To:  ResourceReview@communities.gsi.gov.uk
LOCAL GOVERNMENT RESOURCE REVIEW:  PROPOSALS FOR BUSINESS RATES RETENTION:  CONSULTATION RESPONSE
This is the formal response by SPARSE-Rural and the wider Rural Services Network to the above consultation.

1.0
ABOUT SPARSE-Rural
1.1
SPARSE-Rural is a Special Interest Group of the Local Government Group.  It is a membership body representing Principal Local Authorities who are classified as being “Predominantly Rural”, including County Councils, Unitary Authorities and District/Borough Councils.

1.2
Together with its sister organisation The Rural Services Partnership Ltd (a not for dividend company limited by guarantee) the two bodies constitute the Rural Services Network.

2.0
BACKGROUND
2.1
SPARSE-Rural has long been concerned that the 4 Block Model used for distributing central government grant to local government has failed to properly recognise both rural deprivation and the significantly higher delivery costs of some important services in predominantly rural areas compared to urban areas. 

2.2
In 2004 Defra commissioned research from Secta to review published evidence on additional costs of delivering services to rural communities.  Secta found that collectively the studies reviewed concluded that:-


“rural areas face greater difficulties in providing services to the same standard of effectiveness at the same levels of costs as in urban areas and that as a result either cost is higher (in rural areas) or performance (response times, access and so) is lower”

2.3
In fact, in addition to the above, there are manyservices which can be provided at the discretion of Local Authorities that are regarded as essential in urban areas but which cannot be provided at all in rural areas due to the cost implications.

2.4
A more recent report published by Defra in September 2011 (Developing Collaborative and Innovative Approaches to the Delivery of Rural Services – R. Hindle and I. Annibal) identified “a range of cost drivers associated with service delivery which mean that the ‘cost per unit’ of delivery is higher in rural than urban areas of the same population scale”

2.5
SPARSE-Rural published a first study into the ‘rural penalty’ (the higher service delivery costs) in 2006 and were pleased to see that study being quoted by the Conservative Party in its ‘Agenda for Rural Action’ (published in July 2009) in support of its statements:-


“the funding gap between urban and rural areas has grown dramatically since 1997”; and


“the increasing levels of deprivation in rural areas must not be overlooked, nor the fact that the costs of delivering services in these communities can be significantly higher”.

2.6
After the 2006 study was completed we, with support from the Commission for Rural Communities, pressed DCLG Officials for the Department to carry out a wider study of the rural penalty across a wider range of services and across a wider range of local government areas.  It would not do so.

2.7
Accordingly,recently SPARSE-Rural commissioned L.G. Futures to undertake a review of:-
(a)
government grant, council tax and spending power per head of population comparing predominantly rural areas with predominately urban areas (2011/2012)

(b)
the costs of delivering services in rural areas

(c)
service and cost pressures associated with rurality; and
(d)
potential unmet need/inequality of access (literature review)

2.8
A copy of the L.G. Futures report is attached.

3.0
CONSULTATION RESPONSE

Introduction
3.1
We do not intend to respond each of the 33 questions posed in the main consultation document or to others set out in the 8 Technical Papers.  Our member authorities may wish to do so individually on their own behalf.

3.2
Our response mainly focuses on Question 1 and 2 relating to setting the baseline but we necessarily touch on other related issues.


	Q1: 
 What do you think that the Government should consider in 
setting the baseline?

	

	Q2:  
Do you agree with the proposal to use 2012-13 formula 
grant 
as the basis for constructing the baseline?  If so, 
which of the two options at paragraphs 3.13 and 3.14 do 
you prefer and why?

	


3.4
To deal with the second question first we emphatically do not agree with the use of 2012-2013 formula grant (as currently calculated) as the baseline.
3.5
Whilst we accept that the proposal would ensure that no-one loses out at the outset of the system compared to the present formulae outcomes,it would mean that rural people and communities would continue to be unfairly treated (as they have been for decades) compared to their urban counterparts in the distribution of resources to fund local government services.  It may be pragmatic, as referred to in paragraph 3.12 of the Consultation Paper, but it is inequitable.

