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Whence did this dreadfull Monster come?

Whose Son is he? Begot of whom?

How came he here? what plague on Earth

Produced this Portentous Birth …

About he goes with linked Pole,

A Bottle at his Button-hole,

A Rule, a Compass, and some Cork,

And other Instruments of Work …

Of Sacred things he loves no quibble,

Save his Compt-Book he knows no Bible …

Anon., A Scots excise-man
described ([Edinburgh, 1707?])



A poor relation – is the most irrelevant thing in nature, – a piece of impertinent correspondency, – an odious approximation, – a haunting conscience, – a preposterous shadow, lengthening in the noontide of your prosperity, – an unwelcome remembrancer, – a perpetually recurring mortification, – a drain on your purse, – a more intolerable dun upon your pride, – a drawback upon success, – a rebuke to your rising, – a stain in your blood, – a blot on your ’scutcheon, – a rent in your garment, – a death’s head at your banquet, – Agathocles’ pot, – a Mordecai in your gate, – a Lazarus at your door, – a lion in your path, – a frog in your chamber, – a fly in your ointment, – a mote in your eye, – a triumph to your enemy, an apology to your friends, – the one thing not needful, – the hail in harvest, – the ounce of sour in a pound of sweet.

Charles Lamb, ‘Poor relations’ (1818)




Preface

Writing a year after the French Revolution of 1789, Edmund Burke likened the British state to a venerable oak. Compared to constitutions newly imagined in Revolutionary America and France, he celebrated its natural strength, the growth of countless seasons fair and foul.1 Perhaps that remains a useful analogy, though old oaks are often wizened and worn. Time has certainly taken its toll. The UK is a composite state of varied territories, comprising two kingdoms, a principality and two-thirds of the province of Ulster, where many of its people wish to be Irish not British. It has a splendidly decorative but constitutionally emasculated head of state – witness the Queen’s inability to halt the Conservative government’s illegal prorogation of parliament in late 2019. Her father was Emperor of India but the empire is gone, as has membership of the EU. Memories of both have proved deeply divisive.

It is striking that with the most recent phase of globalization, the UK has constitutionally become more insular and more riven by its internal fault lines, not least because it is governed through a complex and confusing constitution. Different devolution settlements have been reached with Northern Ireland, Scotland and Wales, but the division of responsibilities between all tiers of government is Byzantine. Moreover, compared with other Western nations, it is a highly centralized state with marked inequality between its regions, particularly because of London’s unmatched prosperity. That is a recipe for discontent.

Although it unwise for historians to make predictions, Northern Ireland and Scotland are now closer to leaving the Union than at any time in over two hundred years. Doing so would involve referendums after protracted discussions about identity, democracy and sovereignty, but where questions around public finances will also loom large. They certainly did before the 2014 Scottish independence referendum when three questions stood out: whether Scotland could afford to go its own way given public expenditure per head was well above the UK average; whether it would be able to manage alone a financial crisis akin to the devastation wrought in 2008; and whether it would really be independent if it continued to use the pound sterling.2 Less prominently, there were wider questions about the potential costs of Scottish independence, including to other parts of the UK, in terms of reduced economies of scale and new border arrangements.

It was not simply crude materiality that explained the importance of such matters, for taxation and public expenditure express fundamental aspects of a state’s nature and raise in the minds of its people telling questions of the value of their political community. As the great nineteenth-century French political theorist Alexis de Tocqueville put it, ‘there is almost no issue of public interest which does not derive from taxes or end up in taxes.’3 Something similar was meant when Benjamin Franklin, borrowing from early eighteenth-century English authors, quipped about the inevitability of death and taxes.4 But taxes are tricky as well as ubiquitous. As was suggested during the debates over the American constitution in 1787, ‘It is well known that the subject of revenue is the most difficult and extensive in the science of government.’5

There is nothing new in the centrality of fiscal matters to the functioning of the UK. It has always been an amalgam of nations and regions, each with different resources, histories and hopes. A union state need not be a unitary state in many ways, but particular dynamics and doubts affect the sphere of public finances. Consequently, settling them was central to the unions of 1707 (between Scotland and England and Wales) and 1801 (between Britain and Ireland). They were prominent again with the partition of Ireland in 1921 and the establishment of the Irish Free State in the following year. Significantly, Northern Ireland’s customs arrangements proved to be the main sticking point in implementing Brexit after the UK narrowly voted to leave the EU in 2016, because of the impossibility of maintaining the integrity of the UK as a customs union that could diverge from the EU while also avoiding a hard border between Northern Ireland and the Irish Republic. (As a prominent Ulster Unionist put it at the time, ‘Trade borders have always run to the core of any nation.’6) Yet if these were all important turning points, they rarely settled questions about the territoriality of public finances for long: complaints that the Union as a fiscal compact was territorially inequitable have been raised repeatedly over the centuries. Whatever the ingenuity of politicians and civil servants, no balm has been able to soothe this itch for long. In the following chapters I show why that is, offering a historical perspective on important aspects of the UK’s current discontents.

Crucially, the UK’s public finances, considered geographically, have always struggled with two major imbalances: with England’s much greater size and resources and with London as an unusually large and powerful capital tucked into its south-east corner, closer to Paris, Amsterdam and Brussels than to Edinburgh, Dublin or Newcastle. Furthermore, this was complicated because England’s predominance and London’s power were intimately tied to changing regional rather than national economic fortunes over time, through industrialization and then deindustrialization, tied as those processes were to the rise and fall of a global empire. This in the context that a distinctive English sense of national community has long been less well developed than is the case in Scotland or Wales – though that appears now to be changing.

