IMPACT OF THE RECESSION ON UK POLICE AUTHORITIES
1.
Interest receipts


One of the most immediate and visible impacts is the reduction in interest rates.  Many Authorities, with sizeable balances, fund up to 1% of their annual budgets from interest income.  Rates are now around a quarter of their level only 6 months ago, and this is leaving a short term funding gap.

The reduction could (should?) be a temporary situation, but over the course of a 3 year spending strategy, the cash equivalent will be significant.

Some Authorities are considering using reserves to cover the shortfall, as an alternative to service cuts.
2.
Borrowing costs


Low interest rates should normally translate into historically low borrowing costs.  Opportunities may arise to take on new borrowing or refinance existing borrowing, although it will depend on the ratio between short term and long term rates, and the extent to which markets factor in the likelihood that rates will rise again in 12-18 months time.

3.
Treasury Management


Until confidence returns to the international banking system, it will be increasingly difficult to find low risk/realistic return opportunities for cash investment.

One option might be to transfer the risk by using some cash balances to repay (high cost) debt, and shift the balance from being a lender more towards a borrower.  However this will depend on the penalty cost of repaying debt early.  An alternative would be to use internal balances to fund capital, rather than borrowing; again this would be balanced against the potential benefits of locking into low long term funding rates if they are available.  Treasury Management Strategy for the next 12 months will need to focus on both the absolute levels of interest on loans and investments (which will be historically low) and the relative rates for short and long term transactions, and between borrowing and lending.
4.
Impact on the property market


The downside will be a reduction in property values, leading to reduced capital receipts; this could leave an unfunded gap in the capital programme (although, dependent on trends in long term rates, it may be possible to offset this by locally financed borrowing).


Surplus non prime sites could be slower or impossible to shift in the immediate future.  This would have the same effect on funding plans.

On the upside, the construction market could become more competitive, and may lead to reduced capital costs for schemes in the current programme.

5.
Planning Gain


The development market has come to a halt in many areas.  Any potential planning gain (Section 106) agreements are now less likely to come to fruition.

6.
Government acceleration of capital investment


At present, Home Office have no plans for bringing forward infrastructure projects in the Police sector.  This situation could change at short notice, so Authorities are planning to have some schemes ready to implement.  Small local infrastructure projects could help sustain the construction industry at that level.
7.
Public spending levels


The next Comprehensive Spending Review (to be completed in 2010) will have to address the rebuilding of the national finances.  It is almost inevitable there will be some impact on public service spending levels.  The Chancellors most recent forecasts assume real increases in public spending of just over 1% from 2011/12 – much lower than previous forecasts – and an additional £5 billion efficiency targets for the public sector from 2010/11. This could mean that the indicative grant figures for 2010/11 are reduced.  The Treasury has commissioned a research project to review how front line services can lead the drive for efficiencies.  

If the recession results in an increase in unemployment, welfare payments will increase, while tax revenues will reduce.  This will compound the problem and accentuate the need for direct compensatory action. Rolling forward Police Authorities’ Medium Term Strategies should assume nil real terms increases at best; there is a strong case that revised plans should be on the basis of annual cash increases of no more than 1%, with cash releasing efficiency savings making up the balance.  The Flanagan recommendations on bureaucracy, together with Jan Berry’s current study, will take on a more prominent role in the future.


Some commentators suggest that it will be up to 10 years before the country moves out of the current recessionary period.  If so, public spending levels could fall to semi-permanent lower levels.

8.
Specific grant programmes


Specific and earmarked funding streams have been used extensively by Home Office over the last few years to pump prime and maintain many local policing initiatives.  It is inevitable that there will be a curtailment of these central programmes, as the national cuts will also hit Home Office funds.
9.
Council Tax levels


It doesn’t automatically follow that if public spending and grant levels reduce, Council Tax levels should respond accordingly.  However, if unemployment rises, and wage levels stabilise or reduce, it will be more difficult for local Authorities to justify Council Tax increases above the going rate of inflation.  Police Authorities’ medium term financial forecasts should assume a lower run of council tax increases after 2009/10.

