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Why This Matters

London is much bigger than its borders

9M residents in Greater London COVERNANCE SHAPES
TI‘CII‘ISpOI‘t

To P 5 largest urban economies worldwide Housing
Infrastructure
Economic growth

1 M + commute into London every working day Quality of life

Who governs a city that extends far beyond its administrative boundaries?
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London boroughs are very different

Inner/ Outer London and the CAZ

(-] CAZ
(] Inner
O Outer

OXFORD ECONOMICS

Source: GLA Planning

Contains OS data ©
Crown copyright and
database right (2017)
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Borough

Barking and Dagenham

Population
(2022 est.)

Employment

p 2
Area (km?) (BRES 2023)

Barnet

86.7 137,000

Bexley 60.6 247,835

Brent 43.3 341,221 118,000
Bromley 1501 329,578 126,000
Camden 21.8 218,049 372,000
City of London 586,000
Croydon 86.5 120,000
Ealing 55.5 122,000
Enfield §2.2 327,224 106,000
Greenwich a7.3 291,080 96,000
Hackney 19.1 261,491 128,000
Hammersmith and Fulham 16.4 185,238 124,000
Haringey 29.6 261,811

Harrow 50.5 261,185

Havering 112.3 264,703 85,000
Hillingdon 115.7 310,681 188,000
Hounslow 56.0 250,488 148,000
Islington 14.9 220,373 247,000
Kensington and Chelsea 146,154

Kingston upon Thames 37.2 168,302

Lambeth 26.8 316,812
Lewisham 35.1 298,653
Merton 37.6 210,709
MNewham 36.2 358,645
Redbridge 56.4 310,911 [ 741600
Richmond upon Thames 57.4 154,894 82,000
Southwark 28.9 311,913 252,000
Sutton 43.8 209,602
Tower Hamlets 19.8 325,789 310,000
Waltham Forest 38.8 275,337 |0
‘Wandswaorth 34.3 329,035 122,000

Westminster

Greater London Total

211,365

1,573.4 8,861,729

5,304,000
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https://www.london.gov.uk/programmes-strategies/planning/london-plan/the-london-plan-2021-online/annex-2-inner-and-outer-london-boroughs
https://www.standard.co.uk/homesandproperty/property-news/london-house-prices-fall-seasonal-patterns-b1018311.html

London vs Budapest

9M versus 2M residents

18/25
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London is a global metropolis

For Functional Urban Areas
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London

USD million, PPP
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Productivity is high in London, but relative income is average

For Functional Urban Areas
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Average household disposable income

Vienna Budapest Warsaw London

m 2010 =2025
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Why Hungarians Should Care

Budapest faces similar metropolitan challenges

o— 0
Capital city dominance of the national economy

o—©
Suburbanisation of residents and jobs

o—©
Growing commuter belts beyond the city limit

o—©
Housing pressure and affordability

o—©
Transport coordination challenges

Administrative borders rarely match the real economy.
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Historical Roots of English Local Government

Local self-government evolved gradually

MEDIEVAL ORIGINS

Parishes — the earliest unit of local administration
Counties — long-standing territorial framework
Strong local traditions of self-government

Historically weaker central bureaucracy than in continental
Europe

Anglo-Saxon era 12th-13thec.

Shires and hundreds Boroughs and charters

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF

THE PATTERN

The UK system was not desighed
at once.

It evolved pragmatically over centuries —
accreting institutions in response to specific
problems, rather than from a single constitutional
blueprint.

19th c.

Modern councils emerge
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Industrialisation and Urban Governance

Cities became too large for old governance structures

19TH-CENTURY PRESSURE INSTITUTIONAL RESPONSE
@ Explosive urban growth 0 Borough councils for cities and towns

@ Public health crises
e County councils across England

—
@® Infrastructure needs

. _ Metropolitan governance institutions for great
@ Housing overcrowding cities

Urbanisation forced governance reform — institutions were rebuilt to match the new scale of the city.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 5/25



The Evolution of London Governance

From county government to modern metropolitan governance

1889 1965 1986 2000
® & O O

London County Council created Greater London established . GLC abolished by Thatcher Greater London Authority created

1 More work in London
— than in home district

Boom town @

AN

Proportion commuting

London, population, m ~{ to London:
12 Fifth
Quarter
Forecast 10 B9 Third
Source: ONS Census 2011, OS
8 barneystringer.wordpress.com
@barneystringer
6
-
4

.