At its simplest level, two competing myths have framed all of this. Soon after 1707 the crude piece of Scottish doggerel quoted at the outset of this book described the agents of the new tax state there as a ‘dreadfull Monster’, with London draining the nation through new and burdensome exactions.7 Claims that, in public-finance terms, ‘the leviathan maw’ of London has impoverished distant provinces have been made repetitively ever since, in terms of both siphoning off tribute and tailoring policies to London’s distinctive circumstances and preoccupations, in part because of central government’s alleged ignorance of the UK’s richly varied parts.8 The opposing myth is that the provinces have been like parasitic poor relations, ‘a drain on your purse, a more intolerable dun upon your pride, a drawback upon success, a rebuke to your rising’, and that far from being a fantastical ogre London is a golden goose benefiting the whole Union.9 This too has been a zombie idea, repeatedly rising from the dead, as in the wrong-headed and offensive claim from the 1980s that Scotland was a ‘subsidy junkie’.10

Such myths about excessive centralization and free-riding are not mere fabrications, however, but ways of seeing, understanding and arguing about whether the UK has been worth it to the people of its nations and regions. In what follows I explore how it has and has not worked as a fiscal compact, of the balances struck between the centre and peripheries in terms of the flows of taxes and public expenditure. It is a study of ideas and principles as well as of numbers and practice. It reflects on the organic nature of the Union, but also the difficulty people have often had in clearly understanding where things stand. Partly that is because of problems of measurement, but more important is that settling the public finances of any union state involves grappling with several inescapable dilemmas or trade-offs. In particular, the quest for uniformity or equality can often come at the cost of fairness or equity. Which, then, should be preferred? And if some diversity or autonomy is to be allowed, how are accountability and responsibility to be maintained? But those challenges are also constrained by desires for frugality or economy and productivity or efficiency. Too much economy can lead to some people and places being ‘left behind’; too much public spending on the grounds of equality and equity can erode competitiveness. This book, then, is centrally about the debates and decisions around the competing aims of equality and equity, framed by the constraints of autonomy and accountability and economy and efficiency.

Commonly the tension between equality and equity is considered in terms of differences between rich and poor – for which ‘class’ is often a shorthand. But where people lived also profoundly affected their relationship to public finances, because of differences in both material circumstances and culture. Should, therefore, contributions to and disbursements from the public purse be uniform across the state’s extent, or should they vary geographically? If the latter, on what principles and within what, if any, limits?

Such questions are faced by most states. After all, complaints around paying too much to the centre were major causes of the American and French revolutions and have recently helped to generate moves for greater autonomy or independence in southern Brazil, northern Italy and Catalonia. But the UK has experienced rather different dynamics here: today strong separatist movements in Northern Ireland and Scotland go hand in hand with much greater public expenditure in those places than in Wales or, especially, England.11 Does that help to explain why 55 per cent voted against Scottish independence in 2014? This book has two main strands, therefore: it sets out the geography of fiscal balances; and it considers how this has affected the operation and perceptions of the Union state.

The central problem is that while all states require some degree of unity, internal geographical variations often place considerable obstacles in the way. It will be easier for some parts to conform than others, because of environmental as well as cultural considerations, related to economic and demographic waxing and waning. After all, states are artificial not natural institutions and, as they evolve, decisions have to be made about what rights and obligations should be compulsory for all. Should the same language, laws and religion be required? Should all enjoy the same protection of their lives and property? Where should uniformity end and diversity begin and how does this relate to ideas of belonging, fairness, assimilation and unity? Answers to those questions may work for a time, only to be unsettled by changes in the economic geography of the state, especially in terms of public finances, the focus of this book.

This is, then, a study of aspects of the political economy of the UK over the last three centuries, of central questions around the public finances of a country that was and, just, remains a major power. Throughout, horse-trading was has been involved – of balancing the demands of different parts of the Union in relation to the core dilemmas I have outlined. Some of the frictions entailed were produced by the unions of 1707 and 1801 and the disunion of 1921–2 and can be thought of as ‘national’. But government has also evolved by deciding what taxing and spending should be central and what should be local, in the context of economic changes that have largely been regional. Three interlocking ‘frames’ are therefore considered in later chapters: national, regional and local.

For many years after 1707, when spending on the military and war debts dominated public expenditure, some territorial variation in taxes was accepted on the grounds of equity. But efforts to apply taxes uniformly across the Union that began in 1707 eventually reached fruition in the 1850s. It was then hoped (by Gladstone and others) that the natural course of things, the iron rule of the market, would in those circumstances equitably equalize economic opportunities and rewards. Irish voices were raised long and loud against such thinking, while continued hardships in the Highlands towards the end of the nineteenth century led to public expenditure being used as the main tool in the attempt to make the fiscal regime fair. This was contemporaneous with the growth of welfare spending to mitigate some of the worst failures of the market mechanism. Wider regional policies expanded somewhat after 1930, but really flourished in the golden age of economic growth between 1945 and 1970. It was implicitly confirmed in the Barnett Formula of 1978, whereby changes in public expenditure in England automatically triggered proportionate changes in the other parts of the Union. But only a year later, with the election of Margaret Thatcher’s Conservative government, regional economic policy was downgraded as the Victorian values of Gladstone from around 1850 were revived, straining the Union to breaking point in the process. Devolution in 1999 unsuccessfully attempted to heal that wound, in part because Scottish nationalists had been arguing that ‘our oil’ in the North Sea provided rich material foundations for independence. But providing a convincing answer to Scotland’s own fiscal dilemmas was an important factor in leading to the rejection of independence in the 2014 referendum.