10.
Council Tax base and Collection Fund


Police Authorities can normally rely on an annual increase of between 0.5% and 1% in the Council Tax base, as a result of new properties.  Although the position for 2009/10 is stable, many Authorities are now reporting zero increase in Council Tax base.  At the same time, there is no longer any guarantee that there will be a regular surplus on the District Councils’ Collection Funds.  Empty property allowances and write-offs are expected to increase, and this could wipe out any surpluses.
11.
Pensions


The reduction in investment markets has had a serious impact on Pension Fund values.  Many Local Authority Pensions Funds have seen falls of up to 20% in value.  Local Government Pension Costs represent a significant cost to the Police Service (up to 2% of budgets).   The position will not change till 2011/12 at the earliest because the next valuation will be in 2010.  Markets may have recovered by then, and related trends in long term returns on Government bonds could have the effect of reducing the actuarial value of pensions liabilities.  This issue needs to be kept under review during 2009 to monitor how quickly and extensively markets recover.

12.
Pay costs


The recently agreed 3 year pay deals for Police Officers and Police Staff now look generous, and will put further pressure on affordability.  Given that pay represents 80% of costs, grant settlements which attempt to mirror general inflation rather than police pay costs will create problems. 

13.
Demand for Policing services


Preliminary evidence suggests that some crime (eg acquisitive) may increase; other types (e.g. late night public order) could go down. Even if some of the more alarmist scenarios about public order in a deep recession do not materialise, the Police Service’s central role within the community is bound to mean that expectations will expand rather than contract.  In a more uncertain environment, policing presence and visibility will move up the local agenda.  At the same time, as economic conditions deteriorate, there may be a greater risk of commercial/criminal fraud.
14.
Comprehensive Area Assessment

Partner Authorities will suffer in much the same way as a result of the impact on finances and demands for services.  With CAA, problems are effectively shared, and it will be vital to strengthen the engagement of Police Authorities and Forces within Local Partnerships.

15.
Partnership input


Cuts will bite throughout the public sector and also the private and voluntary sectors.  The capacity to contribute to joint ventures (financially and/or in kind) is bound to reduce.  A significant number of police and support staff posts, and the programmes they are engaged on, depend on partnership input from local bodies and Government Regional Office Funding streams.

16.
Bad Debts

The probability is that bad debts and write offs from individuals and businesses owing money to Police Authorities will increase.

17.
Supplies and Services


There has already been an increase in contract and supplier failures, both nationally and locally.  Contingency plans must be in place to cover essential items.  A higher proportion of potential suppliers may fail to meet the standard financial stability compliance tests.


The weakness of sterling will affect import suppliers.  Many IT and operational contracts are based overseas. Some Forces are already seeing 30% increases in costs on items such as IT, helicopter equipment and spares, and uniforms.
18.
Value for Money


The Efficiency regime will take on a more significant role.  A greater proportion of efficiency gains will be needed to balance the base budget rather than being available to fund enhancements of service.  A culture has been built up over the last 10 years of budget holders having the option to improve services by utilising any savings they can generate.  This has established a positive momentum, which could now come under threat; the risk is that budget holders adopt a more cautious approach, and do not declare realisable efficiencies, for fear that the funds will be lost to them.


Up to now, the major source of efficiencies in front line services has tended to be in collaboration and shared services.  In future the emphasis could shift more towards ‘front office’ transformation.  The downturn could be the catalyst for more radical solutions to service delivery, including horizontal as well as vertical integration.  Many public services are still delivered through very rigid, ring fenced programmes.  Policing is a good example of where horizontal integration could generate benefits.  The Police Service is instrumental in helping deliver the targets for other public services; equally however, the Police Service needs other services to play their part in areas such as sustaining communities, education, housing and benefits.


With a reducing real funding provision, both officers and members will need to change their stance in relation to efficiency, quality and VFM.  The service needs to raise its awareness of the financial and economic impact of decisions on resource allocation.  New techniques are needed to explore issues such as benefits maximisation and diminishing returns. 

