DRAFT REPLACEMENT LONDON PLAN

PUBLIC EXPENDITURE – RESPONSE TO MICHAEL EDWARDS BY THE MAYOR OF LONDON 14 October 2010
This paper responds to the points made by Michael Edwards on behalf of the Just Space Network in an email dated 2 October 2010 regarding the paper submitted by the Mayor “Public Expenditure and the London Plan Strategy” (ED82). It deals with the points raised in the email following the same order.

Publication of regional public spending data

It is true that the Office for National Statistics and HM Treasury have published some public expenditure data by country, region and function as part of the Public Expenditure Statistical Analysis, but these are of little practical use in this case. They are unreliable as the basis for detailed analysis of the kind Mr Edwards calls for and the document itself identifies major shortcomings:

· Practical difficulties, such as the fact that schools are not used solely by the residents of the region in which they are located.

· Conceptual problems, such as the fact that while the Treasury grant to the Bank of England, the salaries paid to Bank staff will often be spent in London.

· Data collection issues, such as the fact that Government departments do not always allocate expenditure on the basis of the location of the beneficiary. Not all spending can be identified as benefiting individual regions. 

· About 17% of public expenditure is treated as “non-identifiable” – that is it cannot be identified as benefiting particular regions and is deemed to be on behalf of the United Kingdom as a whole.

In addition, the data are presented by broad service areas (“housing and community amenities”, for example) which means they are of little use for the kind of detailed analysis Mr Edwards has called for.

Public spending and GDP

The document by Victoria Chick and Ann Pettifor submitted by Mr Edwards does not address the main question at issue – the impact at London level of likely public expenditure cuts. Rather it makes an argument about national economic policy, asserting that cuts in government spending lead to an increase in government debt as a percentage of gross domestic product. This is a completely different point from that made in the Mayor’s paper, and even if the argument is accepted (which the Mayor would not
), the examination in public is not an appropriate forum for discussion of this kind about the merits or otherwise of national macroeconomic policy.

Instead, the fundamental questions of relevance to the EiP are:

i) is there a fundamentally new direction for public spending, rather than a cyclical shift; and

ii) whether any change is sufficiently significant to make a real difference to the appropriateness of the strategy set out in the draft replacement London Plan (DRLP).

As far as the first question is concerned, we do not yet have enough information to make a firm judgement. To the extent that there may be a change in the distribution of resources (ie taking less from A and giving less to B), there may indeed be social implications, but this could be of benefit to London as a persistent overall contributor to the Exchequer. Reductions in spending may translate into a reduction in services (in terms of scale or scope), but the relationship is not straightforward – there may be scope for efficiencies and innovation in service provision that mitigate the impact on end-users (and there is a god deal of work being undertaken by groups like the Public Services Trust to identify opportunities of this kind
), but this will only be apparent over time. 

Turning to the second question, as the earlier paper by the Mayor shows there is no straightforward link between particular levels of spending and Gross Domestic Product. Reducing expenditure provides scope for either reducing borrowing or taxation. It is important to bear in mind that borrowing is not a free good, and its reduction will release resources for other investments that might well be more productive. It is true that there may well be lags while resources are reallocated in this way, but over the medium- to long-term (ie the period of the Plan) the result of public expenditure cuts could well be more growth, higher tax income and more services. The opposite can be argued, but as both possibilities exist, sticking to the long-term trend (as the draft Plan does) is the most reasonable approach.

Employment effects

As explained in the earlier paper, and elaborated above, there is insufficient reliable data to try to model the kind of second order employment effect referred to by Mr Edwards (public spending finding its way into outsourcing, contracting etc). Even if these effects were to be significant in the short-term, most firms engaged in these sorts of activities will have private sector as well as public sector clients. Again, this means that trying to identify the likely effect of a given level of spending cut would not be easy and over the longer term, these firms will benefit from the reallocation of resources referred to earlier. 

Benefits

It is not yet clear how much of the burden of spending cuts will fall on benefits, which benefits will be affected and to what extent, or whether the package of benefit changes taken as a whole will have particular impacts in London. The potential effects of changes to Housing Benefit have of course been extensively discussed during the examination in public. The Mayor has discussed with Government steps to mitigate the impacts in London, such as exemptions in special cases and payment of benefits direct to landlords in return for limiting rent levels below the caps, and the Mayor considers that the effects should be considered only when the full package of proposals affecting Housing and other benefits has been announced. The Mayor has already made clear his intention to conduct a review of housing targets in the Plan, and as part of this will refresh the Strategic Housing Market Assessment; this will enable any effects in terms of changing patterns of demand for affordable housing to be identified, considered and used to inform any alteration to the London Plan that might be appropriate.

Conclusion

Some of these issues are considered at more length in the Autumn 2010 edition of “London’s Economic Outlook” published by GLA Economics
.

Mr Edwards expresses disappointment at the Mayor’s paper. In agreeing to produce it (and before this in replying to the paper on this subject from Professor Stevenson), the Mayor’s representatives were quite clear about the limitations of what could be done because of the lack of complete information and the limited extent to which it is possible to model the effects on issues relevant to the DRLP of particular reductions in public spending.

The EiP is not a forum for discussion of the merits of national economic policy. These issues are relevant solely in terms of their likely impact on the assumptions underlying the DRLP and the strategy it sets out. For the reasons set out in the DRLP, in the document on use of scenarios, planning and economic assumptions (RD211) and in previous papers from the Mayor on this subject, it is considered unlikely that they will have sufficient of an impact over the period covered by the Plan to bring these into serious question.

�. There is indeed controversy about the appropriate timing of fiscal consolidation, but it is an unusual – and highly contentious – position to assert that increasing public spending is always a way to increase growth. It should also be borne in mind that debt and public borrowing have already both risen substantially, and this provides the context for the consolidation which will be announced on 20th October. In addition, Chick and Pettifor’s paper is based on a selective approach to the data considered and periods chosen for their analysis. They also fail to comment on the question of debt sustainability – whether real interest on debt on any year is below the real rate of growth of GDP


� See for example, 2020 Public Services Trust, 2020 Welfare: Life, Work, Locality (2010)


� http://www.london.gov.uk/who-runs-london/mayor/publications/business-and-economy/londons-economic-outlook-autumn-2010