My focus in what follows is upon the ways different parts of the UK have viewed public finances territorially – of the balance of nations throughout, between central and local government since the early nineteenth century and after 1900 between newfangled regions. This pushes somewhat aside the British Empire that was such an important feature of the lives of so many in Britain and Ireland before the 1950s. But for much of its history the empire was, in terms of the UK’s public balance sheet, largely self-financing, making few clear calls on domestic taxpayers and contributing directly to the Exchequer much less than might be thought. As so many of the costs of empire were exported, this allowed a certain insularity to infest the debates explored in this book. That said, clearly part of the ‘dreadful monster’ myth drew on the fact that the City of London was financially a close and active partner of the British state and the British Empire and this need to be recognized.12 But while such connections have been emphasized by some, this has rarely been in terms of how they played upon the territoriality of Britain’s public finances – doubtless in part because people from across the UK were active imperialists, indeed often disproportionately from those parts far removed from London. Consequently, these important dynamics are treated only in passing here.

This book covers a big topic over three centuries rather briefly, thereby foregrounding major questions and developments. While it rests on considerable primary sources, it also depends heavily on the work of many earlier scholars, as my endnotes make clear. But my aim is not synthesis. As with all intellectual endeavours, I adopt certain perspectives. In particular, I am interested in how the Union state has operated domestically, seeking to understand the challenges that it faced and the answers it provided. By attending to its fiscal dilemmas, the voices of both the ‘centre’ and the ‘periphery’ are important to what follows. Indeed, studying those dilemmas allows the Union to be understood more holistically than has sometimes been the case. While that will not satisfy either strong unionists or nationalists, it will hopefully allow everyone to understand better why fiscal equity has proved so elusive in the UK.




[image: Penguin walking logo]
1

Introduction

States emerge and change in size and form as different balances are struck between enlargement and disunion, often in response to rival pressures for centralization and decentralization.1 While the consolidation of states has been an important feature of European history in the period covered by this book – there were around five hundred in 1800 but only twenty in 1900 – seeing them only in terms of expansion is limiting and distorting, as some examples show.2 The creation of an Iberia-wide Spain in the sixteenth century lasted until 1640 when Portugal regained its independence. Germany united in 1871, expanded under the Nazis, was divided in 1945 and united again in 1990. In 1814 the joint monarchy of Norway and Denmark gave way to one between Norway and Sweden, who then separated in 1905. And so on. In recent decades, forces for disunion have grown noticeably, dramatically affecting the Soviet Union and Yugoslavia, while independence movements thrive in Catalonia and Scotland.3

The history of the UK has also to be seen as one of splintering as well as merging, with the unions of 1707 and 1801 to be understood alongside the Irish Revolution of the early twentieth century, followed later by increasing calls for Welsh and Scottish independence. Leading studies of these processes tend to focus upon identity politics, constitutional arrangements and the role of empire, with matters of public finances featuring only at major turning points.4 Such moments were certainly critical, but on a day-to-day basis the Union state also experienced fiscal forces at work that both encouraged and challenged its integrity, coherence and efficiency. Again, this is not a problem peculiar to it. Recently proposed increases in fuel duties sparked the febrile hostility of les gilets jaunes in la France périphérique to President Macron’s central state.5 Within the UK such challenges have often been framed in national terms – of the interests of England against those of the other parts of the Union. Yet the power of a vaguer anti-centralism, narrower regionalism and the proper balance between local and central government should not be underestimated as key considerations. After all, states are usually internally divided and if nationalist politicians ignore such features, the historian should not. Nations and states are both ‘imagined communities’ and more rarely coterminous than is commonly acknowledged.6 The UK is quite like Belgium, Germany and Spain in that regard.

Running an enlarged state is rarely straightforward. A meaningful degree of unification has to be created from component parts that may vary significantly in physical size, resources, environment, population, culture and laws. In particular, differences of geography, memories and mores can put significant obstacles in the way of the smooth running of expanded states. Various ways have been tried to achieve that balancing act, most obviously through formal federalism. As Alexis de Tocqueville put it, the imperative here is that the ‘federal system has been created to unite the various advantages that result from the large and the small sizes of nations’.7 It is a reasoned way of balancing unequal parts within union states. Yet federalism is generally easier to achieve in republics than in monarchies (Germany between 1871 and 1918 is an instructive counter-example): the UK is just that, a collection of kingdoms where widespread and rather instinctive suspicion of federalism has a deep historical tap root. Usually this is ill-considered, such that opposition to federal developments in the EU has emphasized burgeoning centralization, whereas a more federal UK has tended to be damned in terms of excessive decentralization.8

A notable feature of the evolution of the UK is that the incorporating unions of 1707 and 1801 were bespoke and different compacts, achieved in the face of considerable opposition. In both cases, opponents were anxious not only about the loss of sovereignty and separate identity, but that the proposed unions would be costly and enervating because of England’s undoubted demographic and economic superiority. Both unions were profoundly asymmetrical. And while settlements of a sort were reached at those unions, how the parts of the UK worked with one another subsequently has involved a lot of bumping and barging on the way – between its nations, between central and local government and, mainly in the twentieth century, between its regions. A critical aspect of this is money: where taxes have been raised and the money so collected spent. This raises fundamental questions about the extent to which subjects and citizens are treated uniformly across the state: in particular, significant regional differences have periodically reared their head with regard to whether taxes are light or heavy here and there, or public expenditure territorially discriminatory. Like all states, the UK has had to grapple with the question of how far geographical differences should be ignored and how far they should be managed.

How should such a question be addressed? This chapter provides various contexts for the substantive chapters that follow, particularly by introducing the main concepts used subsequently and by providing a general picture of the UK’s different places and people as they changed over time.

