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Topics to cover 

• Hypothecation of taxes 

• Budget setting and control environment 
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Hypothecation – it’s just not British 

Tax 

Overarching goals: 

Fairness 

Economic growth and 
competiveness 

Procedural goals: 

Certainty 

Stability 

Practicality 

Spending 

Allocative efficiency: 

Ensuring that public money is 
spent on activities that provide 

greatest benefit to society. 

Technical efficiency: 

Minimising cost of delivery 
public services 

Only spending when funding / 
provision of services is the most 

efficient policy response. 
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Hypothecation – political economy 

UK – representative democracy 

• Little use of referenda 

• Fiscal stance, tax and spending mix considered fundamental 
issues for national government 

• ‘Hypothecation renders services more independent of central 
budget processes. It encourages providers to look outwards –to 
the public they have to convince, and to the sources on which 
they depend. This is why the Treasury and many senior 
politicians are so hostile to hypothecation.  It weakens central 
control by making lateral connections.’ (Mulgan G & Murray 
R,1993) 
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Hypothecation in the UK 

Hypothecation: 

• BBC license fee (real) 

• National Insurance (nominal) 

• Some environmental taxes 

Earmarking: 

• 2002 Wanless review 1% increase in national insurance to ’ 
fund’ additional spending on the NHS 

• Windfall tax on the privatised utilities to fund ‘New Deal’  
programmes for the unemployed in 1997 
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Hypothecation in health – practical concerns 

• Taxation based on ability to pay, spending determined by need – 
challenge for hypothecation is finding taxes which target those who 
can afford to pay and result in a tax yield that matches ‘need’.  

• Significant interest in hypothecation for health in early 1990 as gap 
between funding and pressures grew. Government willingness to 
increase public spending and target spending increases on health all 
but eliminated interest in hypothecation. 

• Concerns that hypothecated taxes linked to employment would have 
a negative impact on the cost of labour – Treasury and politicians 
anxious about the macro-economic efficiency. 

• ‘Sin’ taxes (smoking, alcohol, fats etc) – regressive way of raising 
money, objective of policy is not to raise money but to change 
behaviour not sustainable in the long-term without being very 
regressive.  
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Budget Setting and the control 

environment 
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History of UK NHS spending 
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Spending on public services will be squeezed by 

debt interest and welfare payments 

 £-    

 £50.00  

 £100.00  

 £150.00  

 £200.00  

 £250.00  

 £300.00  

 £350.00  

 £400.00  

2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 

Public Spending 2011-12 to 2016-17  
(£ billion - cash terms) 

Resource AME Resource DEL 



© Nuffield Trust 

Key features of budget setting and expenditure control 

Public service budgets set for 3 or 4 years at each Spending Review 

Budgets fixed in cash terms – no formal revision if inflation or other factors change during 

the period. 

Capital and resource ring-fenced. 

Specific controls on administrative costs. 

Twin accountability: 

• Accounting officer – normally the Permanent Secretary (most senior civil servant for 

each government department) 

• Secretary of State – Minister in charge of the government department. 

Budget setting based on negotiation between Treasury and each department.   

Underpinned by evidence from government departments.  Overseas development and 

pensions subject to pre-agreed formula.  No equivalent mechanistic approach on other 

areas. 

Ministers from across government form a ‘star chamber’ to support. 
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Key features of budget setting and expenditure control 

(cont.) 

Innovations in 2010: 

• Small numbers of civil services and external experts provided some external challenge 

to department proposals in 2010 and independent advice to Ministers. 

• Public, public servants and stakeholders invited to submit efficiency proposals. 

• Attempt at a zero-based review of capital investment based on consistent measurement 

of return on investment for all public sector projects. 

• Coalition and scale of cuts meant ‘Quad’ of Prime Minister, Deputy Prime Minister, 

Chancellor of Exchequer and Chief Secretary to the Treasury had final oversight. 
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Control processes between spending reviews 

Resource controls: 

• Departments required to hold either contingency funds or to have contingency plans; 

• Monthly returns to Treasury on planned and actual spending; 

• Required to provide cost estimates for all new policies and confirm affordability prior to 

publication. 

Capital controls: 

• Formal system of delegated limits, vary according to risk assessment of department by 

Treasury. 

• ‘Green Book’ system of economic appraisal of all capital investments.  Large projects 

subject to specific sign-off by Treasury. 

Under-spends: 

• no automatic right to carryover under-spending between years.  Budget Exchange 

system allows some carryover and sanctions for poor forecasting. 

Overspends: 

• Treasury holds a very small reserve but with penalties for departments who use it. 
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