1801 50 1900 50 2000 50

Source: Greater London Authority

Central government = Metropolitan political power

London governance has always been politically contested.
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How Local Government Works in England Today

England has no single local government model

I Central government
I Counties

I Districts

I Unitary authorities
Combined authorities

I Metro mayors

Whitehall, Parlioment

Strategic services in two-tier areas

Local services within counties

Single tier in many areas

Voluntary city-region groupings

Directly elected regional leaders

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF

ASYMMETRIC

Different places have different
structures, different powers, and
different relationships with central
government.
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What Local Authorities Actually Do

Responsibilities of local councils

© © o o

Planning Housing Social care Local roads

O o o ®

Waste collection Libraries Schools (partly) Economic development

| UK councils have meaningful operational autonomy — but their fiscal autonomy is far more limited.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 8/25



How Local Government is Funded

The UK is fiscally more centralised than many think

CHALLENGES Biggest pressures:

Dependence on Whitehall

Grant settlements are set centrally and change with the political
cycle. .

Limited local tax autonomy

Councils cannot easily raise new taxes or change rates.

Austerity after 2010

Real-terms grant cuts squeezed service budgets for over a decade.

Political decentralisation does not necessarily mean fiscal decentralisation.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF

adult social care,

children’s social care,
homelessness,

SEND - special education needs,

temporary accommodation.

B Council tax

W Business rates

W Central government grants
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How Local Government is Funded

London collects only 31% of its revenue through own sources — much lower than comparable cities

Proportion of local government spending by source

London - GLA plus boroughs (2015)

Madrid (2015)

Berlin (2015)
New York (2015)

Paris (2014)

Frankfurt (2015)

Tokyo (2015)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

B Own-Source Revenue (%) B Shared Taxes (%) B Intergovernmental Transfers (%)
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APPENDIX - Al

Council Tax Explained

The UK's main local property tax

HOW IT WORKS

Property-based

Charged on residential dwellings, paid by occupiers.

Eight bands (A-H)

Based on estimated 1991 property values — never revalued in England.

Council-set rate

Each authority sets its own Band D rate; other bands scale from it.

Precepts added

Police, fire, and parish precepts sit on top of the council's own rate.

WHY IT MATTERS

Regressive and out of date

Bands based on 1991 valuations mean lower-value
homes pay a higher share of their value than higher-
value homes. Revaluation is repeatedly proposed and
repeatedly shelved.

Council tax raises only about a quarter of council revenue — councils cannot easily make up the rest.

OXFORD ECONOMICS - APPENDIX

Al/ A8



APPENDIX - A2

Business Rates Explained

The UK's tax on commercial property

HOW IT WORKS

Tax on rateable value

Charged on commercial premises — shops, offices, factories, warehouses.

Multiplier set nationally

Central government sets the in-year multiplier; revaluations happen every few years.

Partial local retention

Authorities keep a share of receipts; the rest is redistributed via a national pool.

Reliefs and exemptions

Small business relief, charity relief, retail relief — politically active terrain.

STRUCTURAL TENSION

A tax on bricks-and-mortarina
digital economy

High-street retailers pay business rates on physical
premises; online competitors operate from warehouses
with lower rateable values. Reform proposals — online
sales tax, land value taxation — have been considered
but not adopted.

Business rates are the only major tax local authorities can substantially retain — but they don't set it.