UNIONS AND UNIFORMITY

When there are significant differences of circumstances and aims between the parties, forging political unions requires deciding how complete or how limited they should be. Federal solutions offer one way ahead, even if in practice they have taken various forms, with the central state usually responsible for certain general, often outward-looking functions such as diplomacy and defence, with others devolved to its regions or provinces, such as policing and education.9 Commonly they depend on written constitutions setting out the division of responsibilities between the federal and state governments, with a supreme court adjudicating disputes between them. Fiscal federalism makes explicit how such clarity is to be funded. So, for example, initially the federal USA and Germany both depended heavily on customs duties, with other taxes collected by their component states.10 But there are alternative arrangements for unions. Greater autonomy for constituent states is provided through confederations such as Sweden–Norway in the nineteenth century, hybrid federal–confederal states like Belgium today or other ad hoc arrangements such as Spain’s. But as the case of Quebec, Catalonia and the Basque Country show, heightened provincial autonomy does not preclude the existence of strong separatist movements. After all, the UN Charter asserts the right of people to self-determination in their political arrangements, without helping very much to answer the question ‘Who are we the people?’

In its expansion and contraction, the UK eschewed following any constitutional model or historical example. But its unions and disunions were not stabs in the dark. They were produced by individuals who, as part of a Europe-wide culture, pondered the varied political arrangements of the ancient and medieval worlds, of the comings and goings of tribes, cities, states and empires. Around 1700 there were more immediate examples to hand, notably in Iberia, France, the Holy Roman Empire, the Dutch Republic and Poland–Lithuania, all of which had recently shifted shape and form.11 The efflorescence of political thought that began in Renaissance Italy offered principled ways of thinking about such rich possibilities for state formation.

More directly, the regnal union of Scotland and England in 1603, when James VI of Scotland also became James I of England, led to concerted thinking about what form a fuller union between the two countries might take.12 Similarly, various plans for a British–Irish union were sketched in the eighteenth century, while the growth of Britain’s empire across the Atlantic encouraged many ideas for unifying colonies in some way, including James II’s ‘Dominion of New England’ (1686–9) and, prompted by Benjamin Franklin, the Albany plan of union in 1754.13 From the middle of the eighteenth century, written constitutions proliferated, with those of republican America and France leading the way, informed as they were by a close attention to political principles.14 France’s proximity was important here, but, as part of the anglophone world, America’s federal constitution subtly influenced opinion in Britain, from its ratification in 1788 through to arguments for disunion that culminated in its civil war (1861–5) and beyond.15 Importantly, in stark contrast to what it was prepared to contemplate at home, from the middle of the nineteenth century British governments began making constitutions for parts of its empire, often federal ones, such as Canada in 1867.16 This is, to put it mildly, curious.

At their core, the unions of 1707 and 1801 were limited and markedly different ‘incorporating unions’, based on extending the jurisdiction and governance of the Westminster parliament over Scotland and then Ireland following the abolition of the parliaments at Edinburgh and Dublin. For most of its history since 1707, the sovereignty of the Westminster parliament has been the constitutional heart of the UK, centred on its statute-making powers (laws agreed to by monarch, peers and commons), subject to the justice of the courts. The evolutionary potential of new statutes and the near absence of fundamental laws have been prized by opponents of a written constitution in the UK, but advocacy of undivided parliamentary sovereignty has also been at the heart of resistance to devolution and membership of the EEC/EU.17 Significantly, the Scottish National Party has supported the highly questionable view that Scotland’s tradition of sovereignty is popular (based on the consent of the people) rather than parliamentary, supposedly demonstrating that the Union is incompatible with Scottish ways of doing things since time out of mind.18

A key difficulty of the UK’s approach to its expansion and contraction is that this has often left unsettled points of principle central to political unions. Yet the unions and disunions that have produced the UK have had, nonetheless, to decide what rights and obligations should be common to all of its citizens. In turn, considerations about the extent of uniformity immediately lead to those about equality, a complex and politically contested ideal. As Amartya Sen has urged, it is important to be clear quite what equality is at issue given the wonderful range of human diversity – at the very least it is important to distinguish between equality before the law, equality of opportunity and economic equality. However, it is notable that questions about equality often divide opinion politically between enthusiasts for it on the left and critics of it on the right, fundamentally because they are closely bound to wider differences about the weight to be accorded in daily life to morality and the market.19 Still, equality might suggest that all members of a state should be dealt with uniformly (or ‘indiscriminately’ in the language of the mid-nineteenth century), come what may – something that in turn can be seen as leading to assimilation. It is predicated on the belief that all citizens have some inherent rights, most obviously to the state’s protection of their lives and property, and obligations, most obviously (given the concerns of this book) to pay taxes to meet the costs of those rights. The language of rights has itself developed significantly since the American Declaration of Independence of 1776.20 Rights, it must be stressed, are acquired and exercised outside the market: they are inherently political.

Given the subject of this book, the complication here is that people’s circumstances have varied geographically in Britain over time, waxing and waning with industrialization and deindustrialization – shifting prosperity on to and then away from the coalfields, for example.21 Consequently, some people are more or less able to pay taxes and more or less needful of public goods, which is to say that a rigid approach to equality may be inequitable. Equity requires recognizing that people’s circumstances can differ considerably and that public finances have to be tailored accordingly – that is, unequally – through redistribution to a greater or lesser extent, either by progressive taxation or targeted spending. Seemingly at issue here is the principle of derivation, of whether the people of particular areas should receive the same share of public expenditure as they have paid in taxes.22 In practice, that has very rarely been the case. But it also relates to a fundamental question of whether states should seek to aid economically struggling communities over the very long term, or whether they should allow them to wither in the face of altered economic realities. After all, as the Austrian political economist Joseph Schumpeter argued, creative destruction is inherent in the development of capitalist economies.23

At one extreme are market fundamentalists, as in this example from 1798: ‘It is in the interest of every man to engage in that line of business which is adapted to the circumstances in which he is placed, and not to force a business for carrying on of which every requisite is wanting.’24 In a similar vein, in 2007 a Treasury paper questioned regional policies, stating that they run ‘counter to the natural growth process and are difficult to justify on efficiency grounds’.25 But the changing fortunes of places raise difficult questions about the relative weight to be given to the importance of individuals, families and communities. Famously, Norman Tebbit, Secretary of State for Employment, told the Conservative party conference in 1981 that in the 1930s his unemployed father ‘didn’t riot; he got on his bike and looked for work and he kept looking ’til he found it’. But this emphasis upon individual labour mobility pays little regard to the familial, social and cultural ties that bind many people to their locales.