3.6
The reason that “the funding gap between urban and rural areas has grown dramatically since 1997” is not because there has been a shift in needs over that time; rather it is that the previous Government used its considerable discretion in the distribution grant system to favour certain types of authority.  We accept that deprived areas should receive higher levels of funding than others, but do not accept that the result of this should be that urban areas generally should receive 50% more per head than predominantly rural areas.

3.7
Our argument in the preceding paragraph is all the stronger for the fact that the costs of service provision is (as a minimum) around 100% more in serving “Village, Hamlet and Isolated Dwellings”.

3.8
Ministers, whilst in opposition, regarded the system as being “beyond its useful life”.  It is still that basic formula which is in operation. In the 2009 Local Government Finance debate Bob Neill MP said:-
3.8.1
“All of what I have said comes back to a suggestion that the grant system is creaking to the extent that it is no longer credible.    It leads me to conclude that the system has gone beyond its useful life and that we need a much more significant and thoroughgoing reform as to how distribution takes place”.
3.8.2
In an Opposition Day debate on 8th December 2009 Mr. Neil said “Shire Areas are significantly disadvantaged by the operation of the formula system”.
3.9In response to Question 1, we, therefore, call on the Government to un-wind a small part of the Ministerial discretion that has so damaged our residents over the past decade before the baseline is set.We believe that it is both fair and reasonable to ask that the funding gap (of 50%) between grant per head for urban residents compared to rural residents is closed by ten percentage points.
3.10
We further call on the Government to increase the Fixed Cost Allowance within the formula so that it reflects the impact of inflation since it was last fixed.
3.11
We accept that there are a myriad of ways of revising the 4 Block Model to achieve what we call for in paragraph 3.9 above.  One grouping of measures to (more or less) achieve that outcome (pre damping) would be to:-

· increase the Environmental, Protection and Cultural Services (EPCS) district sparsity indicator by 50% and reduce the density indicator to offset the extra Relative Needs Formula. While we accept that population density has some influence on local government costs through increased congestion and planning complexity, its weight in the formula stems from a historic desire to divert money to certain inner city authorities regardless of their levels of deprivation.  Density would still be about 4 times larger than sparsity in the formula;
· reinstatethe EPCS county sparsity indicator removed in 2003-04, offset by reducing the density indicator by about one quarter;  and

· double the existing discretionary Older Peoples PSS sparsity adjustment from 1% of total funding to reflect the very real costs of delivering domiciliary services in remote communities
3.12
Given the relatively small size of rural authorities compared to urban ones, the effect of this on other authorities would be small. It would not create any significant change or turbulence for local authorities at the start of the new system.
3.13
We further call on the Government to revise the baseline as set out in paragraph 3.9 in such a way as to ensure that the gains to rural areas go some way in rectifying past wrongs are not are not then neutralised by damping.
	3.14
	Q16:  Do you agree that the systems should include the capacity to reset tariff and top up levels for changing levels of service over time?



A:
YES

3.15
Question 17 to question 20 – Resets
A:  
On balance we support a fixed full re-set at 5 – 10 year intervals but with the option of partial resets if it proved necessary to realign resources between full resets to ensure Councils remain able to meet local needs.  However, we only support full resets over a long period if our concerns set out above relating to setting the baseline are adequately addressed – we cannot support the present unfairness being “locked in” for 10 years.

4.0
OTHER COMMENT
4.1
We would comment that, in general, rural areas will not benefit from either the retention of (some) business rates growth or the New Homes Bonus to anything like the same extent as is possible in many urban areas.  The development constraints of National Parks, AONB’s, the infrastructure limitations etc impact significantly on economic and residential development opportunities in many (particularly more remote) rural areas.
4.2
Given what we say in paragraph 4.1 above, the gap in spending power between urban and rural areas will againwiden to the detriment of rural areas.
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