OXFORD ECONOMICS - APPENDIX
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London’'s Governance Structure

A two-tier metropolitan system

STRATEGIC LEVEL

Greater London Authority

Mayor of London - London Assembly

LOCAL LEVEL - 32 BOROUGHS + CITY OF LONDON

London governance combines metropolitan coordination with substantial local autonomy.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 10/25



The Mayor of London and the GLA

Metropolitan leadership for a global city

Strategic planning Transport

Environment

Economic development

Policing oversight

The Mayor provides city-wide strategic coordination — but works alongside, not above, the 32 boroughs.

OXFORD ECONOMICS -

HOW LONDON GOVERNS ITSELF
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London Boroughs

Local government close to residents

BOROUGH RESPONSIBILITIES

@® Housing @® Local planning
@® Social services @® Schools

@® \Waste collection @® localroads

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF

Local democracy

VS.

Boroughs are responsive to residents but small
enough that strategic coordination across London
requires the GLA.
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Transport for London

Metropolitan governance in practice

WHY TfL MATTERS MODES MANAGED BY TflL

G Integrated transport system across modes @

a Unified ticketing (Oyster, contactless)

) ) . ) Underground
Strategic, long-horizon investment planning

o Coordination across all 32 boroughs e

Overground

Transport integration helps London function as one labour market.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF

©

Buses

&

Trams

©

Elizabeth line

Cycling network
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Transport for London

Funded mostly through passenger fares

Income 2026/27 (£bn)
0.3 0.5
. oM
1.1
6.2

Passenger income

Other income
GLA Grants

Government Capital funding

Borrowing

Costs 2026/27 (£bn)

0.3

. Operating costs
. New capital investment
. Capital renewals

Net interest costs

[ cashreserves

7.8

TRANSPORT

FOR LONDON.

How different underground networks
are funded

B Passenger fares Other taxes/subsidies

28% 38% @
62% 79%

London New York Singapore
0
63%% 62% Kl 53%
Hong Kong Paris Madrid

Figures are approximate as funding models vary in their scope

OXFORD ECONOMICS -

HOW LONDON GOVERNS ITSELF

Source: TfL (B|B|C]|
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The City of London Corporation

A medieval institution inside a global financial centre

UNIQUE FEATURES

@ Medieval origins, predating Parliament

Separate local authority, distinct from boroughs
Its own police force (City of London Police)

®
®
@® Lord Mayor of London — ceremonial head
®

Business voting rights alongside resident voting

Europe’s largest financial
district is partly governed
through medieval institutions.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 14 [ 25



Canary Wharf

From declining docks to global finance hub

HISTORICAL TRAJECTORY

1960s-70s Docklands collapse

Container shipping shifts trade away from the Port of London

1980s London Docklands Development Corporation

A bespoke body to plan and deliver regeneration

Private investment at scale

Massive capital flows into a new financial district

Infrastructure-led growth

Jubilee line extension, DLR, then the Elizabeth line

Large urban transformation often requires special governance institutions.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 15 /25



The London Legacy Development Corporation

\
. . . \
Governing post-Olympic regeneration WHY IT MATTERS 7 i
The UK often creates bespoke . rd > y
CREATED AFTER THE 2012 OLYMPICS institutions for major urban projects. JBo-=E I\ 77T
Purpose —_— N\
Rather than reforming the whole local government .;I% v
system, England layers special-purpose vehicles on /X,
a Regenerate East London after the Games tgp of it—grecurri\ég po?tem. PeP L 3 L
*O'% LB Newham
e Coordinate planning across multiple boroughs AR ¢
e Deliver housing and supporting infrastructure Mo\
LB Tower Hamlets 'y \ % "—,___:
\ | NE | e
-;:i‘\“‘:,,:‘\\ sf
%‘z DA /
j_i O \“?
Gl
SIEGACY iomosmsmusatt | wwuoconmomny B
g DEVELOPMENT +44 (0) 20 3288 1600 -—- :(opos‘:de:rlj:?;r{pc Boundary
3 (ORPO RATION D_.':--L—L-ljc Development Plots

Urban regeneration is also a governance challenge — not only a planning or financing one.
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Administrative London vs. Real London

The economic city extends beyond the boundary

ADMIN LONDON

32 boroughs +

City of London

MILLIONS COMMUTE DAILY FROM

Essex Kent Surrey Hertfordshire

I London is economically regional, but politically fragmented.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 17/25



Functional Urban Areas

The real city'is defined by commuting and economic interaction

OECD [ EU CONCEPT

Functional Urban Areas measure:

@® Labour markets across local boundaries
® Commuting patterns and travel-to-work areas

@® Economic integration between core and periphery

Agglomeration economies operate beyond administrative
borders.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF

The Budapest economy also
extends well beyond the city
boundary.