As the reach of the state has grown, such considerations have been bound up with changes in public goods as recognized needs, such as schools, hospitals, utilities and infrastructure. Determining what is and what is not a need to be met publicly, and whether it should be met by central or local government, is, as in questions of equality and rights, fundamentally a political decision about reasonable standards of life and the distribution of costs and benefits.26 As one economist supposedly wondered, ‘What do you mean by need? Is a need just something you want, but aren’t prepared to pay for?’27 Unsurprisingly, such thinking feeds into the idea of ‘unwarranted’ subsidies from more to less prosperous regions or nations, rather than the more neutral language of supportive transfers and risk sharing as inherent benefits of a union state.

If the tension between equality and equity also raises issues of rights and needs, in practice public finances are also influenced by notions of economy and efficiency. These are rather less complicated to consider. It is easy to see why frugal governments are often welcomed and that wasting taxpayers’ money is condemned, even if economists approach such matters very differently, with John Maynard Keynes and his followers arguing since the 1930s for the efficacy of macroeconomic management by central government, and neoliberals favouring limited intervention by the state in markets. More politically contentious are the effects of pursuing economic efficiency. If greater productivity seems highly desirable in a world of competitive markets, there may be a trade-off because the rewards are almost always shared unequally across society.28 In many countries, industrialization eventually helped to reduce inequality in income and wealth, but since the 1980s that trend has gone into reverse in Britain and America, associated with a sectoral shift away from manufacturing towards services, as Tony Atkinson and Thomas Piketty have clearly shown.29 On the other hand, policies designed to reduce inequality are argued by some to lead to less economic efficiency – as reflected in criticisms of nationalized industries. Ultimately, this is about the relative weight given to financial rather than social values.

As is starting to become clear, the question of whether the UK was worth it for its people is deceptively simple, but quickly involves weighty questions about balancing the scope of the market and the reach of politics. There are two final twists here. First, as already suggested, are ‘people’ to be considered individually or collectively? There is a strong presumption in economics (and law) to focus on the former, its clarity aiding particular types of logical analysis.30 For example, two economists, one of them a former Governor of the Bank of England, have emphatically asserted that ‘all taxes are ultimately taxes on individuals, and it is in this connection and only in this connection that considerations of equity enter the analysis of taxation. It simply makes no sense to talk about “fairness” between sectors of the economy, or industries, or between the personal and corporate sectors.’31 Such thinking usually means paying little or no heed to territorial considerations. Geographers naturally demur, while political scientists with their interest in groups have to think about the territorial jurisdictions relevant to those groups.32 Indeed, the following chapters are all about the interplay between evolving ideas of economics, geography and politics.

Yet if the analytical frame is the collective rather than the individual, then using the UK as a whole has seemed too broad to many, with its constituent nations, regions and cities offered up as alternatives. None of these are better, only different. Importantly, if a state has, Janus-like, to look both inwards and outwards, localities and regions are often hard for it to get into focus. In these ways, ‘seeing like a state’ is not at all straightforward.33 Consequently, central government in London has found it much easier to deal with the constituent nations of the UK. Because of industrialization and urbanization, regions were reformulated in the nineteenth century and then got caught up with ideas about federalizing the UK that began to develop at the end of the nineteenth century, with Winston Churchill and the Fabians invoking the seven provinces of the Anglo-Saxon ‘heptarchy’, while in 1919 the geographer C. B. Fawcett proposed dividing the UK into fifteen provinces with their capitals, twelve in England and with the other nations each constituting one of the remaining three provinces (Map 1).34 Such ideas got nowhere, but in the interwar period administrative necessity began to require central government and some corporations to devise new regions, though never to any consistent template.
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Secondly, for individuals or collectives to assess the value of the UK in public-finance terms seems simple enough on the face of it – what is the balance between how much they put in and how much they get out, directly and indirectly? But especially when collectives are at issue, it can be tricky to pin down the actual rather than the perceived effects of taxation and how one assesses the impacts of general expenditure. Additionally, the figures provided in official statistics available since the early eighteenth century have often not been broken down territorially to the extent that some contemporaries have wanted. Conceptual difficulties have melded with data limitations in the long debates over the dreadful monster and its poor relations.

The patchy nature of records about the territoriality of British public finances has important implications, not only for setting out what the actual situation was, but also for how it was perceived, creating a void that could be filled by guesswork, estimation and deduction. But that often meant that discussion was ill-founded, riddled with assumptions and misconceptions, and expressed assertively and polemically. It is, in any case, hard to assess what people think about central government taxes and spending. From time to time, discontent has boiled over, while now and then glimpses can be found of people’s attitudes. But the silent majority is just that, while, at the extreme, smuggling and fraud are by their nature usually hidden from history and in any case more likely to be stimulated by the opportunities for illicit activities generated as a consequence of governments’ demands than by principled hostility to taxation.

