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How does austerity shape financial distress in 
local councils?



This presentation

Conceptual contribution: 
• The channels from austerity to financial distress

Empirical evidence:
• Higher exposure to welfare cuts is associated with higher financial 

distress. 

• More exposed councils lose out on council tax revenue and may face 
higher pressure on spending.

• We don’t find association between budget cuts and financial distress…

• …because local authorities cut spending in a response to central cuts. 



Conceptual framework



“Bankruptcy” in local government

Councils are legally required to 
balance their budgets.

A section 114 notice is issued 
when expenditure exceeds 
income.



Income Spending

Core funding • Housing
• Social care
• Planning and development
• Highways & transport
• Environmental services
• Cultural services
• Education



Conceptual framework: From austerity to financial distress



Conceptual framework: From austerity to financial distress



Data and empirical strategy



Local Council Financial Distress

Difference between expected 
expenditure needs and income 
available to fund them

Source: UNISON  (2025)



Austerity: Changes to core funding

Source: Brien (2025)Source: IFS (2024)



Austerity: Welfare cuts

Source: Beatty & Fothergill (2013) via Fetzer (2019)



Empirical strategy

(1) Are funding gaps higher in councils more exposed to austerity?

𝑓𝑢𝑛𝑑𝑖𝑛𝑔𝑔𝑎𝑝𝑖 = 𝛽1𝑏𝑢𝑑𝑔𝑒𝑡𝑐𝑢𝑡𝑠𝑖 + 𝛽2𝑤𝑒𝑙𝑓𝑎𝑟𝑒𝑐𝑢𝑡𝑠𝑖 + 𝜃𝑋𝑖 + 𝜀𝑖

• Control variables: economic, demographic, political, financial 
characteristics of local areas, exposure to 2007 financial crisis and 
Covid-19 (Antulov-Fantulin et al., 2021; Garcia-Sanchez et al., 2012, 2014; Padovani et al., 
2024; Pike & Shaw, 2024).



Empirical strategy

(2) Do welfare cuts put pressure on council revenue?

𝑐𝑜𝑢𝑛𝑐𝑖𝑙𝑡𝑎𝑥𝑖,𝑡 = 𝛼𝑖 + 𝛾𝑡 + ෍

𝑡≠2010

𝛽𝑡 𝑌𝑒𝑎𝑟𝑡 × 𝑤𝑒𝑙𝑓𝑎𝑟𝑒𝑐𝑢𝑡𝑠𝑖 + 𝜀𝑖,𝑡

(3) Do budget cuts affect council spending on local services?

𝑠𝑝𝑒𝑛𝑑𝑖𝑛𝑔𝑖,𝑡 = 𝛼𝑖 + 𝛾𝑡 + ෍

𝑡≠2010

𝛽𝑡 𝑌𝑒𝑎𝑟𝑡 × 𝑏𝑢𝑑𝑔𝑒𝑡𝑐𝑢𝑡𝑠𝑖 + 𝜀𝑖,𝑡

Data from  Ministry of Housing, Communities & Local Government



Results: Are funding gaps higher in 
councils more exposed to austerity?





Welfare cuts put pressure on council 
spending & revenue



Prior literature

e.g., Walsh et al (2022), Berman & Hovland (2024)



Pressure on spending for housing support



Council tax revenue



Councils navigate budget cuts by reducing 
spending on key services



Prior literature

Source: Gray & Barford (2018)







Conclusion
• Post-GFC austerity continues to 

affect local council finances.
• By increasing deprivation, welfare 

cuts have put pressure on council 
spending and revenue.

• While not directly correlated with 
funding gaps, central cuts to council 
budgets translated to local service 
cuts.
• Sustainable strategy over long term?
• Loss of know-how and capacity in local 

government in the face of ‘polycrisis’, 
climate change?

• What next for council finances?



Thank you!

Questions?
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