The Pest county agglomeration is, in functional-urban-
area terms, part of the same economic system as the
capital — even where formal coordination is limited.
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Functional Urban Areas — London vs Budapest

The 'real city'is defined by commuting and economic interaction (OECD definition)
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APPENDIX - A3

Green Belt Policy

The land-use ring that shapes London's geography

KEY FACTS

Established as national policy in 1955

Originally to stop coalescence of urban areas and protect rural land near cities.

Surrounds Greater London

The Metropolitan Green Belt extends well beyond the London boundary into the Home
Counties.

Heavily restricts development

Building on Green Belt land requires meeting a high planning bar.

Politically untouchable

Green Belt has very strong public and political support — reform attempts have
stalled.

OXFORD ECONOMICS - APPENDIX

Open countryside preserved — but
at the cost of housing supply.

Economists generally argue some Green Belt release
near transport nodes would ease London's housing

pressure significantly. Politicians find this very difficult to

deliver.
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Who Pays for London?

The fiscal challenge of metropolitan governance

CORE ISSUE GOVERNANCE TENSIONS

Many workers... ,
@ Transport funding — who pays for the network commuters

use?
Use London infrastructure every day

@ Housing delivery — built where commuters live or where

) ) they work?
Benefit from London jobs and wages

® Infrastructure coordination across many local authorities
Pay their council tax elsewhere

@ Tax base mismatch between economic and political
geography

The economic geography of cities rarely aligns with fiscal systems.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 19/25



What is Devolution?

The UK is decentralised — but not federal

Delegation

Centre keeps the power but lets
locals carry it out.

Decentralisation

Functions devolved; centre
keeps right of recall.

Devolution

Stronger transfer of powers —
but reversible by Parliament.

Federalism

Constitutionally protected
powers for sub-national units.

UK devolution is asymmetric: different places have different powers.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF
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Metro Mayors and English Devolution

New forms of regional governance

SINCE THE 2010s LEADING EXAMPLES
Creation of:

Greater Manchester
a Combined authorities — voluntary alliances of councils The model for English devolution

a Directly elected metro mayors — visible regional leaders . . .
Liverpool City Region

Combined authority with mayor

GOAL
Better metropolitan coordination and regional economic strategy. West Midlands

Anchored by Birmingham

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF
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Greater Manchester Devolution

The strongest example outside London

KEY INSIGHT
Directly elected mayor

Greater Manchester is effectively
Integrated transport ambitions (the Bee Network) building a ‘'mini-London’
governance model.

Devolved health and social care powers

Regional economic strate , :
S gy Manchester became the template for English regional

devolution — and remains the most ambitious
experiment.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 22 /25



Plans for Fiscal Devolution

Current hot topic

‘ Not just “more powers” to Combined Authorities, but more control over revenue

Possible tools to gain funds locally: retaining more business rates, local tourist levy, transport levies,
land value capture

e Other possible tools: greater borrowing freedom, multi-year settlements.

Key trade-off. richer places can raise more locally, so fiscal devolution needs equalisation.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 24 [ 25



Comparison with Hungary

Similar challenges, different institutions

& Suburbanisation | 6

Housing pressure

Residents move out as the centre densifies Affordability strains the workforce

Daily flows across multiple authorities Mismatch between who pays and who benefits

|e

Shared challenges, but different institutional toolkits to address them.

Commuting | Infrastructure financing

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF 23 /25



Questions for Hungary

What could Budapest learn?

Should Budapest have stronger metropolitan governance?

Should the agglomeration coordinate more formally with the capital?
Who should fund metropolitan transport — and on what basis?