Moreover, the great growth of state activity in twentieth-century Britain, with complex sources of income and complex patterns of expenditure, has made it very hard for people to judge how far the state is working in their interests. Indeed, misperceptions have flourished. For example, in 2014 a poll found that people thought that 42 per cent of central government expenditure was on health, education, pensions and welfare, whereas the actual figure was 69 per cent. By contrast, people thought that the combined costs of central government, the EU and overseas aid was five times higher than was actually the case (4 rather than 20 per cent).35 In fact, there is nothing new in this, ‘because every one has a natural propensity to believe, that men who have the handling of public money will misapply it’, as the Scottish agriculturalist and economist James Anderson wrote in 1792.36 Such misperceptions are interesting in their own right, but ‘real’ in that they affect behaviour.

It is particularly important, then, not to fall into the trap of expecting or stereotyping certain types of behaviour. While attitudes can be gauged from public discourse through the period or deduced from election results, at least over the last century, this is just as likely to be misleading as insightful. For example, although it is commonly said that the US federal Internal Revenue Service and the taxes they administer are passionately disliked by many Americans, detailed studies have shown that many are proud to pay taxes.37 Similarly, in late twentieth-century Britain, the British Social Attitudes surveys consistently found little support for reductions in government taxation and spending – though whether ‘expressed preferences’ are ‘true’ is another matter.38

TAXING AND SPENDING

At heart this book examines the relationship between changes in the internal economic geography of the UK and central government’s taxing and spending considered geographically – including grants from central to local government. This involves exploring seemingly simple issues of first determining the territoriality of taxation and public spending and then uncovering the discussions that ensued. In practice, achieving the first part of that objective is far from straightforward. It is not just that the evidence is patchy – oddly, in certain respects it is better for the eighteenth than the nineteenth century – but that a number of definitional and conceptual matters have to be addressed.

Taxation provides the starting point for this book. A government must first collect revenue to spend, for public debts can only help get around that bind to a limited degree and for a limited time. Yet, while it might seem obvious enough what is meant by taxation, a little digging soon turns up some important features that have to be grasped. Take, for example, this definition by a leading scholar: ‘taxes are compulsory payments, exacted by the state, that do not confer any direct individual entitlement to specific goods or services in return.’39 Three central elements need to be considered here.

First, sovereignty is the basis of compulsion in taxation, though, reciprocally, taxes denote membership of the state by its taxpayers.40 As one Scottish author noted in 1816, ‘taxes are vitally essential in vindicating the rights, and maintaining the structure of civilized government’, providing it with the wherewithal to maintain order.41 But disagreements as to what government spends money on and the loss of income to taxpayers mean that taxation can be judged by some to be unacceptably coercive and economically damaging. Moreover, the inherently unequal relationship between the individual and the state necessarily widens as the latter grows in relative importance within society. Consequently, though tax rebellions may have been rare in Britain, smuggling has periodically been very significant and the wider question of ‘tax morale’ – attitudes around the willingness to pay – is an important consideration in the following chapters.42

Second, taxes are collected by the ‘state’. A lot of ink has been spilled on defining such an institution, but here it means simply the successive governments of the UK. Yet since 1707 different tiers of those governments – central, county, boroughs and metropolitan districts, parishes – have imposed taxes with some transfers of receipts within the governmental hierarchy, especially from central to local administrations. To simplify matters, this book focuses mainly on what central government has done, though the changing fiscal balance between central and local government provides an important subsidiary theme from the middle of the nineteenth century.

Finally, when people are taxed they are not directly buying services, but contributing to the maintenance of the common good. Importantly, taxes differ from insurance payments to the state for particular welfare goods. Unlike many countries, such as Germany, the UK has come to make heavier use of taxation than insurance payments, blurring hypothecation – that is, the connection between particular revenue streams and particular public expenditures.43 Even so, deciding on what constitutes the common good beyond the minimal provision of security is fraught, and easier to achieve when the procedures for doing so have wider legitimacy – returning discussion to the subject of tax morale. Subsequent chapters consider how that was done, initially under a highly exclusive and oligarchical political system, then from 1832 under a gradually reforming one until all adult women were given the vote in 1928.

Generally, historians have seen the impressive amounts of taxes that found their way to London over the last three centuries as reflecting the robust fiscal health of the wider state, as well as helping to explain its considerable military power. They have shown how much the relatively well-resourced ‘fiscal-military state’ of eighteenth-century England depended on efficiently collected duties on domestically produced goods by the excise service. That continued to play a part in the nineteenth century, but the historian Martin Daunton has powerfully argued that building trust between taxers and the taxed in Britain has rested on a range of moral and political as well as practical considerations, including rectitude and transparency.44 An argument that I develop is that bringing the contested unions of 1707 and 1801 into the discussion raises important issues about both the legitimacy and power of the Union state that have previously been underappreciated.45 As such it brings a historical perspective to a distinguished body of work by economists and political scientists (especially of Scotland) about the territoriality of public finances and the often confused workings of the UK since the late nineteenth century.46

Taxes come in different shapes and sizes and with different purposes – as suggested by the abundant synonyms for ‘tax’: duty, impost, levy, rate, tariff, tithe, toll, tribute. If direct taxes on individuals or entities are commonly distinguished from indirect taxes on goods and services, linked to the view that direct taxes tend to be ‘progressive’, falling more heavily on the better-off than indirect, ‘regressive’ ones, these are cruder categories than is often assumed. Much depends on what is being taxed: indirect taxes on luxuries such as caviar are clearly taxes on those with high disposable incomes.47 More important for my concerns is that the impact of taxes can vary geographically. For example, introducing a tax on land in the 1690s had to grapple with the fact that rentals were much higher in and around London than in northern England. Similarly, taxation of many domestic outputs, such as bricks, coal and spirits, has to consider that they are neither produced nor consumed everywhere. Inescapably, taxing them has territorial considerations, as do certain import duties.

