
A call for greater fiscal 
devolution to our cities

Globally, urbanisation and greater urban  
competition is rapidly accelerating and the UK’s  
cities must be able to deliver on their potential 
to plan for, and bring about, growth through new 
infrastructure, homes and jobs, and they need 
the freedoms to differentiate themselves on the 
international stage.

It is this recognition that lies behind the drive to 
devolve power to cities – through the Northern 
Powerhouse, the Midlands Engine and the Great 
Western Cities - as well as to support London’s 
continued growth as a truly global city.

Metro Dynamics is a new 
consultancy set up to help cities 
achieve their economic, financial  
and social potential.

Cities are the engines of  
our economy – more than 
of worldwide growth is driven by 
urban centres. But the UK’s cities 
are not fully equipped with the 
tools they need to grow.
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We don’t need fiscal 
devolution – we’ve 
managed so far 
without it.

British cities have less 
control over revenue 
raising, spending and

investment decisions than 
most other international 
peer cities.  
We have one of the most 
centralised systems of 
public finance in the 
developed world.  
For every £ of taxation 
raised, local authorities 
keep just 9 pence,  
with the remaining 91 
pence being retained by the 
Exchequer.1 Government 
funding to British cities  
is generally ring-fenced, 
silo-based, and its 
commitment is often  
short-term. As a result, 
British cities are  
constrained in their  
ability to plan and invest 
for the long-term, to tailor 
incentives and tax raising  
to their local situations,  
and to drive economic 
growth through their 
individual sources of 
competitive advantage. 
Fiscal devolution will 
ensure our city leaders 
are equipped with the 

But so far most of the devolution we have seen has been 
of functions not of finance. More ambitious devolution 
must give our cities greater financial powers, which will 
bring considerable democratic and economic benefits, and 
promote innovation. City governments will have a much 
stronger incentive to grow their economies if they benefit 
financially from doing so, and they will be able to spend 
according to local needs if they have autonomy.

The UK has one of the most centralised systems of 
public finance in the developed world. UK cities only 
directly control around 5% of the taxes they take, 
whereas global competitors such as New York and 
Tokyo have much greater financial freedom, allowing 
them to make bold strategic plans for future growth.

If we are to achieve our ambitions for the 
UK’s future, this needs to change. The evidence is clear: 
while London performs well, most other UK cities do not 
achieve their full potential, and even the capital is limited 
in its power to invest and grow. Although recognised as 
drivers of regional economic growth, most Core Cities 
currently underperform by international standards, with 
only two having a growth rate higher than the UK national 
average, at odds with many other OECD countries.

Fiscal devolution – the facts
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appropriate freedom and 
power to enable them to 
compete internationally.

Fiscal devolution 
will mean local 
authorities will  
raise taxes.

Fiscal devolution is 
about ensuring that 
local authorities 

have the appropriate range 
of fiscal powers at their 
disposal, to enable them 
to tailor taxes to reflect the 
unique circumstances of 
their locality and incentivise 
local economic growth.

Fiscal devolution is 
a grab for resources 
by some parts of the 

country at the expense of 
other areas. 

It is fully accepted 
that fiscal devolution 
needs to take 

place within the context 
of a fiscally neutral 
equalisation settlement. 
Fiscal neutrality in this 
context means that a 
local authority’s financial 
settlement at the point 
of devolution should be 
fiscally equivalent to the 
settlement immediately 
prior to devolution. For this 

to happen, it is recognised 
that as a local authority 
assumes responsibility 
for a greater share of the 
national tax revenues, there 
will be a compensating 
reduction in grants received 
from central government.

Local authorities 
are poorly run, 
inefficient and fiscal 
devolution would 

put too much control in 
their hands.

Local government 
is the most efficient 
arm of the public 

sector, and recently 
recognised as such by  
the Prime Minister.  
We also have one of the 
strongest systems of local 
government finance of 
anywhere in the world, 
which means the actions  
of our local authorities  
are highly regulated: 

Local authorities are 
unable to borrow to 
fund year-on-year 
revenue deficits,  
in other words,  
they have to run a  
balanced budget. 

Borrowings for capital 
projects can only take 
place within the highly 
regulated “Prudential 
Framework”. 
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The Government needs to make swift moves to increase cities’ 
powers to grow – including enhanced borrowing powers, tax 
assignment, retention and devolution, the removal of ring-fencing 
from centrally allocated funding, and the long-term commitment 
of government funds. These measures should vary from one city 
to another, reflecting local circumstances. Devolution must also 
be fiscally neutral at the point of devolution, making sure that 
no place loses out. The November Spending Review provides the 
perfect opportunity for the Government to set out how it intends 
to do this.

1 Source: Mapping Britain’s Public Finances, Centre for Cities, July 2015
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Local government wants  
to play its full part in the 
UK’s economic growth  
and it can only do that  
with appropriately  
devolved powers within  
the framework of checks 
and balances provided 
by our local government 
finance system.

Councils won’t take 
the hard decisions  
that Government
currently have 

to take to balance the 
economic book.

Councils have a 
statutory duty to 
balance their books. 

Their response to the 
austerity measures 
introduced in response 
to the recession has 
been exemplary. They 
have demonstrated their 
ability to take the toughest 
decisions – decisions which 
have been informed by 
greater understanding and 
sensitivity to the many local 
issues involved than could 
ever be demonstrated  
by the Government  
in Westminster.

Fiscal devolution 
will lead to tax 
competition  
between cities.

Fiscal devolution 
would allow city 
governments to 

identify productive 
sectors with potential  
for economic growth  
and provide incentives  
(e.g. through business  
rate system) for their 
growth. These will  
vary between cities  
and it is likely that cities  
will increasingly 
complement each  
other, benefiting from 
each others’ comparative 
advantage, rather than 
competing for central 
government funding.

Council decision 
making isn’t as good 
as national decision 
making and our 

national economy would be 
damaged by poor quality 
decision making.

As the Prime 
Minister recognised 
in a recent speech, 

local decisions are often 
better decisions. Central 
Government hasn’t exactly 
had an unblemished track 
record! We recognise that 
greater fiscal autonomy 
to our cities has to go 
hand-in-hand with greater 
accountability and scrutiny 
so that locally-taken 
decisions become even 
better than nationally
taken decisions.
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For further 
details, please 

contact:

Metro Dynamics Limited 201 Borough High Street, London SE1 1JA

Metro Dynamics has been jointly commissioned by the Core Cities and the GLA to report on fiscal 
devolution in the run up to the Spending Review. If you would like to receive a copy of that report, 
please email devolution@metrodynamics.co.uk


