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Perceiving Financial Vulnerability: The impact of entrenchment on value destruction in 

the case of Northamptonshire County Council through the lens of financial resilience. 

1. Introduction 

The concept of financial resilience has been shown to be useful in understanding how local 

authorities respond to adverse conditions affecting their financial position (Barbera et al. 2017). 

A dynamic combination of inter-related capacities, financial resilience allows us to go beyond 

“the figures” to understand how financial decision making occurs within organisations 

(Barbera et al. 2018). One of these capacities is perceived financial vulnerability, which is both 

informed by and informs an organisation’s capacity to predict, interpret and respond to 

environmental changes that will impact upon its financial condition and ultimately its ongoing 

viability. 

1.1 Problem Statement 

After 10 years of financial austerity, the financial director of Northamptonshire County Council 

(NCC) issued a Section 114 notice in February 2018, the first occurrence in the UK for 20 

years. A Section 114 notice is a significant event as it a legal requirement to report in the public 

interest where a local authority fails to set a balanced budget. A period of intervention followed 

the initial Section 114 notice but despite this, a second notice was issued in July 2018 stating 

that the Council had “no financial resilience”. This lack of control has left NCC’s stakeholders’ 

facing value destruction as the Council has now had to cut back to a “core service” model of 

delivery. As a response, it has been forced to consider plans to merge with other local 

authorities, challenging the Council’s ability as a steward of public funds. 

1.2 Research Objectives and Possible Significance 

The future of NCC will no doubt represent a fertile ground for future research, especially 

related to financial resilience. For now, however, the recent history of the council, which can 

be accessed from publicly available archival data, gives an ideal opportunity to explore how 

the Council perceived its financial vulnerability. 

The Section 114 notice in February 2018 was not the first sign that there were problems with 

the Council, and in retrospect, it is possible to investigate the public record for signs of 

misperception of the council’s financial vulnerability. 

 

2. Literature Review 

Perception is a common term definition as Efron (1969) defined perception as the primary form 

of a human being’s cognitive contact with the environment that revolves around him. On this 

note, individuals and organisations may have very different perceptions of the consequences 

erupting from an event at a point in time. Hence, central and local government agencies 

perceive outcomes of uncertain events differently. For instance, in the UK, local government 

authorities perceived a growing financial autonomy with low fluctuations in their income 

sources, and robust financial reserve levels to cope with minor financial shocks (Barbera et al. 

2019). Conversely, in Germany, local authorities are susceptible to higher financial 

vulnerability levels but lacked financial autonomy to absorb small financial shocks as much as 



countries like the UK and Italy (Barbera et al. 2019); even though Italy was regarded less 

vulnerable with regards to indebtedness.  

Vulnerability is a term that is defined differently across various research themes. Some studies 

have defined vulnerability based on research disciplines including social sciences (Agarwal 

2015), economic affairs (Ullah and Khan, 2017), and finance (Steccolini et al. 2015; Barbera 

et al. 2017). In the finance literature, vulnerability definitions have been characterised to be the 

consequences of encountering financial shocks as McManus et al. (2007) defined vulnerability 

as a situation where an organisation is exposed to shocks. Similarly, other studies (Barbera et 

al. 2017; Steccolini et al. 2017) agreed to the notion in their definition of vulnerability as the 

extent to which organisations are susceptible to shocks. Vulnerability tends to be related to 

resilience as Agarwal (2015) found that vulnerable individuals must be susceptible to shocks. 

Agarwal posited further that susceptibility of organisations makes them more likely to be 

exposed to shocks and uncertain events like the financial crisis. 

2.1 Levels of Perceived Vulnerability among local Authorities in the UK  

The local government sector in the UK has been characterised with one of the foremost 

adversities of the austerity era, especially since the 2010 Comprehensive Spending Review 

(Bailey, Bramley, and Hastings 2015). It is without a doubt that the local authorities in England 

have been significantly hit; after the 2010 settlement reported a reduction of Revenue Support 

Grants (RSGs) of £5.6 billion representing a cut of 28% over the 4-year period of review 

(Hastings et al. 2015). Since 2012, Liverpool City Council needed an accumulated total of 

£247.5 million in savings to achieve a balanced budget over a 6-year period of austerity (Ullah 

and Khan 2017). This means there were cutbacks in some statutory and discretionary services 

such as social services for adults and children, as well as the disabled (Ullah and Khan 2017). 

2.2 Internal and External Perspectives (Viewpoints) of Perceived Vulnerability 

Perceived Vulnerability can be categorised in two viewpoints within an organisation. Anessi-

Pessina et al. (2012) purported evidence to prove that managers make decisions on revenue and 

expenditure to solve/correct internal and external contingencies. 

For this reason, there is a crucial need to perceive vulnerability levels of organisations from 

internal and external viewpoints. In other studies, these viewpoints referred to such 

characteristics as “factors” (du Boys et al. 2017) or “sources” (Steccolini et al. 2017). For the 

purpose of this study, these will be referred to as “viewpoints”. 

3. Methods and Possible Findings 

Adopting a case study approach, and using publicly available archival data (including financial 

data held by the UK government, audit and inspection reports, CPA outcomes, the Council’s 

published accounts, peer assessments and other reports issued by the Council), this paper uses 

the lens of financial resilience to examine how Northamptonshire County Council perceived 

its financial vulnerability during the years leading up to February 2018. The paper shows that 

misperception resulted in entrenchment in decision-making that subsequently undermined 

value delivery. This focussed approach on a single organisation allows for an in-depth 

examination of events, contexts, processes and actions in order to better understand how we 

can interpret perceptions of vulnerability and the impact they have on financial decision 

making.  
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