What is clear is that the number and types of taxes proliferated first in the eighteenth and then in the twentieth century, with many taxes abolished between 1815 and 1880. In 1707 it was very straightforward, with the main taxes in Britain consisting of just the direct land tax, and with duties on a handful of domestically produced commodities, chiefly beer and its raw materials, collected by the excise service and on imported goods collected by the customs service. Unquestionably, the number of different types of tax and the scope of taxation have increased significantly since then, to raise more money and to raise it from more points within society. But the matter is complicated because taxes sometimes aim to affect behaviour as well as to raise money. Customs duties can be tariffs to a greater or lesser extent, while taxes on alcohol, tobacco and air travel seek in part to reduce their consumption. Health, morals and economic objectives drive tax policy, along with the needs of the Exchequer. This raises fundamental questions about the grounds on which taxes should seek to be applied universally, and how selective they should be. It is easy to think about this in terms of different social groups – the rich, say – but, as already noted, taxing certain things may also involve territorial factors. For example, in 1763 a tax was introduced on cider, on the grounds that its consumption in some western and south-western counties of England meant that duties on beer and malt raised very little there: the aim was to ensure that alcohol was taxed to the same degree everywhere. But the cider counties complained loudly against a measure said to be ‘exorbitant, unequal, partial’, pointing up the many advantages, natural and man-made, enjoyed by the barley-growing (and therefore beer-swilling) counties of eastern England.48

Inevitably the growth in different types of taxes has involved debates over their relative merits, requiring criteria to be stated. Just as certainly, there is limited agreement on that. To Adam Smith, who discussed taxation at length in the Wealth of Nations (1776), and who was a Scottish customs commissioner for the last twelve years of his life, there were four fundamentals to good taxation: that they be proportionate to the ability to pay, certain, convenient and cheap to collect.49 The last three of those ‘canons’ are largely uncontentious. But the question of the ability to pay is much more complicated. First is the difficulty of assessing ability, of how far and how thoroughly the state should inform itself about individual circumstances: distaste for an intrusive state has a long history in Britain.50 Second, where taxes are levied, their formal incidence is not always where they finally fall – their effective incidence. If, say, land is taxed, it might first appear to fall only on landowners and their tenants, but it is easy to see how they might pass on some or all of such costs to their labourers, consumers and suppliers. Smith recognized this very considerable difficulty, usually thought of in terms of national social inequalities, though as will become clear there is an important territorial dimension to it. The first of Smith’s four canons is also tricky because it strays into the subjective terrain of equity and whether what is fair is the same as what is efficient. Utilitarianism from the late eighteenth century, marginal utility theory a century later and today’s ‘optimal taxation’ literature have each provided a way of resolving the conundrum. But it is wholly unrealistic to see all of this as only a matter of finances, for, as we have seen, it raises questions about individual rights, obligations, choices and the very nature of the relationship between a state and its people.

Another way of considering such issues is to think about what economists since 1974 have called the Laffer curve (Figure 1), named after the American economist Arthur Laffer – though, as we will see, the idea is much older in origin. It provides a useful simplification, showing the curvilinear relationship between tax rates and income raised. Critically, beyond a certain point higher tax rates produce lower income because they discourage taxable activity or encourage avoidance, smuggling and fraud. But the optimal tax point (T*) is not the same for everyone. In particular, most taxes are inherently likely to bear more heavily on the poor than the rich. This might be a simple arithmetic relationship – that a person twice as rich as another can bear twice the level of taxation – but it might involve a more complex geometric relationship, for example that a person twice as rich can bear five times the level of taxation. The former seems more intuitive, but the latter is more likely. No less important, should we conceptualize about taxation in relation to individuals, families, communities, interests, societies or economies? That all depends on what is being addressed. As has been noted, while economists tend in such matters to look to the individual, other social scientists, including geographers, focus upon collectives of one sort or another. The following chapters unpick the history of some of these differences. How did people at the time think about the issues the Laffer curve points towards and how did that affect the public finances of the Union state?
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Figure 1. The Laffer curve
Two further contextual elements are important in the appreciation and discussion of taxing and spending in the UK over the last three centuries. First, it was usual for much of that time for the market to be seen as the rule, as natural, and the state as the exception, as artifice. While this has been advocated by many economists – especially since David Ricardo in the early nineteenth century, via Friedrich Hayek in the mid twentieth century, to modern neoliberals – in continental Europe, particularly Germany, economic life has more commonly been seen as both natural and man-made.51 Clearly wider norms come into play here. Second, there has been a strong tendency to separate taxation and expenditure in discussions. Yet they are inevitably related, partly for expectations around hypothecation but also because expenditure can be consciously used to offset taxes. For example, in the late seventeenth century bounties on the export of corn were introduced in part to ease the burden of the land tax. With some justification Joseph Massie, a mid-eighteenth-century political economist, called such largesse ‘un-taxing’.52 And benefits such as mortgage tax relief allow claims of expenditure against tax liabilities – what is termed ‘tax expenditure’. Establishing a dividing line between such indirect and more explicit public expenditure is not always easy (and often pointless), though of course successful public expenditure to aid the economy will often increase tax revenues. But even so, it is also important to grasp how taxation and expenditure can be linked in principle. Adam Smith, for example, subtly argued that the ‘subjects of every state ought to contribute towards the support of the Government, as nearly as possible, in proportion to their respective abilities; that is, in proportion to the revenue which they respectively enjoy under the protection of the State’.53

By linking taxation and expenditure, if only indirectly, Smith appears rather different from the cartoonish depiction of him as the great liberal advocate of the free market. Here Smith was adopting an important position with respect to what is called ‘distributional justice’ – how property is accumulated and dispersed within society. Samuel Fleischacker, a political philosopher, has suggested that Smith was proposing something fairly new here, because it was commonly thought at the time that poverty was needed to ensure people worked to avoid it or because poverty was considered part of the divine order.54 That may be, but there have been major developments in the level of welfare and economic management most expected the state to provide. The poor law gave very basic welfare provision for much of the period, initially in England and Wales until it was extended to Scotland and Ireland in the mid-nineteenth century, but from the late nineteenth century education, pensions, unemployment benefits, health care and more were introduced across the UK. Unemployment came to be seen less as the consequence of personal failings than of capricious market forces, and individual ill-health as a scourge linked to unavoidable poverty and bad luck that the whole of society should address. Providing welfare inevitably involved redistributing resources not only between social groups but also between places. This has often, however, not addressed the causes of inequalities, be they social or territorial.

