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What has been, and is likely to be, the main impact of the current recession on local 
authority finances?  
1. Context: The majority of council income derives from the Scottish Government 

(approximately 80%) via the local authority grant settlement.  The impact of the 
recession on the Scottish Block and local government grant settlements, with expected 
real term reductions arising from UK Budget 2009, will be very significant for local 
authority finances.  Furthermore, those funding sources which local authorities do have 
discretion and control over, are also directly impacted by the recession.  The impact on 
costs and services, detailed in the next question, further exacerbate the position. 

 
2. The following section summarises the main impact on finances available to support 

local authorities and their delivery of services. 
 Revenue Grant support – 80% of local authority revenue funding is provided by the 

Scottish Government.  More challenging grant funding settlements, and the 
expectation of real terms reductions as a result of the recession, will have serious 
implications for local authority finances and the delivery of services. 

 Council tax income – the recession will impact on council tax income in two respects; 
(i) a decrease in the level of payment in absolute terms or a delay in payment i.e. 
greater level of bad debt, (ii) decline in the number of new billable properties as a 
result of the decline in the housing market.  

 Non domestic rate (NDR) income – as for council tax above, an increase in non-
payment and a decline in the number of billable properties will impact on income 
levels.  As NDR income is pooled nationally, this will be a contributory factor in the 
level of grant support referred to at 1 above. 

 Charges levied for goods and services – the recession will have the following impact; 
(i) potential greater level of non-payment, (ii) specifically a decline in planning fee and 
building warrant income levels, and (iii) reduced scope to increase charges levied as a 
result of the recession and lower inflation levels. 

 Council owned industrial and commercial property – greater number of rental voids, 
and arrangements with Companies experiencing financial difficulties. 

 Capital receipts – decline in the volume and value of capital receipts generated from 
asset sales.  Decline in the level of developer contributions from new developments.  
As a result, lower level of income to support capital investment, with implications for 
major investment projects. 

 
3. In summary, there is pressure on almost every source of local authority finance at the 

present time. 
 
What will the current recession mean for the provision of local authority services and 
for local communities more generally?  
4. Context: The recession has the potential to have a ‘double hit’ on local authority 

finances.  Firstly, as described above, the potential for significant implications on local 
authority finances (funding).  Secondly, and in addition to the squeeze on finances, local 
authorities are also likely to see growing demand and expectations for services, and in 
some instances an increase in demand directly related to the recession.  With 
unemployment increasing and employment opportunities decreasing, key Council 
Services will be faced with increased demand. 



5. Services where demand will increase are as follows:- 
 Money advice services 
 Benefits 
 Welfare services 
 Support for children and families 
 Other Social Care services 
 Homelessness and housing services 
 Business advice and economic development services 

 
6. Whether these Services are provided directly by local authorities, or indirectly by other 

parties on behalf of local authorities, e.g. the third sector, there is likely to be a direct 
resource and financial impact to be provided for. 

 
7. In relation to communities generally, the recession has implications for levels of 

employment and community confidence.  In rural, fragile communities, the implication of 
job cuts can also be very significant for community sustainability, where great reliance 
can be placed on a particular employer or type of employment.  In urban communities, 
there is a greater prevalence of drug and alcohol abuse and greater service demand 
and intervention that is required.  In general there is likely to be a greater need to 
prioritise Services and where/how they are delivered. 

 
8. While coping with these financial implications emerging from the recession, the Council 

must of course deal with the range of other existing financial demands and implications, 
including:- 

 Delivering efficiency savings year on year. 
 Social Work service demands; demographics, child protection, community care, drug 

and alcohol abuse. 
 Education service demands; class sizes, school estate investment, school meals 

policy. 
 Equal pay and single status. 
 Rising Pension costs. 
 Fuel and energy costs, including implications of climate change and carbon reduction 

commitments. 
 
What do you consider are the main mechanisms available to local authorities to 
alleviate the impact of the recession on the local communities they serve?  
9. Context: Most local authorities have developed their own local action plans in response 

to the economic downturn.  The main mechanisms available to local authorities are:- 
 Community planning and partnership / community leadership to ensure we work 

together with partners to achieve outcomes including sustainable economic growth. 
 Acceleration of capital investment to support the construction/building sector, and 

deliver asset improvements. 
 Advice and support for businesses through the Business Gateway. 
 Expansion and promotion of money advice, welfare and benefits Services to the 

community. 
 Supporting people into work through improving and expanding employment services 

delivered and supported by the Council e.g. training opportunities, access to work, 
supporting employers, social enterprise, supporting apprenticeships within the Council 
workforce. 

 Prompt payment of invoices to suppliers to assist with their cash flow. 
 Re-prioritising services in light of new financial outlook. 



 Supporting businesses through accepting longer-term, more flexible arrangements for 
repayment of non-domestic rates. 