Could Budapest benefit from a TfL-style integrated transport body?

How should suburbanisation be governed across municipal boundaries?

Cities increasingly function as metropolitan systems rather than administrative units.

OXFORD ECONOMICS - HOW LONDON GOVERNS ITSELF
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The economic city and the administrative city
are not the same thing.

Governance shapes economic performance Metropolitan coordination matters
Transport integration is critical Devolution is uneven and political

London’s governance evolved pragmatically over time

Csaba Pogonyi - Lead Urban Economist - Oxford Economics



Reference Material

Eight short reference slides covering UK fiscal instruments, planning policy, transport funding, housing, and
international comparisons.



APPENDIX - A4

TfL Funding and the Pandemic Crisis

What happens when a fare-funded network loses its passengers

Pre-2020 Unusually fare-dependent

Most large metro systems receive substantial operating subsidy; TfL covered most operating costs from fares.

Pandemic revenue collapse

Ridership fell sharply; fare revenue evaporated almost overnight.

Successive central-government bailouts

A series of emergency funding packages kept the network running but with politically charged conditions.

Structurally tighter capital plan

Long-term investment harder to commit to without a stable funding deal between Mayor and Whitehall.

Fare-funded transport is fragile to demand shocks — and exposes the political fault line between Mayor and Whitehall.

OXFORD ECONOMICS - APPENDIX A4 [ A8



APPENDIX - A5

Housing Affordability in London

Why prices outpace wages year after year

N.I O X house-price-to-earnings ratio in London —
roughly twice the historical norm

Deches of building below population growth in the

South East

S pi I I - over into the commuter belt as workers price out of

London

STRUCTURAL DRIVERS

Restrictive planning

Green Belt + discretionary local consenting.

Slow build-out

New supply is small relative to demand.

Demand from incomes

London earnings premium feeds into prices.

Investment demand

Property as an asset, not just a home.

Affordability is a metropolitan-governance problem disguised as a housing problem.

OXFORD ECONOMICS - APPENDIX
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APPENDIX - A6

London vs. Paris Governance

Two metropolitan models, different starting points

State tradition Decentralised state, weaker central admin Strongly centralised state, traditionally Paris-centric
Metropolitan body Greater London Authority (since 2000) Métropole du Grand Paris (since 2016)

Local tier 32 boroughs + City of London Ccommunes (Paris itself + many surrounding)
Transport TfL — long-established integrated authority lle-de-France Mobilités — strong regional remit
Fiscal autonomy Limited; high grant dependence Limited; even more centralised than UK

Different state traditions produce different metropolitan institutions — but both face the same agglomeration economics.

A6 [
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APPENDIX - A7

HS2 and Regional Inequality

A high-speed line as a test of UK regional policy

New high-speed rail line WHAT IT REVEALS

Originally London — Birmingham — Manchester — Leeds.

Centrepiece of 'levelling up’ ’: zg::gf;; ;li;l; fl:ce"gg'yzzeﬂs‘le mercy of

Marketed as the spine of UK regional rebalancing.

Successive scope cuts

Leeds leg cancelled, then the Birmingham — Manchester leg.

HS2 illustrates the difficulty of delivering long-horizon
Major cost overruns regional infrastructure when commitments can be reset
every padrliamentary term.

Budget rose substantially across the project's life.

OXFORD ECONOMICS - APPENDIX A7 [ A8



APPENDIX - A8

Fiscal Decentralisation in Europe

Where the UK sits on the spectrum

Denmark N 0 © - ctonel share
Sweden N  Strong municipal taxation powers
Germany N  Fedloral — Lainder with own revenues
Spain N 1 °T 01 communities with significant
France . centralised state with growing local role

Hungary I  Recentralising trend over recent years

UK I  riscally centralised despite devolved nations

lllustrative ordering, not exact OECD figures — broader sub-national share of public spending.

I The UK and Hungary both sit at the more centralised end of the European spectrum.

OXFORD ECONOMICS - APPENDIX A8/ A8
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