Historians have shown how, in the twentieth century, central government spent heavily on both war and welfare, but then highlighted one or the other to support different characterizations of the state.55 However, in terms of the territoriality of public finances in relation to the operation of the Union state, these were less important than significantly increased spending on infrastructure from the 1920s and regional aid from the 1930s. Within a markedly more democratic political system, both obviously raised questions about value for money, addressing which required cost-benefit analysis that had first been formalized in the nineteenth century. While there is an institutional and technocratic history to this – the Treasury’s ‘green book’ setting out assessment criteria has gone through various iterations in its forty-year history – more significant here is that in considering spending on infrastructure and regional aid, quantitative financial and qualitative social conceptions of value have often been in tension, tied to how far market forces should be managed.56

Resolving such tensions politically has involved considerable horse-trading, to reduce which different types of funding formulas have been developed. This is most sophisticated in calculations of central government grants to local governments, but also, and more famously, includes the Barnett Formula of 1978, which sought to limit special pleading by Northern Ireland, Scotland and Wales in the annual budgetary processes. But it too has now become politically contested, while governments have understandably allowed for funding outside such formulas in special cases. This is always liable to raise two related aspects of ‘poor relations’ thinking. First, in a zero-sum way, that if a scheme in one place gets extra funding, then that is not available for spending elsewhere. This can be exacerbated because, usually for political reasons, some may find it helpful rhetorically to characterize public spending in such binary terms. Second, in a free-rider way, that extra spending in one place can result not from proven need but from excessive leverage, often political or corporate.

PLACE AND PEOPLE

There are several varieties of British exceptionalism, often resting on its island situation, just visible, off the European mainland. Supposedly, in the words of Shakespeare’s John O’Gaunt, it is a ‘precious stone set in the silver sea’, ‘the envy of less happier lands’. Such romantic patriotism mutated over the centuries – masking the decay and destruction inherent to economic change – while the island’s size was later juxtaposed with the enormous extent of its global empire.57 Surely, it was once thought, this spoke of the remarkable qualities of its people and institutions in forging power and influence from such limited means. Such comforting stories are obviously mythic, most relevantly here because usually no place is left for Ireland, while irritatingly England and Britain are often used interchangeably (though far from only by the English).

A foundational and much repeated error is that Britain is a small island, a ‘little world’ in John O’Gaunt’s words again. It is not. By area it is the seventh largest island in the world fully outside the Arctic Circle, twice the size of Ireland, eight times that of Sicily and twenty times that of Jamaica, by far the largest of Britain’s Caribbean islands at the high noon of empire. Malta is a small island and so is Singapore: neither Britain nor Ireland is. Moreover, France and Spain may be bigger than Britain, but they are also more compact: as the crow flies, it is further from the south-west to the north-east corner of mainland Britain than it is in those countries – greater still when including the Scilly and Northern Isles.58 Similarly, Edinburgh is significantly further from London than Lyon from Paris, while Aberdeen is closer to Bergen in Norway than to London (Map 2). Consequently, the tyranny of distance, if eroded over time, has been a rather more important aspect of the Union state after 1707 than is usually allowed. London’s position in the south-east of England enabled it powerfully to connect Britain with continental Europe, but as a capital city it was fairly remote from many
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Table 1. Areas of the territories of Britain and Ireland



		Area km2		% of UK	

			1707-1800	1801-1922	1922-

	England	130,000	57	40	53

	Wales	21,000	9	6	9

	Scotland	78,000	34	24	32

	Ireland (whole island)	98,000		30	

	Northern Ireland	14,000			6
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Table 2. Britain and Ireland’s population, 1700–2001



		1700	1801	1901	2001

	Population in millions

	England	5.0	8.4	30.1	49.1

	Scotland	1.1	1.6	4.5	5.1

	Wales	0.4	0.6	2.0	2.9

	Britain	6.5	10.6	36.6	57.1

	Ireland (whole island)	1.8	5.1	4.4	5.6

	% of UK population				

	England	77	53	73	84

	Scotland	17	10	11	9

	Wales	6	4	5	5

	Ireland		33	11	

	Northern Ireland				3

	Persons per km2				

	England	38	65	232	378

	Scotland	14	21	58	65

	Wales	19	29	95	138

	Britain	28	46	160	249

	Ireland (whole island)	18	53	45	57
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Figure 2. Population of Greater London and Scotland, 1801–2011



THE STATE AND THE WEALTH OF NATIONS



Table 3. Government expenditure in the UK, 1700–1990



		% GDP	% central	% local

	1700	5	85?	15?

	1790	12	83  	17  

	1910	12	50  	50  

	1951	40	77  	23  

	1990	46	69  	31  
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Figure 3. Central government expenditure relative to GDP, 1700–2000, %
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Figure 4. Civil share of central government expenditure, 1700–1980, %
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Figure 5. National debt relative to GDP, 1700–2020, %
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