13/11/97), some groups which argue for a devolved government in English regions, like the Campaign for a Northern Assembly, also attack “hidden” subsidies to the south-east. Apparently, this is a part of their campaign to promote a stronger political power base for the English North.