 
10. Local Authorities are taking forward action plans to ensure progress across the priorities 

identified locally. 
 
 
What actions do you think the Scottish Government could take to assist local 
authorities during the current period to attempt to ameliorate the effects of the current 
recession?  
11. Context: The Scottish Government has already taken steps to accelerate capital 

investment into 2009/10.  While this is welcomed, steps must be taken to avoid a 
decline in capital spending in subsequent years.  Capital support in 2010/11 and beyond 
is expected to significantly decline as a result of the ‘payback’ of 2009/10 accelerated 
capital grant, and the expected reduction in capital support due to the recession and 
implications for the Scottish Block.   

12. The Scottish Government should therefore consider action to ensure levels of current 
capital investment are maintained beyond 2009/10. 

13. Further actions the Scottish Government could take include:- 
 Clarification of future grant settlements as early as possible, to allow local authorities 

to plan for the funding they are notified of. 
 Maximum flexibility in how local authorities use existing resources, for example ability 

to capitalise equal pay and early retirement/redundancy costs. 
 Reviewing the current freeze on council tax.  This measure may not be sustainable 

and reduces the flexibility to local authorities in relation to generation of funding, and 
puts added pressure on the grant settlement which is providing funding to local 
authorities in lieu of increasing council tax.  Extending the council tax freeze will 
require additional funding to be allocated by the Scottish Government, which will in 
turn lead to higher levels of efficiency saving required and additional pressure on pay 
awards to maintain service levels. 

 Continuing the ‘pay freeze’ in place for Scottish Government Departments and 
Agencies in 2009/10, and extending that message in order that it can influence pay 
demands and settlements across the whole of the public sector.  Leading by example 
in terms of pay restraint. 

 Accelerating the development of the Scottish Futures Trust and the role it could play in 
delivering and supporting capital investment.  Ministers published the strategic 
business case for the Scottish Futures Trust initiative on 20th May 2008 with a view to 
a new company being established to support the Trust in the summer of 2008. The 
SFT has yet to directly support or provide investment, thereby limiting options 
available to local authorities given the Scottish Government’s declared opposition to 
the use of PPP as a viable financing and delivery mechanism. 

 Providing improved and increase support for affordable housing.  While accelerated 
capital (AHIP) and new build funding for local authorities has been introduced, there 
remain significant barriers to the provision of affordable housing.  These could be 
overcome by (a) providing subsidy to local authorities for affordable housing on a par 
with that provided to registered social landlords (RSLs), (b) removing funding 
constraints that limit RSLs current levels of investment activity, and (c) by writing off 
HRA loan debt 

 Providing flexibility to local authorities in delivering Concordat commitments and 
Single Outcome Agreement targets.  While Councils (and partners) have signed up to 
deliverables, this was typically at a time prior to knowledge of the impact the recession 
was likely to have on public sector finances.  The range of outcomes, and timescale 
for delivery, will have to be viewed flexibly given the financial outlook now faced. 



 Continuing the review of audit and scrutiny bodies, to reduce bureaucracy and 
duplication, and the scrutiny burden local authorities currently experience.  Continue to 
review the number of Non Departmental Public Bodies (NDPBs) to remove duplication 
and also improve efficiency. 

 Provision of match funding to support EU programmes. 
 
 
What are likely to be the longer term demands and cost pressures on local authority 
services?  
14. Context: The impact of the recession is expected to have implications for public sector 

spending and local authority grant settlements for a period of up to 10 years.  As 
described in response to the first question, given that approximately 80% of local 
authority funding comes from the Scottish Government, the financial outlook over the 
medium to long term is very challenging. 

15. Over the medium to long term, local authorities can expect the following key cost 
pressures and drivers:- 

 Increasing expectations and demand, generally across services. 
 Increasing elderly population, and in particular the very old with greater demand for 

specialist and intensive service provision. 
 Increasing demand for individual care packages for social care. 
 Increasing number of placements for looked after children, and exceptionally high 

placement costs in out of authority facilities to cater for their needs. 
 Increasing demand for social housing, and increased number of homeless cases. 
 Increased cost pressures to respond to climate change and environmental targets e.g. 

increasing energy and fuel costs, increasing landfill tax, financial implications from the 
introduction of carbon reduction commitment and carbon trading, greater need for 
flood prevention measures. 

 Demographic implications for school budget provision, and the difficulties associated 
with addressing a range of associated issues, some of which are conflicting; 
decreasing school rolls in certain areas/Councils, but with real challenges in reducing 
costs as a result e.g. class size reduction targets.  In other areas/Councils increasing 
school rolls and roll pressures and the associated capital investment and operational 
pressures that result.  

 Effect of cumulative year’s efficiency savings and reductions. 
 Impact of likely higher levels of inflation, pay awards and interest rates as the 

economy leaves recession. 
 Ongoing increase in pension costs. 

 

 


